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cuts,  delaces.  breaks  or  iniures 
any  book,  map,  chart,  picture, 
engraving,  statue,  coin,  model, 
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ject ot  curiosity,  deposited  in 
any  public  library,  gallery, 
museum  or  collection  is  guilty 
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YOUR 


BUSINESS        APPS 


ailability  is  as  important  to  your  business  as  your  product  or  serviced 
inevitable  business  disruption?  You  turn  to  a  true  expert  in  availability.  In  our  20  years  of  technology 
experience,  we  haven't  had  a  single  miss,  www.comdisco.com.  Delivering  the  promise  of  technology. 
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■rved.  McAfee  is  o  registered  trademmk'of  Netwcjjk  Associates,  In 


WHAT     EXACTLY     IS 


A     COMPUTER    VIRUS 


LIKE,    YOU     ASK? 


Whoosh.  Out  of  nowhere,  your  most  important  digital  assets- 


passwords,   personal  records  and  files  — all  vanish.  Your  computer 
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stops  working.    Criminals   get  your   personal    info.   And   you 


unknowingly  do  things  like  sending  rude  emails,  to  unsuspecting 


parties.  Don't  blame  the  Internet.  Blame  viruses.  Now,  catch  your  breath. 
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McAfee.com   is  here  with  advanced  anti-virus  protection.   It's  just  one  of 

the  many  services  from  McAfee.com  that  keep  your  PC  running  at  its  best. 

Visit  www.mcafee.com  for  a  free  trial.  Because  viruses  are  definitely  coming. 
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It's  time  you  got  to  a  safe  place. 
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Cover  Story 

124    VIVENDI:  GOING  HOLLYWOOD 

Outsiders  have  rarely  made  it  in 
Tinseltown,  and  big  media  deals 
based  on  grand  convergence 
theories  almost  never  live  up  to 
their  promise.  However,  Vivendi's 
Jean-Marie  Messier  brings  powerful 
friends,  strong  assets,  and  huge 
ambition  and  drive  to  the  task.  Will 
this  Maitre  du  Monde's  master  plan 
work? 
130    GET  ME  BARRY  DILLER 

The  usa  Networks  chairman  is 
viewed  as  "an  asset"  by  the  head 
of  Vivendi,  who  wants  him  as  a 
co-empire  builder 

News;  Analysis  &  Commentary 

36    WHY  GAS  PRICES  ARE  SO  HIGH 

Consumers  blame  OPEC  and  the  oil 
companies,  the  oil  companies  blame 
opec  and  regulators,  opec  blames 
refiners — and  they're  all  right 
39    COMMENTARY:  OPEC 

It  has  raised  its  members'  output 
of  crude  oil,  so  it's  not  to  blame 
for  the  recent  round  of  price  hikes 
at  the  pump 


40  BANKS:  IS  WACHOVIA  A  WARNING? 

The  bank  took  a  charge  to  cover 
problem  loans.  Some  fear  that 
other  lenders  soon  will  follow  suit 

41  COMMENTARY:  THE  FED 
Growth  gurus  at  the  central  bank 
think  the  economy  won't  overheat 
at  higher  speeds 

42  WORLDCOM'S  WATERLOO? 
Unless  it  makes  major  concessions 
to  antitrust-wary  regulators,  its 
Sprint  deal  may  fall  through 

44    COMMENTARY:  AOL 

Does  its  Instant  Messaging 
technology  give  it  an  unfair 
advantage  over  rival  Net  portals? 

46    CAN  DAVID  BOIES  SAVE  NAPSTER? 
The  legal  ace  who  won  Justice's 
case  against  Microsoft  is  out  to 
save  Napster  from  copyright  hell 

49    COMMENTARY:  THE  FDA 

The  move  to  sell  more  drugs  over 
the  counter  needs  a  rethink 

52    IN  BUSINESS  THIS  WEEK 

International  Business 

56    MEXICO:  ELECTION  2000 

Changes  in  the  electorate — and 
new  voting  regulations — could 
finally  spell  defeat  for  the  pri 


61    COMMENTARY:  RUSSIA 

Let's  face  it:  Putin  is  a  tht 

democracy 

64     INTERNATIONAL  OUTLOOK 

Why  the  euro  could  end  uj 
Tony  Blair  plenty 
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Economic  Analysis 

29    ECONOMIC  VIEWPOINT 

Barro:  Where  both  sides  ei 
Social  Security  privatizatio 

32  ECONOMIC  TRENDS 
The  trade  deficit's  fact  gaplys 
sales  of  Net  stocks,  higher 
demand  for  senior  executiv 

33  BUSINESS  OUTLOOK 
Recovering  economies  abro  jl 
inflationary  pressures  on  th 

Government 

53    WASHINGTON  OUTLOOK 

Social  Security:  Why  Gore  i  |J 
really  following  Bush 
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65    WHY  WAL-MART  APOLOGIZE  I 

The  retailer  has  always  plaj  b 
hardball  in  the  courtroom,  b 
tactics  were  getting  embarr 
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mages  are  small  and  jerky,  but 
:et Video  is  seen  by  Hollywood 
s  entree  to  the  mobile  Net 
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niying  the  chain,  critics  say, 
il  magnate  Brad  Martin  bit  off 
?  than  he  can  chew 


S'S  NEW  FANGS 

>\\  rule  forces  companies  to  tell 
Stors  more  than  they  might  like 
now  about  derivatives  strategy 


134    A  MARKET  OF 'STRONG  BUYS' 

Dot-coms  may  be  battered,  but 
they're  still  highly  regarded  by 
Wall  Street  analysts 
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TECHNOLOGY  &  YOU 

Coming  soon:  Services  offering  Web 
data  through  old-fashioned  phones 
via  voice  recognition 
WINDOWS  OF  OPPORTUNITY 
Steve  Ballmer  and  Bill  Gates  have 
a  new  plan  for  making  Microsoft  a 
powerhouse  of  the  Net.  Will  they 
get  it  right  this  time? 
HP  BOTCHES  AN  E-LAUNCH 
The  computer  giant  hasn't 
communicated  the  benefits  of  its 
"e-speak"  software  to  the  Web-site 
developers  it  was  made  for 


The  Corporation 


146    PACCAR  KEEPS  ON  TRUCKIN 

The  No.  2  truckmaker  can't  entirely 
escape  a  downturn  in  demand  for 
its  big  rigs,  but  it's  so  well-run  that 
it  should  still  have  a  smooth  ride 
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151    AIRLINE  STOCKS:  TOO  LOW? 

Some  WaH  Street  pros  believe  the 
gloom  that  has  fogged  in  share 
prices  may  be  overwrought 

153    TEMPLETON  GOES  AMERICAN 
The  growth  fund's  portfolio 
manager  Mark  Holowesko  goes  on 
a  U.  S.  stock-only  shopping  spree 

159    THE  BARKER  PORTFOLIO 

A  gloomy  vista — at  least  in  the 
short  run — for  Visteon,  the  auto- 
parts  maker  Ford  is  spinning  off 
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www.businessweek.com 
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Free  to  Subscribes 

Go  to  www.businessweek  jj| 
and  follow  the  instruction's 
register.  Be  sure  to  have  t 
account  number  that  app.fc 
your  business  week  mailing 


Updated  every  business  day  at  www.businessweek.com 


Winner  of  the  2000  National 
Magazine  Award  for  General 
Excellence  in  New  Media 


VIDEO  VIEWS 


Original  streaming  video  featuring  industry 
experts  and  BW  editors 

■  PUTS  AND  CALLS: 

Bernard  Schaeffer  of 
Schaeffer's  Investment 
Research  suggests  some 
options-trading  strategies 

■  REINING  IN  RISK:  BW's 
Bill  Glasgall  weighs  in  on 
mutual  funds  that  help  you 
hedge  against  market  declines 
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TOOLS 


■  CAPITAL  GAINS  CALCULATOR: 

Here's  how  to  figure  if 
you  should  hold,  or  sell 
and  reinvest 
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■  MBA  SEARCH:  Which  is    -^ 
the  right  business  school        P^S^ 
for  you  and  your  needs? 

■  SALARY  SURVEYS:  How 

much  money  should  you 
be  paying  your  staff? 

■  YOUR  PORTFOLIO: 

Check  in  on  the  health 
of  your  investments 


INTERACTIVE  FORUMS 


■  Join  other  readers  in  ongoing 
discussions  on  investing,  info 
tech,  e-commerce,  business 
schools,  assistive  technology,  and 
more — or  start  your  own 
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Track 
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perfor- 
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Info  Tech  100 
index 
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Find  quick  Links  to  these  online  highlights  on  the  July  3,  2000,  issue's  table  of 
contents  online,  or  go  directly  to  unvw.businessweek.com/2000/00_27/online.htm 

Bush  Speaks 

Ending  a  long  silence,  George  W. 
unveils  a  wide-ranging  strategy  aimed 
at  helping  disabled  Americans — 
and  talks  about  the  economy — in  an 
exclusive  interview 

DAILY  I  Business  and  investing  news, 

BRIEFING  commentary,  and  analysis 

NEWS:  Before  too  long,  you  may  be  able 
to  cruise  over  to  Mars  in  a  space  buggy 
ANALYSIS:  A  savvy  media  campaign 
helps  CBS's  Survivor  draw  younger 
viewers  and  boost  summer  ratings 
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Investing  insights  powered 
by  S&P  Personal  Wealth 


www.businessweek.com/invi 


STREET  WISE:  Wachovia's  woes  could  be  a  boon  for  bargain  hunt 
Q&A:  John  Garrity  of  Investec  Ernst  advises  caution  in  the  stock 
market  but  still  spots  some  values 
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BUSINESS 


A  resource  for 
entrepreneurs 


frontier.businessweek 


SMART  ANSWERS:  Help  get  your  startup 
off  the  ground  by  joining  a  trade  association 
IN  BOX:  Most  small  businesses  don't  have 
plans  to  hit  the  Web  anytime  soon 
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TECHNOLOGY 


State-of-the-art 
coverage  of  info  tech 


www.businessweek.com/techno 


DATA  NUGGET:  The  top  five  Net  radio 
stations  in  loyalty  and  time  tuned  in 
PERSPECTIVE:  Net  investors  could  get 
burned  in  B2B  and  wireless 
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BEST 
B-SCHOOLS 


Business  Week's  exclusive 
rankings  and  profiles 


www.businessweek.com/bschi 


Q&A:  Regina  Resnick,  director  of  career  services  at  Columbia 
Business  School,  discusses  the  changing  MBA  recruiting  process 


GLOBAL 
BUSINESS 


In-depth  coverage  of  Asia, 
Europe,  and  Latin  America 


www.businessweek.com/global 


ANALYSIS:  Franco-American  friendship  is  still  fraught  with  frictioi 
ONLINE  ASIA:  India's  Rediff.com  is  off  to  a  hot  Nasdaq  IPO  while 
China's  Sohu.com  languishes  under  Beijing-based  uncertainty 
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From  Treasuries  to  municipal  bonds. 

Oil  to  weather. 

Weather?  Yeah.  Even  weather. 

We're  eSpeedT  And  we  run  the  biggest  interactive 

electronic  marketplaces  on  the  planet.  Trading  over 

$45  trillion  (not  million,  not  billion — trillion)  a  year. 

Of  course,  that  was  last  year. 

And  we're  just  getting  started. 

We're  building  new  markets.  And  there  are 

plenty:  electricity,  bandwidth,  telephone  minutes — 

to  name  just  a  few. 

We  create  B2B  marketplaces  and  exchanges  in 

virtually  every  market  segment.  In  other  words, 

if  it's  B2B  and  it  trades,  it  can  trade  on  eSpeed. 

And  not  just  trade.  Trade  like  stocks.  Online. 
And  you  know  how  that  is. 
With  our  technology,  end-2-end  solutions 
and  trading  expertise,  the  future  of  B2B 
e-commerce  will  be  powered  by  eSpeed. 
Now  that's  something  you  can  trade  on. 


317-1233 


www.eSpeed.com 


WE      ARE      MARKETS 

NASDAQ:  ESPD 
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EDITED  BY  ROBERT  McNATT 


THE  DEAL  MILL 

IS  XEROX 
PRIME  PREY? 

AFTER     SEVERAL 

costly  missteps  in 
the  past  year,  Xerox 
showed  ceo  Rick 
Thoman  the  door 
this  spring  and  ush- 
ered in  his  prede- 
cessor once  again, 
Paul  Allaire,  to  fix 
the  mess.  But  fur- 
ther problems  since 
Allaire's  second  com- 
ing have  some  in-  ~ 
vestment  pros  wondering  if 
Xerox'  days  as  an  indepen- 
dent company  are  numbered. 
After  Allaire  warned  of  an 
earnings  shortfall  for  the  sec- 
ond quarter  on  June  16,  Xe- 
rox shares  plunged  20%,  to 
about  21.  He  told  unhappy  an- 
alysts that  Xerox  would  in- 
tensify its  focus  on  financial 
controls.  In  his  words,  there 


ALLAIRE 

time  aro 


will  be  "no  more  surprises." 
It  will  clearly  be  no  sur- 
prise if  Xerox,  with  its  tat- 
tered credibility  and 
its  low  share  price, 
ends  up  in  play. 
"The  price  at 
this  level  certainly 
makes  the  company 
attractive  as  a 
takeover  candidate," 
says  Merrill  Lynch 
analyst  Steven 
Milunovich. 

On  the  short  list 
of  potential  buy- 
ers are  Hewlett- 
"  Packard  and  IBM, 
which  Gartner  Group,  a  big 
tech  consultant,  has  said 
would  be  a  good  fit.  The  con- 
sensus is  that  Xerox'  short- 
term  outlook  is  grim.  Says 
one  consultant  and  Xerox 
alum:  "I  hate  to  be  melodra- 
matic, but  unless  there's  a 
knight  in  shining  armor,  I 
think  the  patient  is  too  sick 
to  recover."  Pamela  L.  Moore 


Second 
>uid 


THE  LIST  HAVE  TECH,  WILL  TRAVEL 


Traditionally,  the  principals 
of  McKinsey,  Booz  Allen, 
and  Boston  Consulting  top 
Kennedy  Information's  list 
j   of  The  Most  Influential  Con- 
sultants of  the  Year.  But  this 
is  the  year  of  the  e-consul- 
tant,  and  the  faces  are  new. 


**4Vb 


1.  BILL  NUSSEY,  34 

CEO,  iXI  Inc. 


Ex-venture  capitalist  whose  firm  has  an 
e-strategy  contract  with  Virgin  Atlantic  expect- 
ed to  produce  $50  million  a  year  in  revenue. 


2.  DAVID  PECAUT,  44 
Mg.  Dir.,  Bos 
Consulting 


His  EVentures— 50%  of  BCG's  North 
American  business — is  building  a  site  that 
is  a  joint  venture  among  five  major  airlines. 


3.J0HND0NAH0E, 

39 

Worldwide  Mgr., 

Bain  &  Co. 


Laid  the  groundwork  for  Bain's  largest  invest- 
ment in  15  years — a  joint  venture  with 
Kleiner  Perkins  Caufield  &  Byers  to  help 
global  companies  build  their  e-businesses. 


4.  GEOFF  UNWIN,  57 

CEO, Cap 
Gemini 


Critical  in  helping  Cap  acquire  Ernst  & 
Young's  consulting  practice  and  turning  Cap 
into  a  technology  powerhouse  in  Europe. 


5.  MARY  TOLAN,  39 

Mg.  Partner, 
Andersen  Consulting 


Architect  for  Andersen's  new,  more 
entrepreneurial  strategy  to  incubate 
e-businesses. 
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TALK  SHOW  iil  will  go  to  my  grave  regretting  the 
photograph  of  me  in  an  antiaircraft  carrier,  which  looks 
I  was  trying  to  shoot  at  American  planes)) 

— Jane  Fonda,  interviewed  in  0,  The  Oprah  Magazine 
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FUND  FRONT 

OFFSHORE  BUYERS 
ARE  DIVING  IN 

FOREIGN  COMPANIES  HAVE 
snapped  up  four  U.  S.  mutual 
fund  or  money  management 
companies  this  year  in  billion- 
dollar-plus  deals,  and  indus- 
try sources  say  the  buying 
spree  isn't  over  yet. 

Up  for  grabs  next?  It 
could  be  the  John 
Nuveen,  Eaton 
Vance,  Neuberg- 
er  Berman,  or 
the  mutual  fund 
arm  of  John 
Hancock  Finan- 
cial Services.  Off- 
shore buyers  at- 
tracted to  the 
rich  U.  S.  market  find  it 
cheaper  to  buy  existing  funds 
than  start  from  scratch,  even 
at  a  rich  5%  of  assets — what 
UniCredito  Italiano  agreed  to 
in  its  June,  $1.2  billion  buy 
of  Pioneer  Group. 


But  smart  overseas  t 
should  temper  their  er 
asm  with  a  realistic  u 
standing  of  a  fund  fa 
weaknesses,  say  inves 
pros.  Eaton  Vance,  f( 
stance,  is  strong  in  tax 
aged  and  prime-rate  fu 
but  not  much  else, 
funds  have  strong  distril 
but  weak  performance, 
eign  buyers  "think  thej 
selling  enormous  amoui 


FOREIGN  BUYER 

Alliance  Capital  (France) 
CDC  Asset  (France) 
Old  Mutual  (S.  Africa) 
UniCredito  Italiano 


SHOPPING  SPREE 

U.S.  COMPANY 

Sanford  C.  Bern 
Nvest 
United  Asset 


Pioneer  Group 

DATA:  BUSINESS  WEEK 
mutual  funds,  but  th 
missing  the  boat,"  says  S 
Eisman,  an  analyst  for 
World  Markets.  A  sale 
rich  foreign  company  ' 
cure  strategic  short 
ings.    Mara  Der  Hovan 


MOTOR  CITY 

GM  SEES  THE  FUTURE, 
AND  IT  IS  TRUCKS 

GENERAL   MOTORS   MAY   BE   A 

few  years  late,  but  the 
world's  largest  auto  maker  is 
now  pouring  its  product  de- 
velopment dollars  where  they 
can  yield  the  best  returns: 
into  trucks. 

At  an  early-summer  off- 
site  confab  in  Italy,  ceo 
Richard  Wagoner's  executive 
troops  said  that  from  now 
through  2002,  70%  of  the 
company's  new  vehicle 
capital  investment  will 
go  to  trucks,  suvs,  and 
the  like.  One  outcome  of 
that:  gm  will  scrap  its 
unloved  Chevrolet  Prizm 

WAGONER:  Scrapping 
the  Chevy  Prizm 


compact  in  2003  and  re 
it     with     a     hew     Po 
"lifestyle  vehicle,"  whicl 
be  designed  on  a  smal 
base  and  made  in  Calif 
at  a  plant  jointly  run 
Toyota.    The    new    se 
wheels  will  mix  attribut 
a  standard  car  and  an 
The  new  vehicle  will  ah 
made  with  slightly  difft 
styling  for  Toyota. 
Since  the  mid-1990s,  r 
Ford      and      Dain 
Chrysler  have  sped 
GM  in  designing 
trucks,   which 
more        profit 
than  autos.  A 
half  of  gm's  i 
are      from      < 
while  at  least 
thirds  of  both  I 
and  Daimler  Chr 
sales  are  from  tn 
minivans,   and   s 
utilities.  "We  la£ 
the   market,   and 
knew    it,"    says 
sales     analyst 
Ballew.      David  W 
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3  Celanese 


The  pace  of  development  and  structural  change  in  the  chemical  industry  is  increasing. 

Tomorrow's  winner  will  be  the  one  who  truly  understands  the  challenges  ahead, 
the  one  who  can  act  and  not  just  react. 

That's  what  we  aspire  to. 
We're  putting  emphasis  on  the  swift  implementation  of  new  ideas,  orienting  our  businesses  towards 

e-commerce  and  investing  in  promising  growth  areas  -  just  to  give  a  few  examples. 
Our  goal:  To  grow  -  faster  than  the  industry. 


Celanese  AG.  A  global  leader  in  the  chemical  industry,  www.celanese.com 
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Up  Front 


PRODUCT  PEEK 

CAN  I  SELL  YOU  SOME 
2005  MERLOT? 


wine  SIGN:  In  the  future,  futu 

COME  NOVEMBER,  OENOPHILES 

will  be  able  to  buy  the  great 
wines  of  France  before  their 
time — so  to  speak — when  the 
Paris  Stock  Exchange  launch- 
es the  world's  first  wine- 
futures  exchange.  Futures 
markets  have  handled  pork- 
bellies,  coffee,  and  other  agri- 
cultural output  for  years.  So 
why  not  wine?  "In  financial 
terms,  there's  fundamentally 
nothing  different  between  cof- 


fee production  and  a  first- 
growth  Bordeaux,"  says  the 
project's  initiator,  wine  mer- 
chant Philippe  Capdouze. 
Investors  would  buy  cases 
of  wines  from  future  har- 
vests   of   leading    Bor- 
deaux, such  as  Chateau 
Margaux.     California 
wines  may  be  traded  lat- 
er. That  wine  varies  in 
quality     doesn't     deter 
Capdouze.  After  all,  he 
|  says,  coffee  futures  are 
commonplace,  and  "there 
are  34  different  grades 
res    of    coffee."    The    plan: 
"  Price  higher-rated  first- 
growth   Grand   cru   futures 
higher  than  fifth  growths. 

Vintners  like  the  idea.  "It 
will  just  let  us  reduce  the 
risk  of  a  bad  harvest  and 
fluctuating  prices,"  says  Flo- 
rence Cathiard,  owner  of 
Chateau  Smith  Haut-Lafitte. 
And  with  Bordeaux  prices 
rising,  wine  lovers  may  be 
able  to  make  an  investment 
as  pleasing  to  the  purse  as 
the  palate.  William  Echikson 


WRETCHED  EXCESS 

THE  CARROT-AND- 
ROLEX  APPROACH 

WITH  EMPLOYERS  SCRAMBLING 
to  attract  and  retain  employ- 
ees, bonuses  are  getting  perki- 
er than  ever.  People  still  like 
cash,  of  course.  And  it's  nice 
to  be  able  to  bring  your  pet 


INCENTIVES:  Wheels, 
watch  (and  cash) 

to  work  or  get  a  free 
massage.  But  most 
companies  would 
be  hard-pressed  to 
match  the  perks  at  i 
privately  held  soft- 
ware consultant  NovaSoft  In- 
formation Technology:  a  C- 
class  Mercedes-Benz,  a  Rolex 
watch,  and  $20,000. 


That's  what  CEO  Neil 
Bhaskar  now  gives  star  per- 
formers at  the  company, 
which  has  $28  million  in  an- 
nual revenues  and  400  em- 
ployees. In  two  years,  he  has 
already  given  away  16  of  the 
cars.  So  how  to  raise  the  bar? 
With  the  Rolex  and  the  cash. 
The  idea  doesn't  thrill 
NovaSoft's  directors.  "My 
board  bashes  me  up 
every  time  I  give  a 
car  away,  but  it  has 
been  a  great  help  in 
In  creating  self-esteem," 
i    says  Bhaskar. 

Consider  Nova- 
«  Soft  senior  account 
fh  executive  Peter 
Bruno,  24.  Working 
12-hour  days,  he  won 
a  Mercedes  for  signing 
52  new  customers.  The 
quota  was  36.  Now,  Bruno 
is  going  for  the  watch  and 
cash.  He  won't  work  too 
hard,  though.  "It's  against  my 
religion  to  work  weekends," 
he  quips.  Now,  that's  self- 
esteem.  Stefani  Eads 
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RETAIL  DETAIL 

FLORSHEIM'S 
MAGNETIC  APPEAL 

EXECUTIVES  AT  FLORSHEIM 
Group  admittedly  missed  the 
trend  toward  casual  shoes,  as 
well  as  the  industry's  shift  to 
offshore  production  and 
away  from  traditional  shoe 
stores.  But  now  they 
think  they've  found  a  fad 
that  will  pull  the  vener- 
able company 
back  into  the 
black  as  surely 
as  a  compass 
needle  points 
north:  magnets. 

Hoping  to  cash 
in  on  the  trendy  New  Age 
use  of  magnets  as  painkillers, 
Florsheim  has  begun  selling 
dress  and  casual  shoes  with 
insole  magnets.  In  1999,  Flors- 
heim sold  70,000  pairs  of  mag- 
netic-soled MagneForce  golf 


shoes,  costing  about 
pair.  With  the  new  lin 
magnetic-soled  shoes, 
heim  expects  to  sell  twic 
number  this  year. 

Do  magnetic  fields 
do  any  good?  Florshein 
vertises  that  biomagnetic 
"increase  circulation,  ran 
motion,  energy, 
vitality,"  thougl 
company  ca 
point  to  any  s 
tific  studie 


DRESSY: 

will  they  cli\ 


I 


idating  that.  The 
tional  Institutes  of  H^ 
says  there  is  no 'evidence 
magnets  promote  health 
if  magnets   can   help 
sheim  turn  a  profit— the 
pany  has  lost  money  fot 
the  last  five  years — m; 
they  really  do  have  se 
powers.  Michael  A 


THE  BIG  PICTURE 


COUGH  IT  UP  The  wealthy  could  comfortably  afford 
to  give  far  more  to  charity  than  they  do.  If  the  rich 
gave  on  a  par  with  lower-income  groups,  the 
most  affluent  taxpayers  would  each  have 
liven  an  average  of  $1.2  million  in  1999 
ioo  ^^_  instead  of  $129,000. 


GROUP 
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AMOUNT  DONATED  AS 
A  PERCENT  OF  ABILITY* 


$75,000- 
$99,999 


'  POTENTIAL  DONATION  LEVELS  ARE  BASED  ON 
MODELS  INCORPORATING  1997  IRS  INCOME 
AND  ASSET  DATA,  ADJUSTED  FOR  INFLATION  A  PERCENT 


$100,000-  $200,000-  $500,000-  $1,000, 
$199,999    $499,999    $999,999     OR  M0 

ADJUSTED  GROSS  INCOME 


FOOTNOTES  Readers  who  prefer  charts  and  pictures  to  text:  Those  born  since  1979,   57%;  those  born  1965-1978,  45% 
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CREDIT   I  IRST 
SUISSE   30ST0N 


IS    IT    POSSIBLE   TO 
SPECIALIZE    IN    THINGS 
fHAT    HAVEN'T 


www.csfb.com 


In  a  world  of  numbers  and  figures  and  statistics  and  averages,  perhaps  the  most  valuable  asset 
is  the  ability  to  look  beyond  all  of  that.  Not  necessarily  to  predict  the  future.  But  to  anticipate  it. 
To  enable  it.  And  to  empower  people  and  companies  who  create  it.  At  Credit  Suisse  First  Boston, 
we  specialize  in  doing  exactly  that.  And  believe  that  one  of  our  most  important  tasks  is  helping 
clients  capitalize  on  change.  Because  things  could  be  dramatically  different  ten  years  from  now. 
Or  tomorrow,  for  that  matter.  CREDIT  SUISSE  FIRST  BOSTON. 

EMPOWERING  CHANGE. 
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Editor's  Memo 


YOU  READ  IT  HERE  FIRST 


On  June  14,  federal  prosecutors 
in    Manhattan    made    headlines 
throughout    the   world.    In   the 
biggest  crackdown  on  securities  fraud 
in  history,  the  FBI  arrested  120  alleged 
stock  swindlers — including  10  reputed 
members  and  associates  of  New  York's 
five  Mafia  families.  In  a  packed  news 
conference,  Barry  W.  Mawn,  head  of 
the  FBI's  New  York  office,  told  re- 
porters that  a  secret  probe  "uncov- 
ered once  again  La 
Cosa  Nostra's  efforts 
to  infiltrate  the  secu- 
rities markets." 

None  of  this  should 
be  a  secret  to  read- 
ers of  BUSINESS 
WEEK.  In  an  award- 
winning  cover  story 
in  the  December  16, 
1996  issue— "The  Mob  MAN  ON 
on    Wall    Street'-  TH£  STREET 

BUSINESS    WEEK    Se-  . 

nior     Writer     Gary  WeiSS  and  hlS 

Weiss  revealed  how  ground-breaking  cover  story,  in 
organized  crime  had  the  December  16, 1996  issue 

made  shocking  in- 
roads into  the  securities  markets.  In 
that  story  and  in  many  subsequent 
articles — including  the  December  15, 
1997,  cover  story  "Ripoff!" — Weiss 
laid  out  for  the  Street  and  for  law-en- 
forcement officials  how  small  investors 
were  being  ripped  off  to  the  tune  of 
billions  of  dollars  a  year. 

These  investigative  stories  were  fol- 
lowed by  a  series  of  indictments  in 
Florida  and  New  York  that  began  in 
late  1997,  which  named  many  of  the 
same  brokerages,  stocks,  stock  pro- 
moters, and  reputed  mobsters  that 
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were  first  featured  in  these  art* 
The  June  14  indictments  also 
companies  and  brokerages  uncov 
by  Weiss  3^  years  ago.  Among  Wols 
revelations:  the  beating  of  a  broke 
a  mob-controlled  firm,  graphically 
scribed  in  the  cover  story.  That 
kerage,  and  another  firm  describe 
"Ripoff!,"  were  at  the  center  of 
recent  indictment. 

Weiss  didn't  stop  there.  Last  j 
he  wrote  a  cover  story,  "Scandal  itn 
Wall  Street,"   prix 
posing     alle   emu 
improprietie!  surf 
the       AmerHracn 
Stock  Excha 
for  which  he 
cently  won 
Deadline      C 
award 

Weiss  has  l 
at  BUSINESS  w 
for  13  ye 
blossoming 
one  of  the 
investigative 
porters  anywh 
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A  native  New  Yorker,  he  is  a  gra»pr">i 
ate  of  the  Bronx  High  School  of  i  \i 
ence,  City  College  of  New  York 
the  Medill  School  of  Journalism 
Northwestern  University.  His  cou 
geous  reporting  on  the  underbelly 
Wall  Street  is,  quite  simply,  jourr  fe 
ism  at  its  very  best.  We're  proud 
you,  Gary. 


JfyArL/S   J^JL 


ri 


Editor-in-Ch 


PRESIDENT  &  PUBLISHER:  William  P    Kupper  Jr 


" 


SR.  VP,  OPERATIONS:  Gary  B    Hopkins 

SR.VP,  ASSOCIATE  PUBLISHER:  Constance  E.  Bennett 

SR.VP,  BUSINESS  WEEK  ONLINE:  Gregory  J.  Zorthian 

VP,  CONSUMER  MARKETING/CIRCULATION:  Thomas  Masterson 

VP.U.S.  ADVERTISING  SALES  DIRECTOR:  Joanne  K    Bradford 

VP,  STRATEGIC  PLANNING  &  PRODUCT  DEVELOPMENT: 

Kimberly  Greer 

VPs,  SALES:  Karen   Christiansen   (Southeast   reg.),   Robert   H.   Kelly 

(Northeast  reg.),  Gary  London  (Midwest  region) 


VP.  MANAGING  DIRECTOR:  Alan  Lammin  (Asia), 

Fritz  Krusebecker  (Europe) 

VP,  TECHNOLOGY/NEW  MEDIA:  Christopher  C.  Rousseau 

VP,  CONTROLLER:  Kevin  P.  Pascale   VP,  TECHNOLOGY:  Thomas 

VP,  ADVERTISING  BUSINESS  8.  PRODUCTION:  Linda  F.  Carv 

VP,  ACCOUNT  DEVELOPMENT  &  RESEARCH:  Charlene  Trentl 

VP,  STRATEGIC  PROGRAMS:  Jim  Richardson 

VP/GENERAL  MANAGER,  BUSINESS  WEEK  ONLINE:  David  L 


Business  Week 

A  Division  of  The  McGraw-Hill  Companies 


JULY  3,  2000  (ISSN  0007-7135)  ***  3688 

Published  weekly,  except  for  one  week  in  January  and  one  in  Aiie^ist,  by  The 
McGraw-Hill  Companies.  Inc.  Founder  James  H.  McGrawaHWH'.M^i. 
Executive,  Editorial,  Circulation,  and  Advertising  officer  The  McGraw-Hill 
( Jompanies  Building,  Liil  Avenue  of  the  Americas,  New  York.  N.Y.  10020.  Tele- 

|.li.me:2]l.*:»l^iHHi.  'IVIev  Domestic  l^TlKi'.t;  Ini I.  SUm-lKW.  U.S.  subscrii> 

I  iHiratt'.^.ift|«ryeai-2\i';uv.ffl».'.C>;:Jye:us,Sl!l.!ir>.  Single  iiipies,  $*.!&.  hark 

I-.MK-S,  $T>.  Write  for  rates  in  other  countries.  Subscriber  Services.  1-n*Mj35-1200. 
TDD:  1-8WW554-1579 

I'.-sUiiasu-n  Send  address  changes  to  BUSINESS  WEEK,  P.<  >,  Box  430,  rfights- 
U  06620,  Periodicals  postage  paid  at  New ■  York,  N.Y.,  and  at  additional 
mailing  offices.  Postage  paid  at  Montreal,  P.Q.  Canada  Post 
International  Publications  Mail  Product  Sale?  Agreement  No.  246484. 


Registered  fbrGSTasTne  McGraw-Hill  Companies,  [ncGST#RU3 

i  '<  i]  flight  2IMX1  hy  The  Met  w-aw-Hill  Com[ianies,  Inc.  All  right.-  n-serv 
registered  in  I'.S.  Patent  Office,  Kuro|tean  CLiviilatimi  <  'niter,  McC, 
House.  Maidenhead.  Berks,  England.  Telephone:  01628^23431;  Telex 


Officers  of  The  McGraw-Hill  Companies,  Inc.:  Harold  W.  McGraw  111 
man,  President,  and  Chief  Executive  Officer;  Kenneth  M.  Vfttor,  Execufi 
President  and  General  Counsel;  Robert  J.  Bahash,  Executive  Vice  Presk 
Chief  Financial  Officer,  Frank  D.  I'englas*-,  Senior  Vice  President,  Treas    [  r,,. 
erations;  Vasant  lYabhu,  President,  Information  and  Media  Services, 

I" 

PHOTOCOPY  PERMISSION:  When-  necessary,  permission  is  grar 
the  copyright  owner  for  those  registered  with  the  Copyright  Clearance 
(CCC),  222  Rosewood  Drive,  Darners.  MA  01923,  to  photocopy  am 
herein  for  the  flat  fee  of  $L80  per  copy  of  each  article.  Send  payment  to  th 
Copying  for  other  than  persona]  or  internal  reference  use  without  exprt  m 
mission  of  The  McGraw-Hill  Companies,  Inc.  is  prohibited.  Address  ivo,u 
customized  bulk  reprints  to  Business  Week  Reprints,  1221  Avenne 
Americas,  New  York,  NY  11X120  or  call  212^12-11  JJi.  ISSN  0007-71:  tvi 
PRINTED  IN  THE 


I  DO 


I 


12  BUSINESS  WEEK  /JULY  3,  2000 


»... 


eaders  Report 


NA  IS  GETTING  BETTER 
JUSTING  COUNTERFEITERS 

appreciate  the  efforts  made  by 
na's  piracy  plague"  (News:  Analysis 
ommentary,  June  5)  to  investigate 
counterfeit  problem  in  China.  The 
p|  argues  that  "weak  rule  of  law" 
"insufficient  enforcement"  worsens 
counterfeit  problem,  but  it  fails  to 
ionize  that  legislation  and  enforce- 
t  have  improved  in  China,  especial- 
jcently.  In  1999,  Chinese  authori- 
investigated  and  brought  into  court 
)  cases  of  counterfeiting  foreigner- 
;d  trademarks,  a  44%  increase  over 
year  before.  And  last  month,  Todd 
inson,  director  of  the  U.S.  Patent  & 
lemark  Office,  praised  China's 
;vement  during  his  meeting  with 
I  Yin,  administrator  of  China's  State 
llectual  Property  Office, 
agree  that  some  businesses  may 
it  is  harder  than  before  to  deal  with 
terfeiting,  although  the  overall  sit- 
>n  has  been  improved.  One  of  the 
i  reasons  is  that  the  booming  Chi- 
economy  makes  more  capital  and 
?r  technology  available,  which  may 
better  enable  some  counterfeiters, 
des,  sometimes  the  improvement  of 
of  law  may  ironically  make  it  hard- 
)  prosecute  and  convict  a  counter- 
r,  since  China  has  adopted  a  more 
y  developed  system  to  prevent  law- 
rcement  authorities  from  abusing 
•  power.  But  in  the  long  run,  it  is 
aw-abiding  businesses  that  will  ben- 
;he  most  from  a  booming  economy 
the  improved  rule  of  law. 
le  Chinese  market  may  be  like  a 
in  her  teenage  stage — acquiring 
!  aggressive  behaviors  but  heading 
maturity  very  fast.  The  authors 
e  a  mistake  when  they  doubted 
;her  it  is  the  right  time  to  invest  in 
a  now.  If  you  idle  when  a  girl  is 
ing  into  a  lady,  you  may  lose  the 
opportunity  to  win  her  love. 

Larry  Xianghong  Wu 

Office  of  Science  &  Technology 

Embassy  of  China 

Washington 

T  APPLY  A  DIFFERENT 
ITRUST  STANDARD  TO  CISCO 

ow  is  it  that  Cisco  can  control  90% 
market  and  charge  higher  prices 
competitors  for  an  "easily  substi- 
ble"  product  ("Does  Cisco  have  a 
osoft  problem?"  Legal  Affairs,  June 
People  don't  buy  routers  based  on 
et.  If,  in  fact,  customers  could  get 
same  function  and  compatibility  for 
ver  price,  presumably  they  would, 


and  Cisco  wouldn't  have  its  90$  Bhare. 

Also,  when  Microsoft  buys  up  potential 

rival-technology  companies,  it  is  cornering 

the  market  and  stifling  innovation.  When 
Cisco  does  the  same  thing,  it  is  merely 
"an  engine  for  distributing  cutting-edge 
technologies,  which  customer's  get  to  use 
far  more  rapidly  than  if  they  were  being 
sold  by  tiny  companies..."  If  the  rea- 
soning the  Justice  Dept.  is  applying  in 


the  Microsoft  ea  •  mean    anything,  I 

won't  be  buying  th<   i  arj 

Ralph  L.  ( Summing 
Littleton,  Colo. 

LET  DOCTORS  HELP  DIAGNOSE 
SICK  BUILDINGS 


Although  "Is  your  office  killing  you'.'" 
(Special  Report,  June  5)  contributed 


"This  dog  and  pony  show  is  mere  illusion,  Ray. 

What's  real  is  Williams  Communications  with  the  largest 

next  generation  network  in  the  U.S." 

We're  top  dog.  From  innovation  like  all-optical  networking  to 
integrated  end-to-end  communications  solutions,  Williams  offers 
your  business  the  "next"  innovations  now.  That's  why  Fortune 
500s,  ASPs,  ETCs,  call  Williams  for  potent  telecom  horsepower. 


Williams 


COMMUNICATIONS 


l-800-WILUAMS  •  WWW.WILLIAMSC0MMUNICATI0NS.COM  •  NYSE:  WMB  &  WCG 
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THE  FACT  THAT  IT'LL  LOOK  GOOD  ON  YOUR  DE^ 
IS  TOTALLY  AND  COMPLETELY  IRRELEVANT 


accessible''  'ind  users  model  6643-13U  Actual  reselior  prices  ma/ 

oi  Intel  ie  logo  and  Pentium  are  registered  trademarks  ol  Inti 


iKT«! 


0j 


w 


pentium®/// 


the  new  NetVista  x40  desktop 

Try  as  we  may.  people  don't  listen.  Once  they  see  the  NetVista"  x40,  they  respond  with  nontechnological  comments 
like  "I  want  one"  and  "Can  I  have  this  one?"  It's  enough  to  hurt  an  engineer's  feelings.  The  real  story  here  is  about  a 
simpler  way  to  get  onto  any  network,  fast.  Here's  the  short  version:  a  75%  less  desk-hungry  all-in-one  design  (for  practical 
purposes,  of  course),  integrated  15'  flat-panel  monitor,  five  very  simple  USB  ports,  internal  PCI  expansion,  pre-installed 
ethemet,  and  options  like  ADSL  modems.  Now  that's  beautiful.  To  order,  call  800  426  7255  or  visit  ibm.com 

Intel'  Pentium'  III  processor  up  to  667  mhz  /  64-512mb  sdram  /  up  to  20gb'  hdd  /  Windows8  98   (©business  took 
or  Windows'  2000  /  cdrom  /  integrated  ethemet  /  $1899-$2299 
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importantly  to  highlighting  many  of 
the  issues  surrounding  indoor  air  qual- 
ity and  sick  buildings,  two  additional 
comments  are  worth  noting.  First,  oc- 
currences of  indoor  air  contamination 
are  more  infrequent  than  pervasive. 
Second,  the  "box"  entitled  "Diagnos- 
ing a  sick  office"  omitted  one  essential 
point.  Since  health  is  the  central  theme, 
physicians  need  to  be  the  central  play- 
ers, supplemented  by  environmental 
professionals.  A  headache,  after  all, 
may  have  many  causes:  bad  air  or  eye 
strain  or  muscle  spasm  in  the  neck 
from  leaning  over  a  computer  termi- 
nal or  a  brain  tumor. 

The  point:  Employee  symptoms  must 
begin  with  a  clinical  diagnosis.  This  may 
or  may  not  lead  to  an  environmental 
assessment,  which,  in  turn,  may  or  may 
not  identify  a  building-related  cause. 
Having  consulted  on  hundreds  of  indoor 
air  issues  for  15  years,  we  can  attest 
that  few  buildings  are  grossly  contami- 
nated. Even  those  that  are  rarely  en- 
gender permanent  or  serious  illnesses  in 
their  occupants. 

Ronald  E.  Gots 

Howard  M.  Weiner 

Principals 

International  Center  for  Toxicology 

&  Medicine 

Rockville,  Md. 

THE  SMALL  BEAUTIES 

OF  THE  NEW  ECONOMY 

The  New  Economy  seems  to  be  ex- 
pressed more  in  terms  of  complex  eco- 
nomic and  business  matters.  But  the 
reality  is  that  the  New  Economy  can  be 
seen  in  the  simplest  matters  ("Old  econ- 
omy or  new,  vertical  empires  don't 
work,"  Industrial  Management,  June  12). 

My  computer  failed  the  other  day.  I 
had  purchased  it  with  a  maintenance 
agreement  that  guaranteed  repair  at 
the  end  of  a  UPS  overnight  trip.  After 
an  anxious  telephone  call  to  the  repair 
facility,  they  sent  a  box  for  my  (laptop) 
computer,  which  arrived  the  next  day. 
After  backing  up  my  hard  disk,  the  ma- 
chine left  on  its  trip  from  a  nearby  UPS 
facility.  After  a  day  of  nail  biting,  I 
called  the  repair  facility.  They  said  it 
was  fixed  and  would  be  on  its  way  to 
me  that  day. 

The  next  morning,  the  doorbell  an- 
nounced a  ups  delivery  person  with  my 
computer.  On  its  hurried  trail,  the  ma- 
chine tested  perfectly  with  the  original 
fault  repaired. 

I  had  had  my  computer  repaired  (in 
Texas)  more  quickly  and  at  least  as  ex- 
pertly as  any  local  shop.  The  New 
Economy  had  provided  me  with  inex- 


pensive overnight  shipping  and  a  cen- 
tralized-repair  facility  to  do  a  compli- 
cated job  at  a  reasonable  price.  So  the 
New  Economy  really  has  changed  the 
way  we  do  business  at  every  level,  even 
the  simplest. 

Stanley  Fierston 
Marblehead,  Mass. 

PRIVACY  AND  SECURE  DATA  ARE 
VERTICALONE'S  PRIORITIES 

I  enjoyed  "Look,  there's  your  port- 
folio" (Finance,  June  12).  The  article 
gave  consumers  a  good  snapshot  into 
an  important  new  way  to  manage  per- 
sonal finances  online.  You  captured  the 
fact  that  account  aggregation  is  a  trend 
that  is  fast  becoming  mainstream  for 
consumers.  At  the  same  time,  I  feel 
you  did  not  accurately  portray  the 
measures  that  VerticalOne  is  taking  to 
ensure  consumer  security  and  privacy 
online. 

Ensuring  the  privacy  and  security  of 
our  users'  data  is  the  foundation  of  our 
business,  and  we  use  only  the  most  so- 
phisticated measures  in  ensuring  the  in- 
tegrity of  this  critical  information.  With 
the  backing  of  our  parent  company,  si 
Corp.,  the  leading  provider  of  online  fi- 
nancial services  to  more  than  800  banks 
worldwide,  we  have  set  the  highest 
standards  for  banking  security,  on  par 
or  even  exceeding  those  of  traditional 
brick-and-mortar  banks. 

Your  article  raised  the  possibility  of 
security  breaches  if  the  user's  broker- 
age/bank login  and  password  fell  into 
the  wrong  hands.  But  gaining  access  to 
user  data  is  virtually  impossible.  Ver- 
ticalOne has  multiple  levels  of  security, 
from  firewalls  and  intrusion-detection 
systems  to  ultra-secure  servers  and  data 
encryption.  If  an  intruder  were  to  at- 
tempt to  get  past  our  security,  alarms 
would  be  triggered,  and  additional  bar- 
riers would  have  to  be  overcome.  Even 
internal  access  by  authorized  users  re- 
quires highly  restricted  access  and  audit 
trails. 

Gregg  Freishtat 

CEO 

VerticalOne  Corp. 
Atlanta 

BURNING  WASTE  IS  A  BETTER 
SOLUTION  THAN  LANDFILLS 

Regarding  "A  global-warming  critic's 
hot  stock"  (Up  Front,  June  5):  Ogden 
Corp.,  on  whose  board  I  served,  was 
initially  linked  to  traditional  industry 
and  has  long  been  listed  on  the  New 
York  Stock  Exchange.  During  the  1980s, 
it  licensed  European  technology  for  de- 


mh 


T 

riving  electric  energy  from  comh|ti 
waste,  a  procedure  widely  used 
rope,  as  well  as  in  Japan  and 
Burning  such  waste  in  well-re; 
furnaces  is  a  far  better  way  of  dis 
of  it  than  building  up  mountains 
ting  material  as  we  have  done, 
Staten  Island. 

More  recently,  Ogden  joine 
Bechtel  to  develop  a  power-pro 
plant  that  serves  the  Manila  grid  I 
Philippines  and  uses  coal  of  high  (  Lj -,■■■ 
The  modern  power  plant  is  we  I 
side  Manila,  which  is  served  by  I 
voltage  power  lines.  As  is  usual 
case,  developing  countries,  of 
mainland  China  is  a  prime  examp 
less  interested  in  controlling  air  p< 
than  in  climbing  the  technological 
Concern  about  environmental  c| 
tends  to  come  at  a  later  stage  in 
trial  development 

While  it  is  true  that  I  did  enjAgjy 
benefits  of  some  relatively  modest  ^  e, 
options,  the  benefits  on  sale  are  r  ^ 
to  the  rise  of  the  shares  since  th<  L, 
of  issue.  The  bubbles  such  as  we  EL 
experienced  on  the  Nasdaq  exc  |j(l 
are  rarely  found  in  traditional  ind  ,,, ^ 
Of  course,  there  is  also  the  mat  ^ 
taxes. 

Frederick 
President  Em 
Rockefeller  Univ  ,, 
Newl',A 
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HIS  SUMMER,  TUCK  INTO 
OME  GOOD  BOOKS 


i  _ 

I  I  ummer  is  icumen  in — and  with  it 
e'  |the  desire  for  escape  from  serious 
1  "things.  But  that  needn't  mean 
1,1  t  from  worthwhile  books.  Here  to 
v  you  pick  from  the  stack  of  book- 
D''rs'  wares  is  business  week's  an- 


summer  paperback  roundup. 


1  Tiere  better  to  get  lost  than  in  a 

of  travel  and  adventure?  In  Cairo: 

:ity  Victorious  (Vintage,  $14),  Max  Ro- 

ieck  provides  what  reviewer  Stanley 

1°  I  called  "a  splendid  meditation  on 

I  city's  evolution  from  a  center  of  an- 
e;  civilization  to  a  vibrant,  semimodern 
lf  *opolis  of  more  than  12  million." 
c  o,  says  Rodenbeck,  a  correspondent 
■;'  "//<■  Economist,  may  date  back  4,000 
lli  s  to  the  town  of  On,  but  its  golden 

II  started  in  the  10th  century.  Over 
next  300  years,  it  became  the  jewel 

Mn  empire 

Ie;  at  times 

ej  b  r  a  c  e  d 

1  h  of  Ara- 

-  the  Lev- 
Iraq,  and 
.    Around 

,  15th  centu- 
long  period 
?cline  began; 
the       time 
oleon   arrived 
he    late    1790s, 
a  had  deteriorated 
y.  Europeans  called 
shots  until  the  1950s 
a  Egyptians'  resentment 
ted  in  riots  in  Cairo  and  a 
by  Gamal  Abdel  Nasser,  whose 
ilist  promises  never  quite  worked 
Today,  Cairo  remains  a  dynamic, 
nng  metropolis  marked  by  an  "air 
|  iperturbable  permanence." 

i  U.S.  history  is  more  your  cup  of 
I  consider  Jean   Strouse's   Morgan: 
ican  Financier  (HarperPerennial,  $18). 
796-page  biography  of  John  Pier- 
Morgan,  the  Gilded  Age  "Napoleon 
/all  Street"  and  master  of  dozens 

iajor  businesses,  is  a  lively  if  some- 

s  overwhelming  work.  J.  P.  was  no 

made  man:  His  father,  Junius,  cre- 

a  fortune  channeling  British  in- 

ment  into  capital-hungry  America. 

was  compounded  in  the  post-Civil 


War  years,  when  the  Morgan  interests 
organized  funds  for  the  building  of 
America's  railroads  and  worked  to  dis- 
cipline an  industry  plagued  by  suicidal 
rate  wars.  But  the  zenith  of  Morgan's 
power  came  around  the  turn  of  the  cen- 
tury, when,  on  several  occasions,  he 
singlehandedly  imposed  order  on  an  un- 
ruly U.S.  economy,  behaving  as  if  he 
were  the  country's  central  banker. 
Strouse  also  scrutinizes  Morgan's  pri- 
vate interests:  yachting,  eccentric  phil- 
anthropy, philandering,  and  amassing  an 
enormous  art  collection.  Although  his 
final  years  were  marked  by  tribulation 
and  failure,  Morgan  made  an  indelible 
stamp  on  the  country. 

The  markets  are  also  a  focus  of  Devil 
Take  the  Hindmost:  A  History  of  Financial 
Speculation,    by    Edward     Chancellor 


JUICY 


From 
Street  dramas  to  J.P. 
Morgan's  philandering, 
from  trench  warfare  to 
baseball,  a  roundup  of 
new  paperbacks 


(Plume,  $13.95).  Chancellor'    bool 
hardly  the  flrsl  or  last  word  on  specu 
lation;  economist  Charles   Kindelb 
cr's  1978  Manias,  Panics,  and  '  rasht 

is  a  classic  in  the  field.  Nor  doe*  <  !han 
cellor  attempt   to  be  comprehen 
touching  instead  on  better-known   in 
vestment  bubbles  like  the  Dutch  tulip 
mania  of  the  1630s  and  the  1998  near- 
failure  of  the  Long-Term  Capital  Man- 
agement hedge  fund.  But  reviewer  Gary 
Silverman  found  that  "Chancellor  ex- 
cels at  describing  the  culture  of  specu- 
lative excess."  Internet  investors,  he 
said,  should  pay  close  attention  to  the 
author's  account  of  the  British  railway 
mania  of  the  1840s,  a  boom  that  turned 
to  bust  when  rates  suddenly  headed 
higher. 

Much  more  dire  is  the  human  tragedy 
described  in  The  First  World  War  by  histo- 
rian John  Keegan  (Vintage,  $16).  During 
that  conflict,  thousands  of  young  men 
foresaw  their  own  doom  as  they  were 
posted  to  units  that  regularly  suffered 
100%  casualty  rates.  The  war  had  its 
peculiarities:  Heavy  slaughter  was  lim- 
ited largely  to  Europe,  and  much  of 
that  to  a  long,  narrow  strip  of  parallel 
trenches  stretching  across  the  Conti- 
nent, from  the  English  Channel  to  the 
Swiss  border. 
Farmers 
were  able  to 
plow  right  up 
/  to  the  shell 
I  holes.  And 
I  one  of  the 
j  war's  most 
r  lethal  acces- 
/  sories  turned 
/  out  to  be  a  low- 
tech  concept  bor- 
Jf  rowed  from  Amer- 
f  ican  ranchers: 
barbed  wire,  which 
bunched  up  attacking 
^^  troops  and  turned  them 
^^  into  easy  targets.  "Keegan's 
skill  is  to  present  comprehen- 
sive history  that's  peppered  with 
telling  vignettes  and  profiles,"  found  re- 
viewer Tim  Belknap,  who  also  warned 
that  the  fascinating  book  left  him  "feel- 
ing sickened  and  voyeuristic,  as  if  I  had 
been  caught  gaping  at  a  bad  highway 
wreck." 

For  students  of  technological  history, 
there's  Dealers  of  Lightning:  Xerox  parc 
and  the  Dawn  of  the  Computer  Age,  by 
Pulitzer  Prize-winning  author  Michael 
A.  Hiltzik  (HarperBusiness,  $15).  Not 
merely  a  tale  of  silicon  and  software, 
the  volume  paints  a  series  of  portraits 
of  the  remarkable  people  who  made 
Xerox  PARC  the  lodestone  for  computer 
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www.toyota.com/usa  K2ooo 


F     IT    TAKES 


'ASSIGN 


'  O     BUILD 


R  E  A  T     CAR 


we're     definitely 


N     THE     RIGHT 
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I  In-  t.wi'jo  of  Argentina  is  mor<  thai 
a  dance,  it's  ,i  language  unto  Itself  Witl 
stomp  of  (i  heel,  or  the  raise  of  an  eyed- 
accomplished  'tangueros'  can  weave  complex 


'e"os  Aires,  Ar9e^ 
tales  of  love,  honor  and  intrigue.  When  two 
perfectly  matched  partners  tango,  they  are 
celebrated  as  living  archives  of  Argentina's 
culture  and  history.  But  when  discussion  turns 
to  Argentina's  future,  the  locals  may  mention 
a  partnership  of  a  different  kind. 

In  1997,  the  people  of  Argentina  teamed 
up  with  Toyota  to  begin  building  vehicles  at 
a  brand-new  plant  near  Buenos  Aires.  Today, 
the  plant  is  producing  rugged  Hilux  trucks  for 
local  use  and  for  export  to  other  countries  in 
South  America. 

Toyota  recognizes  the  benefits  of  investing 
in  local  partnerships.  It  helps  the  products  we 
sell  answer  the  special  needs  and  standards  of 
all  our  drivers,  wherever  they  may  be. 

Today,  Toyota  vehicles  are  manufactured 
locally  in  26  countries  around  the  world, 
including  here  in  the  U.S.  In  fact,  more  than  half 
the  Toyota  vehicles  sold  in  America  are  built  by 
Americans,  using  many  local  parts  as  well. 

In  today's  growing  global  marketplace, 
Toyota  remains  committed  to  investing  in  the 
communities  where  we  do  business.  Because, 
as  any  Argentinean  will  tell  you,  amazing  things 
can  happen  when  great  partners  get  together. 

TOYOTA  People  Drive  Us 
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science  in  the  1970s  and  '80s.  Included 
among  the  40-odd  movers  and  shakers: 
Robert  W.  Taylor,  who,  among  other 
things,  launched  development  of  the 
ARPANET,  the  forerunner  of  the  Inter- 
net. As  PARC's  recruiter,  Taylor  hired 
Alan  C.  Kay,  who — back  when  comput- 
ers were  still  giant,  expensive  ma- 
chines— imagined  book-size  units  avail- 
able to  every  John  and  Jane  Doe.  And 
it  was  at  PARC  that 
James  H.  Clark  designed 
his  Geometry  Engine 
chip,  which  led  to  his 
founding  Silicon  Graph- 
ics Inc.  in  1982.  Noting 
its  "fresh  insights"  and 
absence  of  geekspeak, 
reviewer  Otis  Port  found 
the  book  to  be  "a  treat 
for  anyone  with  even  a 
passing  interest  in  the 
origins  of  today's  sili- 
conized culture." 

The  130-year  history 
of  a  Wall  Street  mainstay 
is  recounted  in  former 
trader  Lisa  Endlich's 
Goldman  Sachs:  The  Culture 
of  Success  (Touchstone, 
$14).  "Endlich  gained  the 
best  access  ever  to  some 
of  the  most  press-shy  ex- 
ecutives in  the  world," 
found  reviewer  Leah 
Nathans  Spiro.  Endlich 
offers  new  glimpses  into 
the  prestigious  invest- 
ment bank's  unique  cul- 
ture— and  how  it's  evap- 


meltdown  that  spread,  in  1997,  from 
Thailand  to  Malaysia,  Indonesia,  South 
Korea,  Russia,  and  Brazil.  These  occur- 
rences, he  says,  demonstrate  how  to- 
day's high-speed  global  economy  can 
confront  countries  with  unexpected 
threats.  To  make  the  global  economy 
less  dangerous,  says  Krugman,  policy- 
makers will  have  to  reconsider  orthodox 
thinking,  which  regards  inflation  as  al- 


accompanied  by  men,  who  are  li 
at  any  moment  to  go  off  and  si 
car."  Why  We  Buy  is  useful  as  a 
for  retailers,  but  shoppers  will  t 
a  Vance  Packard  for  our  times 
trail  of  our  century's  hidden  per;  i 

Followers  of  popular  culture 
much  pleasure  in  Another  Life 
of  Other  People  (Delta,  $14.95)  bj 
&  Schuster  Editor-in-Chief 
Korda.  Korda  d 
his  four  decad 
colleague  of  sn 
endary  publish 
ures  as  wunderl 
itor  Robert 
and  s&s  ceo  Di 
der.  There  are 
intra-office  intri}^' 
fascinating  tid 
publishing  life:  " 
itors,"   Korda 
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WARRIORS 


"For 


editors,"  says 
Korda,  "having 

orating.  "Greed  changed    llinpV,  jQ  yprforHpH 
the  firm,"  she  quotes  one    lullLll  Id  legdlUcU 

as  a  positive, 
income-generating, 
aggressive  act" 


partner  as  saying,  "and 

the  view  was  to  take  as 

much  risk  as  we  can,  and 

make  it  as  fast  as  we 

can."  Endlich  excels  in 

describing  the  dramatic 

events    of    1994,    when 

Goldman  hit  a  nadir  caused  by  huge 

trading  losses  and  personnel  defections. 

The  paperback  updates  the  original  book 

with  a  brief  account  of  the  1999  initial 

public  offering,  the  resignation  of  former 

co-CEO  Jon  Corzine,  and  the  company's 

progress  under  Hank  Paulson. 

Massachusetts  Institute  of  Technol- 
gy  economist  Paul  Krugman's  The  Re- 
turn of  Depression  Economics  (Norton, 
$12.95)  considers  recent  global  develop- 
ments and  finds  much  to  be  worried 
about.  Starting  with  an  appraisal  of  the 
so-called  Asian  miracle,  Krugman  chron- 
icles the  tremors  that  have  shaken  the 
developing  world  in  the  1990s,  from 
Mexico's  1995  "tequila  crisis"  to  the 


ways  bad  and  inter- 
ference with  markets 
as  inherently  counter- 
productive. "Econo- 
mists are  not  known 
for  making  complex 
ideas  accessible  to  the 
general  reader,"  ob- 
served reviewer  Gene 
Koretz,  "but  Krugman 
accomplishes  this  with 
effortless  grace  and 
style." 

On  a  more  amusing 
note,  Why  We  Buy:  The 
Science  of  Shopping  (Touchstone,  $15) 
proves  that  author  Paco  Underbill's 
training  as  an  anthropologist  is  valu- 
able outside  of  academe.  Underbill  de- 
scribes how  his  research  company,  En- 
virosell,  assigns  trackers  to  follow  or 
videotape  American  shoppers  and  note 
everything  they  do.  That  has  led  to 
some  interesting  discoveries.  For  ex- 
ample, Underbill  finds  that  people  hard- 
ly notice  anything — circulars,  baskets, 
merchandise — located  just  inside  a 
store's  door.  They  need  a  "transition 
zone"  that  allows  them  a  few  seconds  to 
adjust  to  being  inside.  Women  shopping 
with  female  companions  spend  more 
time — thus  more  money — than  women 
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"having   lunch 
garded  as  a  p<11 
income-generating,  12 
sive  act,  and  a  certahfi 
cion    is    extended 
those  few  who  can  b< '( 
eating  a  sandwich  at 
desks."    Most    com} 
though,    are    tales 
weird  and  famous  ti 
whom  Korda  publish! 
eluding  potboiler  king  Harold  R  1 
with  a  voice  suggestive  of  "elu 
lessons  from  a  loan  shark,"  and  t 
line  Susann,  who  reinvented  the 
girl  romance"  by  adding  "lots  c: 
talk,  the   suggestion  of  some 
rough  sex,  and  an  unsentimental 
men."  Korda's  anecdotes  will  ke 
turning  the  pages. 

Finally,  what  would  summer  bi> 
out  baseball?  Considering  the  Ni 
Football  League's  long  reign  as  ! 
television  sports,  one  wonders  h 
sport,  with  its  19th  century  rhjl 
continues  to  thrive.  One  reason 
found  in  the  welcome  reissue  of  h 
nings:  The  Anatomy  of  a   Baseball  I 
(Houghton  Mifflin,  $12).  All  it  is,  j 
surface,    is   Time    Inc.    editor    i 
Okrent's  recounting  of  a  long-for  ij 
Baltimore-at-Milwaukee  game  fron 
1982.  But,  reviewer  Ray  Hoffman  i 
"his  version  reveals  layer  upon  Is 
personality — like  pugnacious  Bah 
manager  Earl  Weaver  and  beer- 
stereotype  slugger  Gorman  The  i 
strategies,  and  countermoves."  Li 
game  itself,  the  book  moves  at  a  1 1 
ly  pace,  without  intervention  fr  : 
arbitrary  clock.  All  that's  necessa 
willingness  to  invest  time  and  the ; 
COMPILED  BY  HARDY 
Green  is  Books 
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Deutsche  Banc  Alex.  Brown 


No  one  puts  it  All  together 
like  Deutsche  Bank 


Performance  is 
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■ 
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The  more  complex  business  gets,  the  more  valuable 

complete  solutions  become. 

At  Deutsche  Bank,  we  deliver  outstanding  performance 
right  across  the  board,  from  underwriting  to  trading  and 
advisory.  Plus  original  thinking  to  put  it  all  together  -  in  a 
world-class  investment  banking  platform  that  puts  our 
clients  on  top.  A  performance  that  drives  our  clients' 
competitive  advantage  -  and  our  leading  position  in 
industry  and  market  polls. 


Euromoney  Poll  of  Polls:  "A  new  pecking  order  emerges 
Deutsche  Bank  heads  up  the  rankings" 


Overall                                      Ranking 

Tra: 

'3 

Underwriting 

AOvising 

Deutsche  Bank                                 1 

1 

2 

2 

Merrill  Lynch                                      2 

3 

3 

1 

Morgan  Stanley  Dean  Witter            3 

8 

1 

4 

Source.  Euromoney.  January  2000 

Euromoney  Poll  or  Polls  is  a  synrnes.s  of  League  TaDies  a 

lEu 

Pons 

Selected  recent  awards  and  poll/market  results:* 

■  No.  1  Bookrunnerfor  Aftermarket  Performance  of 
US  IPOs,  Q1  2000 

■  Breakthrough  Technology  Deal  of  the  Year  - 
Foundry  Networks,  Inc.        ' 

■  Most  Impressive  Investment  Bank  for  Overall 
Capital  Raising  in  1999 

■  World's  No.  1  Investment  Bank  for  Raising  Capital 

■  Bond  House  of  the  Year 

■  Best  Bank  for  Securitization 

■  Advisor  of  the  Year  -  Asia  Pacific 

■  Best  Bank  in  Euroland 

■  Project  Finance  House  1999 

■  Credit  Derivatives  House  of  the  Year 

■  Interest  Rate  Derivatives  House  of  the  Year 

■  M& A  Advisory  of  the  Decade 


leading  to  results1 
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THE  BUSINESS  WEEK  BEST-SELLER  LIST 


HARDCOVER  BUSINESS  BOOKS 


1  WHO  MOVED  MY  CHEESE?  by  Spencer  Johnson,  M.D. 
(Putnam  •  $19.95)  Learning  to  accept  change. 

2  THE  NEW  NEW  THING  by  Michael  Lewis  (Norton  •  $25.95) 
Silicon  Valley  and  its  representative  man,  Jim  Clark. 

3  THE  TIPPING  POINT  by  Malcolm  Gladwell  (Little,  Brown  • 
$24.95)  Discovering  what  turns  an  idea  into  a  hot  trend. 

4  THE  MILLIONAIRE  MIND  by  Thomas  J.  Stanley,  PhD  (An- 
drews McMeel  •  $26.95)  The  values  of  the  wealthy  revealed. 

5  IRRATIONAL  EXUBERANCE  by  Robert  J.  Shiller  (Princeton 
University  •  $27.95)  Has  the  stock  market  become  a 
"natural  Ponzi"  scheme? 

6  FIRST,  BREAK  ALL  THE  RULES  by  Marcus  Buckingham  and 
Curt  Coffman  (Simon  &  Schuster  •  $25)  A  Gallup  investiga- 
tion into  managerial  success. 

7  MULTIPLE  STREAMS  OF  INCOME  by  Robert  G.  Allen  (Wiley 
•  $24.95)  Building  wealth  from  several  sources,  complete 
with  checklists  and  worksheets. 

8  CLICKS  AND  MORTAR  by  David  S.  Pottruck  and  Terry  Pearce 
(Jossey-Bass  •  $26)  Combining  technology  and  people  to 
create  "a  passionate  corporate  culture.  " 

9  PLAY  LIKE  A  MAN,  WIN  LIKE  A  WOMAN  by  Gail  Evans 
(Broadway  Books  •  $23.95)  The  rules  of  the  game  of 
business — as  written  by  men. 

10  THE  CLUETRAIN  MANIFESTO  by  Rick  Levme,  Christopher 
Locke,  Doc  Searls,  and  David  Weinberger  (Perseus  •  $23) 
The  Web  is  a  conversation — one  that's  changing  markets. 

11  HIGH  TECH  START  UP  by  John  L.  Nesheim  (Free  Press  • 
$50)  A  handbook  for  startup  success,  by  a  Silicon 
Valley  veteran. 

12  SIX  SIGMA  by  Mikel  Harry,  PhD,  and  Richard  Schroeder 
(Currency  •  $27.50)  Improvements  in  quality  can  boost 
profits,  say  two  Motorola  veterans. 

13  BLOWN  TO  BITS  by  Philip  Evans  and  Thomas  S.  Wurster 
(Harvard  Business  School  •  $27.50)  How  the  Internet  is 
reshaping  business  models. 

14  THE  MONK  AND  THE  RIDDLE  by  Randy  Komisar  with  Kent 
Lineback  (Harvard  Business  School  •  $22.50)  To  succeed  on 
the  Net,  be  guided  by  your  passions. 

15  LEADING  WITH  THE  HEART  by  Mike  Krzyzewski  with  Donald 
T.  Phillips  (Warner  Books  •  $24.95)  Coaxing  peak  perfor- 
mance from  your  troops,  by  Duke  University's  hoops  coach. 


PAPERBACK  BUSINESS  BOOKS 


1  RICH  DAD,  POOR  DAD  by  Robert  T.  Kiyosaki  with  Sharon  L 
Lechter,  C.P.A.  (TechPress  •  $15.95)  Teaching  your  kids  tt 
rules  of  money  that  the  rich  play  by. 

2  GETTING  TO  YES  by  Roger  Fisher,  William  Ury,  and  Bruce 
Patton  (Penguin  •  $12.95)  A  Harvard  team's  step-by-step 
guide  to  conflict  resolution. 

3  THE  CASHFLOW  QUADRANT  by  Robert  T.  Kiyosaki  with 
Sharon  L.  Lechter,  C.P.A.  (TechPress  •  $17.95)  Moving 
beyond  job  security  to  financial  independence. 

4  THE  SEVEN  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE 

by  Stephen  R.  Covey  (Fireside  •  $14)  Habitually  popular) 

5  BUILT  TO  LAST  by  James  C.  Collins  and  Jerry  I.  Porras 
(HarperBusiness  •  $16)  How  3M,  Wal-Mart,  Procter  & 
Gamble,  and  others  became  standouts. 

6  THE  MILLIONAIRE  NEXT  DOOR  by  Thomas  J.  Stanley,  Phi 
and  William  D.  Danko,  PhD  (Pocket  Books  •  $14)  The  sim 
ways  of  the  wealthy  among  us. 

7  THE  ONE  MINUTE  MANAGER  by  Kenneth  Blanchard,  PhD 
and  Spencer  Johnson,  M.D.  (Berkley  •  $12.95)  Three 
management  techniques,  conveyed  in  brief  story  form. 

8  WHAT  COLOR  IS  YOUR  PARACHUTE?  2000  by  Richard 
Nelson  Bolles  (Ten  Speed  Press  •  $16.95)  The  enduring 
job-search  bible. 

9  THE  LEXUS  AND  THE  OLIVE  TREE  by  Thomas  L.  Friedma 
(Anchor  Books  •  $15)  Globalization  and  its  discontents. 

10  THE  INNOVATOR'S  DILEMMA  by  Clayton  M.  Christensen 
(HarperBusiness  •  $16)  Anticipating  new  technologies' 
disruptive  effects. 

11  THE  WALL  STREET  JOURNAL  GUIDE  TO  UNDERSTANDS 
MONEY  AND  INVESTING  by  Kenneth  M.  Morris  find  Virgin 
B.  Morris  (Fireside  •  $15.95)  Concise  explanations  enrich 
with  graphics. 

12  THE  NUDIST  ON  THE  LATE  SHIFT  by  Po  Bronson  (Broadw 
Books  •  $14.95)  Silicon  Valley's  curious  ways. 

13  SMART  WOMEN  FINISH  RICH  by  David  Bach  (Broadway 
Books  •  $13)  A  Morgan  Stanley  Dean  Witter  senior 
vice-president's  personal-finance  guide  for  women. 

14  24  ESSENTIAL  LESSONS  FOR  INVESTMENT  SUCCESS  b 

William  J.  O'Neil  (McGraw-Hill  •  $10.95)  The  founder  of 
Investor's  Business  Daily  offers  wisdom  on  stock-picking. 

15  THE  MOTLEY  FOOL  INVESTMENT  GUIDE  by  David  and  Tc 
Gardner  (Fireside  •  $13)  The  online  duo  puts  it  on  paper. 


business  week's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economics 
management,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers. More  than  1,000  retail  outlets  nationwide  are  repr 
sented.  Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  May. 

Reviews  and  more  are  available  on  AOL  (Keyword:  bw)  or  www.businessweek.com 
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HOT  TYPE 


YOU  DON  T  HAVE  TO  BE  A  FAN  OF  GEORGE 

W.  Bush's  speeches  or  Meryl  Streep 
movies  to  know  that  today's  most  frequently  referred  to  human 
body  part  is  the  heart.  And  now,  Duke  University  basketball 
coach  Mike  Krzyzewski  adds  his  organ  donation  in  Leading 
With  the  Heart,  No.  15  on  this  month's  hardback  list. 

Krzyzewski's  volume,  co-written  with  Donald  T.  Phillips, 
follows  the  usual  coach-book  formula,  recounting  Coach  K's 
personal  history,  telling  stories  of  victory  and  defeat,  and  ex- 
tracting maxims  for  success.  There  are  some  particularly  spe- 
cious lessons  aimed  at  executives.  "The  truth  is  that  most 
business  teams  lose  that  game  at  lsu,"  we  read.  "They  have 
built-in  excuses  to  lose."  Oh?  What's  the  evidence? 


More  surprising  than  this  little  mystery,  though,  is  that 
book  has  so  little  to  say  about  winning  at  basketball.  Krzyz 
ki  would  have  us  believe  that  he  built  one  of  the  era's 
successful  college  teams  by  employing  principles  right  oi 
Leave  It  to  Beaver.  "Every  individual  must  have  a  trusting 
lationship  with  every  other  member  of  the  team,"  we're 
Success,  meanwhile,  must  not  be  defined  as  winning  it  all 
as  "whatever  passion  moves  you  deep  in  your  he 
Shouldn't  there  be  some  reference  to  hardball  recruitin 
maybe  to  game  strategy?  Instead,  we  get  pabulum.  "Mak 
truth  the  basis  of  all  that  you  do,"  Krzyzewski  preaches 
book  that's  as  contrived  as  a  pro  jock's  postgame  intervi 

BY  HARDY  G 


There's  no  place  like  the  new  economy. 

There's  no  place  like  the  new  economy. 

There's  no  place  like  the  new  economy. 


But  the  new  economy  isn't  what  it  used  to  be. 
It's  an  ever-changing  place  where  staying  on 
the  road  to  success  requires  a  fresh  financial 
perspective  on  your  business.  Which  is  why  our 
knowledgeable  people  around  the  world  have 
pioneered  a  proprietary  approach  to  help  you 
increase  shareholder  value.  Giving  you  the 
confidence  to  make  better  decisions,  faster. 


To  learn  how  we  can  help  you  accelerate  value, 
i '  call  1  -800-265-91 09  or  visit  ey.com/valuenow. 
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From  thought  to  finish: 


E«nsi  &  Young 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 

tec  h&yo  u@businessweek.com 

DIALING  UP  DATA 
THE  EASY  WAY 


Speech-recognition 
services  will  soon 
offer  a  rich  array  of 
info  over  the  phone 

People  don't  seem  to 
like  the  idea  of  putting 
on  a  headset  and  talk- 
ing to  their  computers.  That, 
as  much  as  any  technical 
shortcoming,  is  why  speech 
recognition  has  failed  to  be- 
come a  mainstream  way  of 
using  computers.  Tapping  let- 
ters into  a  phone  using  the 
keypad  seems  equally  odd. 
But  talking  into  a  phone  is 
something  that  comes  as  nat- 
urally to  most  folks  as 
breathing.  That's  why  I  think 
new  services  that  use  speech 
recognition  over  the  phone 
are  poised  to  become  a  major 
tool  for  getting  information 
off  the  Internet. 

I  tried  two:  Tellme 
(www.tellme.com)  and  Quack 
(www.quack.com),  both  of 
which  are  still  being  tested. 
Other  services,  including  Be- 
Vocal,  Audiopoint,  and  Tel- 
Surf,  are  in  various  stages  of 
startup.  Although  there  are 
large  differences  in  technolo- 
gy, content,  and  business 
model  between  Tellme  and 
Quack,  they  have  a  lot  of 
similarities.  To  use  either,  you 
dial  a  toll-free  number,  1-800- 
737-8225  for  Quack,  1-800-555- 
8355  for  Tellme,  but  be  sure 
to  register  on  the  Web  site 
first.  Simply  speaking  into  the 
phone  and  listening  to  the  re- 
sponses enables  you  to  get 
information  such  as  traffic 
conditions,  weather  forecasts, 
stock  quotes,  and  movie  lo- 
cations and  showtimcs. 

In  both  cases,  the  speech 


recognition  works  well.  A  ma- 
jor source  of  errors  in  dicta- 
tion software  is  the  comput- 
er's poor  ability  to  use 
context  to  understand  what 
you  mean  to  say  and  convert 
thousands  of  words  into  pre- 
cise text.  But  phone-based 
systems  need  to  understand 
only  a  few  keywords.  Once 
you  say  "traffic,"  they 
then  know  that  any 
subsequent  request 
concerns  traffic  con- 
ditions, not  movies  M 
or  stock  quotes,  i 
vastly  improving 
accuracy. 

There  are 

three  technolo-  ; 
gies  for  getting  '■. 
information  back  I 
out.  Synthesized 
speech  takes  text 
and  automatically 
but  imperfectly 
converts  it  to  spo- 
ken language.  The 
result  is  full  of  odd 
inflections  and  can 
be  hard  to  under- 
stand. Sampling  as- 
sembles language  from 
snippets  of  hu- 
man speech,  pro- 
ducing a  sort  of 
audio  ransom 
note,  with  differ- 
ent words  or 
phrases  read  by 
different  voices. 
The  most  natural,  but  least 
flexible,  approach  is  to  select 
responses  from  recorded 
scripts.  Both  Tellme  and 
Quack  employ  mixtures  of 
these  methods,  but  Tellme 
mostly  uses  canned  record- 
ings, while  Quack  uses  a  lot 
of  sampling,  which  makes  it 
harder  to  understand. 


Overall,  I  found  Tellme 
more  appealing.  The  company 
is  run  by  an  unlikely  mixture 
of  onetime  antagonists  from 
Netscape  Communications 
and  Microsoft.  Their  goal  is 
to  build  a  voice-based  infor- 
mation service  supported  by 
brief,  relatively  unobtrusive 
ads  ("TeHme  movies  brought 
to  you  by  New  Line  Cine- 
ma") and,  ultimately,  rev- 
enues from  transactions,  such 
as  ticket  sales. 
SIMPLICITY.  Tellme's  test  ser- 
vice offers  traffic,  weather,  and 
restaurant  and  movie  informa- 
tion for  most  major  cities,  plus 
news,  stocks,  horoscopes,  and 
games.  The  current  version  re- 
quires you  to  register  using  a 


would  hear  on  the  r 
Restaurants  are  listec 
types  and  are  rated 
"Tellme  stars"  and,  w 
available,  Zagat  revi 
Stock  quotes  are  availabl 
any  listed  company,  but 
system  had  trouble  ur 
standing  names  and  ; 
that  I  enter  the  ticker 
bol  from  the  keypad.  My 
real  complaint  is  that 
sound  quality  was  often 
like  using  a  wireless  \ 
with  a  weak  signal. 

Quack  intends  to  mal 
business  by  providing  pi 
based  information  servic 
other  Web  sites.  Its  first 
announced  but  not  yet 
tioning,  is  with  Lycos 
stand-alone  test  se 
offers  information 
;  ilar  to  Tell 
though  restai 

B     lists  are  ava: 
only  for  Minn 
lis-St.    Paul 
San  Francisc 
traffic  report 
about  specif 
cidents  on 
ways     you 
about  rathe 
the  overall 
tion.  For  s 
it  allows  y 
set  up  a  pi 
lio  and  g 
the  quotes 
a  single  re 
Sound  qua 
generally 
than  Tellm 
These      sei 


PROLIFIC 


Tellme.com,  now  being 
tested,  has  traffic,  weather,  restaurant, 
movie,  and  stock  info-plus  horoscopes 


phone  number  and  defaults  to 
the  location  of  that  number  as 
a  starting  point;  later  versions 
will  rely  on  caller  ID  or  location 
information  from  mobile 
phones. 

The  services  are  about  as 
uncomplicated  as  you  can  get. 
Traffic  and  weather  reports 
sound  a  lot  like  what  you 


are  attractive  because 
use   phones    as   they 
meant  to  be  used — for 
communications.  They 
have   a   hard   time   ml 
money,  and  the  field 
ready  way  too  crowdei 
I  hope  a  couple  of  them 
it,  because  this  is  a  serl 
could  really  grow  to  lik 
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WANT  TO  KNOW  MORE  about  voice-based  information  services?  Go  to 
www.businessweek.com/technology/  for  a  review  of  other  options. 
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conomic  Viewpoint 


tOBERT  J.  BARRO 


RIVATIZING  SOCIAL  SECURITY: 
HERE  BOTH  SIDES  GO  WRONG 


JAACIES: 

ivocates  err 
citing 
*her  yields, 
M opponents 
Jouldn't 
>ume  that 
ivate 
counts 
>uld  be 
>re  risky 


J.  Barro  is  a  professor  of  eco- 
.  at  Harvard  University  and  a 
fellow  of  the  Hoover  Institution 
!k®harvard.edu). 


George  W.  Bush  hit  on  a  popular  issue 
in  his  support  for  personalized  accounts 
for  Social  Security.  Given  this  popu- 
larity, it  was  surprising  that  Al  Gore  initially 
opposed  the  idea.  However,  Gore  seems  to 
have  recognized  his  mistake  and  is  moving  to 
create  a  plan  of  his  own.  Given  this  broad 
support,  it  is  worth  examining  the  errors  that 
usually  accompany  discussions  of  privatizing 
Social  Security.  While  privatization  makes 
sense,  some  of  the  arguments  in  favor  of  it 
don't.  By  doing  away  with  them,  we  can  focus 
attention  on  the  real  reasons  why  privatiza- 
tion is  a  good  idea. 

One  logical  flaw  involves  comparisons  be- 
tween the  likely  rates  of  return  on  personal 
accounts  and  those  paid  under  the  current 
system.  In  general,  any  proposition  that 
sounds  like  a  free-lunch  opportunity  to  ob- 
tain higher  rates  of  return  involves  some  sort 
of  fallacy.  That  is  the  case  here. 

Compare  first  the  real  return  under  the 
present  Social  Security  scheme — about  2% 
per  year — with  the  risk-free  yield  of  4%  that 
personal  accounts  could  guarantee  by  holding 
inflation-indexed  U.S.  Treasury  securities. 
The  return  in  the  existing  program  is  so  low 
only  because  of  the  mechanics  of  a  primarily 
pay-as-you-go  system.  Today's  contributions 
mainly  go  to  pay  for  the  pension  benefits  of 
today's  retirees,  who  were  the  previous  gen- 
eration of  workers.  The  total  return  of  the  So- 
cial Security  system  corresponds  to  the 
growth  of  overall  wage  income.  Thus,  the 
real  rate  of  return  in  an  ongoing  system  is 
about  2%  if  the  economy  grows  at  that  rate  in 
the  long  run. 

INHERENT  DRAG.  So  why  is  it  a  fallacy  to  ar- 
gue that  the  4%  yield  on  personal  accounts  is 
better?  The  return  is  low  in  the  present  sys- 
tem because  workers  start  with  a  liability — 
providing  for  the  retirees  of  the  previous 
generation.  If  today's  workers  could  get  out  of 
their  liability  to  the  current  elderly,  they 
could  earn  a  rate  much  higher  than  2%  even 
if  no  personal  accounts  were  introduced.  It  is 
this  feature  of  escaping  liability — not  the  per- 
sonal nature  of  the  accounts — that  explains 
the  differences  in  returns.  But,  of  course,  no 
one  wants  to  reduce  benefits  to  the 
elderly. 

Another  questionable  argument  is  that  per- 
sonal accounts  can  pay  more  than  4%,  almost 
without  risk,  by  holding  stocks.  It  is  true 
that  over  the  past  80  years,  stocks  have 


yielded  an  average  real  return  of  7%,  and 
this  return  has  not  been  very  risky  over  hold- 
ing periods  of  10  years  or  more.  It  is  there- 
fore a  puzzle  why  stockholders  have  demand- 
ed such  a  high-risk  premium — historically,  as 
much  as  5%,  though  perhaps  less  now — to 
hold  stocks.  Nevertheless,  policymakers  ought 
to  accept  the  market-risk  premium  as  a  guide. 
In  a  correct  analysis,  there  is  no  free-lunch 
gain  from  placing  part  of  Social  Security  funds 
into  stocks.  The  higher  expected  return  is 
offset  by  greater  risk. 

FORCED  SAVINGS?  Yet  another  unproven  case 
for  privatization  is  that  it  would  raise  the 
national  saving  rate,  which  in  turn  would 
stimulate  economic  growth.  The  concept  is 
that  creating  personal  accounts  while  cutting 
back  on  conventional  Social  Security  benefits 
would  force  people  to  save  more.  But  this 
argument  is  controversial  theoretically  and 
lacks  clear  empirical  support. 

That  said,  opponents  of  personal  accounts 
have  made  mistakes,  too.  They  have  erred 
in  arguing  that  the  returns  would  necessarily 
be  more  risky  than  in  the  current  system. 
That  depends  on  ( how  people  invest  their 
money.  In  most  proposed  plans,  participants 
can  choose  to  hold  their  funds  in  risk-free 
form,  such  as  inflation-indexed  bonds.  The 
risk  on  this  holding  is  much  smaller  than  any- 
thing confronting  workers  under  the  present 
retirement  system. 

In  addition,  there  are  positive  reasons  to 
favor  personal  accounts.  One  involves  prop- 
erty rights.  Since  the  accounts  would  be 
owned  by  individuals,  the  pension  benefits 
paid  would  be  less  subject  to  the  political 
whims  of  future  Congresses.  This  feature  is 
threatened  by  proposals  to  reduce  an  indi- 
vidual's return  from  the  current  system  in 
line  with  the  amount  received  from  the  per- 
sonal accounts.  In  this  case,  the  property 
rights  are  only  partial. 

Personal  accounts  also  have  an  attractive 
element  of  choice;  in  most  proposals,  individ- 
uals can  tailor  their  portfolios  to  their  own 
preferences  about  risk  vs.  return.  These  op- 
portunities are  not  available  under  the  pre- 
sent one-size-fits-all  system. 

In  the  end,  I  favor  personal  accounts  for 
Social  Security  not  because  of  the  possible 
savings  boost  or  the  claimed  superiority  of 
rates  of  return.  For  me,  the  crucial  points  in 
favor  of  them  are  those  regarding  property 
rights  and  choice. 
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"Sure...  this  e-commerce  application 

lets  us  sell  on 


our  website, 
but  it  also  lets  us 

sell  on  any  websit 

we  make  mom 

the  place..." 
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expand  e-commerce  revenue 
nities  that  make  everyone 
3all  us  at  1-877-499-4393. 
•e,  a  machine  will  make  the 
us   rou.  www.intershop.com/sell 


e-commerce  just  got  bigger, 
do  you  know  how  big? 
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Economic  Trends 


BY  GENE  KORETZ 

THE  TRADE  GAP 
MAY  BE  INFLATED 

Exports  seem  to  be  undercounted 

Unsustainable  trends,  the  late  econo- 
mist Herbert  Stein  wryly  observed, 
simply  do  not  last.  And  the  unsustainable 
trend  currently  stining  a  heated  debate 
in  economic  circles  is  the  nation's  record 
trade  gap,  which,  along  with  a  net  out- 
flow of  investment  income,  pushed  the 
current-account  deficit  last  quarter  to 
42%  of  gross  domestic  product — its  high- 
est level  in  at  least  120  years. 

Like  many  of  his  colleagues,  econo- 
mist Ian  Morris  of  hsbc  Securities  Inc. 
views  this  figure  with  some  trepidation. 
Sometime  within  the  next  year  or  two, 

WHY  HAVE  THESE  DEFICITS 
DIVERGED? 


'95       '96  '97  '98  '99 

A  BILLIONS  OF  DOLLARS  AT  ANNUAL  RATE 

•GROSS  SAVINGS  MINUS  GROSS  DOMESTIC  INVESTMENT 
"TRADE  DEFICIT  PLUS  NET  INCOME  OUTFLOW 

DATA  COMMERCE  DEFT..  ECONOMICS  FROM  WASHINGTON  INC. 

he  warns,  foreign  investors  worried 
about  America's  growing  indebtedness 
may  start  pulling  money  out  of  the  U.  S. 
That  in  turn  could  touch  off  a  "vicious 
spiral"  as  a  plunging  dollar  roils  the 
markets  and  forces  the  Federal  Reserve 
to  step  hard  on  the  monetary  brakes, 
imperiling  the  long  expansion. 

Consultant  L.  Douglas  Lee  of  Eco- 
nomics from  Washington  Inc.  thinks  this 
danger  is  exaggerated,  however.  And 
his  reason  isn't  simply  the  common  view 
that  foreigners  know  they  are  helping  to 
finance  America's  high-tech  boom  and 
thus  enhancing  the  nation's  ability  to 
service  its  foreign  debt.  Rather,  he  ar- 
gues, the  trade  deficit  itself  is  overstated. 

Lee  points  to  anomalies  in  economic 
data  that  have  cropped  up  in  recent 
years.  The  first  is  a  gap  between  the 
two  ways  the  nation's  output  is  mea- 
sured: via  spending  on  final  product 
and  via  income  flows.  While  the  prod- 
uct accounts  are  viewed  as  more  reli- 
able and  are  used  in  calculating  gdp, 
the  income  accounts  usually  track  them 
closely.  Since  the  start  of  1997,  howev- 


er, a  large  "statistical  discrepancy"  has 
opened  between  the  two  measures, 
with  the  income  data  showing  signifi- 
cantly faster  growth. 

Commerce  Dept.  officials  have  specu- 
lated that  this  gap  may  reflect  an  un- 
dercounting  of  exports.  Indeed,  a  1997 
Census  Bureau  study  estimated  that 
U.S.  merchandise  exports  could  be  un- 
derstated by  as  much  as  10%,  or  $60  bil- 
lion. One  reason  is  that  more  and  more 
small  businesses  and  small-volume  ship- 
pers have  become  exporters  in  recent 
years,  and  data  reporting  for  these  com- 
panies is  skimpy.  As  Lee  notes:  "Ama- 
zon.com may  export  millions  of  dollars 
worth  of  books  each  year,  but  it  faces  no 
reporting  requirements  as  long  as  each 
package  is  valued  under  $2,500." 

Another  anomaly,  says  Lee,  is  the  di- 
vergence between  the  current-account 
deficit  (mainly  reflecting  trade  data)  and 
the  savings  deficit,  which  is  the  amount 
by  which  domestic  savings  falls  short 
of  domestic  investment.  By  definition, 
the  two  should  be  mirror  images,  but  in 
recent  years,  the  savings  deficit  has 
been  about  40%  smaller  (chart). 

In  short,  Lee  thinks  faulty  measure- 
ment of  U.S.  exports  has  resulted  in 
significantly  overstated  trade  and  cur- 
rent-account deficits.  If  he's  right,  it 
would  not  only  help  explain  the  dollar's 
persistent  strength  but  would  also  give 
a  lift  to  recent  productivity  and  output 
data.  And  it  would  lessen  the  chances  of 
capital  flight  that  some  fear  could  even- 
tually derail  the  expansion. 


INSIDER  SELLING? 
NO  PROBLEM 

If  it's  a  Net  stock,  investors  shrug 

Wall  Streeters  are  known  to  keep  a 
sharp  eye  on  insider  transactions, 
and  when  top  managers  sell  some  of 
their  equity  stakes,  it's  often  regarded 
as  a  sign  that  a  stock  may  be  overval- 
ued. Indeed,  studies  have  found  that  in- 
dividual stocks  tend  to  underperform 
the  market  in  the  wake  of  insider  sales. 
All  of  which  suggests  a  potential 
problem  for  Internet  companies,  which 
seek  to  motivate  their  managers  by 
compensating  them  with  hefty  amounts 
of  stock  and  stock  options.  As  it  hap- 
pens, Net  stocks  are  extremely  volatile, 
exhibiting  far  larger  price  swings  than 
those  of  other  stocks.  That  degree  of 
risk  gives  insiders  a  strong  incentive  to 
diversify  their  portfolios  by  selling 
shares — even  if  they  think  their  com- 
pany's stock  is  undervalued. 


How  does  the  market  view  si 
transactions?  To  find  out,  econom 
Lisa  K.  Meulbroek  of  the  Harvard  bi 
ness  school  compared  market  reacti< 
to  insider  sales  of  Net  stocks  in  reci 
years  with  similar  sales  of  non-Inten 
stocks.  In  contrast  with  other  sto< 
she  found,  Net  stocks  showed  no  t 
dency  to  fall  relative  to  the  market 
the  wake  of  insider  sales. 

"Investors  seem  to  understand  t|() 
Internet  insider  sales  aren't  necessa 
bad  news,"  says  Meulbroek.  "But 
high  volume  of  such  sales  and  the  n 
ket's  recent  gyrations  suggest  that  c< 
panies  may  start  rethinking  the  v 
dom  of  putting  so  much  stock  and  st 
options  in  the  compensation  basket 
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EXECS  RIDE 
A  HIGH-TECH  TID 

The  sector  leads  a  hiring  surge 
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If  you  need  proof  that  America's  r  | 
Economy  is  influencing  the  global 
swing,  consider  Korn/Ferry  Intei 
tional  Inc.'s  index  of  executive  dem 
The  executive-search  firm  reports 
worldwide  demand  for  senior  execut 
surged  29%  in  the  first  quarter 
its  year-earlier  level,  with  the  high 
sector  leading  the  hiring  parade  i 
most  all  geographical  regions. 

Executive  demand  in  Nprth  Ame 
was  up  nearly  50%,  its  strongest  si 
ing  in  the  current  expansion.  While 
vanced  technology  companies  acco 
ed  for  30%  of  the  openings  there, 
were  also  responsible  for  the  lar 
shares  of  demand  in  both  Latin  An 
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MORE  ROOM 
AT  THE  TOP 


U. 


ca  and  Asia  and  ran  second  behin  | 
nancial  services  in  Europe 

Strong  demand  doesn't  necess: 
mean  greater  job  security  at  the 
however.  Challenger,  Gray  &  Christ 
Inc.,  an  executive  outplacement  firrr 
ports  that  440 
chief  executive  of- 
ficers have  either 
quit  or  been  fired 
from  U.S.  compa- 
nies since  the  start 
of  the  year,  with 
computer-related 
companies  heading 
the  list.  "In  the 
dot-com  world," 
observes  a  spokes- 
man, "ceos  can  ex- 
pect to  change  em- 
ployers about  as 
frequently  as  base- 
ball managers." 


GLOBAL 
EXECUTIVE 
DEMAND* 


'98        '99 
-FIRST  QUARTERS - 
▲  PERCENT  INCREASE  FPj 
YEAR-EARLIER  LEVEL 
•SENIOR  EXECUTIVES 
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ECOVERY  ABROAD 

OULD  MEAN  TROUBLE  STATESIDE 

xmger  currencies  and  greater  demand  may  spur  inflation  in  the  U.S. 


US.  ECONOMY 


THE  REBOUND  IN 

EXPORT  GROWTH 


Increased  globalization  has 
been  kind  to  the  Federal  Re- 
e  in  recent  years.  Now,  global  influences  are  start- 
to  swing  the  other  way,  presenting  the  Fed  with 
3  tough  new  problems  as  it  tries  to  slow  this  over- 
imbunctious  economy. 

nee  1997,  the  mix  of  strong  U.  S.  growth  and  weak- 
abroad  widened  the  U.S.  trade  deficit,  providing 
ral  benefits:  Foreign  producers  acted  as  a  safety 
e  for  U.S.  capacity  constraints.  The  strong  dollar 
imports  cheap,  a  big  plus  for  inflation.  And  for- 
ers  were  more  than  willing  to  invest  their  excess 
!rs  in  U.S.  assets,  especially  New  Economy  stocks. 
The  coming  year  will  be  less 
kind,  as  the  growth  differen- 
tial between  the  U.  S.  and  the 
rest  of  the  world  narrows.  The 
latest  data,  especially  on  hous- 
ing, show  that  U.S.  domestic 
demand  is  slowing.  But  de- 
mand in  the  rest  of  the  world 
from  Asia  to  Latin  America 
to  Europe  is  accelerating. 

Certainly,  Fed  policymakers 

will  not  begrudge  a  rebound  in 

global  economy.  But  the  resulting  speedup  in  U.  S. 

rts  will  work  against  the  Fed's  efforts  to  cool  off 

Jl  demand  (chart).  That  means  domestic  demand  in 

J.  S.  may  have  to  slow  substantially  if  job  markets 

msiness  activity  are  to  loosen  up  enough  to  head 

ailding  inflationary  pressures.  This  means  the  Fed 

be  far  from  finished  with  its  tightening  regimen, 

ugh  a  June  28  hike  seems  unlikely. 

j'reover,  as  overseas  economies  improve,  so  will 

j  investment  opportunities.  Any  resulting  flow  of 

away  from  U.S.  securities  would  exert  downward 

ure  on  the  dollar.  And  a  cheaper  currency  will  only 

U.S.  exports  more  attractive  in  global  markets 

boosting  import  prices.  The  dollar  is  especially 

rable  now  since  the  U.S.  current-account  deficit  is 

•ecord  high,  both  in  dollar  terms  and  in  relation  to 

verall  economy.  Edginess  among  foreign  investors 

create  one  more  problem  for  the  Fed. 


'99  '00 

CENT  CHANGE  FROM  A  YEAR  AGO 
COMMERCE  DEPT .  BUSINESS  WEEK 


-IGN  TRADE  began  the  second  quarter  on  a  very 

note.  The  April  deficit  for  goods  and  services 

|?d  $30.4  billion,  virtually  unchanged  from  March's 

1  $30.0  billion.  If  the  trade  deficit  remains  around 


FOREIGN  OBLIGATIONS 
ARE  PILING  UP 


$30  billion  in  May  and  June,  net  exports  would  subtract 
more  than  a  percentage  point  from  overall  gross  do- 
mestic product  growth  in  the  second  quarter. 

April  exports  and  imports  were  both  basically  flat 
from  their  March  levels.  As  expected,  aircraft  exports 
rebounded  strongly  in  April,  but  that  gain  was  offset  by 
weakness  in  shipments  of  vehicles  and  industrial  sup- 
plies. The  longer-term  trend  in  exports,  however,  is 
decidedly  up.  April  exports  increased  11.3%  from  a 
year  ago.  In  April,  1999,  foreign  shipments  were  flat. 

The  rebound  in  exports  is  evident  around  the  globe, 
but  the  turnaround  is  strongest  in  the  emerging  mar- 
kets hit  hard  by  the  financial  crises  of  the  late  1990s. 
During  the  three  months  ended  in  April,  shipments 
to  Latin  America  were  up  a  huge  25.7%  from  a  year 
ago,  compared  to  an  8.4%  plunge  in  the  same  period  of 
1999.  Exports  to  east  Asia  jumped  14.7%,  after  no 
growth  in  the  same  period  of  1999. 

Looking  ahead,  exports  to 
Europe,  already  rising  4%, 
may  show  particular  accelera- 
tion in  the  second  half.  Eco- 
nomic growth  in  the  euro  zone 
should  pick  up  considerably  as 
domestic  demand  in  Germany 
and  France  gains  muscle.  And 
the  euro  is  strengthening 
against  the  dollar,  making 
U.S.  products  more  competi- 
tive on  the  Continent. 

So  far,  export  growth  still  isn't  fast  enough  to  offset 
the  huge  wave  of  imports  that  have  caused  the  bal- 
looning of  the  trade  gap.  Imports  rose  21%  in  the  year 
ended  in  April.  Even  excluding  oil,  imports  are  still  up 
18.4%.  Weaker  U.  S.  demand  will  slow  imports  eventu- 
ally, but  until  that  occurs,  the  trade  deficit  will  be  a 
drag  on  growth. 

THE  CURRENT-ACCOUNT  DEFICIT— a  much  broader 
measure  of  U.  S.  foreign  obligations  that  includes  trade, 
net  investment  income  paid  to  foreign  investors,  and 
unilateral  transfers  to  foreign  governments — will  also 
continue  to  widen  (chart).  This  gap  rose  to  $102.3  billion 
in  the  first  quarter,  from  $96.2  billion  in  the  fourth,  and 
the  large  April  trade  deficit  means  yet  a  larger  deficit 
in  the  second  quarter. 

At  an  annual  rate,  the  first-quarter  current-account 
deficit  equalled  a  record  4.2%  of  GDP,  and  by  the  end  of 
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the  year,  it  will  very  likely  approach  5%.  That  level  is 
clearly  unsustainable  in  the  long  run  and  one  that  puts 
the  dollar  at  risk.  The  Fed  will  have  to  walk  a  fine  line 
to  avoid  slowing  the  U.S.  economy  too  much,  to  the 
point  where  foreign  investors  abandon  U.  S.  assets. 

WORRIES  ABOUT  THE  DOLLAR,  though  serious,  are 

not  an  immediate  problem.  A  more  urgent  concern  for 
the  Fed:  Faster  growth  in  exports — which  account  for 
about  one  fifth  of  U.  S.  goods  production — may  be  keep- 
ing U.  S.  manufacturers  busy  even  as  domestic  spending 
eases  up  a  notch. 

Industrial  production  unexpectedly  rose  0.4%  in  May, 
on  top  of  a  0.7%  jump  in  April.  If  June  output  manages 
even  a  small  0.2%  gain,  production  in  the  second  quar- 
ter wall  grow  at  an  annual  rate  of  6.7%,  about  equal  to 
the  6.6%  rate  of  the  first  quarter  (chart).  Economists 
had  forecast  a  drop  in  output  last  month  because  of  the 
very  weak  May  employment  report.  The  Fed's  data 
showing  a  gain  in  industrial  activity  suggest  that  the 
central  bank's  data  crew  had  serious  questions  about 
the  May  job  numbers. 

Factory  output  alone  rose  0.3%  in  May,  with  good 
gains  in  vehicles  and  information-processing  equipment. 
Not  surprisingly,  the  trade  data  show'  that  exports  of 
these  goods  have  been  rising  at  double-digit  paces  so 
far  this  year.  Plus,  the  export-order  index  compiled 
by  the  National  Association  for  Purchasing  Management 


FRANCE 


THE  ECONOMY  MUSCLES  DP 


INDUSTRIAL  ACTIVI1 
IS  STILL  ACCELERATi 


INDUSTRIAL 
PRODUCTION 
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show^s  export  orders  increasing  this  year,  including  ;i 
pop  in  May.  If  foreign  demand  keeps  rising,  mam 
turing — and  the  economy  in  general — will  not  rr 
tain  the  slower  growth  rate  desired  by  the  Fed 

One  sector  that  is  showing 
signs  of  a  soft  landing  is  hous- 
ing. Starts  fell  3.9%  in  May, 
to  an  annual  rate  of  1.59  mil- 
lion, led.  by  a  5.4%  drop  in  sin- 
gle-family starts.  And  in  June, 
the  National  Association  of 
Home  Builders  says  its 
housing  market  index  fell  to  a 
2/2-year  low  of  58%.  Still, 
mortgage  applications  remain 
strong,  even  with  higher  in- 
terest rates.  As  long  as  the  job  market  is  robust 
confidence  high,  housing  will  weaken  but  not  colic 

Policymakers  are  trying  to  engineer  a  soft  landin 
the  overall  economy,  in  order  to  ease  the  buildin 
flationary  pressures  that  stem  from  growth  of  6C/ 
the  past  three  quarters.  The  problem  is  that  the 
economy  is  part  of  a  greater  global  structure, 
production  slack  that  opens  up  in  the  U.S.  ma 
quickly  filled  by  foreign  orders.  If  that's  the  case 
Fed  policy  must  be  tighter  to  loosen  up  even  mor 
pacity.  And  the  U.  S.  landing  may  end  up  being  b 
er  than  is  now  generally  expected. 
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▲  QUARTERLY  PERCENT  CHANGE, 
AT  ANNUAL  RATES 
•ASSUMES  0  2%  RISE  IN  JUNE 
DATA:  FEDERAL  RESERVE,  BUSINESS  1/ 


The  best  of  2000  is  yet  to  come 
for  the  French  economy.  Pow- 
ered by  a  vigorous  recovery  in 
household  demand  and  strong  ex- 
ports, French  industrial  activity  is 
picking  up  steam,  and  businesses 
are  boosting  their  capi- 
tal spending,  as  well  as 
their  payrolls.  As  more 
hiring  begets  more 
spending,  this  virtuous 
cycle  is  expected  to 
fuel  economic  growrth 
of  about  4%  in  the  sec- 
ond half. 

Based  on  the  Bank 
of  France's  May  sur- 
vey of  some  12,000 
businesses,  the  BOF  forecasts  that 
real  gross  domestic  product  will 
grow  1%  in  the  third  quarter  (a 
4%  annual  rate),  after  a  projected 
0.9%  advance  in  the  second  quar- 
ter. First-quarter  gdp  grew  0.7%. 


A  RECORD  QUARTERLY 
GAIN  IN  NEW  JOBS 


'991       II         III         IV       '001 
▲  PERCENT  CHANGE  FROM  PREVIOUS 
QUARTER 

DATA:  STANDARD  &  POOR'S  DRI 


The  central  bank  said  that  May 
industrial  activity  rose  markedly 
across  all  sectors,  with  capacity 
utilization  hitting  a  10-year  high. 
May  order  books  were  bulging 
and  inventories  were  skimpy,  with 
especially  strong  de- 
mand in  the  auto, 
construction,  and 
telecommunications 
industries. 

Amid  emerging" 
production  bottle- 
necks and  some  spot 
shortages  of  labor, 
businesses  are  invest- 
ing— both  to  expand 
production  and  to  in- 
crease productivity.  The  latest 
quarterly  investment  survey, 
showing  very  optimistic  capital- 
spending  plans  among  manufac- 
turers, corroborates  that  finding. 
Survey  data  also  show  that  manu- 


facturers are  very  confident  abl 
the  strength  of  future  demand,! 
key  factor  in  investment  decisi<[ 

The  outlook  for  foreign  deira 
remains  solid.  Although  export  J 
dipped  in  April,  they  rebounde] 
in  May,  says  the  BOF.  More  imj 
tant,  France's  consumer  spendi| 
is  supported  by  solid  fundamer 
tals:  First-quarter  employment| 
growth  was  the  fastest  on  recc 
and  consumer  confidence  is  at 
all-time  high.  Not  surprisingly, 
cent  surveys  show  that  optimia 
among  retailers  especially,  and| 
businesses  generally,  is  very 

In  addition  to  rapid  improve] 
ment  in  the  job  markets,  whicl] 
generating  better  income  gro^ 
amid  low  inflation,  the  coming 
come-tax  cut,  totalling  1.7  billid 
euros,  will  give  spending — and  I 
economy — a  further  boost  in  tl 
second  half. 
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A  TEXAS  INSTRUMENTS  TECHNOLOGY 


.ASSIONWITH 
G  DIGITAL  LIGHT. 


Briglt  ideas  deserve  a  projected  image  with 

the  brightness  to  match.  And  thanks  to 
Digital  Light  Processing ,M  technology, 
^xa^lnstruments  is  pioneering  the  new  era  in 
lion.  With  DLP"*  imaging  technology, 
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unsurpassed  levels  of  color  and  contrast.  So  now 

make  brilliant  presentations  even  in  a 
innovative  DLP" technology 
nanufacturers  to  create  the 
Id's  lightest  and  brightecf  ~-~ 
DLP"  technology  is  b 
ultralight,  microportable  projectors  ,, 

the  size  and  weight  of  competing  techno.v 
om  microportable  and  large-screen  projectors  to 
high-definition  home  entertainment  and  digital 
cinema,  look  to  the  leader  in  digital  projection 

technology.  Look  to  Tl  DLP"  technology.  To  find 
out  more  about  DLP™  processors  and  the  products 
using  this  technology,  visit  our  Web  site 
or  call  1-888-DLP-BY-TI. 

www.dlp.com 
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OPEC?  Refiners? 
Speculators? 
Regulators?  Yes, 
yes,  yes,  and  yes 


President  Clinton  has  all  but  ac- 
cused the  oil  industry  of  price 
fixing.  The  Federal  Trade  Com- 
mission is  investigating  gasoline 
refiners  and  retailers.  Various 
members  of  Congress,  as  usual,  are  call- 
ing for  hearings.  And  frustrated  con- 
sumers are  simply  looking  for  some  re- 
lief at  the  pump.  There  hasn't  been  this 
much  agitation  over  gasoline  prices 
since  the  OPEC  oil  embargo  caused 
prices  to  double,  to  more  than  $20  a 
barrel,  in  late  1973  and  early  1974. 

So  who's  to  blame?  Democrats  and 
consumer  groups  suspect  the  oil  compa- 
nies. Republicans  and  the  industry  are 
pointing  fingers  at  the  Environmental 
Protection  Agency  and  recently  imple- 
mented regulations  on  cleaner  fuel.  And 
of  course,  everybody  is  blaming  OPEC. 


Surprisingly,  all  these  various  a  ift 
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sations  are  correct — to  a  certain 
tent.  Oil  refiners  failed  to  accumu 
sufficient  stocks  of  gasoline  to  n  Isu 
the  summer's  peak  demand.  New  cl  pi 
fuel  regs  definitely  added  to  the 
gallon  cost.  And  OPEC — with  the  hel 
other  producers — has  constrained 
supply  of  crude,  although  as  worldA|«i 
demand  has  increased  since  the  be 
ning  of  the  year,  opec's  grip  has  1 
ened.    It   was   a   fatal   confluence 
events,  none  of  which  by  itself  wi 
have  produced  a  national  average  f 
of  $1.68  per  gallon — a  record  befoi 
is  adjusted  for  inflation. 

But  one  last  element  in  the  ru  ft 
may  be  the  least  acknowledged:  ma 
psychology  and  expectations.  Anal 
say  the  markets  for  crude  oil  and  g  H 
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a»  are  no  different  than  those  for  eq- 
t;ttn  ;s.  Prices  are  set  by  a  combustible 
mll  d  of  speculation,  greed,  and  fear. 

,  le  supply  and  demand  rules  in  the 
IU,|(I:  run,  the  near-term  price  of  un- 
(lie    ed  gas  has  been  set  as  much  by 

1^1     of  thousands  of  large  and  small 

j   ket   players.   Says   Shell   Oil   Co. 

jj,  irman  and  CEO  Steven  Miller:  "The 

l  uj'eption  of  future  oil  supply  and 

and  has  a  lot  to  do  with  the  cur- 

tten«    Price" 
i,-w  iideed,  a  failed  bet  made  by  refiners 

winter  that  prices  for  crude  oil  and 

line  would  be  lower  this  spring  has 

npted  much  of  the  current  market 

eria.  Last  December  and  January, 

he  price  of  crude  hovered  in  the 

to   high   20s,   refiners — already 

j,  Haling  to  supplement  insufficient 
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heating-oil  stocks— tailed  to  build  gaso- 
line inventories  to  the  levels  necessary 

to  meet  the  heightened  demand  <>f  the 
summer's  peak  driving  season.  They 
thought  that  higher  interest  rate's  would 
take  their  toll  on  the  U.  S.  economy  and 
consumption.  Then,  as  the  biggest  per 
capita  consumer  of  oil  lost  its  appetite, 
the  price  of  crude  would  fall  and  they 
could  stock  their  refineries  for  less. 

Crude-oil  futures  prices  seemed  to 
support  this  scenario.  But  speculators 
also  watched  gasoline  inventories,  and 
they,  too,  made  a  bet — that  the  rush  to 
stock  up  would  drive  crude  prices  high- 
er. Prices  never  went  below  $25,  which 
left  refiners  scurrying  to  find  affordable 
supply.  "Refiners  weren't  anticipating 
$30  oil  this  late  in  the 
game,"  says  Howard 
Rennell,  president  of 
Windham  Group,  a  New 
York-based  oil  broker. 
"When  they  came  back 
into  the  market,  they 
bid  the  price  up  further." 

Despite  the  current 
nationwide  panic,  the 
price  spike  may  dissolve 
as  demand  falls  over  the 
summer  and  refiners  fin- 
ish supplementing  inven- 
tories. What  is  less  like- 
ly to  fade  is  the  market's 
increasing  volatility.  The 
oil  industry  has  adopted 
the  same  just-in-time 
approach  as  auto  mak- 
ers and  retailers.  Com- 
panies keep  smaller 
stocks  of  crude  oil  and 
refined  products.  They 
no  longer  pay  costly 
leases  on  fields  they 
aren't  ready  to  explore. 
And  they  don't  drill  pro- 
duction wells  in  fields 
when  they  don't  need  oil. 
So  when  demand  leaps, 
they  don't  have  much 
extra  capacity. 

The  surprise  this 
spring  was  the  strength 
of  the  demand  given 
the  Federal  Reserve 
Board's  vigorous  efforts 
to  slow  the  economy. 
The  Energy  Dept.  esti- 
mates that  world  de- 
mand will  rise  1.8%  this 
year  and  2.5%  in  2001, 
vs.  1.4%  in  1999.  "What 
all  the  calculations  did 
not  do  was  foresee  the 
rebound  in  oil  demand," 
says  Daniel  H.  Yergin, 


WHY  SO  HIGH? 

AVERAGE  PRICE  OF 
GASOLINE  PER  GALLON 

JUNE  2000 
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chairman  of  Cambridge  Energy  Re 
search  Associates.  "Few  saw  how  b 
ant  the  U.S.  economy  would   be.  Arid 
few  expected  a  strong  rebound  in  .'•. 

so  soon." 

Meantime,  refiners  have  hardly  been 
scrambling  to  add  capacity — for  good 
reason.  Until  recently,  gasoline  prices 
had  been  totally  uninspiring — particu- 
larly for  a  refining  industry  that  re- 
turned less  than  4%  on  capital  in  the 
decade  of  the  1990s,  according  to  the 
American  Petroleum  Institute,  an  in- 
dustry trade  organization.  That  is  less 
than  half  the  average  of  the  energy 
industry  as  a  whole  and  well  below  the 
returns  of  the  average  Standard  & 
Poor's  500-stock  index  company.  On  top 
of  the  lousy  prices,  re- 
finers also  had  to  invest 
as  much  as  $90  billion 
to  meet  the  new  envi- 
ronmental requirements. 
The  result:  Gasoline  pro- 
duction has  increased 
only  from  6.4  million 
barrels  per  day  in  1984 
to  8.5  million  today.  And 
now,  even  though  gaso- 
line demand  has  grown 
significantly,  stocks  of 
crude  oil  and  gasoline 
are  kept  at  around 
500,000  barrels— down 
from  the  typical  800,000 
barrels  refiners  would 
hold  in  the  early  1980s. 
The  flash  point  for  the 
U.  S.  crisis  has  been  the 
Upper  Midwest,  where 
prices  have  topped  $2.10 
a  gallon  for  regular  un- 
leaded in  cities  such  as 
Detroit  and  Milwaukee, 
and  more  than  $2.30  in 
Chicago.  The  region  suf- 
fered two  major  pipeline 
outages  since  March  and 
a  refinery  shutdown  that 
further  cut  already  con- 
strained gasoline  sup- 
plies— exactly  the  unex- 
pected disruptions  that 
just-in-time  inventories 
cannot  accommodate. 
SHIRKERS.  At  the  same 
time  that  refiners  faced 
insufficient  stocks,  they 
also  were  wrestling 
with  a  new  phase  of  re- 
formulated gasolines, 
which  took  effect  in 
about  one-third  of  the 
nation  beginning  on 
June  1.  But  having 
known      about      these 
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changes  for  years,  why  weren't  they 
better  prepared?  "The  industry  helped 
us  write  [the  regs].  They  should  have 
had  enough  time,"  says  EPA  Assistant 
Administrator  Robert  Perciasepe. 

Refiners  say  implementing  all  of  the 
new  formulas  proved  more  complex 
than  expected.  Here,  some  of  the  blame 
lies  with  the  states.  The  mandate  to 
make  cleaner-burning  reformulated  gaso- 
line originally  came  from  Washington, 
but  individual  states  have  tinkered  with 
the  formulations  to  suit  their  own  par- 
ticular air-quality  problems  and  political 
interests.  Atlanta  and  Birmingham,  Ala., 
for  instance,  have  different  gasoline 
standards  than  Jacksonville  and  Tam- 
pa, Fla.  El  Paso  is  required  to  sell  a 
different  formula  than  East  Texas.  Cit- 
go  Petroleum  Corp.,  a  major  U.S.  re- 
finer, says  it  must  provide  nine  different 
forms  of  gasoline  in  just  the  eastern 
half  of  the  country  to  satisfy  the  various 
permutations. 

The  reformulated  gasoline  already 
costs  more  to  produce.  But  refinery  of- 
ficials say  it  is  no  coincidence  that  the 
Midwest  suffered  the  highest  prices  in 
an  effort  to  try  to  meet  the  EPA  stan- 
dards. Many  of  those  states,  in  a  nod  to 
their  farm  constituencies,  encourage  the 
use  of  corn-based  ethanol  as  an  addi- 
tive. In  many  other  areas  of  the  country, 
refiners  use  a  natural  gas-based  additive 
called  MTBE.  Ethanol  creates  problems, 
refiners  say,  because  it  is  difficult  to 
store  and  causes  gasoline  to  evaporate 
more  quickly.  In  addition,  because  of 
the  difficulty  of  making  this  gasoline, 
refineries  produce  less  of  it  than  con- 
ventional blends,  leading  to  supply 
shortages. 

Environmental  regulators  and  in- 
dustry officials  had  anticipated  that  the 
new  fuels  would  cost  more:  5#  to  80 
per  gallon  was  the  original  estimate. 
But  that  didn't  include  the  market's 
reaction  to  a  supply  shortage.  Indeed, 
in  the  Midwest,  reformulated  currently 


f  I 
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sells  for  an  average  of  16<2  more  than 
conventional  gasoline. 

Further  complicating  matters  was  a 
suit  won  recently  by  Unocal  Corp.  sup- 
porting the  company's  claims  that  it 
held  the  patent  on  certain  types  of  re- 
formulated gasoline  and  was  owed  roy- 
alties from  other  refiners.  As  a  result, 
refiners  did  everything  they  could  to 
avoid  using  Unocal  formulas,  leading  to 
additional  costs  and  further  shortages. 

The  trouble  in  the  Midwest  should 
have  come  as  no  surprise  to  gasoline 
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consumers  in  Calii 
nia.   After  the   st; 
mandated  its  own  s 
cial  reformulated  ga 
line  blend  in  Mar 
1996,  the  price  of  g; 
line  took  off,  jump 
30%,  to  $1.60  a  gall 
Consumers  were 
raged.  There  were 
least    four    separ 
state  and  federal 
vestigations  of  Cali 
nia's  gas  prices,  but 
charges  of  impro 
eties  were  ever 
against  the  state's 
finers.  Capacity  in 
state  is  so  tight  t  fc> 
whenever  there  i 
refinery  outage,  g; 
line  marketers  ml*) 
find  out-of-state  n 
era  who  can  meet  <  I 
ifornia  requiremen  I 
PROFITS  GALORE.     I 
for     the     industr  I 
though  certainly    I 
the  consumer — tht  I 
a  silver  lining  to  B 
this.  Thanks  to  hij  I 
oil  prices  and  refti  I 
margins,  analysts  B 
pect  the  average  1;  B 
oil  company  to  do  B 
its  earnings  this  j  |d 
In  the  second  quarter,  U.S.  refill  I 
profits  per  barrel  doubled  from  the  B 
els  of  a  year  ago,  to  an  average  of  !|  pi 
per  barrel,  one  of  the  highest  quart  I 
averages  in  a  decade. 

Of  course,  at  these  prices,  oil  <  fell 
panies  and  refineries  are  beginnin  I 
figure  out  ways  to  create  more  su)  M 
Already,  there  is  evidence  that  e?  Hi 
ration  and  production  spending  is  {  M 
ing  up.  According  to  Lehman  Brotl 
mid-year  e&p  spending  survey,  a  Will 
May,  companies  are  planning  an  1!  to!, 
increase  in  worldwide  E&P  expendit  > 
in  2000,  vs.  a  10.2%  rise  budgete  In 
December,  1999,  when  E&P  budgets  ' 
originally  put  together.  That  18.2% 
resents  some  $86.7  billion  in  speni  I 
vs.  $73.4  billion  in  1999.  And  as  of ,  m 
16,  the  U.S.  rig  count,  at  871  act 
drilling,  had  increased  to  its  highest  Hi 
el  since  mid-May,  1998.  That  ma  I 
good  news  for  the  consumer.  But  ii  « 
meantime,  better  buy  a  compact  to 
that  sport-utility  vehicle  company. 

By  Christopher  Palmeri  in  Los  U 
geles  and  Stephanie  Anderson  F 
in  Dallas,  with  Roger  O.  Crocke 
Chicago   and   Lorraine    Woellet 
Washington 
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DON'T  BLAME  SURGING  PUMP  PRICES  ON  OPEC 


u  BWI>>   Organization  of  Pe 

I  i imIi  am  Exporting 

I  Countries  has  a  message 
i for  the  U.S.:  There  is  a  lim- 
i,  it  to  how  much  we  can  do  to 
re  lower  current  crude  oil 
in  prices  and,  by  extension, 
il  i  U.  S.  gasoline  prices. 
§      Of  course,  the  11  cartel 
ut  members  are  being  far  too 
I  modest.  It  was,  after  all, 
|  then  production  cutbacks 
's  i  that  started  the  upward 
,   price  spiral  in  1999  in  the 
(|  Irst  place.  But  some  facts 

lo  support  the  idea  that 
<$  ;heir  influence  over  prices 
im  nay  indeed  be  declining. 
ret     For  starters,  not  only  did 
r  »PEC  promise  to  produce  an 
en  idditional  1.7  million  barrels 
l  f  lev  day  in  March,  it  is  actu- 
5J  illy  surpassing  that  pledge 

'  600,000  barrels.  So, 
then  iu-oughout  the  second  quar- 
to er,  the  Paris-based  Interna- 
tional Energy  Agency  reck- 
regn!  >ns  that  daily  worldwide  production 
jt<  i  ias  been  exceeding  worldwide  con- 
,e|ai  umption  by  as  much  as  1.9  million 
|iioiij»arrels.  Yet  crude  oil  prices  are  trad- 
ing close  to  their  March  peak. 

r,  kLL  THE  WAY.  Nevertheless,  led  by 
thelJaudi  Arabia,  the  world's  largest  ex- 
,ji  porter,  OPEC  pledged  on  June  21  to 
.jrtjiike  production  again,  this  time  by 

round  700,000  barrels.  Mexico, 
0il  Jirhich  is  not  a  member  of  opec,  is 
pjjjngtlso  expected  to  add  150,000  to 

(•0,000  barrels  a  day,  bringing  its 
at  production  back  to  the  levels  hit  be- 


pi  are  oil  producers  began  their  regime 
Broth*  f  cutbacks  more  than  a  year  ago. 
Will  these  hikes  make  a  differ- 
!«,  nee?  Ali  I.  Naimi,  the  Saudi  Minis- 
^jjjsr  of  Petroleum  &  Mineral  Re- 
jjetfifources,  isn't  sure — primarily  because 
ftsie  doubts  that  it  was  a  shortage  of 
k  or,  |  rude  oil  that  caused  June's  spikes  in 
,r,|asoline  prices  and  crude.  "Producers 
re  trying  to  match  supply  and  de- 
■,  3Cti»iand  to  establish  stability  in  the 
.  larket,"  he  said  in  an  interview  in 

iyadh,  Saudi  Arabia,  just  before 
,  jji  saving  for  opec's  meeting  in  Vienna. 
I  vVe  are  under  tremendous  pressure 
>  increase  production  to  respond  to 
i  apparent  shortage  of  supply.  But 
her  than  prices  going  up,  the  data 
'isn't  support"  the  notion  that 
lere's  a  shortage. 


NAIMI:  Speculators  are  part  of  the  problem 


Naimi  blames  speculators  for  at 
least  some  of  the  price  spikes.  They 
saw  very  low  gasoline  and  heating-oil 
inventories  in  the  U.  S.  and  a  de- 
mand that  didn't  seem  to  be  declin- 
ing despite  interest-rate  hikes. 
Traders  began  betting  that  refiners 
would  have  to  come  into  the  market 
late  to  add  to  their  inventories. 
"They  are  putting  enormous  pressure 
on  the  upper  end  to  see  if  we  are  go- 
ing to  ease,"  says  Naimi. 

Of  course,  Naimi  is  hardly  a  disin- 
terested observer.  But  David  H. 
Knapp,  who  heads  the  iea's  oil-indus- 
try and  markets  division,  agrees.  He 
says  incredibly  tight  product  invento- 

CRUDE  SUPPLIES  AGAIN 
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ries  in  the  U.S.  are  the  main 
catalyst  for  higher  crude 
prices.  "It  isn't  so  im[X)rtant 
what  OPEC  does  as  what  the 
refiners  do,"  says  Knapp. 
"This  is  very  much  a  prod- 
uct-led global  oil  market." 

Moreover,  the  Saudis  are 
also  uncomfortable  with 
prices  as  high  as  they  are. 
With  1.9  million  to  2.4  mil- 
lion barrels  of  spare  capaci- 
ty, the  Saudis  probably 
would  have  been  willing  to 
push  production  above 
700,000  barrels  just  to  avoid 
more  heat  from  U.  S.  and 
Asian  customers. 
WINTER  CHILL.  But  by  ram- 
ming through  a  production 
hike,  the  Saudis  would  have 
risked  the  wrath  of  other 
OPEC  members,  such  as  Iran 
and  Algeria,  that  don't  have 
excess  capacity.  For  them,  a 
drop  in  price  just  means 
lower  revenues  and  the  po- 
tential loss  of  market  share  to  new 
production.  Besides  Saudi  Arabia, 
only  the  United  Arab  Emirates  has  a 
noteworthy  500,000  barrels  a  day  of 
spare  capacity  to  offer.  And  there  is 
not  much  among  non-oPEC  producers 
either — although  the  IE  A  reports  that 
Mexico  is  working  hard  to  develop 
new  supply. 

That  lack  of  slack  leaves  the  mar- 
ket vulnerable.  Principally,  analysts 
are  doubtful  that  Iraq  can  sustain  a 
production  of  3  million  barrels  a  day. 

So,  the  balancing  act  is  getting 
very  difficult  for  all  of  the  players. 
Even  if  prices  drop  as  the  summer 
progresses  and  demand  for  gasoline 
begins  to  ease  up  in  the  U.S.,  ana- 
lysts expect  a  similar  crisis  next  win- 
ter, given  the  low  levels  of  heating- 
oil  inventories.  So  if  OPEC  doesn't 
increase  now,  it  will  face  another  cri- 
sis come  its  Sept.  10  meeting. 

Reed  covers  the  oil  industry  for 
BUSINESS  WEEK  from  London  and  the 
Mideast. 


\\\\s\n™s\\vikOMLWE, 


For  an  interview  with  Ali  I.  Naimi.  go  to 

the  June  21  daily  briefing  at 

www.businessweek.com/today.htm 
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IS  WACHOVIA'S  PLIGHT 
A  WARNING? 

The  bank  may  be  just  the  first  this  year  to  be  hurt  by  poor  loans 


So  much  for  Wachovia  Corp.'s 
squeaky-clean  image.  On  June  15 
the  Winston-Salem  bank,  generally 
known  as  one  of  the  industry's  most 
scrupulous  lenders,  announced  it  will 
take  a  $200  million  charge  against  earn- 
ings to  cover  nonperforming  loans  for 
the  second  quarter. 

The  news  sent  the  bank's  shares 
down  20%  in  just  four  days.  Bank 
stocks  in  general  dipped  6%  on  fears 
that  Wachovia  is  the  beginning  of  a 
larger  trend.  Lulled  by  a  booming  econ- 
omy, banks  have  lowered  their  credit 
standards  and  run  down  loan-loss  re- 
serves to  free  up  capital  to  bankroll  yet 
more  lending.  "This  is  not  an  isolated 
event,"  says  Michael  L.  Mayo,  an  analyst 
at  Credit  Suisse  First  Boston.  "You  will 
see  more  loan  problems  at  banks." 

Banks  are  not  the  only  financial  insti- 
tutions that  risk  getting  shellacked  if 
there's  a  spike  in  bad  loans.  Since  the 
last  recession  in  the  early  1990s,  new 
players — from   mutual   funds   such  as 


Franklin  Templeton  to  in- 
stitutional investors — 
have  entered  the  syndi- 
cated loan  market.  They 
buy  pieces  of  bank  loans 
and  trade  them  like  gov- 
ernment or  corporate 
bonds.  The  lure  is  that 
the  loans  pay  more  inter- 
est than  comparable 
bonds.  "The  investor  base 
has  widened,"  says  Tanya 
S.  Azarchs,  managing  di- 
rector at  Standard  & 
Poor's  Corp.,  like  busi- 
NESS  WEEK  a  part  of  The 
McGraw-Hill  Companies. 
Indeed  it  has.  Mutual 
funds,  insurance  compa- 
nies, and  the  like  now 
hold  nearly  10%  of  all  the 
loans  that  banks  sell  off, 
up  from  next  to  nothing  a 
decade  ago,  according  to 
Thomson  Financial  Secu- 
rities Data.  Furthermore, 
nonbanks  now  buy  nearly 
40%  of  so-called  leveraged 
loans,  those  made  to  companies  whose 
credit  rating  is  too  low  to  issue  bonds, 
says  broker  Paine  Webber  Group. 
A  MATTER  OF  TIME.  The  new  buy- 
ers of  bank  loans  confess  that 
they've  seen  evidence  lately  of 
slacker  lending  standards.  But 
^/^^  they  still  view  the  loans  as  a 
great  investment.  "There  clearly 
are  some  deals  in  the  market 
that  were  done  to  poor  un- 
derwriting standards,"  says 
Rick  Kilbride,  a  portfolio  man- 
ager, who  runs  one  of  Merrill 


Vulnerable? 


business  week  ranked 
banks  with  assets  over 
$10  billion,  using  a  com- 
bination of  lowest  loan-loss 
reserves,  greatest  depen- 
dence on  loans  for  income, 
and  percentage  of  nonper- 
forming loans.  The  follow- 
ing 10  appear  to  be 
the  weakest: 


1  BANKWEST  CORP. 

2  REGIONS  FINANCIAL 

3  COLONIAL  BANCGROUP 

4  HIBERNIA  CORP. 

5  COMPASS  BANCSHARES 

6  NORTH  FORK  BANCORP. 

7  S0UTHTRUST  BANK 

8  CENTURA  BANKS 

9  TCF  FINANCIAL 

10  UNION  PLANTERS 

DATA:  SNL  SECURITIES;  BUSINESS  WEEK 
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Lynch  &  Co.'s  two  bank-loan  funds 
taling  $9  billion  in  assets.  The  trick, 
says,  is  to  avoid  bad  deals  by  carefj 
examining  the  underwriters'  histor; 
While  most  bankers  will  admit 
worries  about  the  likely  impact  of  rif 
rates  and  a  slowdown,  they  say  pi 
lems  aren't  widespread.  "Banks  in  £ 
eral  still  have  sound  loan  portfoli 
says  W  Kendall  Chalk,  senior  ex< 
tive  vice-president 
chief  credit  officer 
bb&t  Corp. 

Still,  analysts  say 
it's  just  a  matter  of  tj 
before  others  follow 
chovia  and  take  cha 
to  build  reserves  ag£  in 
losses.  Wachovia's  chit 
nancial  officer  Rober 
McCoy  agrees.  He 
the  bank  took  the  ch;  I 
because,  with  the  ec  mi 
my  slowing,  some  of 
bank's     customers 
starting  to  see  "a  st  '$■ 
that  was  not  there  n 
fore."  As  for  content  t\ 
that  Wachovia's  ex\  rjw 
ence  could  be  an  isol  Sli 
event?  "Maybe  the    t,\ 
nomic  slowdown  onl>  | 
plies  to  our  custom*  tn 
McCoy  says  dryly.  In  m 
he  says,  the  problem  L 
sees  are  arising  in  n  mo 
industries  ahd  region  \\, 
So  which  banks   U 
most  at  risk?  Underwriting  stand  > 
are  the  biggest  determining  factor,   fr , 
lysts  say.  Banks  that  get  most  of  t  )>f 
income  from  lending,  not  fees,  and     •, 
low  reserves  to  cover  problem  loans  j 
likely  to  be  most  vulnerable  if  then  I 
derwriting  standards  are  poor. 
.    Several  other  southeastern  bank  , 
fact,  fall  into  that  category  (table)  : 
bernia  Corp.  of  New  Orleans,  foi 
ample,  has  a  1.42%  loan-loss  res<  ;.. 
below  the  industry  average  of  1.  .;, 
and  relies  on  lending  for  nearly  70 
its   income.    Hibernia   already   r  I 
eighth  among  banks  over  $10  billi(  I 
percentage  of  nonperforming  as 
Birmingham's  Compass  Bancshares  I 
and  Regions  Financial  Corp.  also     ,, 
unusually  low  loan  reserves  and  I 
most  of  their  earnings  from  lendin  ^ 
Although  banks  insist  that  every  w 
is  hunky-dory,  they  could  be  caught  |^ 
their  pants  down  if  a  recession  cc  lt 
Considering  Wachovia's  plight,  ev    «, 
soft  landing  for  the  economy  coul  „Jts 
painful  to  investors  with  poor  loai  ^ 
their  books. 

By  Heather  Timmons  in  New 
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WHY  THE  ECONOMY  MAY  OE  SAFE  AT  HIGHER  SPEEDS 


w 


hen  Federal  Reserve  Chair- 
man Alan  Greenspan  delivered 
B  paean  to  productivity  on 
fune  13,  New  Economy  enthusiasts 
in  cheered.  He  could  have  focused  on 
«  the  fact  that  consumer  confidence  has 
t  a  been  high  or  that  higher  oil  prices 
er  could  ultimately  prove  inflationary. 
Instead,  the  Fed  chief  chose  to  use 
:  his  speech  to  New  York  economists 

extol  the  virtues  of  the  continuing 
v^boom  in  productivity.  Says  Edward 
sarjYardeni,  Deutsche  Bank's  chief  econ- 
omist and  a  New  Economist:  "It 
fa  Drought  tears  to  my  eyes." 

And  knowing  smiles  to  the  lips  of 
•  i  small  but  growing  group  of  Fed 
chai  aolicy makers,  including  Greenspan 
•onfidante  and  New  York  Fed  Presi- 
lent  William  J.  McDonough  Jr.  These 
•    )roponents  of  a  cautious  approach  on 
SB  nterest  rate  hikes  suspect  that  the 
if  >conomy's  so-called  speed  limit — the 
ate  at  which  it  can  grow  without  ig- 
esp  liting  inflation — can  be  ratcheted  up 
igain.  The  reason:  continually  strong 
he  A  )roductivity  growth,  which  jumped 
inly  }.7%  in  the  first  quarter  over  the 
omeitame  period  last  year.  The  new  ap- 

>  roved  growth  rate  is  thought  to  be 
led  .omewhere  between  4%  and  4.5% 
j  m  mnually. 

M    That's  not  too  much  slower  than 
iii-  he  5.4%  annual  growth  rate  the 
ami*  J.  S.  chalked  up  in  the  first  quar- 

er,  and  it  is  markedly  faster  4 

"itlihan  the  3.5%  speed  lim- 
indhjt  the  Fed  imposed  on 
loans  rowth  just  six  months 
their  go.  More  important,  it 
natches  most  estimates 
or  growth  in  the  second 
uarter.  The  implication: 
for  j  "or  the  moment  at 


that  the  economy's  sustainable  cruis- 
ing speed  has  increased  again.  More 
sin  prising,  however,  is  the  support 
the  higher  speed  limit  is  receiving 
from  some  of  the  Fed's  most  ardent 
inflation  hawks,  such  as 
J.  Alfred  Broaddus  Jr.. 
president  of  the  Rich- 
mond Fed.  Just  this 
month,  he  acknowl- 


RUNNING  ROOM 

Some  Fed  members  think  these  factors  may  have  increased 
the  economy's  sustainable  growth  rate: 

STRONG  PRODUCTIVITY  In  the  first  quarter,  nonfarm  pro- 


Mi  ■;.••!•  puts  the  econom  nig 

speed  at  about  '■',.!"//>,  arid  argu 
that  growth  must  be  slowed  to  be- 
low that  rate  for  inflation  to  be 
brought  back  in  check.  The  key  sta- 
tistic for  Meyer:  a  4.1%  unemploy- 
ment rate,  still  among  the  lov 
in  a  generation. 

Regardless,  there's  no  mistaking 
the  signs  of  a  new  confidence  in 
the  economy's  durability.  And  cor- 
porate chieftains,  judging  by  where 
they  put  their  money,  seem  to 
agree.  U.  S.  companies  continue  to 
shell  out  billions  for  computers  and 
other  high-tech  gear  to  enhance  ef- 
ficiency. Proving  just  how  strong 
demand  is  for  such  productivity 
boosters,  the  Fed  said  on  June 
15  that  the  production  of  com- 
puters, communications  equip- 
ment, and  semiconductors  was 
nearly  50%  higher  in  May  than 
a  year  ago.  That  kind  of  in- 
crease this  late  in  an  expan- 
sion cycle  once  seemed  almost 
impossible. 

B2B  EXPLOSION.  In  addition, 
the  Fed  is  also  encouraged  by 
reports  that  companies  are 
putting  the  technology  they  al- 
ready have  to  better  use.  Case  in 
point:  the' Internet.  While  there 
was  a  period  in  which  companies 
were  experimenting  with  having  a 
presence  on  the  Net,  they  now  are  in- 
creasingly using  it  to 
slash  purchasing  costs 
and,  of  course,  add  to 
their  productivity.  A 
survey  by  consultants 
ActivMedia  Research 
found  that  B2B  Web  sites 
expect  revenue  to  grow 


•  sast,  the  Fed's  job  may       ductivity increased  by.  a.stunninl..3.;.7.^0  by  nearlY  260%  this 


of  ltye  done  when  it  comes 
i  interest  rate  hikes. 

jy  rilus  is  not  to  say  that 

biMhe  central  bank  could 

is  ass  ;,ot  move  again — some 

hares  ee  the  potential  for  the 

also  Economy  to  heat  up  in 
if  second  half.  But  for 
le  June  27-28  meeting  and  for  as 
mg  as  there's  no  reversal  of  the 
lowing  trend,  the  Fed  may  be  able 
i  rest  on  its  laurels. 
While  Greenspan  has  shied  away 
urn  publicly  endorsing  any  specific 
irgets  for  growth,  Fed  insiders  de- 
Tibe  him  as  sympathetic  to  notions 


STABLE  UNIT  LABOR  COSTS  They've  risen  just  0.6% 
over  the  past  year,  helping  to  keep  inflation  for  both  produc 
ers  and  consumers  in  check 

SOARING  CAPITAL  INVESTMENT  Corporate  spending  on 
efficiency-enhancing  equipment  and  computer  software 
climbed  at  an  annual  pace  of  27%  in  the  first  quarter 


edged  that  "an  increase  in  the  under- 
lying trend  growth  in  productivity 
may  have  increased  the  economy's 
speed  limit  to  4%  or  higher." 

,  But  don't  think  that  everyone  at 
the  Fed  is  convinced  that  the  econo- 
my has  safely  shifted  onto  a  higher 
plane.  Fed  Governor  Laurence  H. 


year — and  a  further 
160%  next  year. 

Putting  it  all  togeth- 
er, it's  no  wonder  some 
Fed  policymakers  sound 
more  upbeat.  In  the 
short  run,  there  will  be 
a  slowdown,  they  say. 
And  the  longer-term  prognosis, 
based  on  the  enduring  nature  of  pro- 
ductivity gains,  seems  to  support  a 
much  extended  run  for  the  New 
Economy.  For  Greenspan  &  Co., 
that's  about  the  best  news  they 
could  receive. 

With  Laura  Colm  in  Washington 
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LOW  EBBERS 

He  may  lose 
the  residen- 
tial market 


TELECOMMUNICATIONS 


CAN  WORLDCOM 
SPRINT  TO  THE  FINISH? 

Without  concessions,  Justice  will  file  suit  against  the  merger 


WorldCom  Vice-Chairman  John  W. 
Sidgmore  thought  he  was  joking. 
"Thank  God  for  Microsoft,"  he 
mused  during  a  recent  industry  confer- 
ence. "If  it  weren't  for  [Bill]  Gates,  we'd 
be  the  most  hated  company  at  the  Jus- 
tice Dept."  Sidgmore's  quip  left  his  audi- 
ence in  stitches,  but  no  one's  laughing 
back  at  WorldCom's  Jackson  (Miss.)  head- 
quarters. Regulators  in  both  Washing- 
ton and  Europe  are  threatening  to  veto 
the  telecommunications  giant's  proposed 
$120  billion  bid  for  Sprint  Corp.  The 
merger  "is  a  dead  man  walking,"  says 
Legg  Mason  analyst  Scott  C.  Cleland. 

WorldCom  and  Sprint  officials  insist 
they  can  still  salvage  a  deal,  but  the 
companies  must  scramble:  Sources  say 
that  without  last-minute  concessions 
by  WorldCom,  Justice's  antitrust  chief, 
Joel  I.  Klein,  is  poised  to 
file  suit  against  the  merger 
by  the  end  of  the  month. 
That  may  mean  making 
more  divestitures  than 
WorldCom  ceo  Bernard  J. 
Ebbers  could  swallow. 
Meanwhile,  the  EU  is  poised 
to  reject  the  deal  under  any 
terms,  for  fear  that  the 
merged  entity — which  would 
handle  45%  of  global  Inter- 
net traffic — would  forever 


establish  U.  S.  hegemony  over  the  Net. 

What  will  it  take  to  get  the  deal  back 
on  track?  Justice  is  asking  WorldCom 
to  divest  Sprint's  Internet  backbone 
business,  which  provides  high-capacity 
data  routes  to  service  providers.  World- 
Com— already  the  biggest  carrier  of 
Internet  traffic,  thanks  to  its  UUNet  di- 
vision— is  willing  to  comply.  And  World- 
Com would  also  spin  off  some  of  Sprint's 
residential  long-distance  unit,  to  alleviate 
fears  it  would  dominate  the  market. 

But  sources  say  the  final  sticking 
point  with  Justice  is  Ebbers'  unwilling- 
ness so  far  to  part  with  a  significant 
enough  portion  of  the  combined  compa- 
ny's residential  long-distance  unit  and 
the  network  that  serves  them.  They 
would  have  a  26%  share — raising  fears 
of  a  duopoly  with  at&t.  To  abandon  the 


WHY  THE  WORLDCOM-SPRINT  DEAL  IS  ON  THE  ROPES 


■  The  European  Commission  will  block  the  deal,  sources 
say,  because  it  is  concerned  that  the  combined  companies 
would  dominate  the  Internet  backbone  market.  WorldCom 
is  already  the  world's  largest  Internet  carrier. 

■  Antitrust  regulators  at  the  U.S.  Justice  Dept.  fear  the 
combo  would  stifle  competition  in  residential  long  dis- 
tance, creating  a  duopoly  with  AT&T.  WorldCom  and  Sprint 
would  have  26%. 


residential  market, 
bers    said    earlier 
year,  "would  be  foci 
and  shortsighted."  Bi 
"  the  end,  he  is  likely 
offer  to  divest  most  of  Sprint's  long-j 
tance  business  as  well.  Why?  He  b\ 
needs  Sprint's  wireless  operations, 
if  WorldCom  can't  pull  off  the  deal| 
own  independence  may  be  lost. 
PAYBACK  T!ME?  Among  the  poter 
buyers  are  plenty  of  European  telec 
munications  giants — including  Deutsj 
Telekom  and  France  Telecom — eage 
exploit  WorldCom's  vulnerability  as 
chance  to  enter  the  U.  S. 

But  even  if  WorldCom  can  wrai 
an  eleventh-hour  deal  out  of  Waal 
ton,  it  may  face  an  even  bigger 
lenge  at  the  European  Union.  TrutJ 
the  European  backlash  may  simplj 
payback  for  Ebbers'  handling  of  his 
quisition  of  mci  in  1998.  European 
cials  feel  that  Ebbers  bargained  in 
faith  in  his  pledge  to  divest  mci's  Ir 
net  business.  After  buying  mci's  Ir 
net  unit  from  Ebbers,  Britain's  CJ 
&  Wireless  Communications  PLC  si 
claiming  that  WorldCom  undermil 
the  deal  by  recruiting  back  former  I 
ployees  and  customers.  "[That]  le| 
bad  taste  in  their  mouth,"  says  Kir 
Wallace,  a  policy  analyst  for  Lehil 
Brothers  Inc.  in  Washington. 

The  question  is  whether  the  E| 
which  consults  daily  with  Justice 
cials — is  serving  as  a  stalking  horse 
take  some  of  the  political  heat  off 
It's  unclear  what  would  happen  if 
ington  accepted  a  merger  that  its  Ej 
pean  counterparts  rejected.  The 
wouldn't  necessarily  be  dead,  but  Wq1 
Com  would  be  forced  to  reapply  in 
rope  with  deeper  concessions.  If 
were  to  occur,  the  diplomatic  reperl 
sions  could  ring  for  years.  With  Ei 
pean  telecommunications  giants  anxj 
to  expand  into  the  U.S.  through  ac| 
sition,  analysts  fear  that  Washing 
regulators  might  retaliate.  "The  E| 
peans  can't  afford  to  get  into  a  shouj 
match  with  the  U.S.,"  says  Wallace, 
ter  two  decades  of  dealmaking,  Ebt 
career  may  come  dowr 
the  moves  he  makes  over| 
next  few  weeks.  And  it 
no  longer  revolve  arounc 
ability  to  dazzle  other 
with  his  charm;  this  til 
he's  got  to  sell  regulator^ 
his  vision  as  well. 

By   Charles   Haddao 
Atlanta,      with      Willi 
Echikson  in  Brussels, 
Ewing  in  Frankfurt,  and\ 
reau  reports 
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COMMENTARY 


By  Dan  Carney  and  Catherine  Yang 


IS  AOL'S  INSTANT  MESSAGING  AN  UNFAIR  ADVANTAGE? 


Not  long  ago,  during  the  court- 
room skirmishing  over  the  Mi- 
crosoft Corp.  antitrust  suit, 
America  Online  Inc.  was  depicted  as 
one  of  the  many  victims  of  the  arro- 
gant Bully  of  Redmond.  Now  it  is 
aol's  turn  to  be  cast  as  the  neigh- 
borhood menace.  As  part  of  their 
scrutiny  of  aol's  proposed  merger 
with  Time  Warner  Inc.,  the  Federal 
Trade  Commission  and  the  Federal 
Communications  Commission  are 
probing  complaints  that  aol's  popu- 
lar Instant  Messenger  system  is  a 
monopoly.  Possible  victims  include 
Yahoo!,  AT&T,  and... Microsoft. 

The  outcome  could  affect  the  way 
Federal  regulators  oversee  the  Net. 
Instant  messaging  started  as  a  party 
line  for  the  under-30  set,  but  it 
has  turned  into  a  key  wireless 
communications  tool  with  far 
greater  importance.  "Instant 
messaging  is  the  glue  to  coordi- 
nate communications  between  de- 
vices," says  Brian  Park,  senior  pro 
ducer  for  rival  Yahoo!  Messenger. 
It's  also  raising  a  new  set  of 


Pitofsky  won't  talk  about  AOL 
while  its  merger  with  Time  Warner 
is  pending.  But  in  principle,  he's  open 
to  some  fairly  radical  solutions.  "The 
presumption  is  that  mandated  access 
is  not  something  you  would  be  quick 
to  move  on,"  he  says.  "But  there 
may  be  circumstances  where  it's  the 
only  way  to  encourage  competition." 

Government-ordered  "open  access" 


IM   CLUB 


that  its  customers  couldn't  talk  tc 
customers  of  any  other  phone  cor  \ 
ny,"  charges  AT&T  WorldNet  Chie 
Counsel  Michael  C.  Lamb. 

AOL  says  Instant  Messenger  is 
a  good  example  of  the  network  el 
because  lots  of  other  outfits  offer 
similar  service.  Moreover,  execs  i 
a  hastily  created  open  standard  f< 
instant  messaging  might  open  the 
door  to  the  junk  mail  and  comput 
viruses  that  plague  wide-open  e- 
systems.  "If  people  start  getting 
of  Spam  on  IM,  that  will  just  kill 
experience,"  says  Chief  Technoloj 
Officer  William  J.  Raduchel. 

Industry  proponents  of  a  comn 

standard  concede  that  AOL  has  le; 

mate  security  concerns.  But  they 

also  think  technical  fixes  could 

solve  the  problem.  In  fact,  A 

proposed  such  fixes  on  June 

to  the  Internet  Engineering 

Task  Force,  an  ad  hoc  grouj 


trustbusting  issues.  AOL  has  90  mil- 
lion customers  communicating  on  a 
system  open  only  to  those  companies 
it  selects.  Its  nearest  rival,  Microsoft, 
has  17  million.  That  makes  AOL  an 
ideal  test  of  the  "network  effect"  ad- 
vantage, a  theory  of  special  interest 
to  FTC  Chairman  Robert  Pitofsky.  It 
holds  that  the  more  users  a  technolo- 
gy has,  the  more  attractive  it  is  to 
others,  until  it  becomes  a  de  facto 
standard — and  a  monopoly.  "Instant 
messaging  really  is  a  perfect  exam- 
ple of  the  concerns  about  network  ef- 
fects in  the  New  Economy  that 
Pitofsky  has  been  talking  about  for 
some  time,"  says  Robert  A.  Skitol, 
an  antitrust  attorney  at  Washington's 
Drinker  Biddle  &  Reath. 


has  rarely  been  imposed  outside 
tightly  regulated  industries  such  as 
phones  and  electricity.  But  there  are 
other  examples.  In  1945,  the 
Supreme  Court  forced  Associated 
Press  to  provide  its  news  feeds  to  all 
papers,  not  just  its  collective  owners. 
Pitofsky  says  such  a  tough  approach 
would  have  to  be  used  cautiously, 
"but  I  wouldn't  say  never." 

In  the  case  of  Instant  Messenger, 
AOL  has  royalty-free  licensing  agree- 
ments for  its  technology  with  20 
companies,  including  EarthLink,  Ap- 
ple Computer,  and  IBM's  Lotus  Notes. 
However,  major  messaging  rivals 
such  as  Microsoft,  Yahoo,  and  Tribal 
Voice  have  been  turned  away.  "It's 
as  if  one  telephone  company  decided 


that  loosely  oversees  the  Net 
dismiss  aol's  proposal,  however, 
ing  it  is  far  too  general  for  this  d 
of  the  process.  "It  really  isn't  a  { 
posal  but  an  esoteric  conversatio  i 
that  doesn't  include  a  time  frame 
commitment  by  aol,"  says  Triba 
Voice  ceo  Ross  S.  Bagully. 

If  AOL  cooperates  with  its  rivd 
industry  observers  believe  a  mes 
ing  standard  could  be  created  wi 
a  year.  It's  one  way  to  ensure  th 
Pitofsky's  musings  on  the  netwoi 
effect  remain  just  that — rather  t 
a  harbinger  of  another  antitrust 
swing  at  a  New  Economy  icon. 


Carney  and  Yang  follow  anti 
trust — and  AOL— from  Washingtt 
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ou  need  a  different  kind  of  softwar 


It's  quite  simple,  really.  And  fast.  And  highly  scalable,  so  you  can  manage  whatever  the  new 
economy  throws  your  way.  With  WebSphere"  software,  you  get  a  complete  set  of  tools  to 


deliver,  grow  and  differentiate  your  e-business,  whether  you  are  launching  a  dot-com  or  competing  with  one.  These  tools 
are  also  ideal  for  rapid  application  development,  integration  and  customization.  WebSphere  is  part  of  the  IBM  portfolio 
of  e-business  software  that  includes  Lotus,  Tivoli  and  DB2.  To  learn  more,  visit  ibm.com/software/different/websphere 
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MUSIC 


CAN  MICROSOFT'S  NEMESIS 
SAVE  NAPSTER? 

David  Boies  is  out  to  prove  the  music  service  is  legal 


When  the  Justice  Dept.  first  ac- 
cused Microsoft  Corp.  of  antitrust 
violations,  the  success  of  the  gov- 
ernment's case  was  far  from  certain. 
That  was  before  Justice's  lead  litigator, 
David  Boies,  shredded  Microsoft  in 
court.  Now,  Napster  Inc.  has  hired 
Boies  in  the  hopes  that  the  courtroom 
Houdini  can  work  the  same  magic  for 
the  online-music  startup. 

Lord  knows  Napster  could  use  the 
help.  The  song-swapping-software  com- 
pany is  being  sued  by  the  Recording 
Industry  Association  of  America  (riaa) 
and  18  record  companies  for  copyright 
infringement.  If  Napster  doesn't  come 
up  with  a  strong  legal  defense,  the  site 
could  soon  find  itself  shut  down.  And 
unlike  online  rival  MP3.com  Inc.,  which 
settled  its  copyright  lawsuit  with  two 
record  companies  for  roughly  $40  mil- 
lion, Napster  can't  afford  to  pay  eight- 
figure  settlements.  "It's  going  to  be 
tough  for  them,"  says  Anthony  Berman, 
an  attorney  at  San  Francisco  law  firm 
Idell,  Berman  &  Seitel. 
NO  SAFE  HARBOR?  Boies,  who  did  not 
return  phone  calls,  is  already  making 
bold  moves.  Instead  of  pretending  that 
Napster  is  unaware  of  piracy  over  its 
system,  Napster  executives  say  he  in- 
tends to  argue  that  individual  Napster 
users  who  share  copyrighted  songs  are 
not  pirates  at  all.  His  novel  defense  will 
rely  on  so-called  fair-use  rights,  which 
can  allow  individuals  to  tape  a  song  or 
television  program  for  a  friend  without 
violating  copyright  laws. 

The  pressure  is  mounting  on  Napster. 
On  May  5,  U.  S.  District  Judge  Marilyn 
Hall  Patel  rejected  its  request  that  the 
case  be  thrown  out  under  the  safe-harbor 
provision  of  the  Digital  Millennium  Copy- 


right Act  of  1998,  which 
protects  Internet  service 
providers  from  being 
held  liable  for  copyright 
infringements  that  occur 
on  their  networks.  And 
on  June  12,  the  riaa 
filed  a  motion  for  a  pre- 
liminary injunction  to 
unplug  the  service. 

Boies,  long  a  top  cor- 
porate defense  lawyer 
before  switching  to  the 
government's  side  to 
take  on  Microsoft,  must 
file  a  response  to  the 
RIAA's  motion  by  July  3. 
That's  when  Napster  is 
expected  to  reveal  its 
full-blown  legal  defense. 
Copyright  experts  say 
it  appears  to  have  few 
legal  legs  to  stand  on. 
Even  if  Napster  could 
wiggle  into  the  safe 
harbor  of  the  copyright  act,  it  may  have 
trouble  meeting  the  law's  other  re- 
quirements. A  service  provider,  for  ex- 
ample, must  show  that  it  has  "reason- 
ably implemented"  a  policy  for  booting 
repeat  copyright  infringers.  Napster  ex- 
ecs testified  that  the  company  did  not 
have  a  written  policy  until  Feb.  7 — two 
months  after  the  riaa's  lawsuit  was 
filed. 

That's  why  Napster  is  counting  heav- 
ily on  a  landmark  Supreme  Court  ruling. 
In  a  1984  case  brought  by  Universal 
Studios  Inc.  and  Walt  Disney  Co.,  the 
highest  court  essentially  saved  the  VCR. 
The  two  studios  had  tried  to  block  the 
sale  of  Sony  Corp.'s  Betamax  video- 
recording  system  by  charging  that  it 


COPYRIGHT  CAT 

His  defense  will  rely  on  "fair-use"  rights,  whic 
let  individuals  tape  songs  or  TV  shows  for  a  frie 


, 


NAPSTER  VS.  THE  RECORD  INDUSTRY 


NAPSTER  SAYS... 


We're  an  Internet  service  provider 
that  is  protected  by  the  1998 
Digital  Millennium  Copyright  Act 

We're  like  a  VCR,  which  the 
Supreme  Court  has  ruled  has 
"substantial  non-infringing  uses" 


THE  RIAA  SAYS... 


Napster  is  more  like  an 
information-location  tool  and  is 
therefore  not  eligible  for  protection 

Napster  is  being  used 
predominantly  for  the  purpose 
of  copyright  infringement 


was  a  copyright-infringement  mac 
The  Court  ruled  for  Sony,  by  a  cl 
fought  5-4  vote,  determining  thai 
vcr  offers  "substantial  non-infrir 
uses,"  such  as  being  able  to  watch  t 
programs  at  the  viewer's  convenie 
DIFFERENT  PICTURE.  But  the  prec< 
may  not  apply.  The  vcr  enabled  coj 
of  free  TV.  With  Napster,  says  N 
Rosini,  an  attorney  at  New  Y 
Franklin,  Weinrib,  Rudell  &  Vas 
"the  copies  are  coming  from  una 
rized  sources."  Also,  Universal  fail 
demonstrate  that  the  vcr  would  < 
economic  harm  to  the  broadcast  indi 
By  contrast,  the  riaa's  filings  trum 
litany  of  studies  and  testimony  ar; 
that  Napster  is  hurting  record  sal< 
But  those  studies  are  hardly  co 
sive.  Napster  plans  to  present  a  fa 
ferent  picture,  such  as  a  survey  b; 
trade  group  Digital  Media  Assn, 
found  that  59%  of  people  who  d 
load  or  play  music  online  said  the  i 
ity  led  them  to  buy  music  later.  T 
perhaps  the  most  important  argu 
for  Napster  to  win,  since  fair-us 
frowns  on  products  that  undermine 
kets  for  original  work.  Once  again, 
has  his  work  cut  out  for  him. 

By  Spencer  E.  Ante  in  New 
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e  business  software 


LIP  9 


It's  a  different  kind  of  world. 

You  need  a  different  kind  of  software. 


The  majority  of  the  world's  largest  companies  use  Lotus  Notes'  and  Domino,"  including 
78%  of  the  Fortune  100.  Why?  Because  the  reliability,  scalability  and  flexibility  of 


Lotus  solutions  can  meet  the  demands  of  the  new  economy,  whether  it's  global  collaboration  or  leveraging  the 
knowledge  within  your  organization  to  get  to  market  faster.  Lotus*  is  part  of  the  IBM  portfolio  of  e-business 
software  that  also  includes  WebSphere!"  Tivoir  and  DB2.r  To  learn  more,  visit  ibm.com/software/different/lotus 
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COMMENTARY 


By  Amy  Barrett 


LOTS  OF  DRUGS  SHOULD  STAY  BEHIND  THE  COUNTER 


lor  all  the  current  brouhaha  over 
I  Medicare  coverage  of  prescrip- 
tion drugs,  you'd  think  it  was 
[he  only  battle  being  waged  over  the 
iharmaceutical  industry  in  Washing- 
Ion  these  days.  But  just  outside  the 
heltway,  on  June  28  and  29,  the 
food  &  Drug  Administration  will 
lold  hearings  to  consider  whether 
rugs  for  treating  such  serious  con- 
itions  as  high  cholesterol, 
lypertension,  and  osteoporo- 
jis  should  be  made  avail- 
Ible  over  the  counter 

)T(),  instead  of  with  a 
Jrescription  from  a  doctor. 
|f  the  FDA  eventually  gives 
le  nod,  there  could  be  a 

d  of  conversions.  Already, 
[rugmakers  have  begun 
lushing  for  such  switches, 
nth  FDA  hearings  on  the 
|witch  of  two  prescription 
rrugs  to  OTC  status  sched- 
uled for  July. 

However,  when  it  comes 
I)  opening  such  flood- 
Kites ,  the  agency  should 
read  lightly.  Many  of 
he  conditions  that  these 
Irugs  treat  require  close 
lionitoring  and  supervision 
|y  a  physician.  If  people 
'en't  compelled  to  see  their 
hctor,  as  happens  when  they  need  a 
Irescription,  many  patients  may 
jart  taking  pills  without  making  the 
Ittra  effort  to  ensure  their  medicine 
working  correctly.  Even  more  dis- 
lirbing,  such  reduced  doctor-patient 
jteraction  may  lower  the  chances 
iat  doctors  will  spot  other  burgeon- 
health  problems. 
)W-COST  RIVALS.  Despite  those  risks, 
FDA  is  coming  under  pressure  from 
sides  to  loosen  restrictions  on  pre- 
option drugs.  Among  the  biggest 
ickers  are  some  drugmakers.  Ac- 
|>rding  to  Lehman  Brothers  Inc.,  over 
lie  next  five  years,  drugs  generating 
billion  in  sales  will  see  their  U.S. 
itents  expire.  When  that  happens, 
lieaper  generic  versions  often  hit  the 
krket  and  quickly  erode  sales  of  the 
landed  product.  Selling  the  product 
lir  l lie  counter  can  offset  some  of 
e  sales  erosion  to  generic  manufac- 
ivis.  Overall,  Steve  Francesco,  pub- 


lisher of  the  drug  industry  newsletter 
Switch,  figures  the  FDA  could  receive 
conversion  applications  for  drugs  with 
some  $20  billion  in  sales  over  the  next 
three  years.  That's  as  much  as  the  to- 
tal value  of  U.S.  OTC  sales  in  1999. 
Merck  &  Co.,  for  one,  has  already  filed 
an  OTC  application  with  the  agency  for 
Mevacor,  its  $600  million 
cholesterol-low- 


rr 


ering  drug,  which  has  a  patent 
that  will  expire  next  year. 
At  the  same  time,  many  insurers 
and  HMOs  would  like  to  see  more 
products  sold  without  a  prescription. 
That  change  would  likely  lower  their 
costs,  since  many  plans  don't  cover 
OTC  purchases.  Take  Blue  Cross  of 
California.  It  filed  a  petition  with  the 
FDA  in  1998  to  force  certain  allergy 
drugs,  including  $2  billion-seller  Clar- 
itin,  to  be  made  available  over  the 
counter.  Claritin  manufacturer  Scher- 
ing-Plough Corp.  objects  to  the 
move,  arguing  that  physicians  should 
be  involved  in  managing  a  patient's 
allergies.  But  most  analysts  say  that 
Schering  can  squeeze  out  more  prof- 


its by  keeping  the  medication  doctor- 
prescribed. 

While  Claritin  may  be  a  no-brainer 
for  otc  sales,  many  other  types  of 
drugs  the  FDA  will  likely  consider  for 
OTC  use  pose  greater  risks.  Choles- 
terol-lowering drugs  are  just  one  ex- 
ample. Doctors  are  encouraged  to  per- 
form tests  on  patients  starting 
prescriptions  such  as  Mevacor  be- 
cause they  can  seriously  im- 
pact liver  function  in  some 
cases.  Although  that 
may  be  less  of  an  issue 
at  the  low  dose  of  Meva- 
cor that  Merck  wants  to 
make  available  over  the 
counter,  consumers  may  de- 
cide to  up  the  dose  them- 
selves; they  may  figure  they 
are  better  off  lowering  their 
cholesterol  as  much  as  possi- 
ble. "There  is  a  certain  po- 
tential for  abuse  that  ex- 
ists," warns  Wayne  L. 
Pines,  president  of  regula- 
tory services  at  consulting 
firm  apco  Worldwide  Inc. 
Nor  are  potential  side 
effects  the  only  troubling 
aspect  to  doing  away  with 
prescriptions  for  serious 
drugs.  Consider  birth  control 
pills,  which  might  seem  a  natur- 
al for  otc  sale.  Physicians  warn 
that  the  need  to  get  a  prescription 
for  birth  control  helps  drive  many 
women  to  their  doctor's  office  for  an 
annual  Pap  smear,  a  test  that  saves 
lives  by  yielding  early  detection  of 
cervical  cancer.  "This  could  under- 
mine the  relationship  between  the 
patient  and  physician,"  argues  Dr. 
Terrence  L.  Moore,  a  doctor  in  Den- 
ton, Texas.  As  with  other  cost-saving 
remedies,  cutting  physicians  out  of 
the  loop  may  just  be  a  prescription 
for  disaster. 

Philadelphia  Bureau  Chief  Ban-ett 
covers  the  drug  industry. 


CHECKUPS  The  need  for  a  prescription  often 
serves  to  drive  patients  to  a  doctor's  office, 
where  a  serious  illness  may  be  discovered 
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Before  our  engineers  design 

our  cars,  our  racing  programs 

design  our  engineers. 


At  Honda,  our  participation  in  racing  not  only  helps 
improve  the  cars  we  build.  But,  it  also  helps  improve  the 
people  who  build  and  develop  those  cars. 

You  see,  many  of  the  engineers  who  are  responsible 
for  developing  Honda  automobiles  have,  at  one  time  or 
another,  participated  in  our  racing  programs.  Why?  Quite 
simply,  it's  one  of  the  best  training  grounds  in  the  world. 
j     ^^pr^mi^    The  learning  curve  is  very  quick. 

Race  starting  times  are  fixed, 
which  requires  Excellent 
preparation.  And 
the  competitive 
environment  forces 
our  engineers  to  find  new,  better  and  quicker  ways  to 
help  improve  our  engine  performance. 

In  the  end,  it  leads  to  Hondas  environmentally  clean, 
fuel-efficient  automobiles.  And  that,  to  us,  is  the  biggest 
win  of  all.  For  more  information,  visit  honda.com. 
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HANDSPRING  VAULTS 
INTO  THE  LIMELIGHT 

THERE    ARE    SIGNS    OF    LIFE 

again  in  the  ipo  market.  On 
June  21,  shares  of  startup 
Handspring  soared  41%  on 
their  first  day  of  trading,  be- 
fore closing  at  26%,,  up  34.7%. 
That  gave  the  company  a 
market  value  of  more  than  $3 
billion.  Begun  two  years  ago 
by  the  creators  of  the  popular 
Palm  Pilot,  Handspring  sells  a 
Palm-compatible  handheld 
computer  called  the  Visor.  An- 
alysts figure  Handspring  will 
thrive  by  selling  Palm-com- 
patible devices,  while  Palm  it- 
self, recently  spun  out  of 
3Com,  will  focus  more  on  li- 
censing the  Palm  operating- 
system  software.  Although 
modest  by  the  standards 
of  1999's  initial  public  offer- 


CLOSING    BELL 


HEEL? 


Steve  Madden,  sheik  of  the 
platform  shoe,  was  charged 
June  20  with  fraud  and  money 
laundering  by  federal  prosecu- 
tors in  New  York.  The  Securi- 
ties &  Exchange  Commission 
also  alleged  the  shoe  store 
CEO  participated  over  six 
years  in  22  stock  manipula- 
tions run  by  two  now-defunct 
penny-stock  firms.  Madden's 
stock,  which  fell  14.8%  to 
ll3/6  before  being  halted  for 
the  news,  was  among  those 
the  SEC  says  he  helped  ma- 
nipulate. Madden's  attorney 
denies  any  improper  conduct. 
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ings,  Handspring's  successful 
launch,  delayed  when  tech 
stocks  sank,  was  seen  as  a 
sign  of  renewed  interest  in 
tech  among  skittish  investors. 

TOYS  ARE  TANKING 
AT  MICKEY  P'S 

WITH    THE    SWOONING    EURO 

clipping  its  foreign  profits, 
McDonald's  has  even  more 
riding  this  year  on  its  annual 
Teenie  Beanie  Baby  promo- 
tion to  boost  its  numbers. 
But  the  Happy  Meal  give- 
away may  be  falling  flat,  too. 
A  preliminary  market  survey 
indicates  the  toys  are  getting 
only  50%>  of  the  draw  of  prior 
years,  warns  Banc  of  Ameri- 
ca Securities  analyst  Stacy 
Jamar.  McDonald's  won't  say 
how  the  four-week  promotion, 
begun  June  13,  is  faring, 
though  spokesman  Palmer 
Moody  concedes  there  has 
been  no  frenzy.  But  Moody 
adds  that  the  Ty  toys  are  still 
this  year's  best  Happy  Meal 
draw,  so  it's  too  early  to  cross 
the  little  critters  off  Mickey 
D's  toy  list  for  2001. 

A  TRASH  HAULER 
APPEASES  THE  FEDS 

THE  BELEAGUERED  COMPANY 
Waste  Management  on  June 
21  put  one  foul  problem  be- 
hind it.  The  nation's  largest 
trash  hauler  settled  sec 
charges  that  it  gave  false  and 
misleading  forecasts  in  1999's 
second  quarter.  Without  ad- 
mitting or  denying  the 
charges,  the  company,  under 
new  management,  agreed  to 
"cease  and  desist"  from  fu- 
ture violations.  The  sec  said 
the  company  knew  at  least 
by  June  9,  1999,  that  its  fore- 
casts were  unreasonable  but 
didn't  warn  of  shortfalls  until 
July  6,  when  its  stock  plum- 
meted. The  good  news:  It 
wasn't  fined.  CEO  Maurice 
Myers  said  the  company  will 
move  forward  to  strengthen 
info  systems  and  shed  non- 
core  assets. 


HEADLINER:   POZEN   VS.   REYNOLD!  \ 


DURING  IT  OUT  AT  FIDELITY 


There's  a  race  on  to  be  Fi- 
delity Chairman  Ned  John- 
son's new  top  lieutenant. 
Robert  Reynolds,  former 
chief  of  401(k)  services, 
was  named  one  of  three 
vice-chair- 
men and  also 
chief  operat- 
ing officer  on 
June  21.  Mu- 
tual-fund 
chief  Robert 
Pozen, too, 
was  named  a  vice-chair- 
man. The  two  will  compete 
to  be  Johnson's  second-in- 
command,  sources  say. 
The  change  creates  a 
power  triad.  James  Curvey, 
65,  Johnson's  coo  for  the 
last  three  years,  also  be- 
comes a  vice-chairman.  But 
he's  stepping  down  to  run 
the  venture-capital  unit.  He 


reports  to  Johnson  along 

with  Reynolds,  48,  and 

Pozen,  53.  Reynolds  gets 

key  new  role:  He  breaks 

tie  if  the  others  disagree. 

Johnson  turns  70  on  Ji 

mmm^x  29,  but  has 

,   l^k     no  plans  tc 

B    retire.  He 

Y*m    ?l  owns49^ 

H       Fidelity  wi 
l*"5     J?&\  his  daught 
Abigail,  38 


REYNOLDS 


Pozen's  toj 
aide.  Sources  say  she  ma 
ultimately  succeed  her  fa 
ther,  but  isn't  ready.  Rey 
nolds,  a  16-year  veteran, 
learned  of  his  new  post  1 
week.  "I'm  going  to  stanc 
back  and  see  what's  need 
ed,"  he  says.  An  even  bij; 
ger  job  is  now  his  to  lose 
By  Geoffrey  Srr 
in  Bos 
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HONEYWELL  STIRS 
UP  A  BEEHIVE 

HONEYWELL    INTERNATIONAL 

Chairman  Michael  Bonsignore 
is  on  thin  ice.  On  June  19, 
the  industrial  manufacturer 
stunned  investors  by  saying 
second-quarter  profits  will  fall 
below  estimates  of  78<?  a 
share.  But  what  really  an- 
gered Wall  Street  was  that 
Bonsignore  gave  no  sign  of 
trouble  at  a  meeting  in  early 
June.  Investors  sent  the 
stock  down  18%,  to  40Ke.  An- 
alysts wonder  if  he  can  de- 
liver the  growth  that  made 
retired  Chairman  Lawrence 
Bossidy  a  favorite.  "How 
many  chances  do  you  get?" 
asks  Prudential  Securities  an- 
alyst Nicholas  Heymann. 

SAATCHI  FINDS 
UNAMIIHPAREE 

CAN  THE  FRENCH  MAKE 
Saatchi  &  Saatchi  glamorous 
again?   On  June  20,   Paris- 


based  ad  giant,  Publicis 
veiled  a  $1.9  billion  all-! 
takeover  of  the  British  : 
With  global  billings  of 
billion  a  year,  the  new  F 
cis  Groupe  will  vault  to 
among  the  world's  ad  f 
The  deal  boosts  Public 
the  U.S.,  where  Saatchi 
70%  of  its  1999  profits 
critics  say  Saatchi  is  the 
winner.  Its  fortunes 
waned  since  the  '80s,  a 
relies  heavily  on  Proct 
Gamble  and  Toyota.  Inve 
seemed  to  think  Pul 
Chairman  Maurice  Levy 
paid:  Publicis'  stock  fell 

ET  CETERA . . . 


■  The  Federal  Commu 
tions  Commission  O.  K.'d 
Atlantic's  acquisition  of 

■  Pacific  Century  Fina 
said  bad  loans  will  nearly 
out  second-quarter  profit 

■  Texas  Instruments  ag 
to  pay  $7.6  billion  in 
for  Burr-Brown. 


gives  y,; 


See  for 
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After  using 
our  B2B  Internet 
auction  solution, 
your  suppliers 
may  have  a 
few  words 
for  you. 


Like,   Thank  You.' 


i  COMMERCE  ONE  AUCTION  SERVICES 


\ 


nun 


A  fully-hosted  solution  offering  real-time  buying  and  selling  opportunities  with  your  trusted 
suppliers  and  partners  within  the  comfort  of  your  own  auction  site.  No  equipment  to  purchase. 
No  systems  to  install  and  support.  Just  browser-based,  point-and-click  functionality  that 
gives  you  total  control  of  every  aspect  of  every  transaction,  including  multiple  variables  and  bid 
parameters  beyond  mere  price  and  quantity.  Taking  the  complexity  out  of  current  RFQ  processes 
while  enhancing  supplier  relationships.  And  making  it  all  so  easy,  your  suppliers  may  soon  be 
running  B2B  auctions  of  their  own. 


See  for  yourself  with  our  online  demo: 
www.commerceone.com/auctrons/bw1 
or  call:  877.261.8516 


COMMERCE 
ONE 

MANY  MARKETS.  ONE  SOURCE! 


FINDS  YOUR 
SITES  MAXIMUM 
USER  CAPACITY! 

PINPOINTS  SCALABILITY 
PROBLEMS...SO  YOU 
CAN  PLAN 
FOR  GROWTH! 

MBS  YOU  TEST 

RESULTS  IN  ONLY 
72  HOURS! 


http://testyourlimits.mereuryinteraetive.com 
MERCURY  INTERACTIVE 

THE  MOST  TRUSTED  WEB  SITE  PERFORMANCE  SOLUTIONS  IN  THE  GALAXY 


MAPEIH  U.S.A. 
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TED  BY  PAULA  DWYER 


ORE  VS.  BUSH  ON  SOCIAL 

ECURITY:  A  CHOICE  NOT  AN  ECHO 

To  supplement  Social  Security,  Gore  would  add  a  Retire- 
ment Savings  Plus  account.  Price  tag:  $200  billion  over  10 
years.  The  plan  would  work  much  like  a  corporate  401(k)  plan. 
Workers  would  make  tax-deferred  contributions,  and  the 
government  would  match  investments  by  low-  and  moderate- 
income  wage  earners.  A  couple  earning  $30,000,  for  example, 
would  get  a  $3  match  for  every  $1  saved. 

By  contrast,  Bush  wants  to  restructure  Social  Security.  He 
would  let  workers  invest  two  percentage  points — about  16% — 
of  their  12.4%  payroll  tax  in  private  accounts. 
Those  investments  should  generate  far  higher 
returns  than  the  1%  or  2%  workers  get  today. 
But  by  reducing  payroll  taxes  by  one-sixth, 
Bush  would  have  even  less  cash  to  pay  benefits 
just  when  most  baby  boomers  are  collecting. 
Over  the  long  run,  higher  returns  from  pri- 
vate accounts  might  make  up  the  difference. 
But  if  government  growth  and  productivity 
projections  are  right,  seniors  will  have  to  ac- 
cept reduced  benefits  or  workers  will  have  to 
pay  higher  taxes.  Bush  is  mum  about  which 
course  he  prefers. 

It's  possible  to  combine  the  best  of  both 
plans — allow  limited  private  accounts,  provide 
minimum  benefits,  and  keep  the  system  solvent. 
Two  proposals — one  by  Representatives  Charles 
"  Stenholm  (D-Tex.)  and  Jim  Kolbe  (R-Ariz.),  an- 
other by  Senators  John  Breaux  (D-La.)  and  Judd  Gregg  (R- 
N.  H.)— do  just  that.  But  they  also  acknowledge  what  Bush  and 
Gore  won't:  If  you  accept  the  government  projections,  a  real  fix 
would  mean  trimming  benefits  for  some  workers. 

Lately,  it  has  become  fashionable  for  analysts  to  opine 
that  the  budget  surplus  is  pushing  Bush  and  Gore  closer  to- 
gether, since  there  is  money  to  burn  for  tax  cuts  and  Social 
Security.  But  this  theory  breaks  down  when  you  compare  the 
Gore  and  Bush  pension  philosophy.  One  enshrines  an  icon  of 
Big  Government.  The  other  worships  at  the  altar  of  the 
marketplace — with  all  the  risks  and  rewards  that  entails. 

By  Howard  Gleckman 


/hen  Vice-President  Al  Gore  traveled  to  Lexington, 
Ky.,  on  June  20  to  propose  new  tax  breaks  for  re- 
tired workers,  aides  to  gop  standard-bearer  George 
I  Bush  were  quick  to  pounce.  The  charge:  A  flip-flopping 
d  was  conceding  that  stock  market  investments  offer  a 
ier  retirement  than  Social  Security.  Just  weeks  before, 
i  hammered  Bush  for  pushing  private  Social  Security 
unts  that  let  individuals  invest  in  equities. 
*ue,  Gore  believes  individuals  could  save  more  for  re- 
nent  by  playing  the  market.  But  the  sim- 
ties  end  there.  Market  disciple  Bush  says 
al  Security  is  seriously  broke  and  aims 
x  it  by  giving  individuals  a  say  in  how 
t  pension  plans  are  designed.  By  doing 
•ie  would  rewrite  the  social  compact  be- 
m  government  and  future  retirees,  though 
vvith  today's  elderly.  Gore  has  a  more  tra- 
nal  view:  The  New  Deal  entitlement  pro- 
i  is  basically  sound  and  needs  to  be  pre- 
ed  intact. 

hat's  propelling  this  debate  are  disputed 
actions  (page  168)  that,  come  2015,  the  sys- 
will  start  paying  out  more  than  it  takes  in 
must  begin  redeeming  the  ious  that  make 
ie  Social  Security  Trust  Fund.  By  2037,  ac- 
ng  to  these  government  estimates,  the  fund 
be  empty,  and  there  will  be  only  enough 
oil  tax  revenue  to  cover  about  70%  of  promised  benefits. 
MNG  MUM.  Both  Bush  and  Gore  have  ideological  reasons 
/anting  to  "save"  Social  Security,  and  their  plans  reflect 
j  leanings.  Gore'  would  pay  off  the  federal  debt  by  2013. 
i  he  would  use  $100  billion  in  interest  savings — money 
would  be  available  for  tax  cuts  or  other  spending — to 
i  up  Social  Security.  That  extra  savings  from  paying 
i  the  debt  would  make  it  cheaper  to  sell  the  bonds  need- 
)  redeem  all  those  Social  Security  ious.  Gore  figures 
such  moves  would  keep  the  fund  going  until  2050.  After 
He  won't  say.  But  he  has  only  three  choices:  borrow, 
taxes,  or  cut  benefits. 


SAFE:  No  cuts  coming 


CAPITAL  WRAPUP 


.ICON  VALLEY  STALL 

ligh-tech  companies  accustomed  to 
ting  their  way  on  Capitol  Hill  are 
Ing  that  even  they  can  fall  prey  to 
tisan  squabbling.  Legislation  to 
e  the  cap  on  visas  for  foreign 
led  workers,  a  top  techie  priority, 
tailed  despite  widespread  support 
ioth  the  House  and  Senate.  Even 
sonal  appeals  by  visiting  CEOs  to 
■ease  the  number  of  so-called  H-iB 
ia — to  200,000  next  year,  up  from 


107,500 — failed  to  end  the  stalemate. 
Why  is  Washington  stiffing  Silicon 
Valley?  In  the  Senate,  a  standoff  be- 
tween Majority  Leader  Trent  Lott  (R- 
Miss.)  and  Minority  Leader  Tom 
Daschle  (D-S.  D.)  over  efforts  by  Dems 
to  tack  unrelated  measures  onto  the 
visa  bill  has  delayed  a  vote.  In  the 
House,  Representative  Lamar  S.  Smith 
(R-Tex.),  chairman  of  an  immigration 
panel,  is  insisting  that  his  H-lB  bill  get 
preference  over  a  more  generous  mea- 
sure by  Rules  Committee  Chairman 


David  Dreier  (R-Calif.).  To  make  mat- 
ters stickier,  the  White  House  want? 
the  bill  to  grant  amnesty  to  thousands 
of  illegal  aliens  employed  in  the  U.  S. 

Tech  lobbyists  aren't  giving  up  hope. 
Nor  should  they.  In  an  election  year, 
when  both  parties  are  trawling  Silicon 
Valley  for  campaign  cash,  lawmaki 
aren't  likely  to  let  the  visa  bill  die. 
Look  for  Hill  leaders  to  tuck  an  H-lB 
increase  into  the  must-pass  yearend 
omnibus  spending  bill. 

By  Amy  Borms 
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MEXICO 


A  VOTE 


FOR  CHANGE? 

Why  the  long-ruling  pri  may  finally  fall 


The  men  were  in  the  fields  tending 
their  crops,  but  three  dozen 
women  and  children  gathered  one 
recent  morning  in  Poblado  de  Ji- 
colapa,  a  tiny  hamlet  in  the  Mexican 
state  of  Puebla,  to  hear  German  Villalba 
speak.  The  33-year-old  businessman- 
turned-politician  is  running  for  Congress 
under  the  banner  of  the  center-right 
National  Action  Party  (pan).  It's  an  up- 
hill fight  for  this  opposition  politician, 
a  foot  soldier  in  the  fight  to  oust  the 
long- ruling  Institutional  Revolutionary 
Party  (PRl).  But  Villalba,  armed  with  a 
loudspeaker  and  boxes  of  posters  and 
T-shirts,  was  making  a  valiant  effort. 
"How  can  the  pri  say  it  cares  about 
you,  if  it  only  remembers  you  with  small 
handouts  when  there's  an  election?"  he 
asked  his  small  audience.  "Where  is  the 
pri  now,  when  you  need  help?" 

Villalba's  words  struck  a  chord  with 
Rosa  Moreno.  Three  months  ago,  the 
PRl-controlled  state  government  shut 
down  the  town's  one-room  clinic.  "They 
heard  that  some  of  us  were  supporting 
the  opposition,  so 


ONE  VOTE  EACH 


High-tech, 
tamper-proof 
election  ID  cards 
will  reduce  the 
margin  for  fraud 


they  closed  the 
clinic,"  says  Mo- 
reno. Now,  this 
mother  of  five, 
along  with  the 
rest  of  the  ham- 
let's 300  residents, 
must  trek  an  hour 


on  foot  to  the  nearest  medical  center. 

From  Mexico's  villages  to  its  big 
cities,  a  fierce  battle  is  being  waged  for 
the  loyalties  of  the  country's  58.8  million 
registered  voters.  On  July  2,  Mexicans 
will  head  to  the  polls  to  choose  their 
next  president,  628  members  of  Con- 
gress, and  three  governors.  Thanks  to 
electoral  reforms  that  have  leveled  the 
playing  field,  this  contest  will  likely  be 
the  cleanest  in  Mexico's  history.  It  will 
also  be  the  hardest  fought:  Opinion  polls 
show  PRI  presidential  hopeful  Francisco 
Labastida  running  neck-and-neck  with 
PAN  rival  Vicente  Fox,  each  with  about 
40%  of  the  vote.  An  additional  15%  or 
so  back  Cuauhtemoc  Cardenas  of  the 
center-left  Party  of  the  Democratic 
Revolution  (prd). 

The  election  is  shattering  all  the  old 
certainties  of  Mexican  politics.  For  the 
U.S.,  Mexico's  largest  trading  partner 
and  biggest  investor,  this  new  era  could 
usher  in  cleaner  government  in  Mexico 
City,  which  would  be  welcome.  But  post- 
electoral  turmoil  could  create  political 
instability,  which  the  country  has  large- 
ly avoided  since  the  Mexican  Revolu- 
tion in  the  early  1900s. 
UNTHINKABLE.  Mexicans  themselves 
know  they  are  navigating  uncharted  wa- 
ters. For  the  first  time  in  71  years,  the 
pri  faces  a  real  chance  of  losing  the 
presidency.  Until  recently,  that  prospect 
would  have  been  unthinkable.  Any  op- 


ponents who  emerged  over  the 
stood  little  chance  against  the 
formidable  electoral  machine,  whi 
built  on  patronage  and  coercion, 
wonder,  then,  that  many  Mexica: 
cannot  imagine  a  government 
any  party  other  than  the  pri. 

Yet  even  though  the  pri  has  k 
grip  on  the  presidency,  the  countilk 
been  changing  steadily — in  its  eco 
its  demographics,  and  its  psych 
(table).  Compared  with  just  15 
ago,  today's  voters  are  more 


DEMOGRAPHICS 


U  !jtr 


Population  is  more  urban 
and  educated,  meaning 
there  are  fewer  rural 
peasants  whose  votes 
can  be  manipulated. 
Mexicans  aged  35  and 
under  support  the 
opposition  by  2  to  1. 
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Country  has  gonl|:l 
closed  economy 
world's  13th-lar; 
er.  Privatization 
large  swaths  of  tl  i 
my  from  state  co 
ducing  the  goven  | 
sway  over  busine 
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•  educated,  and  better  informed. 

thanks  to  a  battery  of  economic 
•ms,  Mexico  is  more  open  than 
—not  only  to  trade  and  investment 
Uso  to  ideas.  That  has  fostered  a 
ing  appreciation  of  the  need  for 
■table  government.  "We  are  be- 
ng  to  see  the  emergence  of  a  more 
sticated  electorate,"  says  political 
tist  Denise  Dresser.  "They're  not 

to  put  up  with  business  as  usual." 
feico's  voters,  one-third  of  whom 
nder  age  35,  are  ready  to  seek  al- 


flLITICS  MEDIA 


ternatives.  True,  for  decades  the  pri  has 
delivered  political  stability.  And  right 
now  Mexico  is  enjoying  its  fifth  consec- 
utive year  of  solid  economic  growth.  But 
the  pri  has  also  triggered  one  huge  cri- 
sis after  another— from  the  debt  default 
of  1982  to  the  peso  crash  of  1994.  Also, 
many  Mexicans  have  not  forgotten  the 
election  of  1988,  when  Carlos  Salinas 
landed  the  presidency  in  a  contest 
marred  by  fraud. 

Such  resentment  has  fueled  a  string 
of  opposition   successes   in   the   past 

ELECTIONS 


parties,  which 
#1980shad 

unvoice,  now 
ill  lower  house 
1 1,  1 1  of  the 

!  governorships, 

:'  (Is  of 

nei  ics. 


Television,  radio,  and  the 
press  gave  short  shrift  to 
opposition  candidates. 
Electoral  reforms  now  re- 
quire fairer  access  for.all 
contenders,  though  in 
practice  the  media  still 
tend  to  favor  the  PRI. 


Fraud  was  the  norm  when 
elections  were  run  by  the 
Interior  Ministry.  Today,  an 
independent  commission 
made  up  of  nine  academics 
is  in  charge  of  guarantee- 
ing the  transparency  of 
the  vote. 


decade.  The  PAN 
and  the  prd  now 

rule  ii  of  Mexi-  The  candidate's 

Theya3Lot;SmkeSSage:"A 
the   lower  house   Change  in 

of  Congress,  still,  government  is 

many  Mexicans  the  best  antidote 
believe  the  coun-  , 
try's  slow  transi-  to  corruption 
tion  from  authoritarian  rule  to  a  com- 
petitive democracy  will  not  be  complete 
until  the  pri  loses  the  presidency.  "A 
change  in  government  is  the  best' anti- 
dote to  corruption,"  says  the  pax's  Fox. 
It  may  not  even  happen  this  time 
around.  The  pri  remains  powerful,  par- 
ticularly in  the  countryside,  which  is 
home  to  one-quarter  of  Mexico's  elec- 
torate. There,  mostly  indigenous  peas- 
ants depend  on  government  handouts, 
including  food,  farm  subsidises,  and 
welfare  payments,  for  survival.  Plus,  in 
the  poorest  states,  party  bosses  have 
been  plying  farmers  with  gifts,  from  bi- 
cycles to  sewing  machines,  as  is  the  tra- 
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dition  in  an  election  year. 

Thus  most  rural  con- 
stituencies will  probably 
vote  pri.  The  party  already 
has  the  backing  of  Peasants' 
Torch,  a  political  action 
group  that  claims  800,000 
members  nationwide.  Omar 
Carreon,  one  of  its  leaders, 
argues  that  the  prd  is  too  wedded  to 
statist  policies  while  the  pan  has  never 
represented  the  interests  of  the  poor. 
"The  PRI  is  still  the  better  option  for 
us,"  he  says.  Not  exactly  a  rousing  en- 
dorsement, but  Carreon,  49,  like  many 
Mexicans,  believes  it's  best  to  play  it 
safe.  "Switching  the  party  in  power 
doesn't  mean  things  will  get  any  better, 
and  they  could  get  worse,"  he  says. 

Still,  there's  a  groundswell  of  opposi- 
tion to  the  pri  in  city  and  countryside 
alike.  And  for  the  first  time,  there's  a 
good  chance  votes  will  be  counted  fairly. 
Mexico's  newly  independent  Federal 
Electoral  Institute  (ife),  has  spent  close 
to  $1  billion  in  the  past  six  years  to 
compile  an  accurate  list  of  voters  and 
produce  state-of-the-art  voter  ID  cards, 
complete  with  photos  and  tamper-proof 
holograms.  The  IFE  also  monitors  cam- 
paign spending  and  media  coverage  of 
candidates  to  make  sure  it  is  equitable. 

Coercive  tactics  can,  of  course,  still  be 
attempted.  For  instance,  there  are  re- 
ports that  poor  Mexicans  have  been 
threatened  with  the  loss  of  welfare  pay- 
ments if  they  don't  back  the  ruling  party. 
And  some  of  Mexico's  3  million  public 
servants  say  they've  been  told  they  could 
lose  their  jobs,  suffer  pay  cuts,  or  miss 
out  on  promotions  if  they  don't  vote  pri. 
Questioned  by  BUSINESS  WEEK  about  the 
allegations  of  intimidation,  Labastida  said: 
"That's  an  absolute,  total  lie." 

There's  a  significant  influence  from 


LABASTIDA 


The  PRI  candidate 
dismisses  repeated 
allegations  of  voter 
intimidation  as  "an 
absolute,  total  lie" 


North  America  at  work  in 
the  countryside  as  well. 
There  are  an  estimated  9 
million  Mexicans  living  in 
the  U.S.— about  half  of 
them  illegally.  These  mi- 
grants are  a  potent  force  for 
change.  Although  they  are 
not  allowed  to  vote  by  ab- 
sentee ballot,  many  urge  their  relatives 
back  in  Mexico  to  vote  for  the  opposition, 
blaming  the  pri  for  Mexico's  endemic 
corruption  and  lack  of  job  opportunities. 
"I  always  voted  for  the  pri,"  says  Rosa 
Maria  de  Haro,  a  resident  of  Los  Haro,  a 
dust-swept  village  in 
Zacatecas  state.  Her 
husband,  like  many  of 
the  town's  men,  once 
worked  illegally  in  the 
U.S.  This  time  around, 
though,  de  Haro  plans 
to  vote  for  the  prd's 
Cardenas.  "I  thought 
President  Salinas  did 
a  lot  of  good  things. 
But  in  the  end  he  let 
the  people  down  by 
stealing  all  that  mon- 
ey," she  says,  referring 
to  the  more  than  $100 
million  found  in  over- 
seas bank  accounts  in  Salinas'  brother's 
name. 

Mexicans'  desire  for  change  is  even 
more  palpable  in  the  cities,  where  high- 
er wages,  education,  and  access  to  an  in- 
creasingly independent  media  encour- 
age citizens  to  contemplate  alternatives 
to  the  pri.  Nearly  three-quarters  of  the 
country's  population  is  now  urban.  And 
according  to  Alejandro  Moreno,  a  poll- 
ster with  the  Mexican  daily  Reforma, 
among  city  dwellers  under  the  age  of  50 
and  with  more  than  a  sixth-grade  edu- 


THE  PRI'S  SHRINKING 
SHARE  OF  THE  VOTE 


*IN  1976,  THE  PRI  CANDIDATE  RAN  UNOPPOSED 
"LATEST  PRE-ELECTION  POLL  RESULTS 
DATA:  INTERIOR  MINISTRY,  IFE 


cation,  the  preference  for  the  op 
tion  is  more  than  2  to  1. 

Mayra  Ortega,  39,  was  the  ceo 
bank  factoring  company  in  1995  and 
thousands  of  companies  go  bell} 
when  interest  rates  shot  past  100'' 
the  aftermath  of  the  peso  devaluat 
Now,  Ortega,  who  these  days  runs 
family's  air-purifier  company,  says 
won't  vote  for  a  party  that  has  wrec 
the  economy  four  times  in  25  ye 
"Mexico  is  like  a  big  corporation 
has  been  badly  run  for  many  yea 
she  says.  "What  do  you  do  when  i 
happens?  You  get  rid  of  the  ceo 
the  entire  executive  committee,  and 
put  in  new  management,  period." 

The  pri's  leaders  know  their  jobs 
at  stake.  If  elected,  Labastida 
pledged  to  create  a  "new,"  corrupt 
free  pri.  The  candidate,  who  servec 
Interior  Minister  in  the  current  adr 
istration,  belongs  to  the  party's 
formist  wing.  Yet  he  cannot  afforc 
alienate  the  party's  hidebound  old  gu 
since  these  "dinosaurs"  have  their  ha 
firmly  on  the  levers  of  the  pri's  pov 
ful  electoral  machine. 
CAN-DO  MESSAGE.  The  coalition  bacl 
Fox — made  up  of  the  pan  and  the  Gr 
Party — is  new  and  untested.  Still, 
onetime  Coca-Cola  executive's  car 
message — that  Mexico  has  the  poter 
to  be  a  great  nation  if  it  just  thr< 
off  the  yoke  of  the  pri  and  gets 
work — appears  to  cut  across  party  li) 
As  election  day 
proaches,  Mexic 
have  much  to  pon 
After  nearly  a  cent 
of  pri  rule,  are  t 
ready  to  give  anot 
party  a  try?  Perh; 
In  Poblado  de  Jic 
pa,  a  pig  wanders 
as  pan  congressio 
candidate  Villalba 
making  his  pitch, 
PRI,"  he  says,  "is  lik 
pig  that  used  to 
skinny.  For  years 
years,  each  one  of 
has  been  tossing 
corncob  or  two  to  the  pig,  and  now 
very  fat.  But  we're  not  going  to  do  t 
anymore,  are  we?"  The  women  laugh 
preciatively.  As  they  walk  back  to  tl 
adobe  homes,  they  carry  pan  posters 
tape  to  their  windows. 

By  Geri  Smith  in  Mexico 


BusinessWeek  ONLINE, 
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For  interviews  with  the  top  two 
presidential  candidates,  see  the  July  3  issi 
online  at  www.businessweek.com 
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who  could  have  predicted  how  the  internet  has  reshaped  business  in  the  last  six  months? 
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COMMENTARY 


By  Paul  Starobin 


LETS  FACE  IT:  PUTIN  IS  A  THREAT  TO  DEMOCRACY 


n  unfriendly  media  baron  is  de- 
tained without  charges  for  three 
nights  in  a  Czarist-era  Moscow 

ill.  Popularly  elected  governors  are 

)ld  they  might  be  fired.  Former  KGB 

fficers  are  put  in  charge  of  new  ad- 

linistrative  districts. 
The  pattern  in  Vladimir  Putin's 

ussia  is  depressingly  familiar.  By 

anishing  his  enemies 

ul  trying  to  intimidate 

/eryone  else,  Putin  is 

eking  to  establish  him- 

;lf  as  a  soft  dictator,  if 

t  a  boot-heeled  Stalin. 

lere  should  be  no  more 
sions:  Putin's  regime 
a  threat  to  liberal 

wernment  and  liberal 

)litical  values. 
Putin  was  elected 

-esident  three  months 

'%o.  But  the  election  it- 

|lf  was  a  farce.  The 

I~  al  pivot  of  power  came 
the  end  of  last  year, 
hen  an  ailing  Boris 
•ltsin  abruptly  re- 
med  and  installed 
^en-Prime  Minister 
V  itin  as  acting  Presi- 
nt.  Aided  by  a  propa- 
nda  campaign 
nched  by  statercon- 
lled  media,  the  un- 
own  Putin,  a  former 
B  agent,  easily  bested 
ieeble  slate  of  candidates.  He  of- 
•ed  no  political  program  other  than 
pport  for  Russia's  war  to  subdue 
?  breakaway  republic  of  Chechnya. 
©TIME  SPY.  Belatedly  awakened 
Putin's  authoritarian  streak  by  the 
:ent  arrest  of  media  lord  Vladimir 
Gusinsky,  a  Kremlin  critic,  the 
?st  still  doesn't  quite  get  it.  Putin's 
al  is  not  simply  to  muzzle  the 
ss.  It  is  nothing  less  than  to  con- 
date  all  organs  of  political  power 
\  potential  opposition  into  the 
tids  of  the  Kremlin.  His  chief  ally 
the  secret-service  community  in 
ich  lie  spent  his  career. 
By  decree,  he  already  has  divided 
ssia  into  seven  large  administra- 
e  districts,  five  led  by  police  or 
itary  officials,  including  a  pair  of 
Miners.  He  has  also  established 


the  Kremlin-backed  Unity  Party  as 
the  party  of  power  in  Russia.  The 
goal  is  to  recruit  local  political  elites, 
governors  included,  into  Unity's 
ranks.  This  initiative  threatens  to  sti- 
fle the  development  of  genuine  politi- 
cal parties  in  Russia. 

This  has  not  yet  turned  into  a  cult 
of  personality.  But  poking  fun  at  the 


President  is  frowned 
upon.  What  drives  the 
Kremlin  nuts  about 
Gusinsky  is  that  his  NTV 
television  network  fea- 
tures a  weekly  political 
satire,  Kukly,  that  turns 
the  political  elite,  Putin 
included,  into  bumbling, 
conniving  puppets.  Irrev- 
erence, of  course,  can  be  a  devastat- 
ing enemy  of  authoritarian  rule.  The 
new  political  fault  line  is  simple:  Ei- 
ther you're  with  the  Kremlin  or 
against  it. 

That  message  is  now  clear  to  Rus- 
sia's business  titans.  In  a  rare  show  of 
unity,  17  of  them  came  together  to 
draft  a  letter  protesting  Gusinsk/s 
arrest  as  anti-democratic.  Even  oli- 
garch Boris  A.  Berezovsky,  who  didn't 


AUTOCRAT? 

Putin's  goal  isn't 
simply  to  muzzle  the 
press.  He  wants  to 
consolidate  power 
in  the  Kremlin 


election. 


sign  the  letter  and  who  has  tight  con- 
nections to  Kremlin  aides,  seems  to 
be  concerned.  Asked  if  he  feared  an 
arrest  or  a  crackdown  on  his  business 
interests,  he  told  BUSINESS  WEEK: 
"I'm  always  worried." 

Preoccupied  with  consolidating  his 
power  at  home,  Putin  is  not  seeking 
a  new  cold  war  confrontation  with 

the  West.  Indeed,  on  the 
economic-policy  front,  he 
is  adopting  liberal  poli- 
cies on  such  issues  as  tax 
reform.  So  now  is  the 
time  for  the  West  to  ex- 
ert what  leverage  it  has 
over  Russia.  And  it  does 
have  some.  Putin  wants 
foreign  investment.  After 
an  outcry  from  the  U.  S. 
and  other  quarters,  the 
President  belatedly  criti- 
cized Gusinsky's  arrest  as 
"excessive"  and  the  me- 
dia magnate  was  then  let 
out  of  jail.  It  couldn't 
have  hurt  that  Robert 
Strauss,  a  former  U.S. 
ambassador  to  Russia, 
canceled  his  visit  to 
Moscow'  with  American 
executives  to  explore  in- 
vestment opportunities. 
Such  pressure  may  not  in 
the  end  thwart  Putin, 
but  at  least  the  West 
won't  be  complicit  in  the 
construction  of  his  auto- 
cratic edifice. 

Putin  seems  to  believe 
that  the  Russian  people 
want  to  be  led  by  a  post- 
millennium  czar.  "Russia 
was  founded  as  a  super- 
centralized  state  from 
the  very  start,"  he  de- 
clared before  his  March 
This  is  inherent  in  its  ge- 
netic code,  traditions,  and  people's 
mentality."  True,  most  ordinary  Rus- 
sians believe  that  what  they  want 
doesn't  matter.  There  is  no  tradition 
of  grassroots  political  activism  in 
Russia,  and  today's  citizens  widely 
feel  disenfranchised.  But  it's  time 
now  for  voices  to  be  raised. 

Starobin  is  Moscow  bureau  chief. 
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Do  you  really  know  what  goes  on  in  the  minds  of 
your  e-customers?  What  they  might  be  thinking 
about  buying?  Or  not  buying?  And  why?  That  s 
where  you  need  e-Intelligence  from  SAS.  With 
e-Intelligence,  you  can  quickly  integrate  bricks- 
and-mortar  data  with  clicks-and-mortar  data.  To 
reveal  insights  that  can  help  you  optimize  online 
merchandising,  recognize  cross-selling  opportuni- 
ties, build  greater  customer  loyalty,  and  establish 
more  profitable  relationships  with  your  very  best 
e-customers.  To  learn  more  about  e-Intelligence 
from  SAS.  and  what  it  can  do  for  your  business, 
phone  1-800-727-0025  or  stop  by  www.sas.com. 
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THE  EURO  GOULD  COST 
TONY  BLAIR  DEARLY 


He  was  a  shoo-in  for  reelection  until  just  recently.  Riding 
high  on  the  back  of  Britain's  strong  economy,  Prime 
Minister  Tony  Blair  seemed  unassailable  by  Conservative 
Party  leader  William  Hague  or  any  potential  rival  within 
his  Labour  Party.  But  in  the  past  several  weeks,  New  Labour 
has  taken  the  blame  for  everything  from  an  ailing  national 
health  service  to  the  violence  of  English  soccer  hooligans.  And 
now  a  fierce  debate  is  breaking  out  over  when  and  if  Britain 
should  join  the  European  Monetary  Union  (EMU). 

Indeed,  the  euro  is  threatening 
to  turn  into  a  political  bomb  that 
could  blow  away  Blair's  chances  of 
easily  winning  a  second  term  when 
he  calls  the  next  election — proba- 
bly next  spring.  Blair's  strategy  has 
been  to  keep  the  euro  off  the  agen- 
da. That  seemed  smart,  since  two- 
thirds  of  voters  oppose  exchanging 
sterling  for  Europe's  single  currency, 
out  of  a  long-standing  distrust  of 
collective  European  projects. 

But  Blair's  game  plan  isn't  work- 
ing anymore.  The  50%  surge  in  ster-  " 

ling  against  the  German  mark  since  1995  has  sparked  com- 
plaints from  manufacturers  ranging  from  Britain's  largest 
steel  producer,  Chorus,  to  Ford  Motor  Co.  that  the  strong 
pound  is  ruining  their  competitiveness.  Senior  ministers  such 
as  Northern  Ireland  Secretary  Peter  Mandelson  and  Foreign 
Minister  Robin  Cook  have  embarrassed  Blair  by  wondering 
publicly  about  the  implications  of  being  stuck  between  the  euro 
and  the  dollar.  Hague  is  also  exploiting  the  issue  from  the  oth- 
er side — traveling  the  country  on  a  "Save  the  Pound"  cam- 
paign. Although  most  pundits  still  favor  Labour  to  win  the 
next  election,  Hague  is  gaining.  A  recent  survey  by  Market 
Opinion  Research  International  shows  Labour's  lead  over  the 
Tories  narrowing  to  just  3% — down  from  23%  only  a  year  ago. 

Despite  the  intensifying  debate  and  calls  for  a  referendum 


RIVALS:  As  Hague  bashes  the  euro,  Blair  waffles 


on  the  pound,  Blair  insists  he  will  not  be  swayed  by  politi 
Both  he  and  Chancellor  of  the  Exchequer  Gordon  Bro 
maintain  that  they  will  only  make  the  decision  on  the  poun 
status  when  five  economic  criteria  are  met.  Intentiona 
vague,  the  criteria  include  convergence  with  the  euro-zo 
economy,  plus  assessments  of  the  impact  of  emu  members 
on  British  inflation,  employment,  investment,  and  the  City 
London.  In  a  recent  TV  interview,  Blair  defended  his  caufi 
by  recalling  his  Conservative  predecessor  John  Major's  de 
sion  to  join  the  European  exchan 
rate  mechanism,  only  to  be  forced 
leave  it  almost  immediately  in  19£ 
"That  was  a  decision  made  on  pol: 
ical  grounds,  and  it  resulted  in  di 
aster  for  this  country,"  Blair  said. 
WAIT  AND  SEE.  Yet  the  danger  f< 
Blair  is  that  he  will  get  caught 
the  same  sort  of  euro-paralysis  th 
undid  Major.  Labour's  "prepare  ar 
decide"  policy  is  eerily  similar 
the  wait-and-see  attitude  towai 
Europe  that  contributed  to  Major 
-  defeat  by  Blair  in  1997. 
Paradoxically,  Britain  has  already  met  many  of  the  Eurc 
pean  Union's  own  criteria  for  membership.  At  0.5%,  Britain 
inflation  rate  is  the  lowest  in  Europe.  The  interest  rate  di: 
ferential  between  Britain  and  the  euro  zone  has  narrowed  t 
1.75% — close  to  the  1%  range  required  for  membership.  Th 
remaining  obstacle  is  the  volatility  of  sterling,  which  is  cm 
rently  at  three  marks  to  the  pound.  Most  economists  thin 
Britain  should  enter  the  emu  at  a  rate  of  around  2.8  marks 
The  technical  questions,  however,  are  nothing  compare 
with  the  political  ones.  How  Blair  plays  the  euro  card  coul 
determine  the  makeup  of  Britain's  next  Parliament — an< 
possibly  his  own  career.  It's  unlikely  he'll  be  able  to  dodg 
such  a  key  issue  much  longer. 

By  Kerry  Capell  and  Stanley  Reed  in  Londot 


GLOBAL  WRAPUP 


BATTLE  FOR  RUSSIA'S  WEALTH 

►  Is  it  open  season  on  Russia's  busi- 
ness titans?  An  unexpected  legal  chal- 
lenge to  the  1997  privatization  of  met- 
als conglomerate  Norilsk  Nickel  could 
be  the  first  in  a  wave  of  "de-privatiza- 
tions." The  Moscow  city  prosecutor's 
office  on  June  20  asked  courts  to  re- 
turn to  the  government  shares  that 
had  been  "illegally  disposed  of."  Nor- 
ilsk is  controlled  by  Russian  business- 
man Vladimir  Potanin,  who  acquired 
the  property  at  a  deep  discount  as 
part  of  a  controversial  "loans  for 


shares"  deal  with  the  government. 

Potanin  may  be  a  ripe  political  tar- 
get for  the  Kremlin — or  anyone  seek- 
ing to  curry  favor  with  it.  He  recently 
joined  16  business  leaders  in  signing  a 
letter  criticizing  the  arrest  of  media 
baron  Vladimir  A.  Gusinsky  as  anti- 
democratic. Another  potentially  vul- 
nerable signatory  who  acquired  assets 
through  the  loans-for-shares  deal  is 
Mikhail  B.  Khodorkovsky,  chairman  of 
oil  giant  Yukos.  If  prosecutors  across 
the  country  decide  to  go  after  more 
business  tycoons,  the  result  could  rat- 
tle Russian  markets. 


CARDOSO  CRACKS  DOWN 

►  After  half  a  million  deaths  from  vio- 
lent crime  in  Brazil    over  the  past  two 
decades,  President  Fernando  Henrique 
Cardoso  is  going  on  the  offensive.  He's 
earmarking  $1.7  billion  through  2002 
for  spending  on  law  enforcement  and 
building  prisons.  Firearms  sales  will 
be  frozen,  2,000  new  federal  agents 
will  be  hired,  and  police  will  get  new 
powers  to  investigate  organized  crime. 
Cardoso  hopes  to  score  politically 
through  the  program,  but  critics  say  it 
fails  to  deal  with  causes  of  crime. 
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WAL-MART:  WHY  AN 
APOLOGY  MADE  SENSE 

-so  Sanctions  for  ugly  legal  tactics  were  getting  embarrassing 


■  n  1996,  Donna  Meissner  was  on  her 

I  way  to  buy  diapers  at  a  Beaumont 
^  I  I  (Tex.)  Wal-Mart  store  when  she  was 

I  kidnapped  in  the  parking  lot  and 
raped.  After  she  sued  Wal-Mart  for  pro- 
viding inadequate  security,  her  lawyers 
asked  the  retailer  for  a  copy  of  any  stud- 
ies it  had  conducted  about  prior  criminal 
attacks  on  store  property — a  garden  va- 
Iriety  pretrial  discovery  request. 

Turns  out,  Wal-Mart  Stores  Inc.  had  a 

iocument  that  fit  the  bill:  a  summary  of 
ja  1993  survey  indicating  that  80%  of  all 
criminal  incidents  other  than  shoplifting 
took  place  in  the  parking  lots  or  around 
store  perimeters.  That  would  have  been 
valuable  evidence  for  Meissner's  lawyers, 
who  needed  to  show  that  the  retailer 
might  have  foreseen  such  assaults. 

But  even  though  Wal-Mart  was  legal- 
ly obligated  to  turn  over  the  study, 


Meissner's  attorneys  never  got  a  copy. 
Instead,  they  heard  about  it  from  other 
lawyers — and  immediately  accused  Wal- 
Mart  of  covering  up  critical  evidence. 
Texas  state  court  Judge  James  Mehaffy 
agreed.  In  April,  1999,  he  threatened 
to  fine  the  company  $18  million  and 
charged  that  Wal-Mart  had  a  "corpo- 
rate policy  of  deliberately  obstructing 
and  thwarting  the  legitimate  ends  of 
the  discovery  process." 
DISCOVERY  ABUSE.  Initially,  Wal-Mart 
denied  Judge  Mehaffy's  accusations  and 
vowed  to  fight  any  sanctions.  But  on 
May  25,  Assistant  General  Counsel 
Ronald  A.  Williams  stood  before  the 
judge  in  a  Beaumont  courtroom  and 
made  a  stunning  public  apology.  Admit- 
ting that  "a  sanction  was  merited"  in  the 
Meissner  case,  he  promised  that  the  Ben- 
ton ville  (Ark.)  retailer  would  now  be  "en- 


SUPER-SORRY?  Lawyers  are  skeptical 


gaging  in  a  searching  reevaluation  of  the 
litigation  processes  which  have  led  the 
parties  to  this  courtroom  on  this  day." 

Is  the  change  of  heart  for  real?  Many 
plaintiffs'  lawyers  are  skeptical.  The 
company  has  achieved  a  reputation  as 
one  of  the  toughest  litigants  in  Corpo- 
rate America.  Since  1997,  judges  have 
sanctioned  Wal-Mart  for  discovery  abuse 
60  times.  "It's  not  even  what  one  calls 
hardball  discovery  litigation  tactics," 
says  Denver  lawyer  Jeffrey  A.  Hyman, 
who  has  handled  numerous  cases  against 
the  retailer.  "It's  simply  a  refusal  to 
comply  with  the  discovery  process  that 
we  have  in  the  United  States." 

But  new  Wal-Mart  Chief  Executive 
H.  Lee  Scott  Jr.  insists  the  change  is 
genuine.  "I'm  embarrassed"  by  the  sanc- 
tions record,  says  Scott.  "I  don't  think 
we  should  allow  the  public  to  think  we 
would  ever  have  done  something  that 
wasn't  honest  or  true." 

The  job  of  fighting  those  perceptions 
will  fall  to  General  Counsel  Robert  K. 
Rhoads,  who  started  with  Wal-Mart's 
law  department  in  1979,  fresh  from 
University  of  Arkansas  law  school.  Like 
other  top  executives,  he  frequently 
quotes  company  founder  Sam  Walton 
to  explain  the  company's  business  phi- 
losophy. "Mr.  Sam  didn't  say,  'Win  at  all 
costs.'  What  he  said  was,  'Fight  a  fair 
battle  if  we've  done  nothing  wrong,' 


II 
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and  we  believe  that." 

Rhoads  argues  that 
the  problems  in  the 
Meissner  case  are  an 
aberration.  Noting  that 
the  mammoth  compa- 
ny has  10,000  cases 
pending  at  a  time  and 
handles  100  discovery 
requests  a  week,  he 
argues  that  Wal-Mart 
is  sanctioned  in  fewer 
than  1%  of  its  cases — 
and  the  number  has 
been  dropping  in  re- 
cent years.  "We  have 
our  fair  share  of  liti- 
gation, and  when  you  look  at  the  num- 
bers, it  just  happens  incredibly  rarely," 
Rhoads  says. 

Vowing  to  avoid  sanctions  in  the  fu- 
ture, Wal-Mart  says  it  plans  to  put  its 
outside  lawyers  on  a  tighter  leash.  For 
example,  if  plaintiffs  make  any  motions 
to  compel  discovery,  outside  lawyers 
must  now  alert  Wal-Mart.  And  the  com- 
pany is  beefing  up  a  special  in-house 
discovery  unit  that  now  includes  one 
in-house  lawyer  and  five  assistants.  Wal- 
Mart  also  has  hired  the  national  law 
firm  Jones,  Day,  Reavis  &  Pogue  to 
comb  through  its  discovery  processes 
and  suggest  improvements. 
PENNY-PINCHING.  But  some  think  alarms 
should  have  rung  sooner.  Although  the 
retailer  receives  discovery 
sanctions  only  a  small  percent- 
age of  the  time,  "most  compa- 
nies' percentage  is  zero,"  says 
William  B.  Lytton,  general 
counsel  of  International  Paper 
Co.  and  a  member  of  the 
board  of  directors  of  the  Amer- 
ican Corporate  Counsel  Assn. 

Indeed,  critics  insist  that 
the  problem  goes  deeper  than 
a  lean  legal  staff  overwhelmed 
by  discovery  requests.  They 
blame  a  penny-pinching,  sales- 
driven  culture  that  seeks  to 
deter  suits  with  scorched-earth 
tactics.  One  former  executive 
believes  Wal-Mart  has  had  an 
antagonistic  relationship  with 
plaintiffs'  lawyers  because  it 
has  been  afraid  of  seeming  too 
eager  to  settle.  "The  philoso 


COUNSEL RHOADS 

He  says 

that  sanctions 

are  rare, 

given  Wal-Mart's 

heavy 

caseload 

In  the  case  of  an  Illi- 
nois teenager  who  was 
shot  in  a  store  by  an- 
other teen  using  one 
of  Wal-Mart's  air  rifles, 
a  judge  was  incredu- 
lous that  Wal-Mart 
had  taken  seven  months  to  produce  its 
contract  with  the  gunmaker.  And  then 
key  parts  were  unreadable. 

Wal-Mart's  massive  size  is  no  excuse, 
says  New  York  attorney  Louis  S.  Ed- 
erer.  "Just  because  you're  big  doesn't 
mean  you  don't  have  the  same  obliga- 
tions to  produce  documents  or  comply 
with  court  orders,"  says  Ederer,  who 
has  represented  such  big  apparel  mak- 
ers as  Nautica  Apparel  Inc.  and  Tommy 
Hilfiger  Corp.  in  trademark-infringe- 
ment cases  against  Wal-Mart. 

In  the  case  involving  Nautica,  Wal- 
Mart  was  sanctioned  in  March  by  a  fed- 
eral judge  for  failing  to  produce  sales 
data  for  goods  purchased  at  the  store 
level.  The  company  insisted  that  its 


WAL-MART'S  CARTFUL  OF  LEGAL  WOES 

The  retailer  has  been  sanctioned  for  abusive  litigation 
more  than  100  times,  including: 

MEISSNER  V.  WAL-MART  STORES  After  a  Texas  judge 
found  that  Wal-Mart  had  given  false  answers  during 
discovery  in  a  case  involving  the  abduction  and  rape  of  a 
customer  on  store  property,  Wal-Mart  in  May  apologized  for 
its  hard-ball  courtroom  tactics. 


computers  simply  couldn't  recover  t 
information  for  the  period  required.  B 
the  plaintiffs  lawyers  persisted  and 
year  later,  deposed  an  information-sv 
terns  manager  who  revealed  that  mu 
more  data  had  been  available  at  tl 
time  it  was  requested.  But  it  was 
longer  stored.  As  a  result  of  that  inf< 
mation,  the  judge  gave  Ederer's  tea 
the  unusual  right  to  conduct  an  on-si 
inspection  of  Wal-Mart's  comput* 
records  and  forced  the  company  to  pi 
for  the  other  side's  attorneys'  fees  ar 
expenses,  which  could  top  $200,000.  1 
awarding  sanctions,  the  judge  furth 
noted  Wal-Mart's  "poor"  track  recor 
on  compliance  with  discovery  reques 
in  this  and  several  other  cases. 

Judges  aren't  the  only  ones  taki 
note  of  Wal-Mart's  growing  notoriet 
With  the  Internet,  plaintiffs  and  the 
lawyers  are  able  to  share  informatio] 
much  more  rapidly  and  broadl 
Nashville  lawyer  Lewis  L.  Laska  h 
set  up  the  Wal-Mart  Litigation  Proje 
and  a  Web  site  to  gather — and  evel 
sell — information  about  lawsuits  agains 
Wal-Mart.  The  site  bills  itself  as  an  e: 
fort  to  "level  the  playing  field"  so  plai 
tiffs  have  a  better  chance  of  winnin 
suits  against  the  retail  goliath.  Anothe 
Web  site,  walmartsurvivor.com,  include 
court  rulings  against  Wal-Mart  and 
list  of  plaintiffs  attorneys  who  have  suc| 
cessfully  sued  the  retailer. 

All  this  trouble  migh 
help    explain    Wal-Mart': 
sudden  apparent  focus  o 
discovery  issues.  But  if  th 
retailer  doesn't  follow  it 
apology  with  real  action 
"the  plaintiffs  bar  is  goin 
to  find  that  out  and  use 
against  them,"  warns  Ne 
York      University      La 
School  Professor  Steph 
Gillers.    Memphis    lawye 
Bruce    S.    Kramer,    who': 
handling  the  case  of  a  cus 
tomer    abducted    from    a) 
store  parking  lot  and  then 
murdered,      insists      real 


GTFM  INC.  ETAL.  V.  WAL-MART  In  a  trademark  infringe- 
ment case,  a  federal  judge  in  March  concluded  Wal-Mart 
misrepresented  its  ability  to  produce  records  demanded  by 
apparel  makers.  The  judge  ordered  an  on-site  inspection  of 
Wal-Mart's  computers  and  forced  the  company  to  pay  for 

the  plaintiff's  expenses  incurred. change' would  require  noth- 

NEW  V.  WAL-MART  A  Texas  judge  in  July,  1997,  held  ing  less  than  a  court-im- 

that  Wal-Mart  had  "consistently  delayed  discovery"  in  a  Posed  system  for  momtor- 

personal-injury  case  involving  falling  merchandise.  Wal- 
Mart  is  ordered  to  pay  $45,000  in  attorney's  fees 


department.  "I  don't  believe 


phy  was,  you  set  yourself  up      - - -      anything  I  hear  from  Wal- 


as  a  bigger  target"  if  you 
made  a  deal  with  trial 
lawyers,  this  executive  said. 

It  clearly  has  seemed  im- 
plausible to  many  judges  that 
a  company  with  such  massive 
resources  could  prove  so 
bungling  so  often  in  litigation. 


SHAFER  V.  WAL-MART  Accusing  the  company  of  hiding 
or  destroying  critical  photographs,  a  Las  Vegas  federal 
magistrate  in  1996  ordered  Wal-Mart  to  pay  sanctions  of 
$15,000  and  exclude  certain  testimony  for  Wal-Mart  in  a 
falling-merchandise  case.  He  also  found  "troubling 
questions  about  Wal-Mart's  litigation  tactics  generally." 

DATA  BUSINESS  WEEK 


Mart,"  he  says.  If  the  com- 
pany doesn't  stem  the  tide  I 
of  legal  troubles  and  bad  | 
publicity,  it  could  risk  hear- 
ing those  same  words  from  | 
its  customers. 

By    Wendy   Zellner 
Bentonville,  Ark. 
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CRM:  Keeping  Customers  Loya 

ustomers  are  now  in  charge.  Thanks  in  large  part  to  the  explosive  growth  of  th 
World  Wide  Web,  it's  easier  than  ever  to  comparison  shop  and  switch  suppliers1 
with  the  click  of  a  mouse.  "Account  control,"  if  it  ever  existed,  is  officially  dead 
To  make  matters  worse,  development  cycles  are  shrinking  to  the  point  that  an 
innovative  product  designed  today  is  copied  tomorrow  and  cast  on  the  commodity  junk  heap 
next  week  And  this  forces  companies  to  keep  investing  in  R&D  in  search  of  the  "next  big  thing 

The  next  big  thing  is  already 
here.  But  don't  look  for  it  inside 
the  company,  look  outside,  to  your 
customers.  Customer  relation- 
ships are  a  company's  most 
valuable  assets — worth  more 
than  products,  stores,  factories, 
or  even  employees.  Especially 
now  in  the  Internet  economy, 
getting  and  keeping  the  most 
profitable  customer  relationships 
is  job  #1  for  CEOs.  Customer 
Relationship  Management  (CRM) 
is  the  strategy  to  do  just  that. 

It's  easy  to  say  "customers  are 
our  most  important  assets"  or 
craft  vision  statements  with 
trendy  customer-friendly  buzz- 
words. However,  turning  CRM 
strategy  into  bottom-line  results 
is  hard  work.  It  means  winning 
the  battle  for  customers'  hearts  and  minds  every 
day,  with  each  interaction,  through  all  direct 
and  indirect  sales  channels.  Creating  a  customer- 
focused  company  starts  with  the  definition  of  a 
CRM  strategy,  which  must  then  be  filled  out 
with  new  work  processes,  organizational  changes, 
and  even  a  revamped  corporate  culture. 
While  these  changes  arc  definitely  not  easy, 
consider  the  alternative:    our  competitors 


beating  you  to  the  punch,  and  to  your  customers 
Where  does  technology  fit?  It's  a  tool,  noth- 
ing more.  It's  the  means,  not  the  end.  Properly 
focused  and  implemented,  CRM  software 
applications  support  more  effective  marketing, 
sales,  and  customer  care  processes,  enabling  a 
customer  experience  that  builds  loyalty  and 
long-term  profitability.  Invest  wisely — your 
customer  relationships  are  at  stake! 
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There  are  many  choices  in 
direct  marketing  technologies 


(Which  one  is  right  for  you?) 


Introducing  the  most  comprehensive  study  of  its  kind  to  evaluate  and 
select  marketing  automation  and  campaign  management  software. 


A 


quaero 

nswers 

The  Education  &  Rasp^-ch  Croup 
of  Quaero  LLC 


The  Comparative  Analysis'"  and  Web-based  Decision  Toor"  from 
Quaero  Answers''''  provide  you  an  efficient  and  customized  means  to 
acquire  instant  expertise  and  the  ability  to  manage  the  capital  risks 
associated  with  implementing  many  of  today's  direct  marketing  technologies 
for  e-mail,  the  Web  and  direct  mail. 


This  knowledge  enables  decisive  action.  And  it's  just  one  of  the  reasons  that  we're  selected  by  the  world's  most 
innovative  companies  to  assist  them  in  the  development  of  customer  relationship  management  strategies. 

For  price  and  order  information:  quaero  corp.com/crm  or  704  414-0200 


quaero 

Specialists  in  Customer  Relationship  Management 

"Serving  the  world's  most  innovative  companies." 


5275  Parkway  Plaza  Boulevard  •  Charlotte,  North  Carolina  2821" 
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What  is 

Customer  Relationship 
Management? 

Everyone  who  practices  CRM  has  a  different  definition  of 
what  it  is,  but  they  agree  about  what  it  is  not.  CRM  isn't 
about  technology  any  more  than  hospitality  is  about  a 
welcome  mat  on  your  front  porch. 

Liz  Shahnam,  CRM  analyst  with  META 
Group,  says  CRM  is  "a  buzzword  that's  really 
not  so  new.  What's  new  is  the  technology  that 
allows  us  to  do  what  we  could  do  at  the  turn  of 

the  century  with  the 


CRM  is  More  Than  Software 


Business 
Strategy 


People  and 
Processes 


Information 
Technology 


neighborhood  grocer. 
He  had  a  few  cus- 
tomers and  enough 
brainpower  to  keep 
track  of  everyone's 
preferences. 
Technology  has 
allowed  us  to  go 
back  to  the  future  to 
this  model." 

CRM  and  rela- 
tionship marketing 
expert  Dick  Lee, 
principal  of 
Minneapolis-based 
High-Yield  Marketing  believes  that  CRM  is 
actually  a  series  of  sequential  steps:  "implement- 
ing customer-centric  business  strategies,  which 
triggers  redesigning  of 
functional  roles  and 
responsibilities,  which 
requires  the  re-engineering 
basic  work  processes, 
which  is  supported,  not 
driven,  by  CRM  tech- 
nology." In  other  words, 
first  change  your  business 
approach,  then  re-engineer 
the  roles  of  the  people 
in  your  company  to 
support  that  new 
approach,  then-and  only 


then-implement  CRM  technology  solutions 
Mike  Littell,  president  of  the  CRM  Divisk 
of  EDS  puts  it  this  way:  "We  view  CRM  mor 
as  a  strategy  than  a  process.  It's  designed  to 
understand  and  anticipate  the  needs  of  a  com 
pany's  current  and  potential  customer  base." 
Once  you  nail  that,  Littell  says,  there's  "a 
plethora  of  technology  to  help  capture  custom 
data  and  external  sources,  and  consolidate  it  ir 
central  warehouse  to  add  intelligence  to  the 
overall  CRM  strategy." 

Jim  Dickie,  managing  partner  of  Boulder 
based  Insight  Technology  Group  says  that  wh 
the  basic  idea  behind  CRM  is  simple,  imple 
mentations  are  often  troubled  because  "CEOs 
are  suffering  from  techno-lust,  in  love  with 
shortcuts,  and  are  operating  with  a  sense  of 
urgency.  As  soon  as  anyone  in  any  industry 
does  this  right,  everyone  else  wants  to  jump  on 
the  bandwagon  and  have  an  instant  solution. 
There's  so  much  pressure  on  CEOs  to  do  it 
now  that  they  usually  manage  to  avoid  doing 
it  right." 

Since  CRM  requires  a  fundamental,  some- 
times painful  change  in  a  company's  business 
strategy,  the  CEO's  backing  is  essential.  Bill 
Brendler,  president  of  Houston-based  Brendler 
&  Associates  says,  "successful  CRM  always  star 
with  top  management.  If  they  don't  lead  the 
charge,  it  won't  happen."  Of  course,  changing 
an  established  organization  is  never  easy. 
"People  want  to  slam  dunk  the  technology, 
but  we  try  to  tell  them  it's  not  about  technolog 
it's  about  a  new  way  of  doing  business," 
Brendler  says. 


The  new  business  strategy 


Customer  Relationship  Management  (CRM)  is  a  business  strategy 
to  select  and  manage  customers  to  maximize  their  long-term 
value  to  an  enterprise.  CRM  requires  a  customer-centric  business 
philosophy  to  support  effective  marketing,  sales,  and  service 
processes  across  direct  and  indirect  customer  interaction  channels 
CRM  software  applications  can  enable  effective  Customer 
Relationship  Management,  provided  that  an  enterprise  has  the 
right  strategy,  leadership,  and  culture.  ^^^^^^^^ 

Source:  CRMGuru.com  (www.crmguru.com)  -——____  I 
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Don't  wait  till  Christmas  to  bring  in 
some  heavyweight  customer  service  for 
your  e-tail  business. 
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Ve  can  relate. 


Last  holiday  season,  9  out  of  10 
online  shoppers  who  abandoned 
their  carts  did  so  because  of  poor 
customer  service  -  costing  e-tailers 
an  estimated  $3  billion. 

You  don't  have  to  convince  Santa  of 
the  need  for  strong  one-to-one  service 
Or  us  at  Sideware. 

Because  our  Dr.  Bean  advanced  e-Customer 
Relationship  Management  (e-CRM)  technology 
is  all  about  establishing  live, 
real-time  communication  between 
web  shoppers  and  Customer 
Service  Reps  (CSRs). 

In  fact,  with  features  like  online 
customer  chat,  web  page  push, 
intelligent  routing,  customer  pro- 
filing and  buying  history,  your  web 
shoppers  will  feel  as  special  as  if 
they  were  being  served  in  person. 

And  Sideware's  100%  Java  architecture  fits  your 
existing  set-up  -  NT,  Windows,  Unix,  Linux,  whatever 
-  like  a  comfortable  old  stocking. 

Check  out  our  webcast  and  complimentary  report 
on  e-tailing.  You'll  be  just  in  the  Nick  of  time. 


IEBEL 


Business 
Partner 


SANTA  SPILLS  THE  GOODS  ONLINE! 

To  learn  how  to  have  a  successful  holiday  season, 

register  for  our  exclusive  e-tailing  webcast  and 

talk  to  the  experts. 

EXCLUSIVE  e-TAIL  HOLIDAY  FORECAST! 

Get  your  complimentary  copy  of  A  More  Profitable 

Holiday  Season  2000:  Sideware  Perspectives 
Containing  Gartner  Research  on  CRM  for  e-Tailers. 


TO  REGISTER  FOR  THE  WEBCAST, 
OR  GET  YOUR  F  TAILING  REPORT: 

1-800-227-2096 

www.sideware.com/bw 
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CUSTOMER 
RELATIONSHIP 

MANAGEMENT 

Keeping  Customers  is 

Smart  and  Profitable 

Many  marketing  consultants  credit  the  Internet  for  the 
shift  of  power  from  suppliers  to  customers.  Alternate 
vendors  are  just  a  click  away.  Now  customers  have  the 
power  to  dictate  exactly  what  they  want,  when  they  want  it.  With 
competitive  pressures  mounting,  companies  must  listen  and  respond 
in  "Internet  time"  to  maintain  precious  customer  relationships. 

Keeping  the  right  customers  is  just  plain 
smart  business.  Acquisition  costs  are  a  major 
factor.  Consider  the  oft-quoted  statistic  that 
it  costs  five  to  ten  times  as  much  to  find  new 
customers  than  to  keep  the  ones  you  already 
have.  For  example,  the  Boston  Consulting 
Group  found  that  it  costs  about  $7  to  market 
to  existing  customers  via  the  Web  versus  $34 
to  acquire  a  new  Web  customer.  Furthermore, 
according  to  The  Industry  Standard,  in  their 
March  27,  2000  issue: 

•  eCommerce  companies  spend  an  average 
of  $250  in  marketing  and  advertising  to  acquire 
one  customer. 


•  Gross  income  from  a  typical  customer  is 
just  $24.50  in  the  first  quarter,  but  accounts  for 
$52.50  in  every  succeeding  quarter. 

•  Nearly  65  percent  of  all  online  customers 
never  make  repeat  purchases. 

Given  these  sobering  figures,  it's  really  not  a 
question  of  whether  your  firm  can  afford  to 


o 


implement  CRM,  but  rather  how  long  can  y 
afford  not  to?  It's  tough  work,  sure,  but  if  yo 
nail  it  and  your  competitors  don't,  you'll  help 
yourself  to  their  customers  and  boost  your  bo 
torn  line. 

Oddly  enough,  more  old-line  businesses  th 
technology  firms  seem  to  "get  it".  "High-tech 
companies  spend  no  money  on  customer  data 
says  Steve  Diorio,  principal  of  Stamford, 
Connecticut-based  IMT  Strategies.  "Most  hig 
tech  firms  are  strictly  acquisition-minded;  the 

want  sales  forces 
get  out  there  anc 
run  as  fast  as  pos 
ble."  Where  Dio 
sees  the  heaviest 
CRM  investment 
in  banking  and 
financial  services.  This  might  be  due  to  the 
commodity  nature  of  the  industry,  as  well  as  tr 
fantastic  cross-selling  opportunities  that  await 
the  lifelong  customer.  ("Well,  that  wraps  up  th 
refinancing.  Say,  Walter,  I  see  Judy  turns  17 
next  year.  Want  to  talk  about  college  loans?") 
An  Andersen  Consulting  study  released  in 
March,  2000  revealed  the  impact  of  high  tech' 
CRM  failings.  The  study  "How  Much  Are 
Customer  Relationship  Management  Gapabiliti 
Worth?"  concluded  that  a  typical  $1  billion 
high-tech  company  could  gain  up  to  $130  millk 
in  profits  by  improving  its  ability  to  manage 
customer  relationships.  Andersen  Consulting  alsc 
found  that  CRM  performance  explained  as  much 
as  64  percent  of  the  difference  in  return  on  sales 
between  average  and  high-performing  companie 

Some  companies  invest  in  CRM  knowing 
what  they  want,  but  aren't  sure  if  they're  gettinj 
it.  Ideally  CRM  should  motivate  customers  to  d 
more  business  with  your  company  because  they 
like  how  you  take  care  of  them.  Proper  CRM 
should  cut  costs,  improve  service,  and  encourage 
customers  to  communicate  more  of  their  desire; 
for  you  to  meet.  In  other  words,  CRM  helps 
create  win-win  relationships. 

Sounds  good,  but  it's  tough  to  measure 
returns  on  such  intangible  goals.  Banks  and 
telcos,  companies  that  plan  to  be  in  business 
over  the  next  five  years,  are  especially  keen  to 
eliminate  customer  churn  and  see  CRM  as  the 
way  to  do  so.  Jim  Blaschke,  CEO  and  managing 
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Nice  day.  But  not  for  Christmas  delivery. 
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Like  Santa  Claus,  many  companies  promise  to  fulfill  all  your  eCRM  wishes,  but  only  one  company  has  the  power  to  make 
this  promise  a  reality  all  the  way  through  delivery:  EDS.  Our  wide  range  of  customer  relationship  management  solutions 
is  tailored  to  meet  your  individual  needs.  Improve  customer  satisfaction.  Build  brand  loyalty.  And  cross-sell  products.  From 
strategy  to  implementation  to  outsourcing.  We  can  manage  the  complexities  of  everything  from  databases  to  customer 
interaction  centers.  And  -  unlike  others  -  we  also  offer  a  complete  range  of  distribution  and  fulfillment  services. 
So  if  you  wish  to  have  a  happy  holiday  and  a  prosperous  new  year,  call  (888)  337-1473  or  visit  our  Web  site. 
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partner  of  Framingham,  Massachusetts-based 
Archer  Consulting,  Inc.  says  companies  need  to 
consider  a  balanced  ROI  scorecard  for  CRM, 
incorporating  both  lead  and  lag  indicators.  "Most 
companies  measure  lag  indicators  such  as 
revenue,  market  share,  new  product  revenue  and 
other  classic  financials.  Blaschke  calls  this 
"forensic  evidence,"  because  it  looks  to  the  past. 
"Lead  indicators — such  as  share  of  customer, 
revenue  mix,  customer  satisfaction,  and  the  time 
spent  with  customers — show  what's  coming." 

Put  another  way,  "you  can't  steer  the  boat  by 
looking  at  the  wake."  Are  you  looking  ahead  or 
behind  in  your  business?  For  effective  CRM,  it's 
best  to  have  your  eyes  front. 

CRM  Applications  Serve 

Employees,  Customers, 
and  Partners 

According  to  Insight  Technology  Group's  Jim  Dickie, 
after  studying  hundreds  of  CRM  projects,  buying  tech- 
nology before  you  have  developed  your  CRM  business 
goals  can  lead  to  disaster.  It's  a  common  pitfall. 

Plenty  of  well-meaning  companies  are  confused 
about  why  they're  buying  CRM  applications, 
which  stems  from  not  understanding  customer 
loyalty  drivers,  according  to  Craig  Lashmet, 
group  president  for  North  America  for  Chicago- 


based  eLoyalty.  Relatively  few  also  take  the 
serious  time  to  understand  the  business  benefi 
they  derive  from  the  CRM  technology  solutio 
"Sure  I  can  lower  the  time  spent  on  calls," 
Lashmet  says,  "but  how  does  that  help  my 
bottom  line?" 

Despite  the  confusion,  or  maybe  because  o 
it,  vast  sums  of  money  are  being  spent  attemp 
to  improve  customer  relationships.  AMR 
Research  predicts  the  CRM  market  will  excee 
$5  billion  in  2000,  and  will  grow  at  50  percent 
per  year.  The  Aberdeen  Group  estimates  that 
1999  the  CRM  market  generated  $7.8  billion 
in  revenue  from  software  licenses,  integration  s 
vices,  and  peripheral  and  hardware  sales.  Some 
analysts  forecast  the  CRM  market  to  grow  to 
$9.4  billion  by  2002,  led  by  sales  automation  a 
customer  service  software. 

As  the  total  revenue  grows  explosively,  C 
solutions  are  also  evolving  at  a  manic  pace, 
fueled  by  the  same  Internet  forces  driving  the 
demand  for  CRM  itself.  Vendors  that  focused 
on  client/server-based  sales  automation  or  cus- 
tomer service  software  are  scrambling  to 
embrace  eBusiness  technology.  Upstart 
eCommerce  suppliers  are  adding  relationship 
management  technologies,  as  it  becomes 
increasingly  apparent  that  online  customers 
aren't  much  different  from  their  "brick  and 
mortar"  counterparts.  Meanwhile,  ERP  stalwar 


To  make  sense  of  the  array  of  vendors,  applications,  and  technologies, 

start  by  thinking  about  the  users  of  the  CRM  application. 
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In  a  world  where  people  can  change  homes  every  4  years,  jobs  every  3,  and  cellular  providers  every  2,  ONE  can  help  you  build 
relationships  with  customers  that  last  lifetimes. 

Because  in  our  connected  economy,  success  is  not  measured  merely  in  today's  sales,  but  in  the  recurring  earnings  from  customers 
you  serve  over  time.  It's  the  kind  of  ever- increasing  customer  value  that  drives  your  market  capitalization. 

II  ill's  where  ONE  can  help.  We  are  an  e-Business  firm  specializing  in  the  development  and  implementation  of  strategies  which 
leverage  technology  to  create  market-leading  customer  relationships.  Let  us  help  you  plan,  implement,  and  support  a  customer- 
centered  e-  Business  solution  today. 

To  create  your  personalized  customer,  call  ONE  at  1-877-393-8000.  Or  visit  our  Web  siteatwww.oneeo.net. 


Unlock  Your  Customer  Potential " 

SHU  I  I XA    \\  LB  SITES   CALL  CENTERS.  SALES  CHANNEL  AUTOMATION.  CUSTOMER  PROFILING.  DIRECT  MARKETING.  CONTFA  I  \l  W  \CEMENT 
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are  leveraging  their  back-office 
dominance  by  adding  modules  for 
front-office  functions  like  sales 
and  customer  service. 

While  strong  vendors  are 
present  in  certain  segments  of  the 
CRM  market,  no  one  vendor 
offers  a  complete,  best-of-breed 
CRM  package  providing  all 
functions,  for  all  channels,  for 
every  industry.  "One  of  the  myths 
is  that  the  technology  is  com- 
plete," says  Julie  Fitzpatrick, 
senior  vice  president  of 


marketing  for  Chicago-based  eLoyalty. 
"Companies  need  to  understand  how  they're 
going  to  do  what  the  technology  can't  do,  such 
as  having  a  data  model  to  store  information 
about  the  relationship — actionable  data  about 
the  relationship."  The  upshot:  you'll  probably 
need  to  acquire  your  CRM  applications  piece 
by  piece  out  of  sheer  necessity,  although  multi- 
function software  suites  are  a  popular  choice  to 
get  started. 

To  make  sense  of  the  bewildering  array  of 


CRM  Applications  Should  support  All  Stakeholders 


To  find  a  good  starting  point  in  vendor  selection,  think  about  the  most  important 

users  and  the  key  functions  you  need  to  execute  your  CRM  strategy. 


CRM 


Customers 


Internet 

and 

Databases 


Partners 


CRM 


PRM 


vendors,  applications,  and  technologies,  start  by 
thinking  about  the  users  of  the  CRM  applicatioi 

•  Employees  -  This  is  where  client/server- 
based  CRM  solutions  started  in  the  mid-1990s, 
focused  on  automating  internal  sales,  service, 
and  marketing  processes. 

•  Customers  -  If  customers  want  to  serve 
(or  sell)  themselves  via  the  Web,  why  not?  The 
flood  of  eBusiness  applications  is  testimony  to 
this  hot  trend. 

•  Partners  -  Often  overlooked  in  the 

eCommerce  hype,  indirect  sales 
channels  are  still  vital.  Partner 
Relationship  Management  (PRM) 
applications  serve  these  users. 

Next,  consider  the  functions  or 
processes  involved  in  the 
customer  relationship  lifecycle: 

•  Marketing  -  targeting 
prospects  and  acquiring  new 
customers  through  data  mining, 
campaign  management  and  lead 
distribution. 

•  Sales  -  closing  business  with 
effective  selling  processes,  using 
proposal  generators,  configurators, 
knowledge  management  tools,  con- 
tact managers,  and  forecasting  aids. 

•  eCommerce  -  in  the  Internet 
age,  selling  processes  should 
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WHEN  PROFESSIONALS  in  the 


most  demanding  customer  service 


environments  evaluate  all  the 


e-customer  relationship  management 
(eCRM)  options,  they  choose 


Svnchrony — the  only  solution  that 


gives  vou  a  single  view  of  a  customer 


no  matter  how  thev  contact  you. 


Synchrony.  Preferred  hv  customer 


service  leaders  worldwide. 


Call  877-796-2663. 


E-mail  info@synchronv.net. 


Or  visit  www.svnchronv.net. 
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transfer  seamlessly  into  purchasing  transactions, 
done  quickly,  conveniendy,  and  at  the  lowest  cost. 

•  Service  -  handling  post-sales  service  and 
support  issues  with  sophisticated  call  center 
applications  or  Web-based  customer  self-service 
products. 

The  CRM  Solutions  Market  Map  diagram 
shows  both  of  these  dimensions  and  positions 
the  major  application  categories.  So,  to  find  a 
good  starting  point  in  vendor  selection,  think 
about  the  most  important  users  and  the  key  func- 
tions you  need  to  execute  your  CRM  strategy. 

Regardless  of  their  design  point,  CRM 


applications  must  ultimately  help  the  enterprise 
satisfy  end  customers,  whether  they  are  handled 
with  a  direct  sales  force,  call  centers,  web  sites, 
channel  partners,  or  some  combination.  This 
multi-channel  world  is  the  result  of  customer 
mandates  to  "do  business  my  way."  It's  enough 


CRM  Solutions  Market  Map 


Marketing 


to  give  a  CIO  a  severe  migraine.  The  challen 
is  coordinating  information  across  all  channe 
provide  a  pleasant  customer  experience  and 
avoid  the  problem  of  "corporate  amnesia." 
(Sorry,  our  system  doesn't  have  any  record  of 
your  Web  site  this  morning.  Could  you  tell  u 
again  what  you  wanted?)  To  get  diere,  howev 
will  probably  require  integrating  new 
technologies. 

Internet  customer  service,  email  routing, 
Web-chat,  Web-collaboration,  speech-enable 
applications,  and  Computer-Telephony 
Integration  (CTI)  can  all  be  found  in  today's 
CRM  systems.  A  well-crafted  CRM  applicatioi 
strategy  should  effectively  combine  all  elemen 
into  a  consistent,  pre-integrated  architecture  t 
understand  customer  behavior  across  all  conta 
channels,  using  the  customer  as  the  starting 
point,  not  your  internal  business  processes. 

Where  did  CRM  technology  get  its  start? 
Al  Baker,  director  of  product  management  glo 
call  center  solutions  from  Siemens  says  call  cent 
are  where  it  all  began.  "You're  providing  servii 
to  a  customer  above  and  beyond  what  they're 
used  to.  This  is  where  the  whole  CRM  thing 
started,"  he  says.  Anne  Nickerson,  president  oi 
Call  Center  Coach  in  Ellington,  Connecticut, 
prefers  the  terms  "customer  contact  centers"  o 
"customer  interaction  centers."  See  the  differ- 
ence? One  is  a  place  to  dispose  of  pesky  phone 
calls,  the  other  is  a  place  to  interact  with 
customers  and  collect  important  data. 


Stage  of  Relationship  Lifecycle 
Sales  eCommerce  Service 


Datab 

Mark 
Sales 
Web! 
Proc 
Man 
Sup 
Fin; 
Hur 
Su| 


<u 

Corporate 

Field  Employees 

Channel  Partners 

Customers 

Marketing 
Automatior 

i 

3 

c 

■+■> 

m 

Sales 
Automation 

Servi 
Autorm 

"5. 

Q. 

< 

03 

Partner  Relationship  Management 

b 
Q. 

Corporate 
Web  Sites 

eCommerce 
Stores 

Self- 
Service 

BUSINESS  WEEK  /  JULY  3,  2000 


Database 


Microsoft  or  Oracle 


Marketing 

Epiphany  or  Oracle 
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from  Oracle. 

i 

Or  assemble 

software  from 

10  different  vendors 

(no  instructions  included). 
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in  Other  names  may  be  trademarks  of  their  respective  owners 
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Technology  will  certainly  continue  to  evolve 
rapidly,  but  there  is  one  thing  that  won't  change: 
people  are  instrumental  for  effective  CRM. 
Nickerson  says  the  qualities  most  prized  in  call 
center  staff  today  are  a  focus  on  customers — that 
"sendee  gene"  some  people  are  simply  born  with, 
an  ability  to  communicate,  to  hear  and  tran- 
scribe information  accurately  and  to  learn  quick- 
ly. Certain  industries  have  certain  specialized 
needs.  If  you're  in  financials  you  should  look  for 
an  analytical  staff,  since  "we  can  script  or  prompt, 
but  the  rep  needs  to  hear  the  customers'  needs 


In  call  center  CRM  you  should  also  have  applications  for  mining 

and  using  the  information  you  capture  in  a  call. 


and  choose  to  cross-sell  or  take  some  other 
route,"  Nickerson  says.  In  call  center  CRM  you 
should  also  have  applications  for  mining  and 
using  the  information  you  capture  in  a  call, 
Nickerson  says:  "If  a  company  doesn't  value 
that,  then  they  won't  make  the  investment  to  get 
the  best  technology,  the  best  person,  and  the 
best  training." 

People  will  continue  to  be  a  vital  part  of  cus- 
tomer service,  even  in  the  online  world.  Many 
companies  want  to  extend  traditional  call  centers 
to  handle  online  interactions,  according  to 
Jim  Speros,  president  and  COO  of  eCRM  ven- 
dor Sideware.  For  example,  why  not  give  online 
customers  a  "click  for  help"  button  that  will 


immediately  conn 
them  to  a  live  per 
via  a  real-time  ch 
feature?  "Emails  a 
not  responsive  enc 
and  most  go  unan 
swered  anyway.  T 
develop  a  sticky  w 
site  and  build  custi 
loyalty,  you  must 
users  an  immediatt 
answer,"  says  Sper 
Kathleen  Riehie 
director  of  commui 
tions  at  Synchrony 
says  that  online 
customers  still  vain 
telephone  support 
when  they  have  an  issue.  Research  studies  sh 
that  most  users  will  abandon  Web  sites  that 
don't  provide  good  customer  service.  "Long 
term,  you  need  to  understand  the  total  custoi 
view  and  find  cost  effective  ways  to  deal  with 
customers  on  their  terms,"  says  Riehie.  "Ma 
customers  prefer  telephone  support,  but  this 
must  be  integrated  with  electronic  support  vi 
the  Web  or  email."  This  multi-channel  integ 
tion  of  customer  interactions  is  a  new  frontie 
for  the  CRM  technology  market. 

Assuming  the  people  side  of  CRM  is  hand! 
well,  CRM  applications  can  provide  the  comp 
rive  boost  companies  are  searching  for.  Just  m 
sure  the  technology  is  focused  on  the  right 
problems.  For  example,  some  companies  err  b 
optimizing  one  channel — direct  field  sales, 
typically — when  their  customers  would  rather 
interact  with  them  over  the  Web  or  via  chann 
partners.  Truly  successful  CRM  applications 
meet  customers  in  their  terms. 

Today  customers  are  looking  for  more 
individual  attention,  more  responsiveness,  an 
much  more  customization.  Customers  want, 
demand,  great  service.  They  want  the  informati 
they  need  when  they  need  it.  They  want  suppl 
to  deliver  products  wrapped  in  a  superior 
customer  experience.  Is  your  business  up  to  th 
task?  The  right  applications,  if  backed  by  an 
appropriate  CRM  strategy  and  organization 
support,  can  help  any  business  succeed  in  this 
Customer  Era. 
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eBUSINESS  ANY 


i  YOU'D  HAVE 
TO  STRAP  YOURSELF  IN. 


Now  you  can  go  from  zero  to  eBusiness  in  record  speed.  Introducing  Aspect®  eBusiness  Architect,  the  revolutionary  new 
development  tool  that  creates  improved  and  integrated  eCRM  and  eCommerce  processes.  By  simply  using  a  palette  of  graphic  ■ 
icons,  eBusiness  Architect  lets  you  quickly  generate  eFlows:  visual  representations  of  your  business  rules  that  integrate  your 
multimedia  contact  center,  front-  and  back-office  systems,  and  future  applications  into  one,  centrally  managed  eBusiness. 
All  without  complicated  code  or  costly  deployment.  Aspect  eBusiness  Architect.  With  power  like  this,  there's  no  stopping  you. 


ASPECT 


The  Starting  Point  for  eBusiness- 


BUILD  eBIZ  APPS  FASTER,  SMARTER,  CHEAPER. 
GET  YOUR  FREE  eBUSINESS  ARCHITECT  DEMO 
TODAY.  1-888-412-7728  www.aspect.com/go/bwa 


Aspect,  the  Aspect  logo,  and  the  phrase  "The  Starting  Point  for  eBusiness"  are  trademarks  and/or  service  marks  of  Aspect  Communications 
Corporation  in  the  United  States  and/or  other  countries.  ©  2000  Aspect  Communications  Corporation 


-V   * 


Special     Advertising     Section 


Customer  loyalty — 

the  Holy  Grail  of  CRM 

During  the  late  1980s  through  the  early  1990s,  executives 
believed  that  reducing  costs  was  the  answer  to  increased 
global  competition.  Businesses  downsized,  de-layered, 
re-engineered  and  restructured  their  organizations.  While  this  was 
probably  necessary  to  cut  the  "fat"  out  of  organizations,  it  wasn't  a 
formula  for  long-term  success.  Today  the  focus  is  on  delivering 
more  value  and  increasing  customer  loyalty. 

Loyalty  means  customers  returning  again  and 
again  to  do  business  with  you,  even  when  you 
don't  have  the  best  product,  the  lowest  price,  or 
fastest  delivery.  How  do  you  explain  such  seem- 
ingly irrational  behavior?  Simple.  Good  relation- 
ships— the  sum  total  of  all  customer  interactions 
over  time — deliver  value  above  and  beyond  what 
customers  pay  for.  The  total  value  proposition 
is  the  combination  of  what  a  customer  receives 
and  how  they  receive  it.  Companies  that  do  both 
well  invariably  become  industry  leaders  in  market 
share  and  profitability. 

Given  that  customers  buy  value,  it  makes 
perfect  sense  that  improving  the  customer 
experience  will  increase  loyalty,  which  means 
better  customer  retention.  Frederick  Reichheld 


in  The  Loyalty  Effect  reported  that  an  multi- 
industry  study  found  "raising  customer  retent 
rates  by  five  percentage  points  could  increase 
value  of  an  average  customer  by  25  to  100  per 
cent."  Of  course,  the  trick  is  finding  and  keepi 
the  right  customers.  Reichheld  advises  that 
loyalty-focused  companies  should  attract  and 
keep  customers  in  one  of  the  following  groups 


^^* 


/, 


•  Customers  that  are  inherently  more  loyal 
because  they  prefer  long-term  relationships 

•  Customers  that  are  more  profitable  becaua| 
they  spend  more,  require  less  service  and  pay 
their  bills  on  time 

•  Customers  that  find  your  products  and 
services  more  valuable  and  a  better  fit  fhan  tho^ 
of  your  competitors 

Loyalty  can  be  easier  to  achieve  in  a  small 
business  because  "you  can  know  your  customer! 
well  and  take  care  of  the  relationships  you  havej 
says  Janice  Anderson,  vice  president  of  CRM 
Solutions  for  Lucent  Technologies.  "You  get 
more  of  their  wallet  and  loyalty  since  you  have 
taken  the  time  to  care  about  them."  According 
eLoyalty's  Julie  Fitzpatrick,  "Loyalty  is  the  resul 
of  building  past  positive  experiences  with  an 
individual.  Recognize  the  unique  situation  of  a 
customer  at  any  point  in  time,"  she  says. 
"Consider  the  customer's  value,  their  current 
business  situation,  proximity  to  purchase  and 
history  of  goodwill  to  the  organization." 

Measuring  the  effectiveness  of  these  actions 
against  loyalty  may  be  the  most  neglected  area  iJ 


Good  relationships-the  sum  total  of  all  customer  interactions  over  time- 

deliver  value  above  and  beyond  what  customers  pay  for. 
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P  AND  RUNNING  WITH  AN 


ONLINE  SALES  FORCE  AUTOMATION  SOLUTION  IN  LESS 
THAN  TWO  WEEKS.  FOUR  OFFICES,  FROM  NEW  YORK 
TO  SAN  FRANCISCO,  ALL  SHARING  THE  SAME  CUSTOMER 
INFORMATION,  AND  WE  DID  IT  WITHOUT  SOFTWARE, 
HARDWARE,  OR  HIRING  ANYONE."  bmm 

Chairman  and  CEO,  WR  Hambrecht  +  Co 
Co-Founder,  Hambrecht  &  Quist 
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salesforce.com 

Point.  Click.  Close. 


To  sec  how  we  can  ilo  the  same  for  \<>u.  go  to  w1 
lor  a  limited  lime,  just  $50  pet  user  per  month 


www.salcsforce.com  or  call  1-KW-NO  SOITW  \K1' 
uh  and  the  first  live  users  arc  free  for  \1  months. 
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More  and  more  of  your  customers  are  refusing  to  stay  tied  to  any  one  financial  institutioi 

How  can  you  strengthen  your  bonds? 


Introducing  Relationship  Technology"  Solutions  from  NCR. 
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It's  not  enough  anymore  to  know  who  your  customers  are.  You  have  to  know  what  they  want, 
when  they  want  it,  and  how  to  offer  it  to  them.  That's  the  beauty  of  a  Teradata'  Active  Data 
Warehouse  from  NCR.  It  helps  you  really  know  your  customers'  preferences  and  needs.  So  you 
can  offer  them  the  financial  services  they're  looking  for,  at  just  the  right  time,  in  just  the  right 
way.  All  of  which  helps  you  build  stronger  customer  relationships  than  ever  before.  And  stronger 
relationships  lead  to  stronger  growth.  To  learn  more  about  how  we  can  help  you  secure  your 
company's  future,  visit  www.teradata.com  and  get  your  Teradata  Knowledge  Pack. 
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CRM.  Organizations  need  to  thoughtfully  mea- 
sure if  actions  actually  move  a  customer  to  buy 
more,  select  other  items  from  your  company  and 
tell  their  friends  about  you.  Studies  have 
revealed  that  great  service — still  the  much- 
appreciated  exception  rather  than  the  norm — is 
necessary  but  not  sufficient  for  loyal  relationships. 
That's  why  it  is  called  Customer  Relationship 
Management,  not  Great  Service  Management. 
"If  you  give  poor  service  you  won't  have  a  rela- 
tionship for  long,"  Lucent's  Anderson  says,  "but 
even  if  you  give  great  service,  you  might  not 
have  a  relationship  if  you  don't  take  care  of  that 
relationship." 

All  right,  loyalty  is  important,  but  how  do 
you  foster  it?  In  Anderson's  view,  the  keys  to 
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Even  if  you  give  great  service,  you  might  not  have  a  relationship 

if  you  don't  take  care  of  that  relationship.1 


building  loyal  relationships  are: 

•  Target:  Identify  your  customer  seg- 
ments and  your  high-value 
customers.  Determine  the  products 
and  services  they  want. 

•  Focus:  What's  your  value? 
What  are  you  really  selling?  "It's 
not  just  a  list  of  products.  You 
need  to  focus  on  what  you're 
tr)  ing  to  be  to  your  customers," 
Anderson  says. 

•  Service:  Consistent  service 
is  great  service,  says  Anderson. 
"If  you  consistently  deliver  on 

promises  you're  fulfilling  your 

brand." 

•  Cost:  Keeping  costs  low  is 
part  of  the  business  model  in 
almost  every  industry  now.  If 
you  keep  operating  as  if  you're 
getting  $200  a  trade  when  you're 

getting  $8  a  trade  you're  going  out 

of  business  fast. 

When  you're  running  a  small  boutique 
you  have  the  institutional  memory  to  do  all  this 
intuitively.  Larger  and  more  sophisticated 
operations  need  a  set  of  CRM  tools  to  take  real- 
time care  of  customers  and  consistently  provide 


a  personalized  experience.  "Strategically,  as 
you're  moving  customers  up  the  ladder  of  loya 
you  can  deepen  bonds  using  CRM  since  both 
parties  share  in  each  others'  planning,"  says 
Archer  Consulting's  Jim  Blaschke.  "You  get 
good  feedback,  and  it's  much  more  a  symbioti 
relationship  instead  of  just  one  organization 
selling  some  stuff  to  another." 

The  negative  way  to  express  all  this  is  "exit 
barriers,"  as  if  you're  trying  to  build  the  Berlin 
Wall  around  your  client  base.  While  East 
Germany  concentrated  on  exit  barriers,  West 
Germany  gave  its  citizenry  more  reasons  not  t< 
emigrate.  Lycos'  giving  out  "Lycos  Points"  to 
users  of  their  portal  is  CRM.  Some  might  call 
AOL's  highly  successful  customer  collaboration 
program  an  exit  barrier,  but  offering  chat  room 
buddy  lists  and  instant  messaging  sounds  suspi- 
ciously like  well-reasoned  CRM. 

Right  now  the  paybacks  for  successful  CRM 
are  extraordinary.  In  a  couple  years,  however, 
your  reward  for  getting  CRM  right  might  be 
just  staying  in  business.  To  get  started  toward 
more  loyal  relationships,  focus  on  providing  a 
great  experience  to  the  right  customers.  Over 
time  you'll  see  the  "loyalty  effect"  improve  your 
bottom  line,  which  should  make  your  experiena 
running  a  business  plenty  rewarding  too. 
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customer  relafionships  rhrougti  digital  media1 


Next-generation  CEOs  understand  that  analysis  is  the  key  to  growing 
their  business.  Cyber  Dialogue  helps  its  clients  manage  and  analyze 
their  customer  data  to  build  valuable  long-term  relationships. 

Without  analysis,  your  eCRM  equation  won't  add  up. 

For  a  complimentary  copy  of  our  white  paper  on  eCRM,  visit  our  Web 
site  at  www.cyberdialogue.com/ecrm  or  call  212-651-9400. 


D  2000  Cyber  Dialogue,  Inc. 
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Best  Principles  to  Practice  for 

Effective  CRM 


B 


eware  of  articles  purporting  "best  practices,"  warns  Alichael 
Schrage,  author  of  Serious  Play.  "Just  how  sustainable  are 
"best  practices"  in  a  world  built  on  the  premise  that  change 

is  the  one  constant?"  he  asks.  Fair  enough.  Let's  focus,  therefore,  on 

"best  principles  to  practice"  in  CRM. 

Leave  it  to  Steve  Diorio,  principal  of  Stamford, 
Conn. -based  IMT  Strategies  to  put  his  finger  on 
the  problem  with  a  lot  of  CRM  practices  today:  "I 
feel  like  a  marriage  counselor  when  I  go  around  to 
a  lot  of  these  companies.  Over  the  past  six  months 
I've  been  with  30  companies'  CIO  and  marketing 
guys,  and  the  level  of  cooperation  now  looks  like 
kids  in  a  street  fight."  What  are  the  best  principles 
to  get  past  this  stage? 

Involve  top  management  on  Day  One. 

Top  management  always  pushes  successful  CRM. 
There  are  never  any  exceptions,  says  Brendler 
and  Associates'  Bill  Brendler:  "If  they  don't  lead 
the  charge,  it  won't  happen.  Before  CRM  will 
work,  the  top  person  needs  two  things:  A  vision, 
clearly  enunciated  across  the  organization,  and  the 
will  to  make  it  work  across  functional  bound- 
aries." Ian  Woodhouse,  Dataforce  Corporation's 
CRM  practice  manager,  agrees.  "Each  of  the 
constituents — sales,  marketing,  manufacturing, 


or  whatever — 
has  an  inherent 
belief  that  they 
are  the  most 
important 
department  in 
the  enterprise. 
Without  a 
strong  executive 
sponsor  taking 
responsibility  for 
the  final  sign-off 
on  the  completed 
system,  the 
inevitable  result 
is  that  strong- 
willed  committee 
members  will  shape  the  final  implementation 
to  reflect  their  desires  for  their  departments  o 
divisions." 

Restructure  employee  compensator 
to  reinforce  CRM  priorities 

Much  of  the  problem,  of  course,  is  a  company 
pushing  a  new  set  of  customer-centric  prioritu 
while  the  old  set  of  compensation  practices 
remains  the  same.  In  other  words,  not.  "walkin 
the  talk."  You'll  lose  this  fight  ten  times  out  of 
ten  because,  as  a  wise  man  once  said,  "where 
your  treasure  is,  there  will  your  heart  be." 
Companies  serious  about  CRM  tie  employee 
incentives  to  customer  indicators  such  as 
retention  and  satisfaction.  Cisco  Systems,  for 
example,  rewards  employees  based  on  whether 
the  company  hits  customer  satisfaction  targets. 
Over  time,  CRM-committed  firms  will  change 
compensation  plans.  Successful  firms  will  do  th 
as  soon  as  possible. 


Manage  cultural  change  and  people 
issues  carefully. 

"What  you're  dealing  with  is  a  whole  set  of  new 
roles  and  responsibilities,"  says  Bill  Brendler. 
"You're  moving  toward  a  much  more  customer- 
focused  organization."  To  implement  CRM,  yo 
need  people  on  your  side  to  make  change 
happen.  To  do  this,  Brendler  says,  "show  them 
what's  in  it  for  them  and  listen  to  their  feedback 
If  feedback  is  being  passed  back  up  through  the 
representatives  to  the  CEO  and  being  acted  on, 
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(eLoyalty 

Solutions  for  Unbreakable  Lifetime  Relationships.™' 


At  eLoyalty,  we  understand  that  there's  more  to  customer  relationship 
management  than  just  cutting  costs  and  trying  to  gain  efficiency  and  satisfaction. 
Our  clients  are  equally  focused  on  sales,  service,  customer  acquisition,  retention 
and  profitability,  because  they  want  unbreakable  lifetime  relationships  with  their 
customers. 

We  help  them  to  reach  those  customer  loyalty  objectives.  Whether  it's  customer 
interactions  across  the  Internet,  e-mail,  phone,  fax,  whatever-we  start  with  a 
business  case  and  strategy,  define  the  architecture,  implement  the  technology,  help 
measure  the  results  and  offer  support  of  your  solution.  Clients  have  the  option  of 
a  premise-based  solution  or  our  eCRM  hosted  alternative,  Loyalty  Foundation.™ 

Ensuring  your  customers  have  one  vision  of  your  company.  Whether  they  contact 
sales,  marketing,  customer  service  or  your  field  service  organization,  you  always 
present  a  consistent  view  of  your  company  to  your  customers. 

With  over  800  professionals  and  over  a  hundred  current  projects  around  the  world, 
our  consultants  help  organizations  achieve  their  customer  loyalty  objectives. 

To  hear  about  those  projects,  or  simply  learn  more  about  eLoyalty,  please  visit 
www.eloyaltyeo.eom  or  call  877-4-ELOYAL 
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they're  on  your  side  and 
change  will  happen." 
For  your  CRM  system 
to  be  successful,  every 
single  person  must 
support  it.  Don't  settle 
for  anything  less. 


Concentrate  on  customer 
lifecycle  value. 

Understanding  the  value  of  a  customer  relation- 
ship over  time  is  an  integral  part  of  CRM.  Mei 
Lin  Fung,  principal  of  Silicon  Valley-based 
Stratix  Marketing  Math,  advises  to  ask:  "Which 
customers  repay  investment?  Which  just  gobble 
up  resources  and  should  be  referred  to  a  com- 
petitor? You  will  only  know  who  you  want  to 
find  as  prospects  when  you  know  who  you  want 
to  keep  as  lifetime  customers."  Archer 

Consulting's  Jim 
Blaschke  agrees. 
"The  first  CRM 
application  is  like  a 
15 -watt  light  bulb  in 
a  dark  room.  It's  not 
very  bright  but  can 
make  a  huge  differ- 
ence. The  wattage 
can  be  turned  up  to 
250  when  relation- 
ships are  viewed  as  a 
select  set  of  assets  to 
be  developed." 

Bulldoze  goat 
paths,  don't 
pave  them. 

Fixations  on  CRM 
technology  result  in 
paved  "goat  paths." 


For  your  CRM  system  to  be  successful,  every 

single  person  must  support  it 


Insight  Technology  Group's  Jim  Dickie  says, 
"Time  and  again,  I  have  heard  executives 
lament  about  how  they  started  focusing  on 
technology  too  soon  in  the  process.  If  you  use 


2 1st  century  technology  to 
pave  a  goat  path,  you  will 
end  up  with  a  really  smoori] 
goat  path.  But,  it  is  still  a 
goat  path.  If  your  process 
fundamentally  flawed,  tech-l 
nology  may  give  you  boost,! 
but  more  likely  it  will  end 
helping  you  do  inefficient  or  ineffective  things 
faster  than  ever  before."  Message:  use  CRM 
technology  to  do  things  differently,  not  just 
faster  or  cheaper. 

Push  the  project  if  you're  serious. 
And  keep  pushing. 

Don't  be  too  diplomatic.  Your  firm's  long-terml 
future  may  be  at  stake.  Accepting  less  than 
100  percent  user  buy-in  doesn't  work.  Make  it 
clear  that  using  the  CRM  system  is  not  an 
option,  Dickie  advises,  but  rather  is  a  condition  I 
of  employment.  "As  soon  as  you  let  a  single 
person  get  away  with  not  using  the  system,  the 
foundation  for  your  project  will  start  to  crumble,"| 
he  says.  Also,  don't  back  off  at  the  first  sign  of 
problem.  No  matter  how  much  thought  you  pud 
into  the  system,  you  can  count  on  running  into 
unanticipated  problems  when  you  implement  it 
fully.  Backing  off  at  the  first  sign  of  problems 
will  cause  chaos  if  it  happens  too  often. 

Provide  training  and  support.  Prepare| 
for  continuous  improvement. 

Successful  CRM  is  an  ongoing  process.  After 
you've  developed  your  strategy,  defined  a  projeclj 
plan,  involved  all  the  right  people,  chosen 
appropriate  technology  and  implemented  the 
program  across  the  enterprise,  now  what? 

•  Train  new  employees.  New  employees 
will  require  the  same  level  of  training  as  your 
existing  personnel. 

•  Maintain  adequate  system  support] 
For  example,  if  you  are  asking  your  sales 
teams  or  channel  partners  to  manage  their 
business  through  a  CRM  system,  you  must 
give  them  a  fast,  easy  way  to  get  support. 

•  Plan  appropriate  enhancements 
and  upgrades.  You  will  continue  to  improve 
the  way  you  sell  over  time,  so  your  system  will 
need  to  be  enhanced  accordingly.  Budget  for 
that  now. 
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Looking  for  a  better  way  to  handle  customer  inquiries?  Question  Y<  .. 
valuable  book  from  Answers.com  that  details  innovative  technics 
question  volume — while  minimizing  costs.  Get  your  free  copy  today  at  w 
call  us  toll  free  at  1-800-505-7155. 


8        0 


Since  the  beginning  of  time, 

people  have  scaled  mountains, 

crossed  burning  deserts  and 

braved  the  deepest  oceans- 


ALL  IN  SEARCH  OF  ANSWERS. 


Your  customers  won't  do  that. 


Today's  customer  doesn't 
have  the  time  or  the  patience 
to  wait  for  answers.  And 
that's  the  whole  point  of 
Answers.com,  the  powerful 
new  online  customer  support 
technology  you  can  add 
directly  to  your  Web  site. 
Now  when  someone  has  a 
question,  they  can  type  it  in 
plain  English.  And  better  yet, 
they'll  receive  quick,  relevant 
answers.  No  need  to  even 
speak  to  a  customer  service 
rep  in  most  cases.  Which 
means  you  save  your  cus- 
tomers time  and  aggravation. 
And  you  save  your  business 
money.  Want  to  know  more? 
Give  us  a  call,  or  visit  us 
online  at  www.answers.com. 


ans 
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Buy  or  Rent 

Your  CRM  Application? 

Although  a  few  adventurous  souls  could  opt  to  develop  custom 
CRM  applications,  few  companies  have  the  time,  money, 
or  risk  tolerance  for  this  approach.  The  main  choices  today 
are  to  buy  a  software  package  or  to  rent  a  service  hosted  elsewhere  on 
the  Internet.  Packaged  CRM  applications  became  popular  in  the 
mid-1990s  and  continue  to  be  the  first  choice  of  most  companies, 
although  the  underlying  technology  has  shifted  rapidly  from 
client/server  to  Web-based. 

The  rise  of  Internet-based  applications  in  the 
late  1990s  also  launched  Application  Service 
Providers  into  the  mainstream  of  corporate 
consciousness.  "An  application  service  provider 
(ASP)  manages  and  delivers  application  capabili- 
ties to  multiple  entities  from  a  data  center 

across  a  wide  area 
network,"  according 
to  the  ASP  Industry 
Consortium.  The 
question  is,  should 
you  use  an  ASP  for 
CRM  applications? 

The  answer  is:  "It 
depends."  ASPs  are 
becoming  popular 
because  they  enable 
companies  to  imple- 
ment applications 
faster,  with  reduced 
capital  expenditures, 
without  competing 
for  scarce  internal 
technical  resources. 
The  "need  for  speed" 
is  the  biggest  driver 
of  all  in  our  over- 
heated competitive 
market  place. 


Sometimes  executives  simply  won't  wait  for  aj 
application  to  be  implemented  in-house,  even  it] 
the  ultimate  solution  will  be  better.  "Get  there 
first"  is  the  new  mantra,  which  should  help  the! 
ASP  market  become  a  multi-billion  dollar  mar 
ket  in  the  next  few  years,  as  marketing  research 
firms  predict. 


Yet  ASPs  are  not  a  panacea  for  CRM.  Somel 
customers  will  be  cautious  about  placing  sensitivl 
customer  data  in  the  hands  of  another  company] 
Integration  with  in-house  systems  is  also  chal- 
lenging. Standards  are  not  developed  yet  to 
enable  applications  to  "plug  and  play"  across  the 
Internet.  And  for  CRM  applications  in  particula] 
creating  a  single  customer  view  to  guide  all 
interactions  or  spot  business  trends  is  more  diffi-l 
cult  when  using  an  ASP. 

Another  consideration  is  that  typically  an  ASl 
will  align  with  a  particular  software  vendor, 
concentrating  on  more  popular  products.  Some  I 
software  vendors  also  provide  ASP  services. 
Since  ASPs  are  product-based,  they  focus  on 
delivering  those  products.  This  gives  them  gooc 
bench  strength  and  the  technical  skills  for  certair 
customization  of  that  package  for  a  customer. 
Strong  product  ties,  however,  could  prevent  AS! 
adopters  from  employing  new  technologies 
quickly  and  efficiently. 

Implementing  changes  through  an  ASP  wori 
well  when  modifying  the  product,  but  ASPs  can 
rarely  advise  you  on  the  impact  that  change  has 
with  other  investments  required  for  a  complete 
CRM  solution.  Some  ASP  users  have  found  that| 
managing  service  levels 
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around  the  complete 
solution  becomes  frag- 
mented, since  it  involves| 
multiple  players 
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If  you're  too  busy  drilling  into  technology  issues  to  focus  on  your  core  business,  consider  Infinium  ASP.We  offer  a  comprehensive 
suite  of  business  software  and  analytical  tools  that  are:  1 .  available  over  the  Web,  2.  customized  to  your  business  processes,  3.  securely 
hosted,  and  4.  able  to  support  complex,  large-scale  businesses  as  well  as  start-ups.  Why  Infinium?  We're  the  first  single-source,  fully 
accountable  Application  Service  Provider,  with  a  proven  track  record  of  delivering  solutions  to  2,000  customers.  For  a  copy  of  our 
Executive  Report  on  the  business  benefits  of  ASPs,  call  1.877.356.0228,  or  go  to  infinium.com/asp. 


INFINIUM 

do  great  work 
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supporting  the  components  of  a  CRM  solution. 
Despite  these  challenges,  ASPs  seem  destined 
to  play  a  key  role  in  the  CRM  industry.  They  can 
rapidly  provide  the  functionality  of  a  complex 
software  package  and  operate  that  product  as  you 
build  a  complete  CRM  solution.  The  key  decision 
factors  will  be  the  available  time  and  internal 
resources  to  commit  to  your  CRM  project. 

Partner  Relationship 
Management  Brings  Indirect 

Channels  into  crm 

These  days  eCommerce  is  top  of  mind  in  just  about  every 
business.  And  rightly  so  because  the  Internet  offers  an 
efficient  means  of  marketing  and  selling  all  types  of 
goods.  Yet  most  enterprises  continue  to  rely  on  indirect  sales 
channels  to  reach  certain  markets,  add  value,  and  deliver  a  complete 
solution.  Can  Internet  technology  be  used  with  equal  effectiveness  to 
recruit,  manage  and  support  channel  partners? 

Absolutely!  In  fact,  industry  leaders  are 
already  doing  so,  quite  successfully.  In  the  first 
quarter  of  2000,  Front  Line  Solutions  inter- 
viewed 35  channel  managers  and  executives  at 
companies  using  the  Internet  to  incorporate 
partners  into  their  eBusiness  strategies.  This 
approach,  known  as  Partner  Relationship 
Management  (PRM),  is  a  compelling  new  trend. 


The  goal  of  PRM  is  to  create  long-term 
competitive  differentiation  with  indirect  salel 
channels.  Can  the  Internet  cut  costs?  Certain 
but  the  real  benefit  is  transforming  tradition] 
channels  into  networks  of  "ePartners,"  when] 
Web-based  applications  enable  channels  to 
deliver  more  value,  faster  and  at  less  cost. 

PRM  early  adopters  have  implemented  a 
wide  variety  of  Internet-based  applications. 
Some  focused  on  partner  management  and 

measurement  system! 
based  on  a  robust  "p 
ner  profile"  database 
Others  invested  in  sr 
"channel  portals"  to 
give  a  more  personal 
experience  to  chann 
extranet  visitors.  Anc 
still  others  implemen 
^^^  automation  tools  to 

improve  sales  processes  or  streamline  order 
management  through  eCommerce  systems. 

The  initial  results  are  promising.  PRM  pro 
managers  report  increased  channel  sales  produ 
tivity,  enhanced  partner  "mind  share,"  and  in 
some  cases,  dramatic  cost  savings  too.  Over  th 
long  haul  these  businesses  expect  ePartner 
initiatives  to  increase  partner  loyalty  and 
competitive  differentiation  while  streamlining 
channel  operations. 

Case  in  point:  Bang  &  Olufsen,  a  manufac- 
turer renowned  for  its  high-end  audio-visual 
systems.  And  not  just  among  audiophiles.  The 
Danish  company  has  also  earned  a  reputation  i 
cutting-edge  industrial  design.  As  such,  its 
products  appeal  to  a  very  knowledgeable, 
sophisticated  customer,  calling  for  an  equally 
sophisticated  sales  approach  among  the  companj 
2,500  retail  partners  worldwide. 

"The  channel  is  critical,"  said  Jens  Harder, 
senior  manager  for  retail  systems.  "Our  retailed 
must  have  the  right  skills  and  information  to 
speak  to  this  audience,  to  make  sales  and  to 
ensure  quality  of  service."  To  give  its  dealers 
better  access  to  product  information,  plus  redu 
the  resources  required  to  process  orders,  Bang 
Olufsen  invested  heavily  in  a  PC-based  configu 
rator  but  found  the  system  difficult  to  maintain 
and  support.  The  effort  was  refocused  on  an 
Internet-based  solution.  The  company  is  lookin 


Stun 


BUSINESS  WEEK  /  JULY  3,  2000 


■ok 
in 
:  the 


■ 


er, 

uler 
o 

rs 
ediK  | 

w 


Studies  show  that   1    out  of  3  partners  are  unprepared  to  sell  your  product. 

With  our  hosted  portal,  your  channel  and  alliance  partners  will  always  have  a  leg  up  on  their 
competition.  And  yours.  They'll  get  personalized  information  tailored  to  their  specific  needs - 
instantly.  Plus  a  comprehensive  suite  of  e-business  services  and  productivity  tools  that  can  drive 
your  sales  into  the  stratosphere.  OnDemand  is  vendor-branded,  very  cost-effective  and  can  be  up 
and  running  in  6  weeks.  It's  a  proven  service  that's  delivering  amazing  ROI  for  some  of  the  biggest 
names  in  technology.  Check  it  out  today  at  www.ondemandinc.com,  or  call  us  at  1.877.937.3239. 
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for  payback  in  less  than  two 
years,  based  on  a  50%  reduc- 
tion in  its  ordering  staff  along 
with  increased  sales  resulting 
from  service  improvements. 

That's  fine  for  complex 
retail  sales,  but  what  about 
reseller  channels  typically 
found  in  the  high-tech  indus- 
try? Consider  Tivoli,  a 
software  company  intent  on 
making  it  easier  for  channel 
partners  to  do  business.  An 
independent  division  of  IBM, 
Tivoli  specializes  in  data  stor- 
age systems  for  routine  backup 
as  well  as  disaster  recovery. 
The  company  takes  a  consulta- 
tive approach  to  sales,  carefully 
evaluating  customer  require- 


PRM  is  very  much  a  part  of  the  overall  CRM  framework  which 

should  support  employees,  customers  and  partners. 


ments,  then  proposing  an  end-to-end  solution 
that  delivers  the  best  return  on  investment. 

"Customer  needs  are  changing  and  there  is 
more  specialization  in  the  market,"  said  George 
Mele,  director  of  worldwide  storage  manage- 
ment sales.  "The  VARs  [Value  Added  Resellers] 
we  work  with  must  do  more  than  provide  access 
to  the  product.  Therefore,  it's  important  for  us 
to  select  the  right  partners,  keep  them  trained, 
and  deliver  the  information  they  need."  Tivoli 
selected  a  PRM  "channel  portal"  solution  to 
provide  a  more  intuitive  way  for  users  to  find 
information  based  on 
their  specific  needs. 
"The  theory  is,  the 
easier  the  system  is  to 
use,  the  more  hits 
there  will  be.  Easier  to 
use  means  easier  to  do 
business  with.  Business 
should  grow  as  a 
result,  as  the  good 
word-of-mouth 
attracts  other  VARs." 


PRM  is  spreading  to  many  other  industrie^ 
too,  including  telecommunications.  From  its 
distant  roots  as  a  rural  telephone  company  in 
turn-of-the-century  Kansas,  Sprint  has  grown! 
and  evolved  into  a  world  leader  in  telecom- 
munications, capable  of  providing  leading-edj. 
digital  voice  and  data  services  on  a  local, 
national  or  global  basis.  The  Kansas  City, 
Missouri-based  corporation  places  particular 
emphasis  on  integrated  business  commun- 
ications solutions.  "We're  selling  the  total 
end-to-end  package,"  said  Kim  McMinn,  seni(] 
director  of  distributor  marketing  for  the  Spnnl 
Business  division.  "That  means  we  must  reachl 
all  department  heads,  not  just  IT." 

For  a  number  of  years,  Sprint  has  been  usir 
channel  partners  to  help  open  new  markets  bul 
found  it  difficult  to  coordinate  the  channel's 
sales  efforts.  "Basically,  we  had  no  database  of  I 
partner  information.  We  couldn't  profde  theml 

couldn't  track 
their  activities 
and  couldn't  ge 
timely  feedback 
on  the  effectivel 
ness  of  our 
programs."  Sprint  Business  implemented  a  P 
system  to  consolidate  partner  information  and 
help  manage  marketing  information  and  incen 
tive  programs.  Kim  said  that  the  company 
expects  to  see  gains  in  revenue  brought  about  bl 
the  increased  integration  of  field  sales  activities 
with  Sprint  Business'  lead-generation  programs 
plus  the  generally  greater  ease  of  doing  busines 

As  mentioned  earlier,  PRM  is  very  much 
a  part  of  the  overall  CRM  framework  which 
should  support  employees,  customers,  and  part- 
ners. As  one  of  the  more  recent  developments  i 
the  CRM  market,  it's 
not  surprising  that 
many  of  the  initial 
PRM  systems  are  bein 
provided  by  startups 
specializing  in  this 
niche.  However,  CRM 
market  leaders  are 
increasingly  offering 
PRM  capabilities  as 
part  of  multi-channel 
software  suites. 
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The  Quadstone  System  is  unique,  powerful  software  that  lets  marketers  predict  customer  activity 
by  identifying  hidden  behavior.  It  combines  information  from  all  channels  of  the  enterprise  — 
including  the  Web  —  to  provide  complete,  highly  visual  models  for  taking 
targeted  action  in  real  time.  The  Quadstone  System  has  been  proven  at 
leading  global  companies.  Featuring  an  open  architecture,  it  can  be 
implemented  within  a  week  and  deliver  results  in  minutes  To  learn    QUADSTONE 
more,  call  us  at  1-800-821-80}!  or  visit  www.Quadstone.com.        the  predictive  marketing  software 


Special     Advertising     Section 


CUSTOMER 

RELATIONSHIP 

MANAGEMENT 

The  Future  of  CRM 

In  just  a  few  years  Customer  Relationship  Management  has 
emerged  as  a  powerful  business  trend.  However,  the  best  is  yet 
to  come.  Recently  the  Internet  portal  CRAIGuru.com  hosted 
an  online  panel  discussion  featuring  four  distinguished  CRM  experts 
debating  the  future  of  CRM.  Speaking  of  trends  and  challenges 
ahead,  they  agreed  that  CRM  is  here  to  stay  but  will  evolve. 

Erin  Kinikin,  vice  president  of  CRM  for 
Giga  Information  Group  set  the  tone  echoed  by 
other  participants  by  saying  "CRM  is  one  of  the 
most  dramatic,  fundamental  changes  in  the 
history  of  business."  High-Yield  Marketing's 
Dick  Lee  agreed:  "CRM  is  fundamentally  the 
expression  of  the  customer-centric  business 
philosophy.  It's  how  you  respond  to  the  fact  that 
customers  are  now  the  drivers  in  our  economy." 

Insight  Technology  Group  just  finished  its 
annual  state  of  the  CRM  marketplace  review, 

and  managing 
partner  Jim  Dickie 
sees  major  changes. 
"A  major  West 
Coast  financial 
institution  is  realiz- 
ing that  you've 
got  to  sell  the  way 
customers  want  to 
buy.  Lee  traces  the 
rise  of  customer 
power — concurrent 
with  "what  we  now 
call  CRM"— from 
the  early  80s,  "when 
the  supply  and 
demand  curves  in 
our  economy  really 
started  switching 
over  from  being  a 
predominately  seller- 
driven  economy  to 
a  predominately 


buyer-driven  economy."  It  started  that  long  age 
Well,  Lee  admits,  "it  took  us  a  lot  of  time  to 
respond  to  it  because  basically  business  didn't 
want  to  do  business  the  customer  way,  and 
customers  have  finally  forced  the  issue." 

Liz  Shahnam  of  Meta  Group  was  blunt  abc 
the  importance  of  customer  touch  points:  "CI 
projects  that  don't  integrate  customer  touch 
points  are  destined  for  abject  failure."  Dickie's 
West  Coast  financial  firm  recently  did  a  direct 
mail  campaign  that  invites  people  to  respond 
way  they  like,  be  it  via  the  company  Web  site, 
call  center,  branch  office  or  whatever,  "but 
wherever  they  come  in,  that  information  is 
shared  with  the  rest  of  the  sites.  You  don't  war 
customers  knowing  things  their  account  manag^ 
don't  know." 

Vertical  solutions  are  another  hot  trend. 
"We're  approaching  the  end  of  the  one  size  fitsj 
all  CRM  market,  and  entering  an  age  of  vertica 
ization  and  specialization,"  Kinikin  says.  "Therl 
are  different  types  of  customers,  different  typesl 
of  business  models  and  selling  strategies,  and 
over  time  there  will  be  different  CRM  softwarel 
to  support  these  different  models."  Dickie 
agrees:  "What  you  had  in  the  past  was  companid 
developing  a  tool  set,  and  saying  go  and  cus- 
tomize it  for  your  industry.  But  now  you  have 
vendors  coming  into  the  market  saying  they  will 


We're  approaching  the  end  of  the  one  size  fits  all  CRM  market,  and 

entering  an  age  of  verticalization  and  specialization 
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Boom!  Just  when  you  thought  that  your  company's 
information  systems  couldn't  get  any  more  com- 
plicated, along  comes  the  e-commerce  revolution. 
And,  with  it,  an  explosion  of  new  data  about  online 
customers  and  supply  chains.  As  the  world  leader 
i  e-Intelligence,  SAS  trans- 
:  knowledge  you  need, 
optimize  customer  and  supplier  relationships. 

)rtunities  for  cross-selling  and 
enhancing  customer  loyalty.  Ultimately,  making 
:rce  operation  an  e-profit  machine. 
For  more  details  on  e-Intelligence  solutions  from 
SAS,  call  1-9 19-677-8200  or  stop  bywww.sas.com. 
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CUSTOMER 

RELATIONSHIP 

MANAGEMENT 


CRM  is  a  journey,  not  a  destination,  and  customers  have  their 

hands  on  the  roadmap  and  the  steering  wheel. 


give  you  a  1 10  percent  solution  for  a  specific 
vertical."  Shahnam  went  so  far  as  to  predict  that 
in  a  few  years,  "there  will  be  no  horizontal  or 
generic  CRM." 

Most  panelists  saw  increased  functionality  in 
CRM  suites  coming  soon,  even  as  functions 
associated  with  CRM  are  cropping  up  elsewhere. 
Dickie  sees  it  as  an  efficient  versus  effective 


issue:  "A  lot  of  the  stuff  we've  done  has  been 
focused  on  efficiency,  like  giving  the  sales  re]    ; 
more  time  to  make  average  sales  calls.  We're 
realizing  the  issue  is  really  effectiveness.  I  neec 
average  rep  to  make  great  calls.  I  need  my  av 
age  service  person  to  make  great  service  calls 
CRM  customers  are  also  demanding  mon 
and  more  knowledge  management  functiona 
"Essentially,  in  the  eBusiness  economy,  you  r 
to  deliver  customer  organizational  knowledge  * 
demand,  anytime  anywhere,"  Kinikin  said 
"We're  seeing  a  push  to  a  lot  more  functiona    ^y 
being  put  into  the  CRM  tools  themselves," 
agrees  Dickie.  "Lead  tracking  systems  are  gre 
but  what  I  really  want  now  is  knowledge  mam  M^ 
ment  systems,  sales  coaching  systems,  and 
service  intelligence  systems  to  help  take  the 

next  step." 

In  short,  th 
future  of  CRA 
bright  indeed 
CRM  will  be- 
come deeply 
ingrained  as  a  business  strategy  for  most  com 
panies.  Technology  will  evolve  while  technic 
and  organizational  challenges  are  overcome 
Much  will  change  in  the  years  ahead,  but  on 
thing  is  certain:  CRM  is  a  journey,  not  a 
destination,  and  customers  have  their  hands  c 
the  road  map  and  the  steering  wheel.  The  res 
is  up  to  you.  Are  you  ready? 
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100-540-6061 
v.  firstwave.net 


100%  web-based  CRM  gives  you  what  you  need  to  know.  When  you  need  to  know  it. 

Secure,  seamless.  And  implemented  before  lunch. 

Convert  prospects  to  lifetime  customers 

while  your  competition  is  sitting  still. 

Only  from  Krstwave 


ftrstwave 

e    volve    usiness  nternet  ime 


Win  a  free  registration  to  the  CRM  conference  of  your  choice,  www.firstwave.net/paymyway  for  more  details. 
Selected  "Best  Internet-Based  CRM  Solution"  by  the  Denali  Group,  a  leading  industry  analyst* 
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1SKY 


Because  in  cyberspace  no 
one  can  hear  your  customers  scream. 


When  online  customers  are  unhappy,  they  don't  always  tell  you. 
They  just  click  away  to  a  competitor.  Online  retailers  know 
customer  retention  is  critical  to  profitability,  so  you  need  a 
way  to  reliably  manage  your  customer's  experience. 
That's  where  outsourcing  your  customer  care  to 
i'SKY  can  make  all  the  difference. 

i'SKY  is  a  complete  multi-channel  customer  care  service. 
At  fSKY  we  provide  highly  trained,  highly  motivated 
customer  care  associates  who  work  with  your  customers  in 


*  C^ir°. 


f«£D   B~< 


real  time,  through  voice  over  IR  online  text  chat,  online  shared 
data  forms,  as  well  as  telephone  and  e-mail.  This  individual 
attention  and  rapid  response  capability  helps  build 
customer  loyalty... and  profits. 

With  over  15  years'  experience,  i'SKY  is  the  undisputed 
expert  in  customer  care.  Don't  let  your  customers 
click  away  —  keep  them  connected  with  i'SKY. 
Contact  iSKY  by  phone  800-351-5055,  ext.  6236, 
e-mail  customercare@isky.com  or  on  the  Web  at  www.isky.com. 
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Real-Time  Customer  Care 


evelopments  to  Watch 


ED  BY  NEIL  GROSS 


IMAGES 
\T  YOU  CAN 
EP INTO 

1;  TENTACLES,  SPEARS,  ROCKS, 
;other  objects  that  jut  out 
ou  in  3-D  imax  theaters 
'  first-rate  illusions.  But 
■spectacle  is  canned  and 
,vs  less  realistic  if  you 
e  around  the  theater.  You 
exactly  the  same  image 
urdless  of  where  you  sit. 
I  you  can't  interact  with 
objects. 

fhere  are  no  such  con- 
ints  in  a  new  virtual-real- 
theater  at  Iowa  State  Uni- 
«ity.  You  can  walk  around 
•D  simulation  of  a  torna- 
for  example,  view  it  from 
sides,  and  even  step  inside, 
his  lOxlOxlO-foot  wireless 
ironment,  a  computer  gen- 
;es  the  pictures,  which  are 
jected  on  all  four  walls,  the 
r,  and  the  ceiling.  The  im- 
s  on  these  panels  serve  as 
kdrops  for  3-D  objects  that 
serialize  in  space, 
jike  imax  theaters,  this 
•  creates  3-D  objects  by 
jecting  separate  images 
the  right  and  left  lenses 
;he  virtual  reality  goggles 
t  each  visitor  wears.  But 
•e,  the  VR  environment 
cks  you  in  real  time  by 
ans  of  sensors  on  the  gog- 
s,  which  interact  with  the 
;ater's  pulsed  magnetic 
d.  The  computer  knows 
ere  you  are  looking,  and 
lors  your  view  of  the 
rid.  d 


ARE  THOSE  TEETH 
GROWING  IN 
THAT  PETRI  DISH? 

here's  a  reason  to  smile: 
Researchers  at  the  Uni- 
versity of  Texas  Health  Sci- 
ence Center  in  San  Antonio 
are  learning  how  to  grow 
teeth  from  just  a  few  spe- 
cialized cells.  Ultimately, 
they  hope  to  hijack  the 
genes  involved  in  tooth  for- 
mation to  regrow  lost  or  dis- 
eased molars  and  incisors 
precisely  at  the  spot  in  the 
mouth  where 
they  belong.  Al- 
though it  could 
be  20  years  be- 
fore such  high- 
tech  dentistry  be- 
comes a  reality, 
preliminary  ex- 
periments have 
already  yielded 
some  exciting  results:  teeth 
grown  in  a  lab  dish. 

About  113  million  Ameri- 
can adults  are  missing  at 
least  one  tooth.  An  addition- 
al 19  million  have  no  teeth 
at  all.  To  help  such  patients, 
dentists  typically  make  re- 
placement teeth  out  of  porce- 
lain or  amalgam — a  mixture 
of  silver,   tin,   copper,   and 


mercury  Although  these  ma- 
terials m;ike  good  stopgaps, 
they  are  generally  not  as 
durable  as  the  bone  that 
makes  up  natural  teeth.  The 
materials  can  also  result  in 
inflammation  or  infection  at 
the  implantation  site.  And,  in 
most  cases,  the  patient  must 
submit  to  tedious  and  costly 
procedures. 

As  proposed  by  Mary 
MacDougall,  the  lead  "tooth 
fairy,"  tooth  regrowth  would 
bypass  all  that.  She  has  en- 
gineered mouse  and  human 
cells  to  make  the  hard,  min- 


eralized tissues  of  the  teeth, 
including  dentin  and  enam- 
el. By  adding  chemicals 
that  stimulate  tooth  forma- 
tion to  dishes  of  these 
specialized  cells,  she  has 
grown  a  garden  of  mouse 
teeth  in  the  laboratory.  Mac- 
Dougall is  currently  trying 
to  repeat  the  work  with  hu- 
man teeth.       Ellen  Licking 


INNOVATIONS 


■  Individuals  with  obstruc- 
tive sleep  apnea  almost  never 
get  a  good  night's  rest.  Sev- 
eral times  every  night  they 
stop  breathing  for  a  few  sec- 
onds and  then  wake  up  with 
a  loud  snore.  A  drastic  but 
effective  treatment  option  is 
a  tracheotomy,  which  requires 
cutting  a  quarter-size  hole  in 
the  patient's  neck.  But  a  re- 
port published  in  the  June  is- 
sue of  the  American  Journal 
of  Respiratory  and  Critical 
Care  Medicine  provides  hope 
for  a  more  tolerable  therapy. 
In  their  study,  researchers 
from  Johns  ^Hopkins  Univer- 
sity in  Baltimore  show  that  a 
tiny  opening — about  a  tenth 
of  an  inch  wide — can  work 
just  as  well  as  a  larger  hole  if 


it  is  combined  with  a  device 
to  monitor  air  flow. 
■  A  team  of  Spanish  re- 
searchers reports  in  the  June 
Nature  Biotechnology  that  it 
has  engineered  a  bacterium 
to  absorb  heavy  metals  such 
as  cadmium  from  soil.  To 
make  this  microbial  leech, 
the  scientists  plucked  a  pro- 
tein from  a  mouse  and 
plopped  it  into  a  soil-dwelling 
bug  called  Ralstonia  eu- 
tropha.  The  group  then  mea- 
sured the  bacteria's  ability  to 
clean  up  cadmium-contami- 
nated soil  in  a  tobacco  field. 
It  took  100  million  microbes 
to  restore  plant  growth  to  a 
state  that  was  13%  of  the 
level  found  in  clean  soil.  With 
a  little  tweaking,  the  re- 
searchers hope  to  improve 
their  results.    Ellen  Licking 


A  BRIDGE'  CHIP 
GIVES  INTEL 
ABLACKEYE 

CHIPMAKER  INTEL  CORP.  IS 

pulling  the  plug  on  an  en- 
gineering fiasco  that  has 
cost  it  $253  million  and 
produced  considerable  pub- 
lic embarrassment.  The 
company  is  abandoning  ef- 
forts to  fix  a  buggy  chip 
that  it  designed  to  trans- 
late between  two  different 
techniques  for  connecting 
computer  memory  to  mi- 
croprocessors. Instead,  In- 
tel is  telling  PC  makers 
that  they  have  to  use  just 
one  of  the  memory 
schemes,  a  speedy  technol- 
ogy from  Rambus  Corp. 

The  story  of  the  so- 
called  Memory  Translation 
Hub,  or  mth,  dates  back 
several  years.  Looking  to 
boost  the  performance  of 
PCs,  Intel  adopted  Ram- 
bus technology,  which 
links  processors  and  mem- 
ory at  four  times  the 
speed  of  other  approach- 
es. The  trouble  was  that 
chips  based  on  Rambus 
technology  were  expen- 
sive and  in  short  supply. 
When  PC  makers  balked, 
Intel  came  up  with  the 
mth  chip,  as  a  bridge  to 
older  memory  chips. 

Four  months  after  the 
translation  chip  started 
shipping  last  November, 
PC  makers  reported  fail- 
ures in  systems  using  it. 
The  cause  turned  out  to 
be  an  esoteric  bug  that  oc- 
curred only  under  rare 
conditions.  But  the  dam- 
age was  done:  About  one 
million  motherboards  had 
to  be  recalled.  And  a  new, 
low-cost  processor  code- 
named  Timna,  which  uses 
the  translation  capability, 
has  been  postponed  six 
months  until  2001.  Intel's 
financial  results  probably 
won't  suffer.  The  ehipmak- 
er's  bruised  ego  is  another 
matter.     Andy  Reinhardt 
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"While  anything  can  happen  to  alliances  in  the 
computer  industry,  it  would  seem  that  a  Sun|Netscape 
thoroughbred  —  iPlanet™—  is  the  horse  to  ride  if 
you  favor  Java™  technology  and  have  demanding 
Web  server  performance  requirements." 


internet.com,  May  11,  2000 


"iPlanet™  Application  Server  has  the 
best  security,  reliability,  scalability,  and 
management  functions." 


D.H.  Brown  Associates,  Inc.,  March,  2000 


"The  short  answer  on  performance  if  you 
care  about  how  fast  your  LDAP  directory  is, 
you  should  use  iPlanet's  Directory  Server.' 


Network  World,  May  15,  2000 


"iPlanet"  Calendar  Server  earned  a  score  of  Very 
Good  for  its  ease  of  installation  and  maintenance 
and  its  intuitive  Web-based  client.  Calendar  Server 
is  easy  to  install  and  maintain,  reducing  a  project's 
time  to  market  at  a  low  total  cost  of  ownership." 


InfoWorld,  May  8,  2000 


All  these  compliments 
are  making  us  turn  red. 


■Planet 

e-commerce  solutions 


A  Sun  |  Netscape  Alliance 


all  about  I  ces  and  par 


net.com/open 


Science  &  Technology 


TERNET 


DOMING  TO  A  CELL 
PHONE  NEAR  YOU . . . 

licketVideo  gives  Hollywood  an  entree  to  the  mobile  Net 


ver  three  decades,  Hollywood 
bungled  three  big  opportunities. 
In  the  '70s,  it  moved  slowly  on 
cable,  then  scrambled  to  catch  up 
!th  hbo.  Next,  without  a  fight,  it  sur- 
ldered  the  video-rental  market  to  the 
es  of  Blockbuster  Inc.  And  when  the 
jet  ballooned  into  a  global  medium, 
bllywood  blinked,  allowing  Yahoo!  Inc. 
.'d  America  Online  Inc.  to  build  the 
st  great  portals. 

Now,  the  mobile  Internet  is  taking 
ape,  and  nobody  is  blinking.  In  a  re- 
irkable  melee,  studio  executives  are 
ishing  and  shoving  with 
reless  carriers  and  hand- 
id-gadget  makers  for  a 
lece  of  a  tiny  San  Diego 
alif.)  startup  called  Packet- 
deo  Corp.  The  company 
us  nothing  to  show  but  an 
■jiy-stage  technique  for  de- 
/ering  pictures  to  cell 
lones  and  handheld  com- 
lters.  But  Packet  Video  has 
ready  attracted  about 
iO  million  in  backing  from 
>  media  companies,  includ- 
g  Sony  and  Time  Warner, 
ong  with  a  gaggle  of  de- 
ce  makers  and  telecom  in- 
vests. All  want  in  on  the 
round  floor  of  the  mobile 
'et.  "This  all  may  seem  a 

ttle  freaky  today,"  says  Ger- 

■f  Purdy,  ceo  of  Mobile  In- 

ights    Inc.,    a    market   re- 

earcher  in  Mountain  View, 

Jalif.  "But  believe  me,  in  a 

*w  years,  it's  coming." 
Mobile  Internet  services 

uch  as  text-based  chat  and 

Veb  surfing  account  for  a 

iny  part  of  cell-phone  use  in 

he  U.S.   today.   Forrester 

Research  Inc.  in  Cambridge, 

/lass.,  figures  revenue  from 

uch  data  services  will  be 

ust  $5.3  million  this  year. 

iut  the  total  should  swell  to 

learly  $4  billion  over  the 

lext  five  years,  it  predicts. 


To  drive  this  movement,  Packet  Video 
needs  some  compelling  applications.  And 
that's  a  tough  one.  Right  now,  its  sys- 
tem can  support  just  five  frames  of 
video  per  second — only  one-sixth  the 
rate  of  television.  Slow  means  choppy. 
And  it's  not  clear  what  people  will 
watch  on  phones — especially  when  they 
are  paying  dearly  for  each  megabyte. 

Packet  Video  says  that  the  first  likely 
applications  will  be  utilitarian.  People 
will  pay  to  view  traffic  at  specific  inter- 
sections, for  example.  And  parents  may 
pay  for  a  daytime  peek  at  their  babies, 


Bays  Robert  A.  Terc<  I    thi    comp 
programming  chiei  Cell  pi 
could  display  shol    froi  ii 

rooms.  Toddlerv  atch.com  plai     to  o 

such  a  service,  extending  on< 

ready  provides  to  daycare  <•'  nl 
the  Wet).  PacketVideo  figuri  peo- 

ple will  also  want  to  .-can  movie  and 
music  clips  before  ordering  tic 

songs.  And  sports  fanatic-  won't  mind 
watching  replays — even  scratchy  ones — 
on  cell  phones,  frame  by  frame. 

Entertainment  content  will  follow  as 
faster  third-generation,  or  "3G,"  cellular 
networks  are  deployed  over  the  next 
few  years.  But  don't  expect  a  rerun  of 
boob-tube  fare.  To  appeal  to  mobile 
viewers,  Warner  Bros.,  abc  News,  Uni- 
versal Studios,  and  others  will  have  to 
develop  original  short-form  content. 
AD  BLITZ.  They'll  have  commercial  in- 
centives to  do  so.  Advertisers  already 
see  a  gold  mine  in  the  mobile  Internet.  If 
just  a  couple  of  these  applications  take 
off,  advertisers  will  happily  bombard  mo- 
bile surfers  with  wireless  video  mes- 
sages, which  have  certain  advantages 
over  wired  e-mail  spam.  The  most  im- 


A  SNAPSHOT  OF  PACKETVIDEO 

Its  technology  allows  wireless  Internet  service  providers  to  zip  moving  pictures 
to  cellphones  and  handheld  computers 


HARDWARE  MAKERS 

Chip  and  equipment  gi- 
ants such  as  Intel,  Texas 
Instruments,  and  Nortel 
see  a  gold  mine  in  com- 
ponents for  wireless  de- 
vices and  infrastructure. 
Through  PacketVideo, 
they  have  a  say  in  the 
technology. 

MEDIA  COMPANIES 

In  the  first  Internet  wave, 
Time  Warner,  Sony, 
Reuters,  and  others  stood 
on  the  sidelines  while 
Yahoo!  and  AOL  became 
huge  portals.  On  the  new, 
wireless  Net,  they  want  to 
control  their  own  content. 

CARRIERS  NTT  DoCoMo, 
Sprint,  Vodafone,  and 
others  believe  that  the 
premiums  they  charge  on 
video  services  will  help 
pay  for  costly  upgrades  to 
their  networks.  They  hope 
PacketVideo  will  help 
popularize  these  services. 
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FREE 


CREDIT  REPORTS 


on 


12  Million  U.S.  Businesses 

@ 

businessCreditUSA.  com 

Includes:  Name,  Address,  Phone  &  Fax, 
Key  Executive(s),  #  Employees,  Sales  Volume, 
Lines  of  Business,  Years  in  Business  and  More. 
Visit  our  web  site  or  call  us  at  (888)  274-5325. 

An  i/i/bUSA  Company  -  (NASD:  IUSA) 
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Increase  your  hearing  range  by  a  factor  of  lOx,  and 
get  top-notcli  FM  stereo  reception  besides,  with. . . 

PowerVox  VII    (Hearing  Mate) 
with  included  FM  Stereo  Radio 


by  RodelVox    only  $49 


95* 


'"'But  read  this  ad  for  an  even  better  deal! 

The  instructions  of  PowerVox  VII  (Hearing  Mate)  caution  you  to 
have  the  control  on  "very  low"  when  you  first  try  it,  because 
this  instrument  is  truly  amazing  in  its  sound  amplification — up  to 
10-times  the  actual  level.  You  will  be  able  to  hear  a  pin  drop  10  feet 
away,  television,  the  movies,  and  the  theater  without  any  trouble, 

and  every  little  sound  in  your  surroundings.  A  walk  through  the  Mate)  does  for  hearing  what 
woods  will  let  you  listen  to  birds,  deer,  squirrels,  and  even  little  binoculars  do  for  seeing.  It  brings 


PowerVox  VII "  (Hearing 


rylhing  10-times  closer. 
PowerVox  VII '  is  not  a  medical 
hearing  device,  it  is  a  way  for  you 
to  experience  the  world  of  sound 
around  you — and  to  enjoy  out- 
standing FM  stereo  reception. 


crawly  things.  Tired  of  listening  to  the  world  or  to  people?  Simply 
push  the  blue  button  and  you  will  scan  your  choices  of  the  FM  sta- 
tions in  your  area,  in  truly  marvelous  stereo  fidelity.  PowerVox  VII™ 
(Hearing  Mate)  comes  with  belt/pocket  clip  and  two  AAA  batteries. 
We  are  the  exclusive  importers  of  RodelVox"'  electronic  instruments  and 
can  therefore  bring  you  this  breakthrough  product  for  just  $49.95.  But 
we  have  an  even  better  deal:  Buy  tivo  for  just  $99.90  and  we'll  send  you  a  third  one,  with  our  com- 
pliments— absolutely  FREE!  Hear  things  you've  never  heard  before  and  participate  in  conversation 
and  enjoy  the  movies  and  TV  as  you  haven't  for  a  long  time.  AND,  listen  to  a  first-class  FM  radio 
with  brilliant  tone  and  reception  as  a  "bonus"!  Order  your  PcaoerVox  VIT"  (Hearing  Mate)  today! 

You  may  order  by  toll-free  phone,  by  mail,  or  by  fax  and 
pay  by  check  or  Visa /MasterCard.  Please  give  order  num- 
ber #1076F681.  Add  $4.95  for  ship./ins.  and  sales  tax  for 
CA  delivery.  You  have  30-day  refund  and  one-year  war- 
ranty. We  do  not  refund  postage.  For  customer  service  or    „„., 

1  r        e>  2360  Third  St.,  San  Francisco,  CA  94107 

wholesale  information,  please  call  (415)  643-2810. 


©  Order  bxj  toll-free  phone:  (800)  797-7367  or  (fastest!)  by  fax:  (415)  643-2818  © 
Visit  our  website  at  www.haverhills.com 
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portant:  Marketers  can  tailor  their  a<  ■ 
the  user's  location,  which  cell  phones  I 
tinually  broadcast  to  the  network. 

Packet  Video's  cachet  rests  in  pow« 
technology  for  compressing  images  ■ 
coded  in  an  emerging  format  knowrB 
mpeg-4.  That  term  may  not  ring  a  belM 
day — but  neither  did  MP3  a  few  y« 
ago.  The  new  format  marries  the  \  1 
standard  used  for  dvd  with  some  til 
of  videoconferencing.  MPEG-4  makeH 
relatively  easy  to  strip  out  nonessenM 
parts  of  the  picture  so  that  video  lol 
its  best  whether  it  is  shipped  over  a  ■ 
network  or  a  slow  one.  Moreover,  mpm 
will  vastly  improve  the  quality  of  digB 
audio  sent  over  slow  networks. 

Wireless  carriers  are  counting  I 
wireless  multimedia  to  spawn  new    n 
vices  that  will  help  justify  the  billionsH 
dollars  needed   to  acquire  radio  spH 
trum  and  equipment.  About  eight    I 
ferent  carriers  have  tried  out  PackH 
Video's  technology,  including  SoneH 
Finland's  biggest  operator,  Sprint  in  tH 
U.  S.,  and  NTT  DoCoMo  in  Japan. 
REAL  RIVALS.  Telecom-equipment  ma 
ers  are  hot  on  the  new  technology.  SerM 
conductor  giants  Intel,  Texas  InstrB 
ments,    and    Qualcomm    were    earH 
investors  in  Packet  Video,  which  was  M 
founded  by  two  former  Motorola  execs  I 
1998.  Network  infrastructure  supplieB 
Nortel  and  Motorola  also  are  develo  I 
ing  switches  that  would  enable  intera  I 
tive  multimedia  over  wireless  network  I 

Packet  Video  has  grabbed'  the  ear  I 
lead  in  wireless  multimedia,  but  its  fi  I 
ture  is  far  from  assured.  Security  an  I 
privacy  concerns  could  limit  the  appe  I 
of  mobile  e-commerce  and  advertisinj  I 
And  Packet  Video  is  expected  to  fac 
formidable  competition  from  both  Re; 
Networks  Inc.  and  Microsoft  Corp. 

On  the  bright  side,  access  to  capits 
has  never  been  a  problem.  In  April, 
sharp  drop  in  tech  stocks  scotched  a 
IPO  that  might  have  netted  Packet  Vide 
$65  million.  But  now,  says  company  co 
founder  Jim  Carol:  "We're  talking  abou 
alliances  with  big  companies  that  wouk 
make  [$65  million]  pale  by  comparison.' 
Insiders  are  betting  on  aol  and  Time 
Warner,  which  has  already  committee 
about  $5  million.  The  media  giant  maj 
soon  up  its  stake.  It  might  also  develoi 
original  programming  and  set  up  a  net 
work  of  servers  that  users  can  dial  tc 
access  content  on  the  go.  One  way  or 
another,  Carol  is  counting  on  continued 
support  from  media  conglomerates  that 
won't  want  to  miss  the  boat.  And  he's 
right:  Three  missed  opportunities  are 
probably  enough. 

By  Steven  V.  Brull 
in  Santa  Monica,  Calif. 
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Introducing  Awards.com  -  the  easiest,  fastest  way  to  get  your  staff  psyched,  this  side  of  an 
IPO.  Awards.com's  selection  of  trophies,  plaques  and  awards  is  unmatched  anywhere,  on- 
or  offline.  Our  unique  TrophyBuilder"  lets  you  design  and  personalize  the  perfect  award, 
while  you  watch.  At  Awards.com,  you'll  also  find  a  full-range  of  promotional  products, 
motivational  tools  and  advice.  And  most  orders  are  shipped  in  3  days  or  less.  Log  on  to 
www.awards.com,  or  call  1-800-5- AWARDS.  It's  time  to  be  bullish  on  inspiration. 
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Open  For  Busines: 

The  100th  U.S.  Open  was  a  triumph  for  Tiger-and  Big  Bis 
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m  TOURNEY  TALK:  THE 
VIEW  FROM  WELLS 
FARGO'S  HOSPITALITY 
AREA.  TIGER  IN  LOVE 


Every  year,  Corporate 
America  descends  on 
the  U.  S.  Open  with 
no  purpose  other 
than  ensuring  that 
clients  have  a  smashing 
good  time. 

"It's  good  for  business,"  says 
Cheryl  Popp,  vice-president  for 
marketing  at  Credit  Suisse 
First  Boston  Technology  Group. 
"It's  client  schmoozing.  We  con- 
sider ourselves  the  premier 
technology  banking  firm,  and 
we  want  to  treat  people  right." 

Certainly,  few  of  the  corpo- 
rate guests  who  were  witness 
to  the  100th  U.  S.  Open  at  Peb- 
ble Beach  will  be  complaining 
that  they  didn't  get  treated 
right.  Most  of  them  went  home 


Photographs  by 

Tony  Roberts  Photography 

Text  by  John  Strege 
of  Golf  Digest 

Photo  Editing  by  Scott  Mlyn 
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SEA  SHOT:  FOR 
TIGER,  IT  WAS  A  DAY 
AT  THE  BEACH 
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■  FORE!  PLAYING 
THROUGH  THE  BUFFET 
TABLE  AT  ONE  OF  THE 
MANY  GROANING  BOARDS 


■  SCHMOOZATHON: 
CREDIT  SUISSE  EXECS 
AND  GUESTS  GET  LOOSE 


happy,  having  witnessed  golf 
history  in  the  making. 

And  their  Big  Business  hosts 
must  have  been  slapping  them- 
selves on  the  back  for  taking 
part  in  a  tournament  that  de- 
livered an  awe-inspiring  perfor- 
mance by  the  hottest  hands  to 
hold  a  7-iron  since  the  heydays 


of  Arnold  Palmer  and  Jack 
Nicklaus.  With  some  53  millior 
TV  viewers  watching  on  Satur 
day  and  Sunday,  Tiger  Woods 
shot  a  12-under-par  272,  finish 
ing  15  strokes  ahead  of  his 
closest  competitor  in  a  field 
that  included  the  world's  top 
golfers.  On  an  early  summer 
weekend  blasting  balls  by  the 
Pacific,  he  was  untouchable. 
If  the  golf  was  priceless,  yot 


1  10  BUSINESS  WEEK  /  JULY  3,  2000 


$9.95  WILL  BUY 
YOU  A  CHEESE 
PIZZA.  A  T-SHIRT. 
3.8  CUBIC  FEET 
OF  PEAT  MOSS. 


OR  A  FIRST  CLASS 
WEB  SITE  FOR 
YOUR  BUSINESS. 


CREATE  YOUR   OWN  WEB   SITE,    RISK-FREE   FOR   3o   DAYS. 

ifou  want  a  professionally  designed  web  site  for  your  business.  But  you  don't  want  to  pay  through  the  nose 
or  it.  ImageCafe  from  Network  Solutions*  can  help.  Just  log  on  to  www.imagecafe.com/biz.  Select  the  look, 
graphics  and  colors  you  want  from  our  extensive  library  of  web  site  designs.  You  can  even  use  your  own 
canned  images,  if  you  like.  Completely  risk  free  for  the  first  thirty  days.  Then,  pricing  starts  as  low  as  $9-95  a 
month.  Hosting  and  free  customer  support  are  included.  So  go  ahead  and  get  your  business  online  today. 


www.  imagecafe  .  com/biz 


iima 


from  NETWORK  SOLUTIONS 

)00  Network  Solutions,  In.    Network  Solutions  and  Image*  iafc  ire  regiat<  red  trademarks    ■  d  Netw<  >i  k  Solutions,  Inc.  All  rights  reserved    Perms  and  conditions  ippl)    Se<  wel 
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"SOCIAL  SHOTGUN" 
RUBBING  SHOULDERS 
SPANISH  BAY 
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■  IS  EVERYBODY  HAPPY? 
FRANK  QUATTRONE  OF 
CSFB  (IN  SUNGLASSES) 
PLAYS  HOST 
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still  had  to  pay  to  watch  Tiger 
play.  At  Pebble  Beach,  the  cost 
of  doing  business  for  America's 
businesses  began  at  $100,000 
and  escalated  rapidly.  The  Peb- 
ble Beach  Co.  sold  184  hospital- 
ity packages,  including  64  tent 
and  specialty  packages.  Among 
the  big  names  showing  their 


corporate  colors  were  Coca- 
Cola,  EMC,  Lucent  Technologies, 
Hewlett-Packard,  Nortel  Net- 
works, and  Visa  International. 
The  manner  in  which  Credit 
Suisse  First  Boston  entertained 
was  typical.  It  brought  in  70  of 
its  top  clients  or  potential 
clients  and  pampered  them  . 
with  lodging  and  a  hospitality 
suite  featuring  an  open  bar  and 
buffet  from  dawn  to  dusk.  Tee 
times  at  other  Pebble  Beach 


UP,  UP,  YES? 
COMPAQ  CEO  MIKE 
CAPELLAS  LOOKING 
FOR  SATISFACTION 


in. 


m 
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"You're  right,  honey. 
You  should  go  play  poker  all  night  with  your  friends.' 


"Why,  as  a  matter  of  fact, 
we  do  have  box  seats  available  for  tonight's  playoff  game.' 


'Sure,  dear,  here's  the  remote.  Put  on  whatever  you  want.' 


Life's  a  lot  easier  when  the  answer  is  yes. 


dw  says  "Yes"  to  more  shipping  needs  than  anyone  because 

lave  the  widest  portfolio  of  services  in  the  industry. 

ct  Express"-  expedited,  time-definite  air  and  ground  service 

a  100%  Satisfaction  Guarantee. 

Me  Delivery-  guaranteed  service  with  24/7  constant  monitoring 

proactive  notification. 

idard  Ground -the  fastest,  most  reliable  ground  service  with 

e  direct  points  than  any  other  carrier. 

6a/ -fully  integrated  international  air,  ocean  and  land  solutions. 


(Official  Transportation  Supplier  to  the  U.S.  Swim  Team 
i — 


©  2000  Yellow  Freight  System.  Inc  All  Rights  Reserved. 


Add  our  world-class  customer  service  centers  and  state-of-the-art 
web  site  featuring  My  Yellow  -  with  rating  and  tracking  services 
that  keep  you  in  the  loop  every  second  of  the  way.  So,  no  matter 
where,  when  or  how  you  need  something  shipped,  you  know 
what  our  answer  will  be. 


1-800-610-6500   www.yellowfreight.com 


YELLOW 

YES  WE  CAN. 


A  new  way  of  thinking  about  life  scien 
From  treating  illnesses  to  curing  diseas 


Every  doctor  wants  to  help  patients  get  well  fast.  Bi 
of  the  major  successes  in  pharmaceutical  research,  there  are  still  many  diseases  for  which  doctors  have  no  effective  tre 
cure.  At  Aventis,  we  are  developing  pharmaceuticals  that  will  enable  doctors  to  treat  diseases  more  effectively.  At  the's 
we're  working  on  a  better  understanding  of  what  causes  major  diseases  in  order  to  develop  pharmaceuticals  to  cure  them 


Aventis 


Our  challenge  is  life. 


-«■-» . :    -^ 


Aventis  SA,  Strasbourg,  www.aventis.com 
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SCOn'S  PLACE: 
McNEALY'S  HOME  ON  THE 
16TH  FAIRWAY 
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Co.  courses,  including  Spanish 
Bay  and  Spyglass  Hill,  were 
reserved  for  Credit  Suisse 
clients,  who  each  night  were 
taken  to  dinner  at  a  different 
spot.  Other  entertaining  was 
done  by  Frank  Quattrone,  man- 
aging director  of  CSFB  Technol- 
ogy Group  and  the  lucky  owner 
of  a  house  on  the  14th  fairway. 

Willie  Sutton  once  said  he 
robbed  banks  because  that's 
where  the  money  was.  And  ac- 
cording to  Visa  usa,  the  Pebble 
Beach  area  is  where  the  money 
Wc  s  during  the  June  12-18 
Ope,  :  Almost  $10  million  was 
spent  on  Visa  transactions  in 
nearby  'ommunities. 


■  MONEY  AND  TRADITION: 
THE  SIGN  AND  THE 
HEROIC  SCULPTURE  KIND 
OF  SAY  IT  ALL 
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have  to  hear  "Til  get  back  to  you"  a 


Seamless  integration.  It  means  your  employees  can  access 

customers'  data  Immediately.  And  give  them  the  right  answers  qu.k., 

^mwno  irm's  leadership  in  e-business  solutions  with 
„-s  .us,  par,  of  wna,  happens  when  you  «»*^'J^Pil  e.cuslomer  re,a,ionsh-ip  appfcatas 


A*M 


jason  becton,  busy  cus 
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customer  relationships 


1.888.917.8884       ibm-siebel.com 
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ging  a  European  e.biz 


BusinessWeek 


Presents: 


Europe 

14  September  2000 

The  Queen  Elizabeth  II 
Conference  Centre 


The  number  of  Europeans  racing  to 
the  Net  surged  100%  last  year.  European 
e-commerce  is  expected  to  skyrocket 
to  $178  billion  in  two  years.  Millions 
of  consumers  and  businesses  are  grasp- 
ing for  anytime/anywhere  access.  Europe 
is  clearly  on  the  bnnk  of  an  e-business 
revolution.  The  technology  is  here.  The 
major  players  are  poised  and  ready.  Is 
Europe  the  New  e-World? 

Find  out  how  the  Net  Epoque  will 
unfold  at  Business  Week's  acclaimed 
e.biz  Live  conference  in  London.  We 
will  convene  a  who's  who  of  visionaries. 


London,  U.K. 

technologists,  financiers,  and  practitioners  who  are  creating  the  new 
digital  economy  here  in  Europe.  This  hands-on,  strategic  conference  is 
a  unique  opportunity  for  you  to  interact  with  the  pacesetters  of  e-business 
to  formulate  bolder,  better  and  smarter  strategies.  So  don't  miss  out  as 
we  explore  the  real-world  solutions  to  issues  every  successful  business 
must  master  in  order  to  achieve  long-term  growth  in  the  years  to  come. 
Only  a  limited  number  of  senior  executives  and  VIPs  will  be  able  to 
take  part.  Reserve  your  space  early. 

Go  to:  http://conferences.businessweek.cowi/2000/ebiz4 

e-mail:  ebiz@cadogan-conf.co.uk 

In  the  U.K.  Phone:  +44  (0)  207  493  2228 

In  the  U.S.A.  Phone:  +1  (212)  512  2184 


Keynoters 


Peter  Cochrane 

Author,  Tips  for  Time  Travelers 

Chief  Technologist, 

British  Telecommunications 


9 


Nicholas  Negroponte 

Author,  Being  Digital 
Founder  and  Director, 
Media  Lab,  Massachusetts 
Institute  of  Technology 


Additional  Confirmed  Speakers 

Nikki  Beckett,  CEO,  NSB  Retail  Systems  pic  ■  Thomas  Beergrehn,  CEO, 
eu-supply.com  •  Robert  Bonnier,  CEO,  Scoot.com  •  Gerald  Brady,  Head  of 
E-business  Investing,  3i  Group  pic  •  Rodolfo  De  Benedetti,  CEO,  Cirlab! 
Phillip  Letts,  Chairman  and  CEO,  Beenz.com,  Inc.  ■  Robert  Lloyd, President 
of  Enterprise,  Cisco  Systems  EMEA  •  Mike  Lynch,  Managing  Director  and 
CEO,  Autonomy  Corporation  pic  •  Clive  Pedder,  Executive  Vice  President, 
Easdaq  •  Ernesto  Schmitt,  Chairman  and  President,  Peoplesound.com 
Francis  Veldeman,  Vice  President,  EMEA,  Oracle  Corporation 
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Marketing 


DEPARTMENT  STORES 


STILL  SEEKING 
SYNERGY  AT  SAKS 


By  buying  Saks  Fifth 
Avenue,  critics  say,  Brad 
Martin  may  have  bitten  off 
more  than  he  can  chew 

He's  something  of  an  accidental  re- 
tail magnate.  In  1984,  when  R. 
Brad  Martin  was  a  Tennessee  real 
estate  developer  and  longtime 
state  legislator,  he  bought  Proffitt's  Inc., 
a  chain  of  five  local  department  stores, 
mostly  because  Martin  was  convinced 
the  real  estate  was  worth  as  much  as 
the  stores.  But  after  the  CEO  retired, 
Martin  was  thrust  into  the  job  and 
caught  the  retailing  bug.  And  in  the 
ensuing  years,  he  has  earned  a  reputa- 
tion as  a  savvy  dealmaker  with  a  thirst 
for  acquisitions — five  in  four  years,  in- 
cluding such  regional  chains  as  Carson 
Pirie  Scott,  Herberger's,  and  Parisian. 
Then,  two  years  ago,  Martin  took  his 
biggest  gamble  yet  with  the  $2.1  bil- 
lion purchase  of  the  venerable  but  trou- 
bled Saks  Fifth  Avenue  chain.  The  deal 
expanded  his  empire  to  359  stores  in 
39  states  and  thrust  Martin  from 
the  humble  ranks  of  middle-mar- 
ket department  stores  into  the 
international  fashion  scene.  Mar- 
tin's bet:  that  by  consolidating 
Saks's  back-office  functions  and 
investing  free  cash 
from  his  other 
chains,  he  could 
make  the  luxury 
icon  more  profitable. 
The  problem  is  that 
taking  on  Saks  Fifth 
Avenue  (sfa)  is 
proving  far  more  chal- 
lenging than  Martin 
had  bargained  for. 
While  concentrat- 
ing most  of  his  at- 
tention on  the 
Saks  luxury  stores, 
Martin's  Birming- 
ham (Ala.)-based 
conglomerate — which 
he  rechristened  Saks 
Inc. — has  mostly  strug- 
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gled.  Last  year,  Saks  earned  a  mere  $189 
million  on  $6.4  billion  in  sales,  less  than 
half  the  profits  the  company  made  in 
1998.  In  the  first  quarter  of  this  year, 
earnings  fell  19%  to  $32  million  though 
analysts  estimate  full-year  earnings  of 
$241  million.  As  a  result,  return  on  in- 
vestment is  4.7%,  well  below  the  industry 
average  of  13.2%,  says  Howard  David- 
owitz,  chairman  of  Davidowitz  &  Associ- 
ates Inc.,  a  retail  consulting  firm  based  in 
New  York.  Meanwhile,  rivals  from 
Neiman  Marcus  Group  to  Kohl's  Corp. 
have  been  enjoying  booming  sales.  "Saks, 
the  whole  company,  is  a  company  under 
stress,"  says  Davidowitz. 

With  two  years  under  his  belt,  Martin 
insists  that  big  improvements  are  at 
hand.  He's  introducing  new  proprietary 
clothing  lines  and,  to  make  sure  they 
sell,  he  has  promoted  Saks  veteran 
Christina  Johnson  to  chief  executive  of 
the  luxury  chain.  An  up-and-comer  at 
Saks  since  joining  the  company  in  1991, 
Johnson  is  a  well  known  merchandising 
and  operations  ace  within  the  industry. 
Even  before  she  took  over, 
though,      the 


R.  BRAD 
MARTIN 


CHRISTINA 
JOHNSON 


AGE  48 

FIRST  JOB  At  21,  was  the 

youngest  ever  elected  to  the 
Tennessee  House  of  Repre- 
sentatives. Served  five  terms 

CURRENT  JOB  Chairman 
and  CEO  of  Saks  Inc. 

HOW  HE  GOT  INTO 
RETAILING  Was  part 

\  of  a  group  that  in 
1984  acquired  Prof- 
fitt's Inc.,  then  a  chain 

of  five  department  stores 


>J 


AGE  48 

JOB  CEO,  Saks 
Fifth  Avenue,  a 
division  of  Saks 
Inc.,  since  February. 
First  woman  to  hold 
the  top  slot  at  Saks 

EXPERIENCE 

Twenty-seven  years 
retailing,  including 
17  at  Carson  Pirie 
Scott  and  Marshall 
Field's  and  9  at 
Saks 


Saks  team  had  been  working  to  get    still 
stores  in  better  shape.  Starting  in  1    pro! 
they  attacked  waste  in  back-office  o  kswi 
ations.  Credit-card  processing,  logisi  L 
and  legal  services  were  folded  into  iFai 
parent  company's  leaner  back-office    jstoni 
work,  generating  $75  million  in  savi  i  yoiii 
last  year.  The  upscale  departm  \m 
store's  freewheeling  army  of  buj  t  liii," 
was  reined  in  with  new  comper  u  spj 
tion  plans  that  tied  bonuses  to  ]  k  fo 
formance.  And  Martin  slashed  <  fesFi 
struction  costs  for  seven  new  £  |  >, 
stores  an  average  25%  eo  in 
using     the     purchas 
power  of  his  chain, 
taken  longer  to  get 
where  I  wanted, 
I'm  pleased  with 
progress,"  says  Mar 
So  far  this  year,  sai  r  w 
store  sales  are  up  in 
high  single  digits,  he  sa 
But  with  sfa  far  fr  y. 
fixed  even  as  new  proble 
crop  up  at  his  middle-marl 
chains,  critics  wonder  if  Mar 
and    his    retailing    savvy 
spread  too  thin.  "The  Saks 
quisition  really  hurt.  They  j 
weren't  quite  ready  for  it,"  si* 
Kenneth  Gassman,  a  retail  ai 
lyst  at  Davenport  &  Co.  Beyo  V 
back-office  bloat,  the  luxu 


in 


|ecai 
Safc 


r-: 


s  I  dot 


NOT  YOUR  MOTHERS  SAKS 

Since  acquiring  Saks  in  1998, 
ProffiM's,  mi  Alabama  retailer, 
has  attempted  to  preserve  the 
department  store's  tony  image 
while  building  out  other,  more 
budget-minded  chains.  Here's 
what's  behind  the  Saks  name  now: 

RETAIL  CHAINS  Saks  Inc.  oper- 
ates 359  department  stores  in 
39  states.  Saks  Fifth  Avenue  ac- 
counts for  40%  of  revenues.  Oth- 
er Saks  chains  include  Parisian, 
Proffitt's,  and  Carson  Pirie  Scott. 

E-COMMERCE  PLAYER  With  a 
strong  brand  and  solid  catalog 
business,  the  company  plans  to 
launch  saksfifthavenue.com  next 
month. 

INTERNATIONAL  PUSH  The  first 
non-U. S.  Saks  Fifth  Avenue  will 
open  its  doors  in  Riyadh,  Saudi 
Arabia,  next  year.  The 
store  represents  Saks 
Inc.'s  first  foray  into 
licensing. 


UPSCALE: 

Saks  may 
not  be  a 
good  fit 


jet  i  still  suffers  from  marketing  and 
n  1!  ;e  problems.  Until  recently,  few  con- 
?op  ons  were  made  to  regional  tastes — 
gist  >ame  merchandise  was  stocked  in  all 
ito  fes.  Far  worse,  the  chain  has  an  ag- 
ee  n  customer  base  and  holds  little  cachet 
avii  younger  shoppers.  "The  typical 
lira  3mer  is  a  well-heeled  woman  aged 
buy  i  o  60,"  says  Steven  Kernkraut,  an 
pen  vst  with  Bear  Stearns. 
top«E  FOCUSED."  Now,  the  task  of  pro- 
tic  lg  SFA  with  an  image  update  falls 
1 8  jly  to  Tina  Johnson,  who  took  over 
ft  E()  in  February.  The  first  woman 
m  Ad  that  job  at  Saks,  Johnson  previ- 
;."  v  held  posts  at  Carson  Pirie  Scott 
net  Marshall  Field's.  After  the  depar- 
1,  t  in  1997  of  Rose  Marie  Bravo,  John- 
!  i  became  the  likely  successor  to  long- 
larti  Saks  CEO  Philip  Miller.  As  part  of 
ai  f  grooming  of  Johnson,  Martin  and 
in  I  ?r  gave  her  increasing  responsibili- 
>fl  first  by  making  her  vice-chairman 
I'nlaks  in  1998  and  then  adding  chief 
He  lating  officer  duties  in  1999. 
larl  nder  Johnson,  SFA  will  get  a  series 
i[ar  3w  and  more  contemporary  private- 
j  i  clothing  lines.  Johnson  is  also  im- 
H ;  ng  more  discipline  on  SFA  buyers, 
,  ji  now  go  into  the  field  with  more  ad- 
's |-e  planning.  That  reduces  the  need 
lail'ostly  markdowns  later.  Vendors  are 
,vt  I  idy  noticing  the  change  in  attitude. 
k  ers,  for  instance,  are  ordering  "more 


focused"  selections,  says  Paul  Charron, 
chief  executive  of  Liz  Claiborne  Inc. 
Even  more  important,  he  says,  "they  are 
better  at  adhering  to  order  deadlines." 

In  another  attempt  to  become  more 
contemporary,  Saks  is  about  to  launch 
an  e-commerce  site  that  will  offer  shop- 
pers some  10,000  items.  The  company  is 
investing  $30  million  in  its  Internet  ven- 
ture in  hopes  of  building 
both  deeper  loyalty 
among  its  current  cus- 
tomers and  attracting 
new,  Web-savvy  follow- 
ers— especially  in  the 
markets  where  Saks  does 
not  have  stores.  Analysts 
applaud  the  moves,  pre- 
dicting that  sfa  will  post 
gains  at  stores  open  at 
least  one  year  of  about 
5%  this  year. 

But  just  as  SFA  may  be  getting  its  act 
together,  it  has  become  clear  that  Mar- 
tin's long-stable  department-store  base  is 
hitting  the  skids,  along  with  much  of 
the  department  store  industry.  Indeed, 
the  drop  in  first-quarter  earnings  was 
mostly  the  result  of  weakness  in  the 
women's-apparel  business  at  Saks  Inc.'s 
regional  retailers.  Chains  such  as 
Younkers  and  Herberger's  have  strag- 
gled to  handle  the  onslaught  of  aggres- 
sive rivals,  such  as  Kohl's,  which  has 
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gobbled    up    i 

and 

which  ha    lured 

gel  minded     hop] 

with     it  ■!<■<! 

clothing  department. 

Martin,  so  bu 
tending  to  the  job  of 
fixing  SFA,  is  only  just 
getting  around  to  ad- 
dressing the  problems 
at  the  other  chains. 
His  first  move  will  be 
to  give  the  chains 
more  private-label 
merchandise  in  an  at- 
tempt to  differentiate 
them  from  the  com- 
petition. In  addition 
to  that  push,  Martin 
has  appointed  a  new- 
executive  vice-presi- 
dent for  marketing. 
Martin  has  also  en- 
listed buyers  to  be  on 
the  lookout  for  new- 
suppliers  w-ho  can 
give  the  tired  stores 
some  hip  new  lines. 
"We  have  clearly 
been  too  reliant  on  a 
handful  of  vendors,"  Martin  says. 

Critics  say  Martin's  difficulties  are  big- 
ger than  just  vendor  choices.  The  prob- 
lem, they  say,  is  that  there  may  be  a 
lot  less  synergy  between  sfa  and  the 
rest  of  Saks 'Inc.  than  Martin  originally 
expected.  The  two  companies  don't  fit, 
says  retail  consultant  R.  Fulton  Mac- 
donald.  While  that  doesn't  mean  that 
Martin  can  never  make 
all  his  divisions  hum,  it 
certainly  will  take  longer 
than  everyone  had 
hoped.  "I  don't  expect 
great  things  from  sfa  in 
the  next  two  to  three 
years,"  says  Macdonald. 
Many  investors  aren't 
willing  to  w^ait  that  long. 
Saks  stock  now7  hovers 
around  10 — a  third  its 
value  a  year  ago  and 
close  to  its  52-week  low.  "We  lost  confi- 
dence in  their  ability  to  grow  at  20%  [in 
earnings  per  share],  which  was  our  orig- 
inal expectation,"  says  Matt  Brown,  man- 
ager of  Wilmington  Trust  Diversified  Eq- 
uity Fund,  which  sold  all  its  75,000  Saks 
Inc.  shares  last  August.  So  just  put  re- 
building credibility  with  Wall  Street  on 
Martin's  priority  list.  As  if  he  didn't  have 
enough  on  his  plate  already. 

By  Aisea  M.  PasciuU 
in  Birmingham.  Ala. 
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BEVERAGES 


FOR  COKE, 
LOCAL  IS  IT 

The  soda  giant  gives  its  Euro 
managers  marketing  freedom 

A  half-dozen  beanbag  chairs  lie  scat- 
tered around  the  floor.  A  Sony 
Playstation  dominates  one  wall, 
and  violet  lights  provide  the  feel  of  a 
discotheque.  Only  a  refrigerator  filled 
with  soft  drinks  hints  that  this  is  Coca- 
Cola  Co.'s  Belgian  headquarters.  "We 
call  it  our  brainstorm  factory,"  says 
Philiep  Dedrijvere,  a  khakis-clad  mar- 
keting director. 

Welcome  to  the  new  Coke.  Since  tak- 
ing the  helm  of  the  global  soda  giant 
last  December,  Coke's  new  chief  execu- 
tive, Douglas  N.  Daft,  has  moved  quick- 
ly to  loosen  up  the  company's  buttoned- 
down  bureaucracy.  Eager  to  break 
Coke's  two-year  run  of  disappointing 
profits,  which  led  to  the  ouster  of 
his  autocratic  predecessor,  M.  Douglas 
Ivester,  Daft  is  trying  to  free  the  muse 
in  thousands  of  local  managers,  such  as 
Dedrijvere.  Decisions  about  advertising, 
packaging,  even  products, 
will  no  longer  be  dictated 
out  of  Atlanta.  "We  used 
to  make  TV  commercials 
in  Atlanta  for  China,"  Daft 
recalled  in  an  interview 
earlier  this  year.  "That's 
not  appropriate." 
CRISIS   FALLOUT.   Europe 


of  Coke's  10  new  I 
pean  groups. 

And  while  Iveste 
monished  his  field  g 
als  to  push  the  comp 
four  core  brands — ( 
Cola,  Fanta,  Sprite. 
Diet  Coke— the 
teams  are  developin 
vors  with  distinctly 
ropean  appeal.  The  ' 
ish  division  has  corn* 
with  a  new  pear-flav 
drink  while  the  Gei 
operation  has  launch 
berry-flavored  Fanta 

What's  more,  C 
local  managers  ^ 
newfound  freedom  in 
they  market  these  j 
ucts.  Under  the 
regime,  headquar 
blocked  local  divis 
from  setting  up  their 
Web  sites.  "We  could 
use  the  corporate  Ii 
net  home  page,  an 
was     horrible,"     re 

PARIS:  Coke  offices  c 
now  sponsor  local  te 


IV 


Going  Native 


Coke's  plan  to  adapt  to  local  markets  has  already 
taken  root  in  Europe.  Here's  how  it  looks  so  far: 

LOCAL  MARKETING  In  Belgium,  Coke  hired 
6,000  workers  to  set  up  stands  outside  super- 
r~CokJs  7x-     markets  and  hand  out  free  samples  of  Coca-Cola. 

LOCAL  PRESS  Reporters  can  now  call  expanded 
communications  offices  in  separate  European 
countries  instead  of  Atlanta.  European  divisions 
are  also  setting  up  their  own  Web  sites. 


periments     in     localism. 
Daft,  who  made  a  name 
for  himself  at  Coke,  per- 
fecting this  local  approach 
in  Japan,  is  convinced  the 
practice        will        work 
throughout  the  company. 
So  far  in  Europe,  localism 
has  produced  everything 
from  fruit  sodas  to  super- 
market giveaways.  But, 
observers  say,  while  the  local  marketing 
efforts  have  improved  Coke's  reputation, 
sales  are  still  not  meeting  expectations. 
Truth  is,  localism  was  not  necessari- 
ly designed  to  debut  in  Europe.  But 
then  came  last  summer's  contamination 
scare  in  Belgium,  which  hammered 
sales  as  well  as  Coke's  reputation  with 
local  consumers.  "The  crisis  had  taught 
us  the  need  to  get  closer  to  local  con- 
sumers," says  Marc  Mathieu,  president 


LOCAL  FLAVOR  A  pear-flavored  drink  is  for  sale 
in  Turkey.  A  berry  drink  is  now  on  tap  in  Ger- 
many. In  Belgium,  Coke  managers  have  increased 
spending  on  a  local  sports  drink. 

DATA:  BUSINESS  WEEK 

of  Coca-Cola's  new  Benelux  and  France 
division. 

The  changes  already  are  evident 
across  the  key  European  division,  which 
produces  20%  of  Coke's  global  volume 
and  28%  of  its  profits.  After  long  having 
been  structured  as  a  single  division, 
Daft  has  now  broken  Europe  into  10 
different  geographic  groups.  European 
management  no  longer  is  dominated  by 
headquarters.  Non-Americans  now  run  9 


j  Benoit  Beaufils,  mar 
H  ing  director  for  Belg 
and  Luxembourg.  Now,  Beaufils  has 
veloped  a  Belgian  Web  site — trilin 
in  Dutch,  French,  and  English — w 
draws  more  than  3  million  hits  a  mo 

But  while  local  managers  may  r 
in  their  new  autonomy,  the  prog 
has  yet  to  produce  sales  gains.  I 
show  that  European  consumers  are 
angry  at  Coke  over  last  year's  cont 
ination  scare.  Still,  Coke's  compar; 
sales  slipped  1%  in  Europe  in  the  ; 
quarter. 

Even  so,  Sanford  C.  Bernstein  & 
analyst  Bill  Pecoriello  believes  the  i 
approach  will  pay  off.  He  expects  s 
on  the  Continent  to  climb  4%  this  y 
"This  is  the  right  strategy  for  Co] 
says  Pecoriello.  But  it  won't  be  e 
Marketing  experts  note  that  it's  h 
for  a  multinational  to  truly  go  nat 
McDonald's  Corp.  has  attempted 
paint  itself  as  a  local  company  in  Fra 
by  using  regional  products,  but  an 
French  farmers  have  been  unimpres; 

Coke  has  learned  the  hard  way  t 
once  you  break  a  bond  with  a  consur 
it's  hard  to  get  it  back.  "I'm  willing 
taste  other  products  now,"  says  Belg 
shopper  Janine  Laurent.  That  could 
all  the  opening  Coke's  rivals  need 

By  William  Echikson  in  Bruss 
and  Dean  Foust  in  Atlanta 
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iv<  your  B2B,  B2C  *t>d   bzE  soiv*«   ESR 


<«»>  DataChannel 

Information  in  motion. 


Everything  you  need  before 
you  even  need  it.  That's 
what  DataChannel  really  gives 
you.  And  it's  not  just  about 
access  to  data.  You  can 
review,  revise,  delete,  update  - 
anywhere,  anytime,  on  any 
device.  Which  means  your 
business  information  is  ajways 
current,  and  always  within 
reach.  So  what's  our  secret? 
We've  joined  forces  with 
ISOGEN  to  form  the  largest 
XML-based  EIP  solutions 
company  in  the  world, 
employing  some  of  the  top 
XML  developers  anywhere. 
We've  even  carved  out  our 
own  category,  Business  to 
Anyone  (or  B2A  for  those 
who  can't  stand  to  use 
complete  words  anymore). 
And  that's  just  the  beginning. 
To  get  a  glimpse  at  all  the 
future  holds,  go  to  our  web  site 
at  www.B2A.DataChannel.com. 
We  have  a  strong  feeling  you'll 
like  what  you  see. 


888-534-8352  J  www.B2A.DataChannel.com 


' 


GOING 
HOLLYWOO 


The  pieces  are  falling  into 
place  so  fast  that  Jean- 
Marie  Messier  can  hardly 
keep  up.  Leaping  into  his 
chauffeured  Renault,  the  43- 
year-old  chairman  and  chief 
executive  of  French  conglomerate 
Vivendi  speeds  to  a  Paris  hotel  to  meet 
Edgar  Bronfman  Jr.,  chief  executive 
of  entertainment  and  liquor  giant  Sea- 
gram Co.  The  directors  of  Vivendi  and 
French  pay-TV  company  Canal+  have 
just  voted  to  acquire  Seagram,  creating 
a  $55  billion-a-year  film,  television,  and 
telecom  behemoth  that  Messier  will 
head.  Now,  Seagram's  board  is  about  to 
sign  off  on  the  deal.  Over  the  next  24 
hours,  Messier  and  Bronfman  will  hop 
the  Concorde  from  Paris  to  New  York 
and  then  to  London  for  a  whirlwind 
of  press  and  investor  briefings.  "We've 
created  a  global  leader,"  Messier  says 
jubilantly,  relaxing  for  a  moment  in 
the  backseat  as  his  car  veers  through  the  darkening  Paris 
streets.  And,  adds  the  cherubic-looking  boss,  "we're  going  to 
make  the  Internet  swing." 

Headline-grabbing  deals;  negotiations  at  breakneck  speed; 
supersonic  travel;  big,  big  visions  of  the  Net — it's  all  pure 
Messier.  This  tycoon-in-the-making  is  a  driven,  hands-on 
manager,  a  relentless  dealmaker  who's  as  comfortable  on 
Wall  Street  as  in  his  sumptuous  office  overlooking  the  Arc 
de  Triomphe.  The  French  nickname  for  this  nonstop  exec 
says  it  all:  Jean  4M,  for  Jean-Marie  Messier,  Maitre  du 
Monde. 

Master  of  the  World.  Well,  that  is  stretching  things 
right  now.  But  this  guy  certainly  thinks  in  superlatives.  He 
has  cut  a  $34  billion,  all-stock  deal  that  in  size  and  transat- 
lantic significance  rivals  that  of  Daimler  Benz  and  Chrysler 
Corp.  Messier  is  determined  to  be  the  top  European  play- 
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Breathless 
briefings,  big 
headlines, 
grand  visions- 
will  the  Vivendi 
deal  live  up  to 
all  the  hype? 


Cover  Story 


er  in  the  fast-converging  world  o 

media,  telecom,  and  the  Net.  The 

gram  deal  is  probably  just  a  prelu 

even  bigger  adventures  in  the 

World:  There's  already  talk  Me 

would  back  a  possible  Barry  Dille 

to  buy  NBC  from  General  Electric 

Make  no  mistake:  Americans  wi 

hearing  plenty  more  from  this  da 

and  deeply  acquisitive  Frenchman. 

is  at  least  as  powerful  as  the  Presi 

or  Prime  Minister  of  France,"  : 

Pierre  Lellouche,  a  leading  memb< 

the  Gaullist  ruling  party. 

RIGHT  LITANY.  It's  very  impressive 

ready  Messier  knows  how  to  talk  li 

New  Economy  ceo.  He  and  his 

tenants — along  with  Bronfman- 

every  state-of-the-art  buzz  word  to 

scribe  the  deal:  Global.  Media  Cont 

Telecoms.  The  Net.  Wireless.  Va 

Creating.  "Our  goal  is  to  provide  v 

the  customer  needs  and  wants,  all  ( 

the  globe,  through  any  kind  of  technology,"  he  says. 

But  dig  a  little  deeper,  and  the  prospects  of  this  wc 
beating  combination  look  a  lot  murkier.  By  some  n 
sures,  what  Messier  is  doing  is  downright  scary:  Payir 
46%  premium  on  Seagram's  pre-bid  price  and  betting 
can  turn  a  hodgepodge  of  media  assets  into  Internet  g 
He  has  to  do  it  fast:  Buying  Seagram  is  just  the  do| 
payment  on  the  billions  and  billions  he  must  spen 
make  this  vision  click.  No  wonder  Vivendi  shares  h] 
dropped  almost  40%  from  their  six-month  high.  An 
Vivendi  stock  tumbles  further,  he'll  have  to  dole  out  e 
more  shares  to  the  Bronfmans  and  other  Seagram  sh; 
holders  to  deliver  on  the  pre-arranged  price.  Adding  to 
uncertainty,  the  Seagram  deal  calls  for  former  ceo  Br< 
man  to  stay  on  as  vice-chairman,  overseeing  Vivendi  I 
versal's  music  and  Internet  businesses.  It  remains  to 


t 
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MESSIERS 
MASTER  PLAN 

■  "  I    |,  ^ 

CRITICAL  MASS  Combining 
Vivendi's  Canak  pay-TV 
operations  with  Univer- 
sal^ film  &  music  units 
produces  a  global  Top 
Five  media  company. 

A  GLOBAL  NET  PLAY  Vivendi's 
Vizzavi  portal  is  the  start 
of  an  Internet  strategy  to 
deliver  music,  games, 
information,  and  spin- 
offs from  programming 
to  European  clients  via 
PCs,  cell  phones,  and 
digital  television. 

CROSS-FERTILIZATION  Vivendi 
Universal  now  can  ex- 
change programming  and 
distribution  among  its 
own  companies  and  with 
partners  globally. 


...OR  GRAND  ILLUSION? 


HUGE  FINANCIAL  RISK  Viven- 
di Universal  now  has 
$25  billion  in  debt. 
Investors  fear  Vivendi 
way  overpaid  for  Sea- 
gram. Canak,  Vivendi's 
best  media  asset,  is 
losing  hundreds  of 
millions  annually  on 
expansion  costs. 

THE  VAPORWARE  PROBLEM 

Vizzavi  is  in  its  infancy, 
untested,  and  it  will  cost 
billions  to  build  a  next- 
generation  wireless  In- 
ternet network.  European 
telecoms  and  U.S. 
media  giants  are  well- 
advanced  in  their  portal 
plans. 

THE  CASH-COW  ISSUE  The 

two  most  consistently 
profitable  assets  are 
utilities  and  liquor.  But 
the  liquor  brands  will  be 
sold,  and  the  utility 
company  will  be  partly 
spun  off.  Vivendi  may 
well  miss  that  cash  later 
on. 
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seen  whether  Messier  and  Bronfman  will  see  eye-to-eye 
on  strategy. 

Press  Messier  on  these  thorny  questions,  and  you  get 
some  pretty  fluid  answers.  First  off,  he  readily  defends  his 
record  of  building  attractive  assets.  Vivendi  is  a  grab- 
bag  of  Old  and  New  Economy  operations  with  total  sales 
of  $41  billion  and  estimated  profit  this  year  of  $1.8  billion. 
At  the  core  is  a  $22  billion  giant  that  runs  water  utilities, 
waste-treatment  facilities,  and  other  industrial  services 
for  cities  around  the  world. 

Messier  has  built  steadily  on  this  unexciting  business  to 
get  some  glamour  into  the  company.  Using  the  rich  cash 
flow  from  the  water  business,  he  acquired  49%  of  Canal+, 
which,  as  Europe's  largest  pay-TV  company,  is  the  equiv- 
alent of  Home  Box  Office  in  the  U.  S.,  and  a  24.5%  stake  in 
British  Sky  Broadcasting  Group  PLC,  Rupert  Murdoch's  lu- 
crative satellite  broadcaster  in  Britain.  He  also  owns 
Havas,  a  major  publisher  of  software,  video  games,  books, 
and  magazines,  and  has  built  France's  second-largest  cel- 
lular-phone company,  Cegetel.  A  key  Messier  ally  is  Voda- 
fone  AirTouch  PLC,  the  world's  No.  1  cell-phone  operator, 
which  just  launched  a  European  portal,  Vizzavi,  in  part- 
nership with  Vivendi. 

MUSIC  ON  THE  FLY.  Like  other  media  moguls,  Messier 
figures  21st  century  consumers  expect  to  be  entertained 
and  informed  in  new  ways.  They  will  still  go  to  movies, 
watch  television,  and  buy  CDs — and  Messier  now  has  plen- 
ty to  offer,  from  Universal  Pictures'  hit  Erin  Bmckovich  to 
top-rated  Canal+  soccer  coverage  to  hot  Universal  Music 
Group  artists  such  as  Elton  John,  the  hot  rapper  Em- 
inem, and  country  singer  Shania  Twain.  He  can  leverage 
those  holdings  on  both  sides  of  the  Atlantic,  too.  Sea- 
gram's partly  owned  usa  Networks,  for  example,  might 
bring  Ticketmaster  and  Home  Shopping  Network  to  Eu- 
rope, while  Hollywood  movie  projects  could  draw  on  Eu- 
ropean talent  and  financing. 

But  consumers  want  much  more,  and  Vivendi  Universal 
promises  to  give  it  to  them  digitally — anytime,  anywhere, 
thanks  to  the  magic  of  the  Net.  How  might  it  work? 
Strolling  down  the  street,  you  could  download  songs  from 
your  favorite  artist  onto  your  cell  phone.  At  home,  you 
could  punch  a  command  into  your  digital-TV  set-top  box  to 
order  back-episodes  of  a  series.  At  your  computer,  you 
could  take  part  in  an  online  Q&A  session  with  a  sports  star. 

Messier  is  betting  that  consumers  will  pay  for  these  ser- 
vices and  justify  the  rich  premium  he  paid  for  Seagram's 
entertainment  assets.  He  believes  that  the  Internet  will 
revolutionize  the  media  business  and  that  those  who  con- 
trol the  content  as  well  as  the  distribution  channels  will 
reap  the  biggest  rewards.  That's  the  same  logic  behind  the 
Time  Warner-AOL  deal.  Other  media  heavyweights  dis- 
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How  a  Vivendi- 
Seagram  merger 
shapes  up 


THE  WATER  WORKS 

The  core  of  Vivendi's  profits: 
a  $22  billion  utility  busi- 
ness that  operates  globally. 
Boring,  but  check  out  the 
cash  flow.  Could  be  partly 
spun  off  to  pay  for  the  deal. 


CASH  SPIGOT 


iHnlversal 


agree:  Germany's  Bertelsmann,  for  example,  is  happy  simj  ill  be- 
to  offer  its  content  to  outside  partners  who  run — and  >  dazz 
nance — their  own  portals.  But  Messier  argues  that  if  y  fc  ra 
don't  control  both,  then  you're  at  the  mercy  of  outside  arm  a 
That's  a  lesson  he  learned  from  Canal+,  which  until  now  r  |  togt 
had  to  pay  steep  licensing  fees  for  popular  U.  S.  programmu  I  be: 
The  Vizzavi  deal  with  Vodafone  is  central  to  Messie  I  tail 
strategy.  Indeed,  on  the  same  day  he  sealed  the  Seagrc 

deal,  Vivendi  threw  a  lav 
reception  near  the  Eiffel  ToJ 
er    to    launch    Vizzavi,    pr 
nounced  "vis-a-vis."  His  g 
is  to  make  Vizzavi  Europ^ 
answer  to  AOL,  a  portal 

would  appear 

GUIGNOL  the  defa 

ONCANAL+      home   page 


WIRELESS  WORLD 

Cegetel  is  Vivendi's  big  c 
phone  operator,  with  $4 
lion  in  rev- 
enue. It  has 
profits  and 
gives  Vivendi 
an  inside  track 
to  the  wireless 
world.  But  it 
may  go  on  the 
block  to 
bankroll  the 
Seagram  deal. 


TV  TYCOON 

Vivendi's  crown  jewel  is 
Canal+,  Europe's  leading 
pay-TV  operator  and  a 
growing  force 
in  film  production.  The 
catch:  Big  tech  invest- 
ments are  triggering 
huge  losses. 
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BIG  PAL 


With  Bronfman's 
entertainmenl 
assets,  Messier 
hopes  to  have  the 
bulk  to  keep  the  likes 
of  Bertelsmann  and 
News  Corp.  at  bay 

the  combined  80  mil- 
lion subscribers  of 
Vodafone,  Canal+,  and 
Cegetel  who  will 
eventually  have  Inter- 
net access  via  cell 
phone  or  digital  TV. 
Unlike  AOL,  sub- 
scribers will  get  Viz- 
zavi  free  of  charge. 
Revenues  will  come 
from  advertising  and 
click-throughs  to  paid 
services  such  as  mu- 
sic downloads  and  live 
transmission  of  sports 
events.  The  addition 
of  Seagram's  enter- 
tainment properties 
gives  Vizzavi  a  big 
boost,  Vodafone  Chair- 
man Chris  Gent  says: 
ill  be  very  attractive,  especially  to  younger  users." 
;  dazzling  stuff.  With  this  deal,  Messier  has  the  bulk  to 
lis  own  against  big  European  media  players  such  as  Ber- 
ann  and  Murdoch's  News  Corp.  But  making  such  pieces 
■  together  has  been  a  daunting  task  for  some  of  the 
,'s  best  media  executives  at  other  companies.  Bronfman 
•If  failed  to  create  a  first-class  media  operation  out  of  the 
Universal  assets.  It  took  executives 
at  Time  Inc.  and  Warner  Commu- 
nications the  better  part  of  a 
decade  to  make  their  huge  merger 
work. 

And    what,    in    the    end,    does 

Messier  have  in  the  new  Vivendi 

Universal?  He    now 

ERIN-.  JUST        nas   two   operations 

A  PREVIEW      that  are  tops  in  their 
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field:  iIm-  i  'niversal  recorded  mu  ic  i"i  iro 

Mif  No.l  pay-TV  <'<>in|>;iny  in  Europe.  Vel  Canal-i 

•SoTO  million  over  i In-  past  t  wo 

vestment  in  digital  technology  and  the  co  •  of  i 

its  subscriber  base.  Canal-i  ceo  Pierre  I 

to  remain  in  the  red  this  year,  too. 

There's  also  red  ink  on  Seagram's  ledger.  Univei 
Pictures,  weighed  down  by  pa  iffice   bombt 

as  Meet  Joe  Black  and  Babe:  Pig  in  the  City,  reported 
operating  losses  of  $140  million  during  the  last  nine 
months.  The  Universal  music  business,  at  least,  posted 
$.305  million  in  operating  earnings  during  the  same  period, 
and  losses  at  the  studio  are  narrowing  thanks  to 
hits  like  Erin  Brockovich  and  Gladiator,  which  it  bo-pro- 
duced. But  Messier  will  also  have  to  sell  off  Seagram's 
liquor  business,  which  accounted  for  40%  of  the  company's 
cash  flow  last  year.  "I  think  they  are  trying  to  justify 
the  synergies  of  two  companies  without  cash,"  says  Dom 
Serafini,  a  New  York-based  media  consultant. 
ME-TOO  PRODUCT?  Cash  is  what  Messier  desperately  lacks. 
Analysts  expect  he'll 
need  between  $5  bil- 
lion and  $10  billion 
over  the  next  few 
years  to  help  Vivendi's  mobile-telephone  operations  keep 
pace  with  the  wireless  Internet  revolution.  That's  especially 
worrisome,  since  Cegetel  is  not  one  of  the  dominant  cell- 
phone players  in  Europe — heavyweights  like  France  Tele- 
com and  Deutsche  Telekom  may  yet  swamp  it.  In  televi- 
sion, Messier  will  have  to  spend  billions  more  on  the 
technology  that  will  let  Canal  +  subscribers  log  on  to  Viz- 
zavi. Currently,  only  one-third  of  subscribers  have  inter- 
active set-top  boxes.  He'll  have  to  share  in  an  estimated 
$4.5  billion  in  start-up  costs  for  Vizzavi  over  the  next 
four  years.  What's  more,  over  the  last  year,  Universal 
Music  has  invested  $85  million  to  digitize  its  library  and 
pump  up  its  business  for  the  Internet  age.  It's  a  good  bet 
that  Seagram  planned  to  spend  at  least  that  much  this 
year  on  digital  development.  All  these  heavy  costs  come 
on  top  of  the  $25  billion  in  debt  .the  new  company  will 
have. 

Messier  is  also  pretty  sketchy  on  just  what  he  brings  to 
the  global  Internet  party.  A  lot  of  it  looks  like  vapor- 
ware. The  company  has  only  a  few  wholly  owned  Internet 
businesses,  and  they  are  tiny.  Vizzavi  could  grow  quickly, 
since  Web-enabled  cell  phones  and  digital  interactive-TV 
set-top  boxes  are  now  being  introduced  across  Europe.  But 
it's  way  too  soon  to  tell:  Vizzavi  started  operations  on 
June  19  and  is  now  available  only  in  France.  Rivals  have 
their  doubts.  "It  looks  like 


a  Yahoo!  me-too,"  says 
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niversal  Pictures.  It  has 
ckovich,  The  Jerry 
•  Show,  and  a  huge  cat- 
ilm  and  TV  that  could 
)  Canal+.  It's  been  los- 
sy  for  years,  but  recent 
bolster  earnings. 


CONVERGENCE  PLAY 

New  portal  with  Vodafone  will  sell 
entertainment  on  the  Euronet  through 
cell  phones  and  Canal+'s  digital  TV. 
Barry  Diller's  Home  Shopping  Network 
(partly  owned  by  Seagram)  could  mi- 
grate to  the  portal.  Sell  those  zircons! 


BIRTH  OF  A  PORTAL 


IMPERIAL  EXPANSION 

Messier  may  still  want  more:  a  tighter 
alliance  with  Rupert  Murdoch  as  the 
mogul  launches  a  global  digital-TV 
and  Internet  venture.  He  may  even 
back  a  possible  Diller  bid  for  NBC. 
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Hans  Snook,  chief  of  Orange,  the  big  British  cell-phone  op- 
eration, which  was  just  bought  by  France  Telecom.  "You 
can't  win  with  a  me-too  product,"  adds  Snook,  who  thinks 
his  own  upcoming  portal  will  sport  superior  technology. 
Whatever  happens,  Vizzavi's  profits  are  likely  to  be  negli- 
gible for  the  foreseeable  future. 

Messier  dismisses  the  naysayers.  The  sale  of  Seagram's 
liquor  business  could  more  than  erase  its  current  $6.7  billion 
debt.  And  within  a  few  weeks,  Messier  plans  to  seek  a 
separate  stock-market  listing  for  Vivendi's  utilities  division 
and  offload  $18  billion  in  debt  onto  it.  That  way,  he  says, 
"our  core  communications  activities  are  debt-free  and  are 
cash-generating."  It's  unclear,  though,  how  receptive  in- 
vestors will  be  to  shares  in  a  water  company  that's  piled 
high  with  obligations. 

Messier  relies  on  his  ability  to  shuffle  his  assets  and 
look  for  new  opportunities  when  deals  don't  pan  out.  The 
last  12  months  of  frenzied  activity  show  just  how  he  oper- 
ates, choosing  targets  of  op- 
portunity with  lightning  speed. 
A  year  ago,  his  top  priority 
seemed  to  be  to  cut  an  all-en- 
compassing European  deal 
with  Murdoch's  BSkyB,  the 
British  digital  broadcaster. 
The  idea  was  to  use  Vivendi's 
big  stake  in  BSkyB  to  force 
Murdoch  into  an  advantageous 
alliance  with  Canal+.  Murdoch 
refused  to  play,  so  Messier 
moved  to  another  playing 
field.  He  positioned  himself 


I'il'ii'MIMUiF 
Messier  is  fana 
about  the  Net. 
who  owns  the 
content  and  th( 
portals  owns  th 
world,  he  figure 


Cegetel  network 
Mannesmann's 
phone  base.  At  tl 
minute,    howeve 
switched  to  Vod 
clinching  the  tak 
for    the    British 
earning  the  admh  | 
even  of  rivals.  "M< 
played  his  hand 
fectly,"  says  Ora  st 
Snook. 

As  he  maneu\  r, 
for  advantage  in 
rope,  Messier  got 
last      October 
Bronfman,  who  waie-t 
cationing  in  Paris 


as  the  kingmaker  in  the  ti- 
tanic takeover  fight  between 
Vodafone  and  Germany's 
Mannesmann.  At  first, 
Messier  tilted  towards  Man- 
nesmann,  offering  to  ally  his 
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FILM  BUFF 


Lescure  loves  show  biz, 
but  has  he  taken  on 
more  than  he  can 
manage  at  Universal? 
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riving  in  shirtsleeves  for  an  informal  breakfast,  Bron 
asked  about  Messier's  Internet  plans  and  talked  about 
of  Universal  Music  Group's  Net  strategy.  For  exa 
Universal  recently  set  up  a  joint  venture  with  bmg, 
Get  Music,  to  create  a  series  of  music  Web  sites.  It  -w 
until  the  end  of  breakfast,  Messier  recalls,  that  Bron 
remarked:  "Your  strengths  and  our  strengths  just  nai 
ly  seem  to  go  together."  Messier  says  he  began  talkin 
riously  with  Bronfman  about  a  deal  in  early  January, 
ing  frequent  trips  to  New  York.  , 

The  Seagram  deal  is  the  crowning  achievement  to 
for  Messier.  An  accountant's  son,  Messier  had  the  classi 
ucation  of  those  of  the  French  elite  destined  to  serve  in 
porations  and  government  ministries:  Ecole  Polytechr  ^ 
and  then  Ecole  Nationale  d'Administration.  As  a  y 
bureaucrat,  he  helped  the  French  government  shep 
through  the  privatizations  of  former  state-owned  compa  )82 
Quick  on  his  feet,  he  parlayed  that  experience  into  a 
nership  at  Lazard  Freres,  where  he  started  one  of 
rope's  first  leveraged  buyout  funds.  The  lbo  experi 
prompted  the  board  of  Compagnie  Generate  des  Eaux  t 
fer  him  the  top  job.  CGE,  then  primarily  known  as  a  w 
utility,  had  a  stable  of  assets  that  Messier  promptly  sta  ™ 
selling  off  while  pumping  money  into  Canal+  and  Cej 
and  acquiring  new  holdings  such  as  Havas.  Soon  a 
Messier  had  changed  cge's  name  to  Vivendi  and  put  his 
sonal  stamp  on  the  company  as  a  combination  of  cash 
and  deal  machine. 

WELL-CONNECTED.  As  chief  executive,  Messier  has  be< 
tough,  U.  S.-style  manager  who  has  courted  Americar 
vestors  and  the  stateside  press.  But  he  still  has  a  French 
chant  for  maintaining  close  ties  to  other  corporate  chieft 
and  political  leaders.  While  working  in  government,  he  fo: 
connections  with  high-ranking  officials  such  as  Nicolas  Ba 
who  headed  the  Cabinet  of  then-Prime  Minister  Edoi^ 
Balladur  and  now  is  a  top  executive  of  French  luxury  gi  L 
lvmh  Moet  Hennessy  Louis  Vuitton.  And  Messier    rem,). 
close  to  Lazard,  which  handled  the  Seagram  deal  as  we 
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f    other  recenl   Vivendi  acquisitions.  Also  at  Lazard,  he 

Eric  Lieoys,  whom  he  later  recruited  to  head  Ilavas.  l,i 
regarded  ;ls  Messier's  right-hand  rtian  at  Vivendi,  will  now 
►-chief  operating  officer  of  Vivendi  Universal  along  vvith 
ire  of  Canal +.  Apart  from  Licoys,  he  has  few  key  advisers 
n  Vivendi.  Says  board  member  Henri  Lachmann,  who  is 
lent  of  Schneider  Electric:  "When  he  has  an  idea,  he  dis- 
s  it  with  mirrors  of  himself:  other  CEOS  and  leaders." 
r  all  his  success,  Messier  has  never  been  popular  with 
mntryfolk.  Many  French  dislike  his  wheeler-dealer  style. 
pie  complain  that  he  has  a  big  ego,  but  there's  a  lot  of 
osy,  too,"  says  Walter  Butler,  a  Paris  fund  manager  who 
worked  with  Messier  in  government  and  co-authored  a 

•lit  with  him  on  privatization. 
:  BURNED.  Lescure,  the  Canal+  ceo,  is  far  more  sympa- 
e  in  French  eyes.  An  ex-newsman  who  loves  the  enter- 
tent  business  and  works  well  with  often-mercurial  creative 
nnel,  he  has  expanded  Canal+  across  the  Continent  while 
lg  it  a  major  player  in  European  film  production.  For  that 
n,  Messier  is  likely  to  give  him  considerable  autonomy  as 
ns  the  combined  television  and  film  businesses.  "Vivendi's 

Irai  isset  is  Lescure,"  says  Adam  Bird,  a  media  consultant  for 
,  Allen  &  Hamilton  Inc.  based  in  Munich.  "Lescure  is  vi- 
ry.  He  has  shown  willingness  to  make  big  bets." 
t  Hollywood-watchers  wonder  if  Lescure  has  taken  on 
than  he  can  manage  at  Universal  Studios.  Canal+  has  al- 
'  suffered  a  couple  of  Tinseltown  misadventures,  including 
vestment  during  the  early  1990s  in  independent  studio 
Ico  Pictures.  It  eventually  went  bust  despite  such 
;is  Terminator  2:  Judgment  Day.  Maybe  that's  why 
vers  think  Lescure  will  steer  Universal  away  from 
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MESSIER'S  METAMORPHOSIS 


Jean-Marie  Messier,  Chairman, 
Vivendi  Universal 


to  L  DEGREE  Graduated  from  both  the  Ecole 
echnique,  the  premier  school  for  France's 
less  elite,  and  the  Ecole  Nationale  d'Ad- 
;tration,  the  academy  for  civil  servants. 

I  L  SERVANT  Joined  the  government 
)82  as  an  auditor  of  state-owned 
)anies.  In  1986,  advised  the  Finance 
itry  on  privatization. 


HER  Jumped  to  Lazard  Freres  in 
I,  the  firm's  youngest-ever  partner. 
;ed  French  companies  on  how  to  ex- 
in  U.S.  and  founded  one  of  Eu- 
s  earliest  LBO  funds. 


CUITVE  Joined  Compagnie 
rale  des  Eaux,  a  French  water  com- 
,  in  1994,  becoming  CEO  in  1996. 
;formed  the  utility  into  a  telecommu- 
ions  and  media  giant  by  snapping  up 
pean  holdings  in  cell  phones,  televi- 
and  publishing.  Changed  company 
i  to  Vivendi. 


d«  LMAKER  Bought  Seagram  for  $34  billion 
'gi  jne  19,  creating  one  of  the  world's  largest 
aj  tainment  companies, 
we.  


DATA  BUSINESSWEEK 


blockbusto  ird    more  highbrow,  i  Care 

along  the  lines  of  Four  Weddingt  and  a  Funeral.  'Ih<- 
French  swear  thai  tiny  have  learned  their  mistake  and 
thai  they  know  what  they  ar<-  getting  with  Univei 
"With  Universal,  we  will  have  a  Bplendid  libra] 
Marc  Feffer,  the  No.  2  executive  at  Canal+.  Legem 
the  studio  has  turned  the  comer  and  that  the  currenl  man 
agement  is  good. 

Ironically,  while  Messier's  oversize  ambitions  have  pro- 
pelled him  to  global  prominence,  to  make  Vivendi  Universal 
succeed,  he  may  have  to  jettison  some  of  his  dream  assets. 
He  has  long  wanted  Vivendi  to  be  a  major  player  in  Eu- 
rope's mobile-telephone 
industry.  But  Cegetel 
remains  on  the  second 
tier  even  in  its  home 
market.  Although  he  denies  that  he'll  give  up  Cegetel, 
Vivendi's  stake  in  it  may  yet  have  to  be  auctioned  off  to 
bankroll  other  parts  of  the  empire. 

Messier  has  weathered  storms  before.  Late  last  year, 
his  acquisitions  had  put  the  company  $17  billion  in  debt, 
prompting  a  downgrade  of  its  bond  rating.  Confusion  about 
his  strategy  depressed  Vivendi's  stock  price  so  much  that  it 
was  seen  as  takeover  bait.  Yet  this  year,  Messier  turned  into 
the  predator.  Even  his  stalled  gambit  with  Murdoch  may 
pay  off.  Just  as  Messier  was  closing  in  on  Seagram,  he  re- 
newed talks  with  Murdoch  about  swapping 
Vivendi's  BSkyB  shares  for  a  stake  in  a  digi- 
tal-TV  and  Internet  venture  that  Murdoch 
is  launching.  Messier  says  the  talks  are  still 
underway.  Such  a  stake  could  prove  lucra- 
tive, either  to  add  to  or  sell  outright  when 
the  next  opportunity  comes  along  or  when 
the  bills  really  get  too  high. 

There  are  hazards  aplenty.  Outsiders  have 
rarely  made  it  in  Hollywood,  and  big  media 
deals  based  on  grand  conver- 
gence theories  have  a  histo- 
ry of  misfiring.  So  far,  this 
brainy  Frenchman  has 
managed  to  stay  ahead 
in  the  game  and  never 
fail.  And  some  investors 
are  betting  on  his  con- 
\   summate  skill.  "I  really 
[  trust  Jean-Marie 

Messier  is  not  an  idiot 
\    to  spend  so  much  mon- 
f   ey  just   to   make   the 
same    mistakes    others 
have,"  says  Fulvio  Mac- 
carone,  portfolio  manager 
for  French  equities  fund 
'ictet    Val    France.    Now, 
global    stardom    is    within 
Messier's  reach — and  an  au- 
dience  of  millions   will   be 
watching.  Hey,  this  show 
could  get  interesting. 

By  Carol  Matlack  with 
David  Vannier  in  Paris, 
Anthony  Bianco  in  New 
York,  Gail  Edmondson  in 
Rome,  Ronald  Grocer  in 
Los  Angeles,  and  bureau 
reports 
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When  word  first  starting  leaking 
out  weeks  ago  that  Vivendi 
was  contemplating  a  bid  for 
Seagram  Co.,  Barry  Diller  was  one  of 
the  first  people  Vivendi  Chairman 
Jean-Marie  Messier  says  he  called. 
"He  is  a  key  asset  all  by  himself," 
says  Messier  of  the  58-year-old  chair- 
man of  USA  Networks  Inc.,  which  is 
43%  owned  by  Seagram.  And  Messier 
makes  no  secret  that  he  intends  to 
use  that  asset.  The  two  men  are  ex- 
pected to  meet  in  the  next  few  weeks, 
say  associates  of  both,  with  an  agenda 
that  will  include  distributing  usa  Net- 
works' Home  Shopping  Network  and 
sci-fi  channel  to  the  more  than  13  mil- 
lion European  subscribers  controlled 
by  pay-TV  operator  Canal +,  now  part 
of  Vivendi  Universal. 

But  it  may  not  take  long  for  the 
two  dealmaking  executives  to  lock 
onto  Diller's  long-held  ambition  to 
buy  nbc,  the  General  Electric  Co.- 
owned  TV  network  he  has  coveted 
for  the  past  three  years.  "With 
Vivendi,  that  deal  can  get  done," 
says  PaineWebber  analyst  Christo- 
pher Dixon. 

It's  the  media  world's  worst-kept 
secret  that  Diller  came  close  to  buy- 
ing nbc  twice  before,  ge  has  consid- 
ered a  deal  for  nbc,  since  it's  the 
only  network  currently  not  part  of  a 
larger  media  company  that  produces 
programming,  nbc  needs  to  secure  TV 
programming  in  the  future,  and  that 
means  being  part  of  a  studio  that 
produces  shows  just  for  it. 
Makes  sense.  But  Edgar  Bronfman 


Cover  Story 


Jr.  vetoed  Diller's  earlier  designs  on 
nbc.  Bronfman  has  the  right  to  kill 
any  deal  above  10%  of  usa's  market 
capitalization.  The  reason:  Bronfman 
feared  seeing  his  stake  diluted  in  any 
combination  with  ge,  and  ended  up 
wearing  thin  his  relationship  with 
Diller. 

EUROPEAN  EXPANSION?  Things  will 
be  rosier,  at  least  at  the  outset,  be- 
tween Diller  and  Messier,  who  shares 
the  USA  Network  chairman's  empire- 
building  strategy.  As  part  of  his  own 
grander  plan  to  marry  the  huge  TV 
library  of  Canal+  with  USA's,  Messier 
will  likely  give  Diller  the  go-ahead  to 
find  a  way  to  bring  nbc  and  its  cable 
holdings  into  the  family.  "I'm  ready 
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A  "KEY  ASSET' 


Diller  in  Beverly 
Hills:  Like  Vivendi's 
Messier,  he's  an 
empire  builder 


to  hear  his  projects 
and  see  how  best  we 
can  support  them," 
Messier  told  reporters 
in  Paris,  acknowledg- 
ing that  relations  be- 
tween Diller  and 
Bronfman  "have  been 
a  bit  frustrating  over  the  last  few 
years."  The  betting  in  Hollywood  is 
that  Messier  would  be  less  worried 
about  the  dilutive  effect  an  nbc  deal 
would  have  on  Universal's  stake  in 
usa  Networks. 

Any  nbc  deal  still  could  come  un- 
tracked  by  ge,  which  is  in  the  midst 
of  transitioning  from  longtime  Chair- 
man Jack  Welch  to  an  as-yet  un- 
named successor.  But  there  are  no 
shortages  of  other  deals  that  could 
link  Diller  and  Messier.  USA  Network 
executives  have  been  aggressively 
targeting  European  expansion  for 
both  their  Home  Shopping  Network 
and  Ticketmaster  Group  units,  and 
see  the  coming  rollout  of  wireless 
distribution  as  key  to  that  expansion. 
That  makes  Vivendi's  Vizzavi  Inter- 
net portal,  which  it  just  launched 
with  wireless  giant  Vodafone  Air- 
Touch  PLC,  a  natural  fit. 

Diller  isn't  talking,  and  even  top 


USA  Network  executiv 
say  they're  in  the  dark 
about  what  the  future 
will  bring.  Still,  the  bu 
is  there.  "We're  all  leat 
ing  French  as  quickly 
we  can  around  here," 
jokes  Home  Shopping 
Network  Inc.  Presiden 
Mark  Bozek.  Even  bef 
the  Vivendi  deal,  says 
Bozek,  the  company  ws 
projecting  that  sales  of 
hsn  merchandise  in  ov€ 
seas  markets  like  Ger; 
many,  Austria,  and  else 
where  would  double  to 
billion  next  year.  USA 
Networks  had  1999  rev 
enues  of  $3.2  billion, 
though  it  lost  $28  millio 
because  of  big  expansio 
costs. 

Diller's  cable  holding; 
which  include  two  small 
news  and  entertainment 
channels  he  just  pur- 
chased, could  also  get  a 
boost  from  Messier's  pla 
to  fold  Vivendi's  24% 
stake  in  Rupert  Murdoc 
British  BSkyB  satellite 
service  into  Murdoch's 
just-unveiled  Sky  Global 
Networks.  This  new  ent: 
ty  will  have  satellite  op 
ations  in  Europe,  Latin 
America,  and  Asia. 
All  of  this  assumes,  of  course,  th 
Diller  and  Messier  continue  to  see 
eye  to  eye  on  where  to  take  their  r 
spective  empires.  Early  rumblings 
that  Diller  would  buy  back  Sea- 
gram's stake,  likely  in  concert  with 
USA  shareholders  Liberty  Media 
Group  and  billionaire  Paul  Allen, 
seem  less  likely  with  a  more  recep- 
tive Messier  on  the  other  end  of  the 
bargaining  table.  Diller,  who  sits  on 
the  Seagram  board,  may  well  be  of- 
fered a  seat  on  the  Vivendi  board. 
That  would  likely  help  the  French 
company  traverse  the  often-tricky 
Hollywood  seas  that  have  made  life 
uncomfortable  for  foreign  owners  lik 
Sony  Corp.  and  Matsushita  Electric 
Corp.  And  it  would  no  doubt  help 
keep  Barry  Diller  on  the  Vivendi 
team.  The  Diller  name  and  the  Dille 
touch — those  are  assets  the  French 
man  doesn't  want  to  lose. 

By  Ronald  Grover  in  Los  Angele 
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HEDGING 


FASB  GROWS 
NEW  FANGS 

It  forces  companies  to  shed  light  on  their  derivatives 


Skittish  investors,  who  now  hammer 
stocks  if  quarterly  earnings  are  off 
as  little  as  a  penny  a  share,  may 
soon  be  in  for  a  shock.  Earnings 
for  much  of  Corporate  America  will  soon 
become  less  predictable — maybe  a  lot  less 
so — because  of  an  accounting  rule  about 
derivatives  that  takes  effect  for  some  out- 
fits as  early  as  July  1.  "We're  in  a  differ- 
ent world,"  says  Ira  G.  Kawaller,  a  con- 
sultant and  a  member  of  the  derivatives 
implementation  group  of  the  Financial 
Accounting  Standards  Board  (fasb).  "It's 
a  virtually  foregone  conclusion  that  there 
will  be  more  earnings  surprises." 

fasb's  Statement  No.  133,  which  has 
been  battled  over  for  half  a  decade,  re- 
quires that  nearly  all  derivatives — finan- 
cial instruments  such  as  futures,  options, 
or  swap  contracts  whose  prices  are  de- 
rived from  some  other  commodity  or  se- 
curity— must  be  "marked  to  market" 
every  quarter.  That  means  if  the  deriva- 
tive is  lower  than  its  cost  at  the  end  of 
the  quarter,  the  company  may  have  to 
account  for  that  loss  in  the  earnings  re- 
port, even  though  the  derivative  has  not 
expired  and  may  well  rise  in  price  later. 
Conversely,  an  upward  move  could  make 
earnings  higher  than  expected.  Because 
derivatives  can  fluctuate  sharply  from 
day  to  day,  earnings  may  be  almost  im- 
possible to  predict  precisely  until  very 
late  in  each  quarter. 

BIG  LOSSES.  Many  companies  use  deriv- 
atives routinely  to  protect  themselves 
against  adverse  price  movements  in  cur- 
rencies, interest  rates,  or  commodity 
prices.  Up  until  now,  many  of  the  deriv- 
ative gains  and  losses  were  commonly 
deferred  or  treated  as  off-balance-sheet 
items.  The  new  rule  was  born  out  of  con- 
cerns in  the  mid-1990s  that  companies 
were  using  derivatives  for  speculative 
purposes  and  blindsiding  investors  with 
big  losses  when  the  companies  were 


wrong.  The  best-known  case:  Procter  & 
Gamble  Co.,  which  took  a  $157  million 
pretax  charge  in  1994,  the  result  of  loss- 
es in  derivatives  trading.  In  effect,  P&G 
had  entered  into  derivatives  contracts 
that  would  have  paid  off  if  interest  rates 
declined.  Instead,  rates  rose. 

The  rule,  although  aimed  at  making 
the  effects  of  derivatives  clearer  to  in- 
vestors, will  cause  confusion.  Critics  say 
that  reported  earnings  could  fluctuate  by 
as  much  as  several  cents  a  share  each 
quarter  based  on  how  companies  use 
these  financial  tools.  The  rule  is  "forcing 
firms  to  rethink  how  they  hedge,"  says 
Bruce  Domash,  a  director  in  the  audit 
and  financial  surveillance  unit  of  the 
Chicago  Board  of  Trade.  He  expects  com- 
panies to  move  away  from  such  ex- 
change-traded vehicles  as  futures  con- 
tracts and  switch  to  more  customized 
forward  contracts,  which  are  purchased 
directly  from  banks  and  securities  firms. 
The  rule  takes  effect  on  July  1  for  com- 
panies with  fiscal  years  ending  this  June 
30,  and  on  Jan.  1,  2001,  for  outfits  oper- 
ating on  calendar  years. 

The  new  rule  will  do  some  good.  It 
will  let  investors  clearly  see  each  quarter 
which  derivatives  strategies  are  being 
used  and  how  well  they  are  working. 
And  it  will  regularly  shine  a  light  on  in- 
struments that  now  are  commonly  left 
out  of  financial  reports  until  they  have 
run  their  courses.  An  interest-rate-swap 
contract,  for  instance,  may  change 
sharply  in  value  each  quarter  but,  until 
now,  only  the  interest  payments  of  these 
devices — which  could  be  tiny — have  been 
recognized  in  current  earnings.  Now  the 
full  gain  or  loss  of  the  entire  contract 
will  be  transparent.  "You  will  be  able  to 
see  who  is  effectively  hedging  and  who  is 
not,"  says  Paige  B.  Grumulaitis,  a  senior 
director  at  Enron  Corp. 

Indeed,  corporate-finance  officials  will 


be  held  to  account  when  their  hec  L 
strategies  miss  their  targets.  Suppc  L , 
food  processor  wants  to  protect  hii  Lj 
against  a  rise  in  wheat  prices.  He  bi  m  a 
futures  contract  at  an  exchange,  bu  f(j  piJ 
wheat  specified  in  the  contract  do  ,e  ^ 
precisely  match  up  in  price  or  qu  L ,,, 
with  the  wheat  he'll  eventually  pure]  ^  „ 
His  hedge  turns  out  to  be  "imperf  ^ 
and  he  must  log  part  of  the  loss  or  [er ,, 
into  earnings  at  the  end  of  each  qua  L , , 
not  just  when  the  contract  expires- ,  «§, 
old  way  of  accounting  for  derivative  ^ 

If  the  hedge  is  perfect — it  matche  Ll 
with  what's  being  hedged — the  treatr  |  m 
is  different.  The  entire  gain  or  1ojL« 
recorded  as  "other  comprehensive  oar(j 
come"  in  the  shareholder  equity  poi  je  £ 
of  the  balance  sheet.  Right  now  t  Lu 
hedges  are  imperfect,  and  part  of  t  S  ^ 
quarterly  gains  and  losses  would  ,y, 
through  to  the  earnings  statement 

The  new  accounting  treatment  ra 
another  issue.  The  same  corporate 
cials  who  are  responsible  for  the  hedj 
will  be  the  ones  who  decide  how  pei  ^  "1 
or  imperfect  their  hedges  are,  and  IL 
determine  if  the  gains  or  losses  g<  laj . 
the  income  statement  or  only  the 
ance  sheet. 


al 


Critics  say  that  the  rule  will  severely  curtail  corpora 


ate 


We 


I) 


132  BUSINESS  WEEK  /  JULY  3,  2000 


m 


■itics  say  that  the  rule  will  drive  up 
cost  of  hedging,  and  perhaps  dis- 
ige  companies  from  even  trying.  A 
ard  contract  tailored  to  a  buyer  of 
,  for  instance,  could  prove  more  cost- 
an  a  futures  contract  or  an  option 
id  publicly  on  a  commodities  ex- 
ye.  And  yet,  a  big  commodity  buyer 
not  want  to  take  the  risk  that  an  op- 
ivill  perform  poorly  in  one  quarter — 
if  it  then  does  well  the  following 
ter,  when  the  grain  is  delivered — 
ise  of  the  earnings  volatility  it  will 
;.  "It's  death  for  options,"  says  Kevin 
olme,  a  managing  director  for  Bank 

*  ontreal's  global  financial  products. 
s  more  than  options  at  stake.  Liq- 
/  at  futures  markets  like  the  Chica- 
oard  of  Trade  and  the  Chicago  Mer- 
le Exchange  could  be  diminished  as 
ledgers  move  to  customized  con- 
s.  And  tailor-made  deals  have  their 
backs,  too:  There  are  fewer  players 
at  game,  and  hedgers  can't  easily 

a  hedge  if  their  needs  change. 

SB  has  tried  to  respond  to  critics  by 

i«ii  oping  some  key  exemptions.  Under  a 

H  al  purchases-and-sales  exemption,  for 

'  nee,  forward  contracts  for  goods  that 

SI  >anies  use  in  their  business — such  as 

*  i    or  fuel  oil — will  not  be  treated  as  re- 

ible  derivatives  so  long  as  the  goods 


'il 


ivei 


grow  Bharply  for  many  outfits  becau  e 
the  rule  also  broaden  the  definition  of 
derivatives.  For  example,  lean  that  tie 
rental  payments  to  Bucfa  things  ai  com- 
modity prices— farmland  rentals  pegged 
tu  the  price  of  corn,  for  instance — could 
be  regarded  as  derivatives.  A  host  of  fi- 
nancial instruments  that  build  in 
schedules  where  an  underlying  asset 
can  rise  or  fall  in  value  will  have 
to  be  analyzed,  with  detailed  doc- 
umentation, to  determine  what 
kind  of  accounting  is  required. 
"They've  laid  out  such  detailed 
criteria  [that]  it's  very,  very 
onerous,"  complains  Michael  S. 
Joseph,  a  partner  at  Ernst  & 
Young  who  is  one  of  the  dissi- 
dent members  of  the  fasb's  de- 
rivatives implementation  group. 
"It's  more  bad  than  good." 
HARDER  JOB.  The  rule  may  also 
have  an  impact  on  how  investors  val- 
ue companies.  Net  income,  for  in- 
stance, may  be  more  volatile  because  of 
the  derivative  adjustments.  Cash-flow 
measures,  unaffected  by  interim  book- 
keeping charges,  may  be  more  useful. 
Profitability  measures  such  as  return  on 
equity  will  be  more  difficult  to  use  since 


FASB133:N0TF0R 
BEAN  COUNTERS  ONLY 

The  new  standard  promises  to  make  life  more  difficult 
for  companies  and  investors: 


are  actually  delivered. 
Similarly,  foreign-cur- 
rency transactions  be- 
tween different  divi- 
sions of  companies 
will  escape  the  quar- 
terly markup  but  will 

ported^'he^^con-     *  Most  derivatives  wiN  have  to  be  marked  to  market 
tracts      end       Such     eacn  (3LJarter'  which  could  make  earnings  much  more 
moves    have    glad-     volatile  and  unpredictable 

►  Quarterly  earnings  estimates  by  analysts  will  tend 
increasingly  to  be  off  the  mark,  forcing  widespread  re- 
visions and  lots  of  earnings  surprises 


who  worried  about 
the  initial  rules  FASB 
proposed.  "We're 
pleased  with  the  out- 
come," says  John  A. 
Papa,  treasurer  for 
Johnson  &  Johnson, 
one  of  the  initial  ob- 
jectors to  the  new  rule.  "They  made  the 
appropriate  amendments." 

Some  companies  that  have  used  the 
new  standard  for  a  couple  of  years  even 
find  parts  of  it  helpful.  Northwest  Air- 
lines Corp.,  an  early  adopter  in  1998,  has 
found  the  foreign-currency  rules  more 
workable  than  prior  approaches.  But 
even  Northwest  says  the  standard  re- 
quires more  administrative  work  to  keep 
track  of  the  effects  of  each  hedge. 

Indeed,  the  administrative  burden  may 


►  Companies  may  steer  clear  of  commonly  used  deriv- 
atives such  as  options  and  futures,  moving  instead  to 
higher-priced  customized  forward  contracts 

DATA.  BUSINESSWEEK 

the  new  rule  will  also  have  an  impact 
on  the  balance  sheet's  shareholder  equity 
account.  "Analysts  are  going  to  have  to 
come  up  with  new  ways  to  evaluate  com- 
panies," says  Joseph.  "For  ordinary  in- 
vestors, it  means  their  job  is  going  to 
be  a  lot  harder." 

That  may  be  so.  But  the  new  rule  will 
open  up  companies'  use  of  derivatives  to 
public  scrutiny.  That  alone  should  make  it 
worth  the  extra  effort. 

By  Joseph  Weber  in  Chicago 


xibility  and  drive  up  the  cost  of  routine  hedging 
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COMMENTARY 

By  Marcia  Vickers 


DOT-COMS:  BUY  RATINGS  VS.  BURN  RATES 


auick,  what  goes  up  but  hardly 
ever  comes  down? 
It's  not  only  the  bonuses  of 
Wall  Street  hotshots  or  the  number 
of  penny-stock  scams.  It's  analysts' 
recommendations  on  dot-com  stocks. 
BUSINESS  WEEK  reviewed  the  125 
dot-coms  that  went  public  before  the 
end  of  1999,  are  at  least  40%  below 
what  they  were  trading  at  when  the 
Nasdaq  peaked  on  Mar.  10,  and  have 
less  than  30  months  until  they  burn 
up  all  their  cash,  according  to  Pega- 
sus Research  International,  an  Inter- 
net company  research  firm. 

Out  of  these  125,  82  have  at  least 
one  analyst  who  has  rated  it  a 
"strong  buy,"  according  to  Zacks  In- 
vestment Research.  And  a  stagger- 
ing number — 100  of  the  125  stocks 
reviewed — have  "buy"  ratings  on 
them  by  one  or  more  analysts. 
"They're  overwhelmingly  optimistic," 
says  Chuck  Epstein,  spokesman  for 
Zacks.  A  "strong  buy"  is  generally 
considered  the  highest  rating  for 
a  stock,  with  a  "buy"  being 
the  second  highest. 
SLIM  PROSPECTS.  What's 
more  astounding,  scores 
of  these  companies  have 
financial  problems. 
They've  run  through 
most  of  the  cash  they 
raised  during  then- 
initial  public  offer- 
ings, and  some  are 
fast  becoming  penny 
stocks.  According  to 
i/b/e/s,  the  earnings 
research  firm,  ana- 
lysts are  projecting 
slower  revenue  growth 
for  dot-coms  this  year — 
102%  year  over  year  vs. 
190%  in  1999.  And  because 
the  market  has  ceased  re- 
warding companies  that  went 
public  on  a  mere  hope  of  ka- 
ching  and  a  prayer,  they  have 
slim  prospects  of  securing  addi 


tional  financing.  "Many  of  these  com- 
panies will  disappear  altogether," 
says  Greg  Kyle,  president  of  Pegasus. 

It  seems  inconceivable  that  ana- 
lysts would  hang  on  so  tightly  to 
their  buy  recommendations  in  the 
face  of  such  devastation.  But  that's 
what's  happening,  and  it  will  contin- 
ue even  as  the  stock  prices  go  lower. 
Analysts  are  not  about  to  alienate 
the  companies  they  cover,  especially 
when  their  firm  has  underwritten  an 
IPO.  "The  bread  and  butter  of  these 
analysts'  firms  is  on  the  investment 
banking  side.  They  can't  afford  to 
lose  that  business,"  says  Kyle.  In  a 
recent  study  by  Investment  Dealers' 
Digest,  the  underwriting  analyst  still 
had  buy  recommendations  on  80%  of 
20  ipos  reviewed,  even  after  these 
stocks  had  slid  substantially 
from  their  52- week  highs. 


Analysts  argue  that  if  their  firm  be- 
lieves in  a  company  strongly  enougl 
to  take  it  public,  they  should  main- 
tain a  high  recommendation  on  the 
stock.  "If  they  liked  the  stock  at  20, 
and  it's  now  at  2,  it  ought  to  be  a 
good  buy  as  long  as  there  aren't  fun 
damental  problems  with  the  compa 
ny,"  says  Roy  Smith,  a  New  York 
University  finance  professor  and  fqr 
mer  Goldman,  Sachs  &  Co.  partner. 
HANGING  TOUGH.  According  to  First 
Call,  the  earnings  research  firm,  of 
the  125  companies  reviewed,  the  av 
erage  consensus  recommendations 
have  remained  unchanged  since  the 
Nasdaq  high,  when  dot-coms  began 
their  recent  dive. 

Even  when  there  are  problems 
with  these  companies — like 
management  woes  and 
flawed  business  models — 
the  analysts  hang  tough. 
Never  mind  taking  a 
cold,  hard  look  at  the 
merits  of  the  individual  P 
companies.  "These  stocks 
are  difficult,  if  not  impossi- 
ble, to  put  a  value  on  in  the 
first  place.  So  the  analysts 
figured  it's  their  job  to 
pick  stocks  that  are 
going  up,  and  that's 
often  what  they  die  tf 
while  the  market 
was  hot,"  says 
NYU's  Smith.  Hence 
many  recommenda- 
tions, which  are  ofter 
based  on  12-month 
stock-price  targets, 
were  classified  as  "strong 
buys."  And  analysts  have 
maintained  those  ratings, 
saying  that  dot-coms  are 
merely  in  a  summer  slump  and  ase 
will  revive  in  the  fall.  Call  it  a 
back-to-school  dot-com  rally,  though 
it's  likely  most  stocks  won't  make  the 
grade. 

Because  many  dot-coms  are  fledg 
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Some  "buys"  and  "strong  buys"  are  fast  becoming 
penny  stocks-and  many  will  disappear  altogether 
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more  than  50  years  now,  Lehman  Brothers  has 
m  providing  investors  with  good,  old-fashioned 
damental  research.  Underscoring  that  stock-picking 
wess,  each  year  the  Firm's  Equity  Research  Group 
ects  10  stocks  they  believe  will  outperform  the 
rket.  Over  the  years,  a  portfolio  consisting  of  the 
*inal  selections,  adjusted  each  year  to  conform  to 
new  list,  would  have  significantly  outperformed 
S&P  500.  Even  with  the  recent  dramatic  market 
atility,  last  year's  selections  still  significantly 
performed  the  S&P,  returning  19.3%  vs.  7.6%.* 

more  information  on  the  10  Uncommon  Values,® 
ase  visit  us  at  www.lehman.com. 


Lehman  Brothers' 

10  Uncommon  Values®  Performance 


Annualized  returns' 
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A  Tradition  of  Innovation 

ns  as  of  June  2.  2000. 

ns  for  1999  -  2000  selections  through  June  2.  2000. 

should  not  be  regarded  as  an  offer  to  sell  or  a  solicitation  of  an  offer  to  buy  any  product.  Past  performance  is  not  a  guarantee  of  future  results.  Performance  calculations  are  based  on  the 

lg  price  of  the  selections  on  the  day  prior  to  the  announcement  of  the  10  Uncommon  Values  and  are  adjusted  for  stock  splits,  stock  dividends  and  other  extraordinary  items,  but  do  not 

into  consideration  accumulation  or  reinvestment  of  dividends,  taxes  or  brokerage  commissions.  Actual  performance  may  vary. 
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Finance 


Because  lots  of  dot-coms  are  fledglings 
with  scant  fundamentals,  analysts  have 
practiced  financial  voodoo,  using  empty 
rhetoric  to  justify  their  ratings 


<>■ 
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ling  companies  with  scant  fundamen- 
tals to  get  their  arms  around,  dot- 
com analysts  have  practiced  financial 
voodoo,  using  things  like  "customer 
acquisition  values"  and  "revenue 
multiples"  to  justify  their  buy  recom- 
mendations. And  the  methods  ana- 
lysts use  to  project  future  revenues 
for  dot-coms  tend  to  assume  "best 
case  scenario"  variables  such  as 
strong  market  conditions  and  optimal 
margin  structures. 
'BEST  SPIN.'  To  some  dot-com  ana- 
lysts, patience  is  a  great  virtue.  One 
analyst  who  has  "strong  buys"  on 
five  of  the  11  Internet  stocks  he  cov- 
ers and  "buys"  on  the  remaining  six, 
says  he  bases  his  recommendations 
solely  on  a  discounted  cash  flow  mod- 
el looking  10  years  out.  But  that's 
looking  at  strong  market  conditions 
and  the  best  margins  possible  in  the 
company's  industry.  "Even  I  don't 
give  a  lot  of  credence  to  that  because 
who  knows  what  a  company  will  look 
like  in  10  years.  It's  putting  the  best 
spin  on  it,"  he  says. 

After  talking  to  some 
analysts  who  have  adorned 
dot-coms  with  strong  buys, 
you'd  think  they  should  be 
rated  strong  sells.  U.  S. 
Bancorp  Piper  Jaffray 
Inc.  analyst  Timothy  Klein 
has  a  strong  buy  on  Au- 


$3.  So  why  the 
hearty  recommenda- 
tion? He  attributes 
it  to  Autoweb's 
"good  brand  name 
and  content." 

Then  there  are 
analysts  who,  unable 
to  find  a  few  re- 
deeming features  in 
a  company,  cry 
takeover.  Vik 
Grover,  an  analyst 
at  Kaufman  Broth- 
ers, likes  the  fact 

that  ZipLink  Inc.,  a  small  business- 
to-business  Internet  service  provider, 
has  such  big-name  clients  like  Net- 
Zero  Inc.  and  WebTV,  but  he  really 
likes  the  stock  because  ZipLink  is 
prime  for  a  takeover.  "They  could 
make  one  phone  call  and  have  a  buy- 
er in  a  minute,"  he  says,  citing  re- 
cent takeovers  in  the  area,  like 
McLeod  usa  Inc.'s  purchase  of 
Splitrock  Services  Inc.  for  a  cool  10 
times  revenue. 


The  Strong  Buy  Brigade  Hangs  In 
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U.S.  Bancorp  Piper  Jaffray 
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Ben  Rose 


Finally,  some  analysts,  while  main- 
taining lofty  recommendations  on 
stocks,  are  trying  to  hedge  their 
bets.  Take  Mary  G.  Meeker,  Morgan 
Stanley  Dean  Witter  Inc.'s  star  In- 
ternet analyst.  Though  she  has  said 
repeatedly  that  many  dot-coms  will 
fail,  she  has  barely  budged  on  her 
bullish  recommendations.  Others  say 
they  attach  "risk  factors"  to  their 
recommendations. 

Jeffrey  Klinefelter,  a  U.  S.»  Bancorp 
Piper  Jaffray  analyst,  has 
a  strong  buy  on  Bluefly 
Inc.,  a  fledgling  online  pur- 
veyor of  discounted  design 
er  clothes.  Says  Klinefelter, 
"There's  very  little  compe- 
tition, due  to  the  fact  that 
funding  for  other  dot-coms 


toweb.com,  a  company  that      ASKJ Adams.Harkness&..Hil1 has  dried  up."  But  he  is 


allows  consumers  to  re- 
search and  buy  new  and 
used  cars  online.  Yet  he 
says,  "There  are  a  lot  of 
concerns  over  whether  or 
not  Autoweb's  concept  will 
actually  work."  He  even 
says  that  the  company's 
"burn  rate"  is  extremely 
fast,  and  that  there  is  a  lot 
of  "noise,"  or  competition, 
among  automotive  sites. 

What's  more,  Klein 
says,  the  company  isn't  ex- 
pected to  turn  a  profit  un- 
til late  2001.  The  stock, 
which  traded  as  high  as 
$40  a  share  after  its  IPO 
last  March,  is  now  around 
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HITS  Ferris  Baker  Watts  rating 


quick  to  add  that  he  has 
also  called  Bluefly.com 
"speculative."  "Despite  its 
very  significant  upside  po- 
tential, we  think  it's  high- 
risk."  Problem  is,  only  a 
select  few  ever  see  the  re- 
search reports  that  include 
such  risk  factors.  They 
only  see  the  "strong  buy" 
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Sun  Trust  Equitable  buy  some  of  these  beaten- 

down  dot-coms  on  a  buy 
recommendation,  have  I 
got  a  bridge  to  sell  you. 


Kevin  Hunt 

Thomas  Weisel  Partners 


Vik  Grover 
Kaufman  Bros. 
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Information  Technology 


SOFTWARE 


WINDOWS  OF 
OPPORTUNITY 


Microsoft  has  a 
new  vision  for  the 
Net.  Will  it  get  it 
right  this  time? 

Steven  A.  Ballmer,  Microsoft 
Corp.'s  effervescent  CEO,  steps 
outside  company  headquarters  in 
Redmond,  Wash.,  smacks  his 
meaty  hands  together,  and  looks  to  the 
skies.  "What  a  great  day,"  he  booms. 
Except  it's  not.  June  gloom  is  in  full 
force,  and  the  Northwest  is  under  a 
blanket  of  gray.  It  takes  a  bit  of  opti- 
mism to  believe  there's  actually  a  sun  on 
the  other  side  of  those  clouds.  Opti- 
mism, though,  is  something  Ballmer 
seems  to  have  in  excess. 

He'll  need  it.  Ballmer  and  his  long- 
time boss,  William  H.  Gates  III,  are 
about  to  embark  on  their  second  at- 


tempt at  remaking  Microsoft  into  an  In- 
ternet powerhouse.  On  June  22,  the  duo 
planned  to  launch  a  broad  initiative 
called  the  ".Net."  The  endeavor  is  de- 
signed to  deliver  software  and  services 
that  automatically  link  various  Web  sites 
so  people  can  use  the  Internet  to  orga- 
nize all  of  the  information  in  their  lives. 
To  Ballmer,  Microsoft's  new  strategy 
will  change  computing  as  profoundly  as 
the  Internet  has.  "We  need  to  be  ahead 
of  the  curve  on  this,"  Ballmer  says. 

The  .Net  technology  is  complex,  but 
at  its  core  is  a  simple  yet  powerful  idea: 
letting  unrelated  Web  sites  talk  to  one 
another  and  to  programs  that  run  on 
pes.  When  that  happens,  one  click  could 
set  off  a  cascade  of  actions  without  re- 
quiring the  user  to  open  new  programs 
or  visit  additional  Web  sites.  Booking 
an  airline  ticket  online,  say,  might  trig- 
ger a  link  that  updates  your  calendar 
with  the  flight  times.  That  might  alert 
another  site  that  will  later  check  the 
status  of  your  flight  and  e-mail  your 
spouse  if  you're  delayed. 


mJ 


And  that's  just  a  warmup.  Wit 
few  years,  Microsoft  imagines  e 
that  can  find  you  whether  you're  \ 
ing  at  your  computer,  sitting  or 
subway  with  a  handheld  device,  or 
ing  down  the  street  with  your  n 
phone.  Travelers  might  be  able  to  j 
huge  music  files  online  and  have 
downloaded  into  rental  cars,  ready 
they  arrive  at  the  airport.  And  a  s 
fan  could  use  voice-recognition  am 
stant-messaging  technology  to  shot 
the  TV,  with  the  rant  automatically 
ing  a  buddy  also  online. 

For  Gates  &  Co.,  this  is  big  : 
Microsoft  calls  it  the  most  impor 
shift  in  its  corporate  vision  since 
software  giant  launched  its  Inte 
strategy  five  years  ago — so  importar 
fact,  that  in  January,  Ballmer  took 
as  ceo  so  Gates  could  better  focus  c 
Gates — now  chief  software  archite 
has  spent  much  of  the  past  five  mo 
refining  the  $1  billion  initiative 
day,  it  may  even  replace  the  fam 
Windows  desktop.  "It's  the  futur 
the  company,"  says  Ballmer. 
"THIS  CLOUD."  Or  is  it?  The  June  7 
ing  by  U.  S.  District  Judge  Thomas  '.  Le 
field  Jackson  to  cleave  Microsoft  in 
could  turn  .Net  into  little  more  tin  Ljjjjj 
clever  grad-school  thesis.  Jackson  w 
to  split  Microsoft's  Windows  busi: 
from  its  Web  sites  and  the  group 
makes  word-processing  software.  If 
happens,  Microsoft  says,  .Net  wc 
Echoing  the  argument  that  faile<  IrjjJ 
sway  Jackson,  the  company  says 
will  be  too  tightly  woven  into  fin  | 
programs  to  separate  the  pieces 

Even  if  the  company  ultimately  tL, 
in  court,  waiting  for  the  case  to  w 
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HOW 
THE  .NET 
SYSTEM 
WORKS 


The  new 
initiative  will 
allow  Web  sites 
to  talk  to  one 
another, 
simplifying 
routine  tasks 


►  Paul  breaks 
his  leg  and  goes 
to  a  health  clinic 
for  treatment. 
Paul's  identifica- 
tion card  con- 
tains a  code  that 
checks  his  insur- 
ance and  gives 
the  clinic 
permission  to 
view  his  medical 
information  on 
the  Internet. 


►  It  also  triggers 
a  program  that 
pages  his  doctor. 
Before  the 
doctor  can  get 
Paul's  medical 
history,  a  blip 
goes  out  to 
another  Web  site 
to  determine 
whether  the  doc- 
tor is  authorized 
to  see  that  info. 


►  The  doctor 
tends  to  Paul 
leg  and  dictat 
her  notes  into 
her  handheld 
computer.  The 
computer  zap 
the  notes  to 
Paul's  online 
and  creates  a 
link  to  his  nev 
X-rays  in  the 
clinic's  systerr 
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ki  We  need  to  be  ahead  of  the 

curve  on  this It's  the  future  of 

the  company  TJ 


STEVE  BALLMER,  Microsoft 


iu 


ay  through  the  halls  of  justice  cre- 

problems.  It's  already  a  challenge 

it  customers  and  software  devel- 

s\-  to  focus  on  the  message  of  .Net 

a  '•  Microsoft  fights  the  government. 

h   this   cloud   hanging   over   Mi- 

ift's  head,  it's  going  to  be  hard  to 

leople  to  buy  into"  .Net,  says  ana- 

Dwight  Davis  of  technology  re- 

'h  firm  Summit  Strategies. 

vere's  plenty  of  skepticism  among 

■site  developers.  Their  backing  is 

al  to  making  the  vision  fly — and 

l  of  them  are  leery  of  adopting 

lology    that    Microsoft    controls. 

\i  Cardinal,  chief  technology  officer 

ilico  Commerce  Inc.,  a  San  Jose 

f.)  maker  of  e-business  software, 

izes  .Net  as  a  "last-decade"  idea 

'Itase  it's  too  closely  tied  to  Windows 

'  I  Derating  software.  "Microsoft  still 


doesn't  get  it,"  Cardi- 
nal says. 

Not  so,  argue  Mi- 
crosoft executives. 
They  get  it,  and  that's 
why  they  want  a  piece 
of  a  market  that's 
pegged  to  be  worth 
tens  of  billions  of  dol- 
lars. So,  too,  do  a  lot 
of  rivals.  Hewlett- 
Packard  Co.  last  year 
launched  its  e-speak 
technology  that  at- 
tempts to  do  many  of 
the  same  things  as  .Net  (page  144). 
Archrival  Oracle  Corp.  offers  applica- 
tions that  manage  everything  from  cus- 
tomer service  to  supply  chains,  all  run- 
ning on  the  Web.  Sun  Microsystems 
Inc.'s  Jini  software  lets  devices  on  the 
Net  speak  to  one  another.  And  startups 
such  as  Fairfax  (Va.)-based  e-commerce 
software  maker  WebMethods  Inc.  are 
changing  the  rules  so  fast  that  Microsoft 
sometimes  seems  to  be  playing  a  dif- 
ferent game.  "The  pendulum  has  been 
swinging  away  from  Microsoft  over  the 
last  few  years,"  says  Goldman,  Sachs 
&  Co.  analyst  Rick  Sherlund. 

All  that  just  makes  Microsoft  hun- 
grier. "We  can't  wait  around,"  Ballmer 
says.  Within  a  year,  Microsoft  plans  to 
introduce  .Net  technology  in  two  broad 
areas:  Web-based  services  and  the  work- 
horse programs — called  servers — that 


The  doctor 
pes  a  prescrip- 
Dn  for  pain 
Hers  into  her 
)mputer.  That 
iggers  a  query  to 
aul's  records  to 
:e  whether  he's 
king  any  other 
ledications.  The 
cords  site  says 
3ul  has  another 
escription. 


►  That  site 
checks  with  the 
drugmaker  to  see 
whether  the  two 
treatments  can 
be  taken  simul- 
taneously. The 
doctor's  PC  also 
activates  a  link 
to  Paul's  insurer 
to  see  if  he's 
covered  for  the 
medication,  then 
sends  out  a  bill. 


►  The  prescrip- 
tion request 
triggers  an  order 
that  is  sent  to  the 
pharmacy  closest 
to  Paul's  house. 
The  pharmacist 
fills  the  prescrip- 
tion, and  when 
he's  done  signals 
a  delivery  service 
to  bring  the  med- 
ication to  Paul. 


power  everything  from  the  smallesl 
Web  site  to  massive  corporate-comput- 
ing  networks.  Microsoft  last  year 
claimed  28%  of  the  $5.3  billion  in  world- 
wide server-software  sales,  .-ays  re- 
searcher International  Data  Corp.  As 
Microsoft  infuses  its  servers  with  .Net, 
it  hopes  to  carve  out  a  bigger  share  of 
that  market. 

Then  there  are  Web  services.  Mi- 
crosoft envisions  a  range  of  services 
similar  to  the  Passport  technology  that 
it  launched  last  fall.  Passport  lets  online 
shoppers  store  their  credit-card  and 
shipping  information  on  its  Web  site. 
When  they  buy  from  an  e-tailer  that 
uses  Passport — 200  have  signed  on  so 
far — the  buyer's  information  is  auto- 
matically transferred.  That  eliminates 
the  lengthy  form-filling  that  can  stop 
an  e-commerce  transaction  in  its  tracks. 
BIT  PART?  By  next  summer,  Microsoft 
plans  a  half-dozen  Passport-like  services. 
One  will  let  users  set  preferences  about 
who  can  e-mail  or  message  them  and 
when.  Another  will  reformat  data  on 
the  fly  to  run  on  Pes,  handheld  gizmos, 
or  television  set-top  boxes.  Analysts 
don't  measure  this  nascent  market  yet, 
but  that's  not  to  say  there  isn't  money 
to  be  made.  Like  Windows,  .Net-type 
services  couM  be  ubiquitous.  "This  is 
going  to  be  a  slice  of  everyone's  busi- 
ness," says  Forrester  Research  Inc.  an- 
alyst Ted  Schadler.  "It's  as  big  as  all 
outdoors." 

Consider  Inverge  Inc.  The  Addison 
(Tex.)  startup  is  developing  a  Web  ser- 
vice, using  Microsoft  technology,  that 
lets  online  retailers  calculate  snipping 
costs  and  state-by-state  taxes.  Today, 
Inverge  would  have  to  write  different 
software  code  for  each  customer.  With 
.Net,  Inverge  could  offer  its  service 
over  the  Web  with  minimal  tinkering. 
Shoppers  tap  in  their  order  and  address 
on  an  e-tailer's  site.  That  information 
automatically  shoots  off  to  Inverge 's 
computer  servers.  Inverge  runs  the  cal- 
culations, then  fires  the  results  back  to 
the  merchant.  The  consumer  never  sees 
the  exchange.  And  the  e-tailer  doesn't 
have  to  worry  about,  say,  Fedex  Corp. 
increasing  rates  or  Maryland  changing 
its  sales-tax  rules. 

All  that  threatens  to  relegate  desktop 
software  to  a  bit  part.  In  a  tacit  ac- 
knowledgment that  the  Internet,  not 
the  PC,  is  the  heart  of  the  computing  ex- 
perience, Microsoft  has  created  a  user 
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Microsoft  is  bowing  to  the  concept  that  the  Net, 
not  the  PC,  is  at  the  heart  of  computing 


interface  that  looks  a  lot  more  like  Ama- 
zon.com Inc.'s  home  page — with  links 
and  tabs — than  the  current  Windows 
desktop,  with  folders  and  icons.  Clicking 
some  of  the  tabs  will  launch  programs 
on  the  pc,  but  many  more  will  link  di- 
rectly to  Web  services  such  as  news 
sites  or  financial  data.  While  the  new- 
format  won't  unseat  the  Window's  desk- 
top this  year  or  next,  look  for  it  to  be 
rolled  out  sometime  in  mid-decade  as 
the  .Net  initiative  percolates  through 
the  company's  products. 

Much  of  what  .Net  promises,  though, 
is  available  today — with  no  help  from 
Microsoft.  Gates  and  his  executives 
boast  that  .Net  could  help  financial  Web 
sites  interact  so  that  all  an  individual's 
personal  finances  can  be  managed  online. 
Intuit  Inc.'s  Quicken  software  lets  cus- 
tomers do  that  already.  Another  Mi- 
crosoft promise:  marry  location  technol- 
ogy in  cell  phones  to  .Net  and  you'll 
easily  find  the  nearest  white-tablecloth 
Italian  bistro.  InfoSpace  Inc.,  a  publish- 
er of  online  directories  and  maps,  of- 


fers that.  And  folks  who  want  to  trans- 
late e-mail  from  English  to  French  don't 
have  to  wait  for  .Net.  They  can  cut  and 
paste  at  AltaVista's  Babel  Fish  site  and, 
vol  la,  c'est  fait. 

DEEP  POCKETS.  So  what  does  Microsoft 
bring  to  the  party?  It  says  it  has  all 
the  pieces  to  put  the  puzzle  together. 
Start  with  the  army  of  4.5  million  de- 
velopers who  create  Windows  pro- 
grams— the  largest  stable  of  program- 
mers in  the  world.  They've  ridden 
Microsoft's  coattails  to  success  and  may 
quickly  adopt  .Net.  Then  add  Microsoft's 
arsenal  of  products,  everything  from 
database  software  to  its  monopoly  op- 
erating system.  Mix  in  its  Web  busi- 
nesses, including  the  MSN  portal,  the 
Hotmail  free  e-mail  service,  and  the 
popular  CarPoint  auto  buyers'  site.  To- 
gether, they  add  up  to  the  third-most 
visited  family  of  sites  on  the  Net  after 
Yahoo!  Inc.  and  America  Online  Inc. 
That  gives  the  company  a  better  un- 
derstanding of  how  consumers  use  the 
Internet  than  any  other  software  maker. 


"Microsoft  shows  how  easy  it  is," 
analyst  Mike  Gilpin  of  researcher 
Information  Group.  And  don't  fc 
about  resources:  Microsoft's  pocket 
$21  billion  deep. 

Will  you  need  Windows  to  make 
work?  Microsoft  says  not  necessar 
but  it'll  sure  help.  The  next  major  i 
haul  of  Windows — code-named  Whi 
and  due  out  next  year — will  have 
of  the  .Net  features  built  in  to  i 
Web  services  run  more  smoothly, 
company  also  will  debut  some  elerr 
of  the  new  user  interface.  And  th« 
erating  system  itself  will  feature  s 
.Net-based  services,  such  as  an  aut 
date  feature  that  downloads  virus 
tection  and  bug  fixes  automatically 

That  leads  critics  to  say  Microsc 
up  to  its  old  tricks.  The  company  t 
plans  only  to  release  .Net  software 
for  Windows  developers,  with 
timetable  for  letting  others  in.  Micr 
says  it  just  wants  to  get  the  new  st 
gy  rolling  before  making  tools  for 
software.  "Take  care  of  your  own  chil 


FISHING  FOR  DOLLARS:  CASTING  A  WIDE  .NET 

Microsoft's  .Net  initiative  promises  to  help  consumers  and  corporations  use  the  Web  to  organize  data  and  automate  ro 
tine  tasks.  Over  the  next  year,  the  company  will  roll  out  a  dozen  or  so  software  products  and  services.  Here's  a  samplin 


PRODOCT 


PROSPECTS 


BIZTALK  SERVER  2000  Will  let  different  operating- 
system  software  and  application  programs  swap  infor- 
mation over  the  Web.  This  enables  direct  communica- 
tion, with  little  human  intervention. 


This  new  area  barely  exists  today  but  is  core  to  Micro- 
soft's vision.  It  could  approach  $4  billion  by  2004. 
Microsoft  will  face  competition  from  players  such  as 
Software  AG  and  Computer  Associates 


SQL  SERVER  2000  The  next  update  of  the  company's 
database  server,  due  out  late  this  year,  will  be  infused 
with  .Net  software.  Then  databases  will  be  able  to  talk 
over  the  Web  with  non-Microsoft  programs. 


The  database  market  last  year  stood  at  $10.5  billion  a 
should  reach  $16.6  billion  by  2003.  Winning  this  one 
will  be  a  slog.  Oracle  is  the  database  king,  with  40%  o 
the  market,  and  it  is  developing  similar  software. 


EXCHANGE  SERVER  2000  This  e-mail  and  calendar 
program  today  trails  IBM's  Lotus  Notes.  Microsoft  hopes 
to  give  it  a  lift  by  integrating  .Net,  which  would  let  users 
check  e-mail  from  anywhere  on  the  Net  with  any  device. 


Some  $2.4  billion  of  e-mail  and  calendar  servers  were 
sold  last  year.  By  2004,  that  market,  plus  new  Web-de| 
vered  packages,  should  top  $3  billion.  Lotus  is  intro- 
ducing similar  features  and  will  fight  to  hold  its  turf. 


STORAGE  Microsoft  plans  to  sell  storage  as  a  service. 
Sites  enabled  with  .Net  could  then  offer  customers 
online  music  collections  or  Web-based  photo  albums. 


America  Online's  You've  Got  Pictures  service  is  a  likely 
rival.  And  streaming-audio  and  -video  leader  Real- 
Networks is  developing  music-storage  technology. 


MESSAGING  Microsoft  will  add  .Net  technology  to  its 
Messenger  Service  program.  The  service  could  then  be 
plugged  into  interactive-TV  offerings  or  handheld  devices. 

CALENDAR  Scheduling  capabilities  would  be  expanded 
with  .Net.  For  example,  calendars  of  co-workers  kept  at 
different  Web  sites  could  be  automatically  synchronized. 


The  biggest  rival  is  AOL,  which  holds  some  90%  of  the 
market  with  its  Instant  Messenger  and  is  rolling  out  a 
version  to  work  on  TVs  and  wireless  phones. 

Companies  such  as  Yahoo!  and  AOL  offer  Web  calendar 
now,  although  none  have  the  range  of  features  Microsof 
is  planning. 


DATA:  MICROSOFT,  IDC 
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■  ering  in  our  Proxima  UltraLighr  projector  series  are  three  new  5  lb.  models  starring  DLP,M  technology  and  video  compatibility. 

)ur  entry-level  projector  is  based  on  a  compelling  price  value  story.  And  for  sweeping  performance,  we  bring  you  the  world's 

brightest  in  its  weight  class  -  1 100  lumens  in  'a  5  lb.  projector.  Prices  start  at  $2999:  Can  you  hear  the  applause? 

-v  Go  out  and  take  a  bow  Visit  www.proxima.com  or  call  1  -888-PROXIMA. 

WMiNMKHNOlOGY     f, |n  ,  .^rna  and  Pra«,n ,  P  s  a  <radem»k  ctf  Texas  Insouments. 


proXima 

Own  your  audience. 


Information  Technology 


before  you  try  to  put  shoes  on  every- 
one else's,"  says  Microsoft  Group  Vice- 
President  Paul  A.  Maritz.  He  says 
competitors  such  as  IBM  and  Sun  are  de- 
veloping their  own  versions  of  .Net,  and 
because  it  is  based  on  open  Internet  stan- 
dards, they  don't  need  Microsoft's  help. 
That's  a  dangerous  attitude.  Judge 
Jackson  found  that  Microsoft  used  its 
power  to  squelch  competitors  such  as 


Netscape  Communications  Corp.  For- 
rester's Schadler  thinks  Microsoft  should 
bend  over  backwards  to  avoid  any  such 
impression  with  .Net.  "The  executive 
team  is  having  trouble  adopting  the  val- 
ues of  the  Internet,"  Schadler  says. 

That  could  be  the  most  damning  criti- 
cism of  all.  Microsoft  isn't  just  trying  to 
roll  out  a  new  desktop  computing  prod- 
uct. It  says  it's  revolutionizing  the  Web. 


But  it's  hard  to  fight  a  revolution  w 
troops.  Microsoft  has  plenty  of  m 
ambition,  and  smarts — and  that  wil 
.Net  off  the  ground.  But  to  really  1 
it  a  hit,  the  company  needs  the  Int< 
industry  to  share  its  vision.  If  Micr 
can't  adapt  to  the  openness  of  the  N 
may  find  itself  looking  for  yet  an< 
way  to  become  an  Internet  powerh 
By  Jay  Greene  in  Se 


HP'S  E-SPEAK:  GOOD  PRODUCTS,  BOTCHED  MARKETING 


It  held  so  much  promise.  A 
year  ago,  Hewlett-Packard 
Co.  unveiled  what  it  called 
"Chapter  II  of  the  Internet." 
No  longer  would  the  Web  be  a 
hunt-and-peck  kind  of  place. 
Rather,  useful  services  would  be 
easy  to  find  and  combine  as  un- 
related Web  sites  communicated 
with  each  other.  The  magic 
would  be  provided  by  e-speak — 
a  "universal  language  for  e-ser- 
vices  on  the  Net,"  HP  vice-presi- 
dent Ann  Livermore  boasted  to 
a  throng  of  reporters,  cus- 
tomers, and  partners. 

For  all  the  bravado,  today,  e- 
speak  barely  registers  on  the 
radar  screen.  What  went 
wrong?  Call  it  a  communication 
problem.  HP  never  adequately 
explained  what  e-speak  could  do 
and  why  anyone  would  need  it. 
Software  developers  who  work  with 
e-speak  say  it's  terrific — the  kind  of 
technology  they  need  to  improve 
their  Web  sites  and  software.  But 
even  they  say  they've  had  a  tough 
time  understanding  what  it  is.  "To  be 
honest,  I  had  heard  of  e-speak,  but 
until  I  started  working  with  it,  I 
couldn't  have  said  for  certain  what  it 
was,"  says  Corey  Mandell,  chief  tech- 
nology officer  at  Captura  Software,  a 
Bothell  (Wash.)  provider  of  financial 
software  as  an  online  service.  Today, 
he  swears  by  e-speak  and  is  making- 
it  the  core  of  his  Web  offering. 
TOUGH  SELL.  Therein  may  lie  a  les- 
son for  Microsoft  Corp.,  which  on 
June  22  planned  to  debut  a  similarly 
complex  initiative  dubbed  ".Net."  Al- 
though the  nitty-gritty  computer 
code  is  different,  the  two  companies 
are  trying  to  do  the  same  thing:  en- 
able different  Web  sites  to  communi- 
cate with  one  another  so  that  using 
the  Net  gets  easier  and  more  useful. 
Admittedly,  e-speak  is  a  tough  sell. 


LIVERMORE:  "A  universal  language  for  e-services 


"The  problem  is,  e-speak  is  just  not 
something  you  can  easily  pigeon- 
hole," says  Dwight  Davis,  an  analyst 
at  Summit  Strategies  Inc. 

HP  hasn't  made  things  easier. 
Where  did  Captura's  Mandell  hear 
about  e-speak?  Not  from  HP.  Mandell 
was  on  a  plane  coming  back  from  Sil- 
icon Valley  when  the  man  sitting 
next  to  him  told  him  about  it.  "If  HP 
sold  sushi,  they  would  market  it  as 
the  very  best  cold,  dead  fish  in  the 
world,"  says  Darwin  Melnyk,  chief 
technology  officer  and  founder  of 
Consonus  Inc.,  an  Internet  service 
provider  in  Portland,  Ore. 

At  the  heart  of  both  e-speak  and 
.Net  is  a  programming  standard 
called  Extensible  Markup  Language, 
or  XML.  This  lets  companies  identify 
elements  on  Web  pages  such  as 
prices,  quantities,  color,  size,  or'any- 
thing  else  two  Web-site  developers 
can  agree  on.  That  enables  comput- 
ers to  communicate  and  sort  through 
the  millions  of  offerings  on  the  Web. 


While  Microsoft  talks  aboui 
enabling  services  such  as  on- 
line reservations,  HP  is  aiming 
at  a  more  technical  level.  E- 
speak,  says  Rajiv  Gupta,  who 
spearheads  the  iiutiative  at  H 
helps  computers  talk  to  one 
another  about  the  details  of 
transactions.  While  Microsoft 
has  outlined  a  grand  vision  fo 
.Net,  HP  leaves  the  dreaming 
to  others  and  simply  supplies 
the  tools  to  make  it  happen. 
GLUE  NEEDED.  Best  of  all,  it's 
free.  E-speak  is  to  HP  what 
the  Java  programming  lan- 
guage is  to  Sun  Microsystem: 
Inc. — not  a  financial  barn 
burner  but  a  great  way  to  pu 
the  company  in  the  middle  of 
the  e-business  actiorj.  "You 
can't  hold  on  to  customers  or 
"  partners  anymore  just  with 
hardware.  You  need  some  sort  of 
glue,"  says  Judith  Hurwitz,  presiden 
of  Hurwitz  Group  Inc.  in  Boston. 
E-speak  is  supposed  to  be  that 
glue.  And  despite  the  tough  sell  and 
botched  marketing,  it  appears  to  be 
catching  on — albeit  slowly.  More  thai 
60  companies,  including  heavyweight 
such  as  sap  and  PeopleSoft  Inc.,  are 
working  with  e-speak,  according  to 
HP.  And  Gupta  claims  that  more  thai 
13,000  developers  have  downloaded 
the  program.  But  in  the  software  in 
dustry,  that's  not  much  compared 
with,  say,  the  1.3  million  developers 
who  work  with  Java.  "I  have  not  hac 
a  single  client  ask  me  about  it,"  says 
Carl  Lehmann  of  technology  consult- 
ing firm  META  Group  Inc. 

If  e-speak  is  going  to  catch  up 
with  those  numbers,  HP  had  better 
learn  how  to  explain  itself.  Then 
maybe,  it  will  really  have  reason  to 
boast. 

By  Jim  Kerstetter,  with  Pete\l\\ 
Burrows,  in  San  Mateo,  Calif. 
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The  world  is 
changing. 
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If 


We're  changing 
with  it. 


la 


Association  of  Business  Media  Companies 


^ce  upon  a  time,  the  media  landscape  for  business  to 
siness  communication  consisted  of  print,  print  and  more 

I  nt.  Now,  with  the  dynamic  growth  of  the  internet,  of  trade 
dws,  and  of  conferences,  that  landscape  is  changing.  So 
P,  American  Business  Press,  is  changing  too. 


r  J 


'  starters,  we're  changing  our  name  to  ABM  —  American 
siness  Media.  While  our  name  is  changing,  our  mission 
nains  the  same.  We're  here,  in  part,  to  provide  companies 


and  advertising  agencies  with  the  information  they  need  to 
make  business  to  business  communication  a  successful  part 
of  a  successful  marketing  program. 

The  numerous  publications  and  websites  that  are  members  of 
ABM  are  leaders  in  their  respective  fields.  In  a  busy,  media-filled 
world,  they  are  where  decision  makers  turn  first  for  essential 
information.  For  more  details,  turn  to  ABM.  Call  Yaquoi  Moore 
at  212-661-6360  or  visit  www.americanbusinessmedia.com. 


USINESS  TO  BUSINESS  MEDIA.  WHERE  DECISION  MAKERS  TURN  FIRST. 


STRATEGIES 


BUILT  FOR 
THE  LONG  HAUL 

Truckmaker  Paccar  is  a  profit  engine,  even  in  tough  times 


Throughout  the  late  '90s,  W.  Marvin 
Rush  simply  couldn't  get  enough 
heavy-duty  trucks  from  his  sup- 
plier, Paccar  Inc.  With  sales  at 
Rush  Enterprises  Inc.'s  Sun  Belt  deal- 
erships doubling  from  1996  to  1999, 
Rush  sold  the  Peterbilt  trucks  as  soon 
as  they  hit  the  sales  lots.  But  early  this 
year,  amid  a  runup  in  fuel  prices  and  in- 
terest rates,  truckers  suddenly  slammed 
on  the  brakes.  Even  with  eight  more 
truck  lots  in  his  San  Antonio-based 
chain,  Rush  says  he'll  be  lucky  to  match 
last  year's  total  sales.  "The  market  has 
gone  to  pot,"  he  says. 

For  anyone  who  may  have  forgotten 
what  a  recession  feels  like,  just  ask  the 
folks  who  make  18-wheelers.  A  battle 
for  market  share  left  a  glut  of  cheap, 
low-mileage  used  trucks  that's  crowding 


out  new  ones.  U.  S.  sales  of  heavy-duty 
rigs  are  expected  to  fall  12%  this  year, 
to  231,500.  Paccar,  the  No.  2  truckmaker 
in  the  U.  S.  behind  DaimlerChrysler,  has 
announced  three  rounds  of  layoffs  this 
year  at  the  plants  that  build  its  Peterbilt 
and  Kenworth  models.  And  Wall  Street 
has  knocked  Paccar's  stock  price  down 
by  24%,  to  about  41,  from  a  year  ago. 
Still,  no  one  expects  this  latest  down- 


WIDER  NET 


turn  to  break  one  of  the  country's 
remarkable  financial  streaks:  Every 
since  1939,  in  good  economic  times 
bad,  Bellevue  (Wash.)-bas'ed  Pacca 
turned  a  profit.  Thanks  to  a  family- 
inated  corporate  culture  that  en 
sizes  lean  operations  and  constan 
invention,  Paccar  should  weather 
current  dip  better  than  most  in 
trucking  industry,  say  analysts.  "Th 
probably  one  of  the  best-run  truck 
panies  in  North  America,  if  not 
world,"  says  Gary  F.  McManus,  an 
lyst  at  J.  P.  Morgan  Securities. 
QUALITY  COUNTS.  Paccar  is  surely 
ter  positioned  than  it  was  during 
industry's  last  rough  stretch,  in  ] 
Then,  Paccar  banked  almost  entirel 
sales  of  custom-built,  heavy-duty  tr 
in  the  U.S.  Today,  following  three 
cent  acquisitions  in  Europe,  Paccar 
erates  nearly  a  third  of  its  revenue 
side  North  America.  And  Paccar, 


With  its  European  acquisitions, 
Paccar  is  less  dependent  on  U.S.  sales. 
Meanwhile,  it  is  pushing  into  the  midsize  trucl 
market  and  making  high-tech  investments 
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Dobson  Communications  Corp. 


m 


Dobson 


$550,000,000 

Initial  Public  Offering 

Joint  Lead  Manager  & 
Joint  Book  Runner 
February  2000 


$1,750,000,000 

Senior  Credit  Facilities 
American  Cellular 
Corporation  (Joint  Venture 
of  Dobson*  AT&T  Wireless) 


Lead  Arranger 
February  ?000 


Dobson  Communications  Corp 

$430,000,000 

Senior  Credit  Facilities 
Lead  Ananqer 

$200,000,000 

Senior  Notes  due  2008 


Dobson  Communications  Corp. 

$800,000,000 

Senior  Credit  Facilities 
Dobson  Operating  Co. 
Lead  Arranger 
January  2000 


$200,000,000 

Senior  Credit  Facilities 
Managing  Agent 
December  1997 


It  started  with  a  bank  loan  back  in  1996.  Since  then,  the 
relationship  and  trust  between  Dobson  Communications  and 
Bank  of  America  have  grown.  Today,  Dobson  is  the  nations 
second-largest  rural  cellular  carrier — and  through  every 
stage  of  their  growth,  we've  supported  them  with  a  unique 
perspective  built  on  industry  expertise,  advisory  capabilities 
and  capital  strength.  It's  a  successful  partnership  like  this 
that  can  turn  a  growing  company  into  an  industry  leader. 

SEAMLESS  EXECUTION    VALUED  RELATIONSHIPS    INSIGHTFUL   ADVISORS 


id 


Banc  of  America  Securities 


Bankof  America. 


investment  banking  and  McuritiM  products  provided  through  Banc  ••!  America  Securities  LLC.  member  NYSI  NASI)  SIPC.  a  subsidiar)  ol  Bank  of  America  Corporation. 

This  announcem  ml   ippears  as  a  mum  ol  record  onk   Bank  ol  \merica  is  the  marketing  name  for  Bank  of  America  Corporation  and  its  affiliates  worlds*  rde   C2O00  Bank  of  America  Corporation 


The  Corporation 


21%  of  the  heavy-duty  truck  market,  is 
pushing  hard  into  the  still  growing  mar- 
ket for  midsize,  short-haul  tracks.  It's 
even  dabbling  in  high-tech  investments, 
pumping  $40  million  into  wireless  tele- 
com and  computer  technologies  with 
transportation  applications.  Chairman 
and  ceo  Mark  C.  Pigott  boasts  that 
within  25  to  30  years,  perhaps  half  of 
Paccar's  profits  will  come  from  busi- 
nesses other  than  trucks.  "We're  not  in 
a  Rust  Belt  here.  We're  a  high-tech 
growth  company,"  says  Pigott,  46. 

The  growth  part,  at  least,  is  undeni- 
able. In  March,  Paccar  made  business 
week's  list  of  50  top-performing  compa- 
nies, with  industry-leading  24%  average 
annual  sales  growth  and  40%  profit 
growth  over  the  previous  three  years. 
Amid  this  year's  downturn,  it's  expected 
to  churn  out  net  income  of  $488  million, 
down  16%,  on  sales  of  $8.3  billion,  down 
8.5%,  says  Peter  Jacobs,  an  analyst  with 
Ragen  MacKenzie  Inc.  in  Seattle.  And 
its  stock  hasn't  suffered  as  much  as  the 
competition's — Navistar  International 
Corp.,  for  instance,  was  punished  with  a 
37%  drop  in  the  past  year. 

Still,  calling  Paccar  high  tech  seems  a 
reach.  Whereas  a  typical  automobile  fac- 
tory teems  with  robots  and  automated 
equipment,  Paccar's  plants  are  populated 
with  living,  breathing  assembly  workers. 
Its  Peterbilt  and  Kenworth  units  build 
none  of  their  own  engines  or  transmis- 
sions. Paccar  focuses  on  assembly,  mar- 
keting, and  design.  At  its  seven  North 
American  factories,  it's  not  unusual  to 
see  a  worker  swing  an  old-fashioned 
sledgehammer  to  drive  an  axle  into  place. 
FOURTH  GENERATION.  A  reputation  for 
quality  among  truckers  enables  Paccar 
to  cover  its  higher  labor  costs  with  pre- 
mium prices — its  custom-built  rigs  go 
for  up  to  $120,000  apiece.  And  by  shun- 
ning many  capital  investments,  it  keeps 
asset  costs  low.  When  orders  slacken. 
Paccar  can  cut  costs  by  furloughing  em- 
ployees at  its  union  and  nonunion  plants, 
rather  than  idling  expensive  equipment. 
"We  don't  size  up  for  the  peaks,"  says 
President  David  J.  Hovind.  "We  can 
take  care  of  it  with  extra  shifts  and 
some  selective  contracting." 

Pigott  joined  Paccar  23  years  ago  as 
a  newly  minted  industrial  engineer  from 
Stanford  University  and  is  now  the 
fourth  generation  of  his  family  to  run 
the  company.  Business  was  flush  when 
he  took  over  as  ceo  in  1997  from  his  fa- 
ther, Charles  M.  Pigott.  /  nd  by  1999, 
Paccar  produced  a  record  108,000  trucks. 

Today,  that  core  business  has  down- 
shifted dramatically.  Despite  an  overall 
economy  that  is  still  booming,  industry- 
wide orders  for  new  heavy-fluty  trucks 


have  fallen  by  half  from  last  July,  to 
10,000  a  month.  Since  March,  Paccar 
chopped  output  by  as  much  as  30%  at 
three  big  plants  and  laid  off  more  than 
750  employees  to  shrink  its  payroll  to 
20,000.  Higher  fuel  costs  and  interest 
rates  are  keeping  many  buyers  out  of 
showTooms.  And  now  there  are  widen- 
ing worries  of  an  economic 
slowdown  in  the  not 
too-distant  future, 
which  could  de 
press  shipping  vol 
umes.  But  Paccar's 
biggest  woe  is  th 
generous  trade-in  terms 
that  manufacturers  of- 
fered in  their  grab  for 
market  share.  Now, 
dealer  lots  are  clogged 
with  used  trucks,  and 
prices  are  tanking. 

Because  of  his  fami- 
ly's dominance — along 


PACCAR:  SWERVING  TO 
AVOID  A  DOWNTURN 

OUTSOURCING  Paccar 
stays  lean  by  purchasing 
75%  of  every  Peterbilt  and 
Kenworth  truck  from  out- 


with  insiders,  the  Pig-      Side  vendors. _      their  own 


otts  hold  40%  of  Pac- 
car's shares — Pigott  is 
under  no  outside  pres- 
sure to  do  something 
risky.  Like  his  elders, 
however,  he  has  no 
qualms  about  remaking 
the  company.  Paccar 
started  as  a  maker  of 
railroad  and  logging 
equipment  in  1905  and 
didn't  build  a  highway 
truck  until  1945,  when 
it  bought  Kenworth.  It 
was  later  in  the  steel 
business  for  a  while. 
Now,  after  selling  an 
auto-parts  business  last 
year,  Paccar  is  almost 
exclusively  in  trucks. 

So  far,  Pigott  has 
kept  his  diversification  moves  narrowly 
focused.  Last  year,  Paccar  jumped  into 
the  medium-duty  truck  business,  open- 
ing a  plant  in  Ste.-Therese,  Quebec.  De- 
mand is  strong  for  the  just-in-time  local 
deliveries  handled  by  single-unit  medium 
trucks,  thanks  in  part  to  e-commerce. 
But  Paccar's  Peterbilt  and  Kenworth 
medium  trucks  so  far  have  only  4%  of 
the  North  American  market. 

It  may  take  a  while  for  Pigott's  other 
big  expansion  move  to  pay  off.  Wall 
Street  applauded  Paccar's  bottom-fishing 
acquisitions  in  Europe,  where  its  DAF, 
Foden,  and  Leyland  nameplates  now 
claim  more  than  10%  of  the  Continent's 
truck  market.  This  year,  heavy-duty 
truck  sales  in  Europe  are  projected  to 
hit  a  record  250,000.  But  because  of  the 
weakened  euro,  those  sales  won't  count 


LOW  FIXED  COSTS 

Labor-intensive  assembly 
plants  hold  down  capital 
investments  and  let  Paccar 
cut  costs  with  layoffs 
when  orders  slacken. 

GLOBALIZATION 

After  three  recent 
acquisitions  in  Eu- 
rope, nearly  a  third 
of  the  company's 
revenue  comes 
from  outside  North 
America. 

DIVERSIFICATION  Paccar 
recently  moved  into  the 
market  for  midsize  trucks. 

DATA:  BUSINESS  WEEK 


as  much  when  translated  into  d<U 
As  a  result,  some  competitors  are  U 
pressed  with  Pigott's  diversificatUj 
tempts.  "Paccar  is  basically  a  C4| 
[heavy-duty]  truckmaker;  they  I 
nothing  to  offset  it,"  says  Steven  I| 
president  of  Navistar's  truck  groijj 
BEACHHEAD.  Moreover,  European  1 
makers   are   muscling 
the  U.S.  market 
leader,    Dair 
Chrysler,  has 
of  U.S.  heavy 
truck  sales  thi 
its    Freightliner 
Sterling     subsidi; 
Renault,  which  b< 
Mack    Trucks    In 
1990,  plans  to  cor 
its  truck  business 
AB  Volvo's.  That 
give  it  24%  of  the 
market,  to  pass  P 
The  Europeans  pre 
compoi 
and  operate  with  £ 
economies      of 
"Scale    does    mai 
Pigott  concedes.  S 
many  trucker 
willing      to 
more  to  get  i 
hide  built  to 
engine  and  t 
mission   spec 
tions.  But  if 
grow  more  p 
conscious,   Ps 
and     Navis 
which  holds  If 
the  market,  coulc 
squeezed. 

Pigott      is      hi 
standing  idly  by. 
lysts    expect    hin 
broaden  the  compj 
beachhead  in  overseas  markets, 
clearly  believes  Paccar  can  maintainl 
mium  pricing  by  boosting  the  techf 
gy  in  truck  cabins.  Among  its  re~ 
trucking-related  tech  investments  is  Com 
$10  million  it  sunk  into  pnv,  a  C 
Springs  (Fla.)  company  that  sells  tilflf;'< 
stop  access  to  the  Internet.  Paccar  up-  •  • 
has  prototype  technology  that  sea     . 
driver's  index  finger  before  letting  ™ 
engine  start — a  guard  against  unai  ta 


rized  truck  drivers. 


:«( 


There's  no  guarantee  that  Paccar 
even  be  assembling  trucks  when  hi  F* 
tires,  Pigott  says.  Or  that  a  family  n 
ber,  such  as  one  of  his  two  school 
daughters,  will  be  running  the 
The  only  requirement,  in  fact,  is  to 
making  a  profit. 

By  Micfiael  Arndt  in  Bellevue,  M 
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Companies  are  spending  millions  on  e-procurement. 
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How's 
it  working? 


Commerce  gives  you  rapid  e-procurement  savings  with  no  significant  upfront  capital  investment. 


ine's  talking  about  e-procurement.  So 
ren't  the  savings  pouring  in? 
nple.  E-procurement  isn't  easy.  And  it 
more  than  technology  to  make  it  work. 
ICG  Commerce,  we  can  get  your 
urement  savings  flowing  right  away.  How? 
ng  advanced,  Internet-based  technology 
squires  no  major  upfront  capital  investment 


I!     . 
.  icgcommerce.  com 


or  software  installation.  At  the  same  time,  our 
experienced  purchasing  professionals  work  to 
rapidly  uncover  real  cost  savings. 

With  our  comprehensive  strategies  and  tools, 
including  catalog  purchases,  spot  buys,  portals 
and  exchanges,  aggregated  buys,  forward  and 
reverse  auctions,  and  eRFQs/eRFPs,  no  one  offers 
you'more  ways  to  save.  And  no  one  does  a 


better  job  of  integrating  e-procurement  into 
your  existing  systems— without  turning  your 
current  organization  upside  down. 

ICG  Commerce  is  making  e-procurement 
work  for  companies  around  the  globe.  Shouldn't 
we  make  it  work  for  you? 

iCGCommerce 

The  Promise  of  e-Procurement  Made  Real' 


Call  toll  free:  877.93S.ICGC 
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We  know  you're  working  harder  than  ever. 
So  we  made  the  new  Netscape'  easier  than  e 


Convenient 

Whatever  you  need  to  find  on  the  W 
find  it  faster  and  easier  with  Netscap 


Book  Card    Add  Buddy    B  P 


Kate:  are  you  there? 
Alan:  on  the  phone 
Kate:  meeting  moved 
can  you  be  ready? 


Connected 

New  Netscape"  WebMail  and  Instant 
keep  you  in  touch  with  the  people  in 


Stocks 


ESUBK 


SYMBOL     PRICE     CHAN< 


Mv  Portfolio 


DJIA         10.619.70      -98 
Nasdaq       4.471.46     +50 


Customized 

Your  own  customized  start  page  ke 
your  important  information  in  one 


Try  the  new  Netscape'  toda\  fc 
(So  from  now  on,  you  can  work  a  lit^ 

FREE  at  Netscape-P 

©  2000  Netscape  Communications        _ 
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TEMPLETON 

IWTH  FUND, 
TEON'SIPO 


Low-Fliers  May  Be  Poised 
To  Take  Off 


Look  for  well- 
run  airlines 
untouched  by 
merger  rumors 

BY  DEAN  FOUST 

While  most  airlines 
have  been  raking 
in  record  profits 
during  the  eco- 
nomic boom — 
who  among  us 
hasn't  been 
crammed  into  a  middle  seat 
lately? — you  wouldn't  know 
it  from  their  stock  prices. 
The  one-two  punch  of  ris- 
ing interest  rates  and  fuel 
costs,  plus  fear  that  an  eco- 
nomic slowdown  would 
send  the  highly  leveraged 
airlines  into  a  nosedive, 
have  left  the  major  carri- 
ers trading  around  six 
times  earnings,  their  low- 
est in  a  decade. 

But  some  Wall  Street 
pros  believe  the  gloom  that 
has  fogged  in  airline  stocks 
may  be  overwrought,  mak- 
ing airlines  a  nice  defensive 
play.  Truth  is,  the  stocks 
may  weather  a  downturn 
better  than  investors  ex- 
pect— thanks  in  part  to  air- 
lines' aggressive  cost-cut- 
ting: Carriers  are  retiring  older,  fuel-guzzling 
aircraft,  while  their  Internet  efforts  should  help 
them  slash  their  ticketing  and  distribution  costs. 
And  with  oil-producing  nations  expected  to  in- 
crease output  before  long,  the  carriers  could 
even  see  some  relief  from  those 
crippling  fuel  bills.  "The  pes- 
simism surrounding  the  airlines 
has  been  overdone,"  says  Gold- 
man Sachs  analyst  Glenn  Engel.  "I'm  willing  to 
take  my  chances." 

So  are  the  airlines  themselves.  While  investors 
may  be  shunning  airline  stocks,  the  carriers  are 
in  a  buying  mood:  AirTran  Holdings'  proposed 
merger  with  Trans  World  Airlines  and  UAL's 
move  to  acquire  US  Airways  for  a  fat  130%  pre- 


Stocks 


mium  over  its  market  price  raise  the  prospect  of 
a  merger  frenzy  that  could  produce  substantial 
profits  for  those  holding  the  right  stocks.  Among 
the  rumored  targets:  Northwest  Airlines  and 
Continental  Airlines  (of  which  Northwest  controls 
51%).  Salomon  Smith  Barney 
analyst  Brian  Harris  believes 
that  based  on  the  UAL  offer  for 
US  Airways,  Northwest  would 
fetch  at  least  $55  in  a  merger,  roughly  75%  above 
its  recent  price.  Continental  could  go  for  $87, 
nearly  double  its  current  valuation. 

Still,  think  twice  before  you  invest  solely  on 
takeover  speculation.  Washington  may  well  refuse 
to  approve  many  prospective  deals,  including 
the  ual-US  Airways  plan.   Indeed,  industry 
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BusinessWeek  Investor 


Stocks 


watchers  predict  that  the  Justice  Dept.  will  block 
the  ual-US  Airways  pact  because  it  could  start 
a  stampede  that  could  result  in  three  megaear- 
riers — United,  American,  and  Delta — controlling 
more  than  70%  of  all  U.  S.  flights  and  increasing 
their  monopoly  over  major  hub  cities.  "The  mat- 
ing dance  you're  seeing  is  just  blocking  tactics  on 
the  part  of  American  and  Delta," 
says  John  Linehan,  an  analyst  for 
the  Baltimore  fund  manager  T. 
Rowe  Price.  "They're  forcing  reg- 
ulators reviewing  the  UAL-US 
Airways  deal  to  consider  the  ef- 
fects of  three  potential  mergers." 
If  regulators  do  bar  that  partner- 
ship, Continental  and  Northwest 
could  slump.  Continental,  which 
hit  as  high  as  50  following  the 
UAL  bid  and  is  now  at  44,  could 
dip  back  into  the  30s. 

Instead    of   taking    fliers    on 
takeover  candidates,  experts  ad- 
vise looking  at  well-run  carriers  that  would  prob- 
ably stay  independent,  as  well  as  some  would-be 
acquirers  whose  stocks  have  been  battered  on 
fears  they  might  overspend  on  deals.  For  ex- 
ample, now  may  be  a  rare  chance  to  snap  up 
Southwest  Airlines  on  the  cheap.  The  no-frills 
carrier  continues  to  extend  its  franchise,  in  the 
past  15  months  opening  hubs  in  Islip,  N.  Y.,  and 
Raleigh-Durham,  N.  C.  Yet  it  trades  at  just  20 
times  estimated  earnings,  a  relatively  mod- 
est premium  to  its  anticipated  15%  to 
20%  growth  in  earnings  per  share  for 
each  of  the  next  five  years. 
Southwest  clearly  has  more  upside  than 
rivals.  The  Texas-based  carrier  has  raised 
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Gaining  Altitude 


CARRIER/ 
TICKER  SYMBOL 

PRICE* 

12-MO. 
RANGE 

P-E" 

COMMENTS 

BRITISH  AIRWAYS 
BAB 

$55.88 

$42.25-74.13 

15.0 

Pending  merger  with  KLM 
may  yield  big  savings 

DELTA  AIR  LINES 

DAL 

50.69 

43.56-63.63 

6.5 

High  margins,  low  costs, 
clean  balance  sheet 

RYANAIR 

RYAAY 

38.50 

19.44-47 

37.5 

Euroclone  of  Southwest 
expanding  aggressively 

SKYWEST 
SKYW 

35.69 

19.63-46.75 

14.0*** 

Ties  to  United  and  Delta 
produce  strong  profits 

SOUTHWEST 
AIRLINES  LUV 

19.56 

14.38-22.75 

20.0 

No-frills  carrier  growing 
swiftly 

"June  19 


'Estimated  2000  earnings 


*For  fiscal  year  ending  March  2001 
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fares  only  2.5%  this  year,  vs.  10%  on  average  for 
others.  And  while  others  have  slashed  commis- 
sions paid  to  travel  agents  to  an  average  5%, 
Southwest  still  pays  10%.  Salomon  Smith  Bar- 
ney's Harris  speculates  that  merely  cutting  com- 
missions to  8%  would  boost  Southwest's  earnings 
3<z  a  share.  The  carrier  also  is  expected  to  fatten 
earnings  even  further  as  it  expands  into  more 
profitable,  coast-to-coast  routes. 

Among  regional  carriers,  analysts  like  Den- 
ver-based SkyWest,  which  flies  feeder  routes  for 


1 
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United  and  Delta  Air  Lines.  Analysts  not 
SkyWest  plans  to  increase  capacity  by  10'. 
year,  ramping  up  to  30%  growth  in  2003.  Bi 
real  draw  is  SkyWest's  tight  alliances  with 
ed  and  Delta,  which  give  it  the  most  predi 
revenues  of  any  carrier.  Yet  SkyWest  trad 
14  times  estimated  2000  earnings,  below  it 
torical  range  of  15  to  20. 
"UNDULY  PUNISHED."  If  yoi 
fer  big  U.  S.  carriers,  the 
Street  favorite  is  Delta, 
stock  has  slid  more  than  1( 
fears  that  it  will  be  press 
match  ual  with  a  megam  m 
of  its  own,  possibly  with  (  [ 
nental  or  even  American 
why  tamper  with  success 
lanta-based  Delta  boasts  ;tl 
dustry's  highest  operating 
gins,  lowest  costs,  and  cle 
balance  sheet.  Even  if  oil  j 
spike  higher,  analysts  note 
has  hedged  70%  of  its  fuel  costs  for  200C 
50%  for  2001.  At  around  50,  Delta  trad 
6.5  times  estimated  earnings  for  the  ne 
months.  "Potential  buyers  [of  other  car 
have  gotten  unduly  punished,"  says  Gol 
Sachs'  Engel.  Meanwhile,  if  you  would  rath 
vest  in  a  fund,  Fidelity  Select  Air  Transj. 
tion  Portfolio,  which  includes  aircraft  mi 
boasts  a  load-adjusted  return  so  far  this  y< 
6.46%   and   a   three-year  average   retui 
23.54%. 

There  are  good  buys  in  airline  stocks  at 
as  well.  An  interesting  play  is  Dublin-1 
Ryanair  Holdings,  a  Southwest  lookalike 
operates  43  routes  across  11  European 
tries.  With  a  nonunion  workforce  and  a  sti 
fined  route  structure,  Ryanair  will  generat 
erating  margins  of  23%  this  year,  vs 
European  industry  average  of  6%,  Gol< 
Sachs  figures.  Ryanair's  American  depositai 
ceipts  trade  at  a  pricey  37.5  times  earning; 
analysts  say  that  isn't  out  of  line  for  a  carri 
creasing  profits  by  25%  a  year. 

Airline  watchers  are  also  bullish  on  B 
Airways,  which  recently  struck  a  deal  to  n 
with  Netherlands-based  KLM  Royal  Dutch 
lines.  Acquiring  KLM  would  be  a  boon  to  B 
lowing  it  to  route  more  lower-fare  tourist  t 
to  klm's  Amsterdam  hub  while  freeing  gat  „*.  i 
London's  Heathrow  for  higher-paying  bus  "l 
travelers.  Even  if  European  politicians  vet 
deal,  some  analysts  believe  the  two  airline; 
still  pursue  a  "virtual  merger,"  with  a  con, 
management  running  both  airlines. 

Andrew  Lobbenberg,  an  analyst  at  R< 
Fleming  Securities  in  London,  figures  th 
consolidating  functions  and  streamlining 
routes,  a  "virtual  merger"  could  generate  ai 
savings  of  up  to  $1.8  billion.  Even  investors 
ried  about  prospects  for  the  industry  would 
to  concede  one  thing:  That's  real  money,  a 
will  fall  straight  to  the  bottom  line.  Which 
gests  that  while  the  expansion  is  showing  sig 
age,  airlines  may  have  a  lot  of  range  left. 
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ti  an  American  Shopping  Spree 

ipleton  Growth  Fund's  Mark  Holowesko  has  a  new  focus:  U.  S.  stocks 


IARA 
HOVANESIAN 


Portfolio  Manager  Mark  Holowesko  calls 
his  Franklin  Resources'  Templeton 
Growth  Fund  the  "anti-Nasdaq"  fund, 
and  for  good  reason.  His  $15  billion  fund 
doesn't  own  a  single  Nasdaq-listed  stock 
right  now,  nor  has  it  for  several  years. 
That  has  hurt  Templeton  Growth's  per- 
formance recently.  But  since  the  Nasdaq  market 
peaked  on  Mar.  10,  Templeton  Growth  shares 
have  jumped  11%.  Why?  Holowesko,  a  quintes- 
sential value  investor,  is  see- 
ing his  bets  on  cheap  stocks 
finally  pay  off — and  he  is 
buying  even  more. 

And    Holowesko,    of 
late,  has  been  pulling 
back  in  Asia,  Europe, 
and  Mexico  to  load  up 
on       bargain-priced    i 
U.S.     paper,     steel,    ■ 
food,  financial,  and  re-    ■ 
tailing  issues.  "I  don't    ' 
have  a  clue  where  the 
market  is  going,"  says 
Holowesko,  40,  who  over- 
sees $90  billion  in  assets 
worldwide,  including  the  47 
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;te  where  the 
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year-old  Templeton  Growth.  "I  just  know  these 
are  cheap  stocks." 

Holowesko's  return  to  the  U.S.  is  in  sharp 
contrast  to  1999,  when  he  was  shunning  Ameri- 
ca. But  after  watching  two-thirds  of  the  stocks  in 
the  Dow  Jones  industrial  average  and  Standard 
&  Poor's  500-stock  index  plummet  in  value  earli- 
er this  year,  Holowesko  has  nearly  doubled  his 
stake  in  the  U.  S.,  to  39%  of  his  fund's  total  as- 
sets, in  about  two  months.  Relative  to  stocks  in 
Europe  and  Asia,  he  argues  that  American  eq- 
uities are  cheap  when  valued  by  free  cash 
flow,  assets,  dividend  yields,  or  earnings. 
SCREAMING  BARGAIN.  Half  of  the  200-stock 
portfolio's  top  10  holdings  (table,  page  154) 
are  now  in  the  U.S.,  a  sharp  contrast  to 
last  December,  when  no  American  compa- 
nies made  the  list.  His  largest  holding: 
H.J.  Heinz,  which  Holowesko  thinks  is  a 
screaming  bargain.  The  Pittsburgh-based 
food  maker  boasts  a  robust  stock  buy- 
back  plan,  plerity  of  free  cash  for  acquisi- 
tions, and  a  healthy  3.5%  dividend  that 
has  been  growing  8%  a  year.  Holowesko 
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UThe  Web  and  these  remarkable  computers  make  the  world  a  far 
better  place.  We  should  be  overwhelmingly  thankful.  But  stay  awaj 
from  the  price  of  those  stocks*  J  -  john  templeton 


Templeton  Growth  Fund 


TICKER  SYMBOL 

TEPLX 

ASSETS 

$15  billion" 

MINIMUM  PURCHASE 

$1,000 

SALES  CHARGE 

5.75% 

ANNUAL  EXPENSE  RATIO 

1.12% 

YTD  TOTAL  RETURN 

-1.35% 

12-MONTH  TOTAL  RETURN 

7.91% 

10-YEAR  AVG.  ANN.  TOT.  RET. 

12.84% 

AVG. ANN. PORTFOLIO  TURNOVER 

32% 

BW  RATING 

C 
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started  buying  the  stock  in  February  at  36.  It's 
now  around  41.  But  based  on  the  valuation  set  by 
Unilever  Group's  recent  bid  for  Bestfoods,  Heinz 
should  be  trading  around  60,  Holowesko  thinks. 
He  finds  similar  value  in  Bank  of  America,  which, 
at  52,  is  some  $24  off  its  52-week  high.  With  a 
price-to-book  value  of  1.8,  he  thinks  the  bank  is 
selling  for  nearly  half  the 
value  of  other  financial-ser- 
vices stocks.  It  also  has  less 
exposure  to  the  securities 
industry  than  competitors, 
and  could  be  less  affected 
if  the  market  slumps. 

Holowesko  has  also  tak- 
en smaller  stakes  in  other 
U.S.  companies,  such  as 
Nabisco,  Waste  Manage- 
ment, J.C.  Penney,  and 
Albertson's.  Assuming 
such  stocks  "move  on  ra- 
tional estimates  of  compa- 
nies' assets  and  future 
growth,"  he  says,  "patient, 
long-term  investors"  will 
reap  rewards.  "Value 
stocks  have  had  their  bear  market,"  he  says. 

If  that  turns  out  to  be  the  case,  Holowesko 
will  be  well  set  for  further  gains.  In  the  face  of 
triple-digit  price-earnings  ratios  for  tech  stocks 
and  blue  chips  with  earnings  multiples  in  the 
40s,  Holowesko  has  kept  the  average  p-e  of  Tem- 
pleton Growth  to  14.5.  That's  half  the  p-e  of  its 
benchmark,  the  Morgan  Stanley  Capital  Inter- 
national World  Index,  and  a  sliver  of  the  Nasdaq 
Composite's  159. 

The  steadfast  focus 
on  value  during  the  mo- 
mentum investing  era 
has  dampened  Temple- 
ton Growth's  perfor- 
mance for  the  past 
three  and  five  years,  STOCK 
ranking  it  in  the  bot 
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Templeton  Growth  Fund's 
Biggest  Holdings 


pleton,  who  bequeathed  the  fund  to  Holov] 
then  27,  back  in  1987.  Right  now,  says  tl 
year-old  Sir  John,  who  shares  office  space 
the  Bahamian-born  Holowesko  in  his  native 
sau,  we  are  in  "the  most  dangerous  timel 
nancial  history."  Investors,  says  Templetoi] 
witnessing  "the  greatest  financial  bubble 
times.  It's  perfectly  true  that  the  Web  and 
remarkable  computers  make  the  world  a  fa 
ter  place.  We  should  be  overwhelmingly  tha 
But  stay  away  from  the  price  of  those  stc 
Adds  Holowesko,  who  joined  Templeton  Fur 
1985:  "Bubbles  don't  deflate.  They  burst." 
POUNCING  ALONE.    Reflecting    those    feel 
Holowesko   has   less   than  2%   of  Temp 
Growth  in  technology  issues  today.  But 
with  the  fund's  recent  gains,  Templeton  Gr 
remains  loaded  with  value  stocks  that  hav 
to  pay  off.  Fully  one-third  of  the  stocks  in 
pleton  Growth  "don't  work,"  Holowesko  ad 
His  loser  investments  include  Lockheed 
tin,  Safeway  Stores,  Allstate,  Occidental  F  r 
leum,  and  Compaq  Computer,  but  the  bu 
the  fund's  worst  performers  are  in  Bri  !l)tej 
where  about  12%  of  the  fund's  assets  ar 
vested.  Holowesko  is  biding  his  time  wit 
tailer  Marks  &  Spencer,  which  trades  for 
than  the  value  of  its  real  estate  assets  alone 
originally  pegged  it  as  a  takeover  target,  bi  w 
one  has  pounced. 

In  scrutinizing  the  U.S.  stock  market,  1  TT1 
wesko  likes  to  look  back  to  the  booming  Japt  .  _ 
economy  of  more  than  a  decade  ago,  which  fi  J\\ 
collapsed  under  the  weight  of  an  overvalued 
rency,  weak  banking  system,  and  stock  and  Nrst 
estate  markets  gone  haywire.  That  doesn' 

pear  to  be  Amer'AC 
fate,  Holowesko  n 
tains,  because  the  ( m« 
try's  asset  bubbly ft 
hardly  as  widespra 
Japan's.  True,  high  JqCoi 
"went  way  be;  rporal 
what's  reasonable,  ;*,,,„ 
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torn  quartile  of  funds  H-J.  HEINZ  1.87%      $35.74       $41.81  says.  "But  it's  still . 

tracked  by  Morningstar.  BANK  OF  AMERICA  1.71  47.45         48.68  a  narrow  part  ofW' 

The     fund     has     also  Hsbc  HOLDINGS L57 S23 1174  '  market." 

trailed  the  s&P  by  an  Extravagant 

average  of  11  percent-  F?RD  M0T9R ?.:.?.? ?!:?? .44:.8.L..  stock    valuations 

age  points  annually  in  CHEUNG  KONG i  HOLDINGS      1.52  8.01         11.23  have  to  be  paid  fofe> 

both  periods.  ABBOTT  LABS 1.38 3§!il 42.56"  timately,  he  adds- 

Holowesko   couldn't  may  be,  but  as  Ion  * 

care  less  if  the  tech  bo-  ^MM'J.!.?. Li1. 4.:4..9 S±L  Holowesko  keeps  hi  W 

nanza  passed  him  by.  VOLVO  (B  SHARES)  1.26  21.67         21.81  cus  on  bargain  b 
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He  is  taking  his  cues  KROGER                            1 24          16  83         18  68  ^s  wont  be  somet 

from  his  conservative  fjjpjjjjj Q~9 39;66 ijf  that  Templeton  Grc 

mentor,  esteemed  stock-  — ■  ""'■". ■  ™ ~— -■ Fund  investors  hav 

picker  Sir  John  Tern-  *JUNE19                                               data;  franklin  resources  worry  about 
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At  Business  Week's  recent 
e.biz  Live  conference  (the 
2nd  in  the  acclaimed  e.biz 
Live  series),  Ted  Leonsis, 
president  of  America  Online's 
interactive  properties  group, 
likened  the  advent  of  the 
Internet  to  the  invention  of 
electricity  —  revolutionary 
-by  any  standard,  yet  fraught  with 
undreamed-of  implications.  "No  one 
understood  that  three  or  four  genera- 
tions down  the  road  you'd  have  per- 
sonal computers  and  hair  dryers  and 
microwave  ovens.  That's  what  is  hap- 
pening with  the  Internet.  Companies 
like  AOL,  Yahoo  and  Amazon  are  the 
first  pebbles  to  fall  into  the  lake,  and 
what  we're  seeing  today  are  the  first 
ripples.  But  it's  the  ripples  to  come 
that  are  really  exciting." 

The  current  ripples,  however, 
are  enough  to  give  most  companies 
the  navigational  blues.  As  the  world 
of  electronic  business  becomes  more 
sophisticated,  decision  makers  are 
realizing  that  it  is  not  enough  to 
simply  "e-ize"  their  old  methods.  The 
Internet  is  forcing  players  to  adopt 
new  models  designed  specifically 
for  the  electronic  medium. 

How  do  you  do  it?  The  waters  are  so 
untested  that  there  is  no  right  answer 
—  yet.  But  everyone  is  out  there  try- 


ing new  things.  Professionals 
from  all  walks  of  electronic 
industry  gathered  in  Vienna, 
Virginia,  to  share  their 
experiences  and  ideas,  suc- 
cesses and  failures.  High-  . 
lights  from  a  lively  day  of 
discussion  follow. 


Brand  Strategy 

In  the  electronic  world,  there  are 
no  storefronts.  This  virtual  existence 
presents  its  own  set  of  challenges. 

One  of  the  most  immediate  is  name 
recognition.  Companies  are  pouring 
millions  of  dollars  into  their  branding 
efforts  in  the  rush  to  be  first  and 
fastest.  But  Stephen  Mendonca,  direc- 
tor of  strategic  enterprise  initiatives 
for  Compaq  Computer  Corporation,  is 
skeptical  of  these  efforts.  "It  seems 
like  the  Internet  allows  you  to  brand 
overnight.  But  that  can  be  a  very 
unsafe  foundation.  You  need  to  hang 
onto  the  classic,  enduring  principles 
of  architecting  a  brand,  of  building 
it  over  time,  of  investing  it  with  the 
personality  traits  that  it  must  have 
and  making  those  the  foundation 
of  credibility." 

That  said,  there  is  no  doubt  that 
the  Internet  offers  businesses  unprece- 
dented flexibility  to  mold  themselves 
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Pick  a  Strategy,  Any  Strategy 

How  do  you  set  strategy  in  the  e-busi- 
ness environment?  There's  nothing  tricky 
about  it,  says  Robert  F.  Bernard, 
chairman  and  CEO  of  marchFIRST.  The 
problem  is  that  most  e-businesses 
are  neglecting  to  do  it  at  all. 

"Until  recently,  an  Internet  strategy 
was  about  taking  the  pony-tailed  kids 
and  saying  'Wow,  this  idea  can  take 
our  revenue  through  the  roof.'  But  it 
wasn't  connected  to  a  business  plan 
or  to  the  boardroom.  Now  it  has  to  be 
linked.  You  need  a  business  strategy 
that  encompasses  an  integrated  solu- 
tion. It's  about  taking  your  brand,  and 
your  marketing,  and  your  campaigns 
and  linking  them  into  your  business 
systems  and  processes." 

The  change,  says  Bernard,  is  due  mostly 
to  the  revaluation  of  the  market  that 
took  place  in  March  of  this  year.  "The 
scorecard  has  changed.  We're  starting 
to  look  at  technology  companies  not 
just  for  the  sake  of  technology,  but  for 
qualities  that  could  actually  produce 
momentum  growth  and  bring  profits 
to  the  bottom  line.  It's  not  about  just 
throwing  something  out  there  to  see 
if  it's  going  to  work  anymore." 


Business  Week's  Donna  Jernigan  at 
lunch  with  Robert  Clarke,  federal  business 
development  manager  with  BMC  Software. 


AOL's  Ted  Leonsis  meeting 
with  delegates  after  e.biz 
Live  adjourns. 


to  the  buyer's  needs.  "The  beauty  of 
the  Internet  is  its  ability  to  customize 
the  brand.  Your  store  can  mean  a  million 
different  things  to  a  million  different 
customers,"  says  Brian  Chapman, 
vice-president  of  strategy  and  develop- 
ment with  FTD.com. 

A  brand  today  may  mean  a  million 
different  prices,  too,  as  dynamic  pricing 
becomes  the  dominant  model  for  busi- 
ness-to-business transactions.  Many  sup- 
pliers fear  the  new  model.  Still,  the  race 
is  on  —  and  the  stakes  are  high.  "If  you 
don't  understand  the  trend  away  from 
static  pricing,  you're  going  to  be  so  far 
removed  from  understanding  your  cus- 
tomer and  the  new  dynamics  of  supply 
and  demand  that  you're  going  to  be 
in  serious  trouble  in  the  next  12  to  18 
months,"  says  Jim  Rdse,  cofounder 
and  CEO  of  MobShop. 

But  in  the  end,  the  efficient  supplier 
will  benefit  from  the  new  pricing  models. 
As  Tom  Hanlon,  senior  vice-president 
of  sales  and  business  development  for 
OpenSite  Technologies,  points  out,  "You're 
cutting  out  a  lot  of  the  waste  —  the 
fraud,  and  the  abuse  —  and  going  directly 
to  the  end-user  base.  People  tell  us  their 
margins  are  better.  It's  a  much  cleaner 
market  and  transaction." 

With  e-businesses  rushing  to  establish 
new  models,  is  it  worth  taking  the  time 
to  measure  return-on-investment?  It's 
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critical,  says  Ed  Kilroy,  IBM's  geneir: 
manager  of  e-commerce,  software  <  ife-ci 
tions  division.  But  you  shouldn't  n  \n 
the  mistake  of  looking  only  at  you 
profits  in  the  electronic  arena.  "Pe 
assume  that  revenue  growth  will  o 
and  it  does.  But  we've  also  taken  I  fc 
of  dollars  of  cost  out  of  our  busine  tti 
through  the  use  of  Internet  technc  m.  So  ■ 
An  especially  critical  eye  must  1  |e< : 
cast  on  ROI  when  an  e-business  set 
to  move  into  a  new  arena.  Paul  Crc 
vice-president  of  e-business,  IDA  Ii 
highlighted  one  of  the  pitfalls  com 
face  when  establishing  a  base  in  Et 
"Europe  is  15  different  countries  w 
15  taxation  systems  and  15  sets  of 
legislation.  You've  got  to  understar  ctive 
what  court  you  will  find  yourself  ii  iatior 
something  doesn't  work  out.  If  yoi  [ection 
don't,  you  can  watch  your  ROI  disa  k  fa 
very  quickly  in  the  European  space  al  to 

patit 

To  "E"  or  Not  to  "E"?  t\ 

Not  too  long  ago,  it  was  thought  tl  ion, 
pure  e-businesses  would  demolish  t 
traditional  bricks-and-mortar  mode 
Today,  conventional  wisdom  has  it 
clicks-and-mortar  —  the  merging  okj 
online  entity  with  a  physical  presei  med  | 
is  the  way  to  go. 

But  given  the  difference  in  operalailaV: 
speeds,  marrying  a  bricks-and-mort 
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i  electronic  operation  can  be  a 
lg  task.  Some  companies  have 
the  problem  by  spinning  off  their 
:es  to  function  as  separate  busi- 
While  tempting  in  its  simplicity, 
ution  is  a  trap,  says  John 
lsen,  director  of  e-business  services 
4C  Software.  "Companies  that  spin 
r  e-operations  reduce  the  internal 
e  to  learn  how  to  compete  in 
>nomy.  They  may  have  a  very 
.'Ctronic  operation,  but  the  core 
s  is  decaying  behind  the  scenes, 
ely,  the  two  sides  must  proceed 
:r." 

there  are  lots  of  good  reasons 
ig  so.  One  is  the  ability  to  offer 
;  shopping  to  consumers  online. 
at  of  the  future?  Will  legislation 
:op  to  this  tax  moratorium  as  the 
of  e-commerce  increases  and 
ose  more  and  more  tax  revenue? 
—  but  not  quite  yet,  says  White 
!-commerce  czar  Elizabeth  Echols. 
now  states  have  an  extremely 
ated  tax  structure.  It  would  be 
j  to  apply  taxes  in  the  current 
n.  So  we  support  a  moratorium 

st!  ates  come  up  with  a  system  that 

sei  tiore  sense." 

Cro  i 

€  "I" 

Ei  t .  Government's  hands- off  approach 
sift,  however,  extend  to  other  "hot 
areas  of  e-business,  such  as  privacy, 
tive  e-marketing  demands 
ii  i.zation,  which  in  turn  demands 
ection  of  customer  information. 
lisa|  ers  fear  this  trend.  Why?  "It's  the 
al  to  aggregate  enormous  amounts 
mation  at  very  little  cost  that  can 
in  ways  completely  inconsistent 
ur  expectations  and  without  your 
tliion,"  says  Christine  Varney,  a 
ihl  Clinton  Administration  official  and 
jdel  law  partner  at  Hogan  &  Hartson. 
lit  \fj  feel  that  permission-based 
ig  <c  ng  is  the  answer.  Fearing  that 
esel  med  legislation  could  cripple 

erce  and  compromise  the  benefits 
)e»  lilable  to  consumers,  e-businesses 
iort  dous  to  convince  lawmakers  that 
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Left  to  right:  Oracle's  Jack  Pellicci,  Business  Week 
president  and  publisher  Bill  Kupper,  and 
Michael  J.  Mulligan,  chairman  and  CEO  of 
MapOuest.com,  Inc.  in  conversation  at  lunch. 

they  can  put  such  controls  in  place 
themselves.  But  that  may  be  a  hard  sell. 
"Privacy  is  a  widespread  and  sexy  concern 
for  the  media,  regulators,  and  lawmakers. 
That  means  something  is  going  to  happen. 
I  don't  think  that  self-regulation  is 
sufficient  to  fill  the  void  and  keep  the 
states  from  acting,"  opines  Robert  Hoegle, 
partner  at  Carter,  Ledyard  and  Milburn. 

Rolling  Out  the  Red  E-carpet 

Privacy  is  just  one  area  in  which  consumers 
are  making  their  voices  heard.  The  proli- 
feration of  choice  on  the  Internet  has 
made  the  customer  king  as  never  before. 

The  first  challenge  facing  e-businesses 
is  simply  reaching  their  target  market. 
According  to  Michael  J.  Mulligan,  chair- 
man and  CEO  of  MapQuest.com,  Inc.,  the 
trick  is  to  stay  in  front  of  the  pack.  "The 
only  way  to  keep  up  with  your  customers 
is  to  be  out  there  trying  a  bunch  of  dif- 
ferent stuff.  Sometimes  we're  two  steps 
ahead  of  the  audience,  and  reality  and 
rationality  as  well.  But  the  leadership 
position  you  have  on  the  Web  is  transi- 
tory, so  you  have  to  stay  ahead." 

One  technique  that  has  taken  hold  is 
partnering  with  other  e-businesses  to  add 
both  value  and  points  of  competitive 
differentiation.  The  key  to  a  good  part- 
nership, says  Lon  Otremba,  president  of 
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motivate  people,  give  them  a  vision  of  the  future. 

n  have  them  help  you  create  that  future." 

<  Pellicci,  vice-president,  global  service  industries, 
>  le  Corporation 

Follow  the  Leader 


According  to  Jack  Pellicci,  vice- 
president  of  global  service  industries 
at  Oracle  Corporation,  an  Internet  year 
is  three  months.  And  if  a  project  can't 
be  accomplished  in  two  Internet  years 
or  less,  it's  probably  not  worth  doing 
at  all.  What  challenges  do  this  crash- 
and-bum  scheduling  bring  to  the  leaders 
of  the  Internet  revolution?  "It's  all 
about  managing  change,"  says  Pellicci. 
"You  have  to  get  things  out  there  very 
quickly.  Sometimes  that  means  having 
blind  faith  and  accepting  things  you 
can't  prove,  sort  of  going  over  the  cliff. 
And  communicating  your  message  — 
what  I  call  virtual  leadership  — 
is  a  very  important  piece  of  that." 

Leadership  today  also  means  knowing 
when  to  follow.  "I  am  the  change 
agent,  not  the  expert.  If  a  team 
member  knows  more  about  a  project 
than  I  do,  he  acts  as  the  real  leader." 

"Keeping  an  eye  on  technology  is 
important  for  the  leaders  of  any 
e-business,"  says  Pellicci,  but  keeping 
tabs  on  the  customer  side  is  even 
more  critical.  "We're  more  focused  on 
the  customer's  processes  and  require- 
ments than  on  the  technology.  We 
have  to  maintain  technology  leader- 
ship, but  we're  also  going  to  maintain 
leadership  in  understanding  what  the 
customer  needs." 


Richard  M.  Lee,  director,  North  America  regional 
operations  with  General  Motors  Corporation, 
(on  left)  responding  to  a  delegate's  query. 
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"People  don't  want 
to  surf  for  informa- 
tion. You  need  to 
deliver  it  to  them." 

Joseph  P.  Payne, 

chief  marketing  officer, 
MicroStrategy,  Inc. 


"You  need  to 
take  conventional 
wisdom  in  this  field 
with  a  grain  of  salt. 
It  can  turn  around 
100%  in  a  short 
period." 

John  Juergensen, 

director, 

e-business  services, 
BMC  Software 


"The  challenge 
is  getting  your 
message  across 
in  a  world  that  is 
so  cluttered." 

Stephen  Mendonca, 
director,  strategic 
enterprise  initiatives, 
Compaq  Computer 
Corporation 
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"Companies  that 
were  running  away 
from  dynamic  com- 
merce now  can't  get 
their  arms  around  it 
fast  enough." 

Tom  Hanlon, 

senior  vice-president, 
sales  and  business 
development, 
OpenSite  Technologies 


"With  wirele 
emerging  as 
critical  piece 
the  Internet 
should  be  lo 
at  Europe  as 
is  leading  th 
development 

Paul  CroninJ 

vice-president,! 
e-business, 
IDA  Ireland 


Mail.com,  is  creativity.  "We  don't  want 
to  be  cookie  cutter.  We  look  for  creative 
ways  to  structure  a  deal,  to  create  vertical 
groupings  of  offerings.  Our  partnerships 
enhance  our  services  and  add  value." 

Partnering  and  other  techniques  may 
attract  customers,  but  that's  only  half  the 
battle.  The  critical  next  step  is  keeping 
those  customers  in  a  world  where  the  com- 
petition is  only  a  mouse  click  away.  To  this 
end,  successful  e-businesses  are  making 
customer  service  one  of  their  top  concerns. 

Old-fashioned  good  service  is  enough 
right  now.  But  that  may  change. 
According  to  Neal  Bibeau,  president 
of  Rosenbluth  Interactive,  Inc.,  the 
e-consumer  is  learning  to  expect  more. 
"Folks  who  are  technically  savvy  see  the 
possibilities  that  technology  can  enhance 
customer  service  beyond  the  traditional 
models,  and  they  expect  you  to  be 
working  toward  that.  What's  going  to 
be  valuable  is  delivering  the  right  infor- 
mation or  the  right  service  at  the  right 
point  in  time.  You  need  to  anticipate." 

The  great  enabler  of  this  anticipatory 
model  of  customer  service  is  looming  on 
the  electronic  horizon.  That  enabler  is 
wireless  technology.  "Wireless  is  going 
to  be  huge.  People  are  going  to  tell  you, 
'Here's  the  information  I  want.  Send  it  to 
me.'  Everyone  gets  the  information  that 
they  need  and  only  the  information  that 
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they  need.  It's  all  about  developing 
relationship  with  the  customer  usir 
information,"  says  Joseph  Payne,  ( 
marketing  officer  of  MicroStrategy, 

The  wireless  revolution  won't  be 
about  better  customer  service,  of  c< 
It  will  be  about  the  power  of  ubiqu 
computing.  Says  Morgan  Slain,  dire 
of  emerging  markets  for  Palm,  Inc 
communication,  information,  conur 
and  entertainment  at  your  fingertir 
anytime,  anywhere."  And  it  will  occ 
across  channels.  "You  have  to  do  it 
the  Web,  across  wireless,  and  across 
The  customer  is  going  to  decide  wh 
way  to  go,"  concludes  Payne. 

Companies  that  have  been  strug 
to  effect  the  shift  to  e-business  are 
exhausted  by  the  prospect  of  havinc  H 
transform  themselves  yet  again.  But 
opportunities  abound  for  those  who  PJ 
keep  up  the  pace  —  and  the  attitud  ^ 
In  the  words  of  Richard  Lee,  directo 
North  America  regional  e-GM  operati "" 
General  Motors  Corporation,  "You  ne 
understand  that  your  world  could  h 
changed  overnight.  And  if  that  mea 
throwing  out  the  business  model  yo 
just  spent  the  last  90  days  crafting, 
throw  it  out  and  start  over."  And  ovL 
and  over  once  again  if  necessary.  Bei 
you've  got  to  adapt  to  Internet  time 
you  want  to  reap  Internet  rewards 
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STEON:  WHAT'S  THAT 
NOISE? 
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r  Ford  is 
ling  off  may 
iff  for 
<tors 

day,  but  it 
e  a  long  wait. 
Delphi  seems 
Iter  choice   • 
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Every  Coke  could  use  a  Pepsi,  and  vice  versa, 
if  only  to  proclaim  itself  the  better  choice. 
Something  just  like  that  is  headed  our  way 
on  June  28,  when  Ford  spins  off  its  auto-parts 
maker.  It's  called  Visteon,  and  it  will  be  joining 
Delphi  Automotive  Systems,  the  captive  parts 
supplier  that  General  Motors  set  free  last  year. 
gm  and  Ford  figure  all  the  capital  these  giant  op- 
erations guzzle  can  be  better  spent  on  new  de- 
signs and  smarter  marketing. 

That  makes  sense.  But  if 
you're  one  of  Ford's  190,000  reg- 
istered stockholders,  you'll  soon 
have  a  problem  in  your  portfolio: 
Visteon.  This  child  of  Ford,  which 
itself  has  long  been  investors'  fa- 
vorite U.S.  auto  stock,  is  set  to 
underperform  Delphi,  the  off- 
spring of  Detroit's  longtime  lag- 
gard (table).  If  you  can  get  it 
cheaply  enough,  Visteon  may  one 
day  pay  off.  But  chances  are 
good  that  Visteon's  new  shares 
will  be  wilting  this  summer. 

Why?  Lots  of  selling  pressure 
as  funds  that  track  the  Standard 
&  Poor's  500-stock  index  purge 
Visteon.  Because  the  spin-off  isn't 
expected  to  be  included  in  the  ~ 
s&P  500,  the  funds  will  be  obliged  to  sell  the 
stock.  The  biggest,  Vanguard  Index  500,  at  the 
end  of  April  owned  enough  Ford  to  be  in  line  for 
more  than  1.3  million  Visteon  shares.  Morn- 
ingstar  estimates  that  all  U.S.  indexed  mutual 
funds  own  enough  Ford  to  put  nearly  3%  of  Vis- 
teon up  for  sale  right  away.  And  that's  just  mu- 
tual funds.  Pension  funds  and  a  variety  of  other 
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Visteon  vs.  Delphi 


VISTEON  (VC)* 


DELPHI  (OPH) 


L SALES 


$18.7  billion 
$539  million 


$29.2  billion 
$1,682  million 


INGS  PER  SHARE 


$2.16 


$1.95 


itU( 
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TO  UNAFFILIATED  VEHICLE  MAKERS      12%  24% 

TING  INCOME  PER  EMPLOYEE  $6,654  $8,286 


lit 
:  NT  STOCK  PRICE 


$14.50 


$15.50 


IATED 


2000  EPS 


$3.30 


$2.11 


I  OF  PRICE  TO  FUTURE  EARNINGS 


4.4 


7.4 


'9  If  rating  results  for  1999;  Visteon  results  are  pro  forma,  showing  how  it  would  have  done  as  an  independent 
3, '  DATA:  COMPANY  REPORTS,  FIRST  CALL,  BUSINESS  WEEK 


indexed   portfolios  will  also   have   unwanted 
shares,  other  Investors  may  'lump  il 
cause  they  don't  know  VlsteOTl  from  VTetl 

Those   clouds   should    blow  over   by    |-,: 

so  Visteon's  poor  profitability.   For  th 
world's  second-biggest  maker  of  auto  parte  can 

mostly  blame  Ford,  which  accounted  for  --'• 
its  1999  sales.  Before  setting  Visteon  free,  Ford 
engineered  a  "market  pricing  review"  and  cut  by 
5%  the  prices  it  will  pay  for  dashboards,  air 
conditioners,  bumpers,  electronics,  and  every- 
thing else  it  buys  from  Visteon.  Had  Visteon 
operated  this  way  last  year,  its  Securities  &  Ex- 
change Commission  filing  shows,  it  would  have 
produced  operating  profit  of  $6,654  per  employee. 
The  average  Delphi  employee  turned  out  $8,286. 
On  the  same  basis,  Visteon 
netted  $281  million  on  sales  of 
$18.7  billion — a  margin  of  1.5%. 
Delphi's  net  margin  came  to 
3.7%,  a  bit  above  average  for 
the  top  10  parts  makers. 
BIG  LEAD.  Visteon  is  intensi- 
fying its  drive  to  win  con- 
tracts outside  Ford,  perhaps 
at  better  prices.  Forty  per- 
cent of  Visteon's  new  orders 
last  year  came  from  other 
customers,  and  the  parts  mak- 
er's goal  is  to  raise  non-Ford 
sales  to  20%  of  total  revenue 
by  2002,  up  from  12%  in  1999. 
Yet  here,  too,  Delphi  has 
lapped  Visteon.  It  garnered 
24%  of  revenues  last  year 
from  non-GM  customers. 
What  does  Visteon  say  about  all  this?  ceo 
Peter  Pestillo  and  other  executives  have  been 
keeping  quiet  ahead  of  the  spin-off.  But  with 
operations  in  20  countries,  the  world's  second- 
biggest  maker  of  auto  parts  does  boast  an  envi- 
able market  position.  It  also  has  plenty  of  room 
to  improve  operations  and  profitability.  And  the 
stock  is  down.  Wall  Street  hasn't  waited  for  the 
actual  distribution  of  Visteon  shares.  They  began 
trading  June  9  on  a  "when-issued"  basis,  slowly 
sinking  it  below  15  from  above  18. 

If  you've  got  the  time  to  wTait  for  Visteon  to 
catch  up  with  Delphi  and  other  rivals,  the  stock 
may  prove  a  true  bargain.  At  15,  it's  trading  at 
less  than  five  times  Wall  Street's  estimate  of  its 
earnings  this  year.  By  contrast,  its  10  largest 
competitors  go  for  an  average  multiple  of  7,  Del- 
phi trades  at  7.4,  and  Valeo,  a  key  global  rival 
based  in  Paris,  goes  for  11  times  estimates  of  this 
year's  profit.  The  s&p  500  gets  a  multiple  of  23. 
What  does  that  tell  me?  Delphi  and  Visteon  both 
are  cheap  as  soda  pop,  but  with  its  clear  lead, 
Delphi  looks  like  the  real  thing. 
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Just  a  reminder  the 

next  time  you're  in  the  market 

for  a  Web  solution. 


e  experienced 
300%  online  sales  grow 
and  were  still  able  to  meet 
our  promise  of 
on-time  delivery,  thanks 
to  Microsoft  Windows  200 
Advanced  Server." 


— Gary  King, 

Chief  Information  Officer, 

Barnes  &  Noble.com 


Microsot 

Where  do  you  want  to  go  toda 
microsoft.com/windows2l 
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EXTEL'S  CLEAR  SIGNAL 


;ene  g.  MARCIAL 

Nextel  can  be 
eap  way  to 
the  Internet. 
3ps  may  be  in 
wings  for 
;ialty  finance 
;ern  New 
:ury.  And 
ery  maker 
trie  Fuel  hums 


MORE  AND  MORE 
SUBSCRIBERS 


NEXTEL      " 
COMMUNICATIONS 


june: 


Although  a  big  believer  in  technology,  in- 
vestment manager  Graham  Tanaka  has  in- 
fused his  portfolio  with  only  the  "enablers 
and  beneficiaries  of  the  digital  revolution."  He 
has  shunned  dot-coms  and  focused  instead  on 
techs  engaged  in  helping  to  provide  speedy  wire- 
less communications  systems  and  networks  for 
faster  access  to  the  Internet.  The  strategy  has 
worked:  His  Tanaka  Growth  Fund  is  up  23% 
this  year,  through  June  21,  while  market  indexes 
have  languished.  In  the  past  18  months,  the  fund 
has  gained  96.9%  vs.  the  Russell  2000's  29%  and 
21.9%  for  the  Standard  &  Poor's  500-stock  index. 

Among  Tanaka's  top  cur- 
rent stock  picks:  Nextel 
Communications  (nxtl),  a 
major  provider  of  mobile 
communications  services, 
including  two-way  radio 
dispatch,  paging,  data 
transmission,  and  mobile 
telephony.  Nextel  was  one 
of  the  high-flying  tech 
stocks  until  the  mid-March 
plunge,  when  high-tech  and 
Internet  shares  got  hammered.  Nextel  has  been 
able  to  steadily  climb  back  from  its  low  of  38  a 
share,  hitting  63  by  June  21. 

Tanaka  says  that  based  on  Nextel's  projected 
cash  flow  of  $2.60  in  2001  and  $3.40  in  2002,  the 
stock  should  hit  85  to  100  in  12  months.  The 
company  is  cash-flow  positive  but  hasn't  report- 
ed earnings  because  it  continues  to  spend  on  in- 
frastructure equipment  and  acquisitions. 

Collette  Fleming  of  Morgan  Stanley  Dean  Wit- 
ter is  also  high  on  Nextel:  "Not  only  do  we  be- 
lieve that  Nextel  is  inexpensive  on  a  discounted 
cash-flow  basis,  but  it  continues  to  trade  at  a  dis- 
count to  comparable  companies,"  she  says. 

Tanaka  says  Nextel's  subscriber  count  is  rising 
in  the  U.S.  and  overseas.  He  figures  its  sub- 
scriber base  of  5.6  million  at  the  end  of  1999 
will  jump  to  7  million  by  yearend  2000  and  add 
an  additional  2.5  million  in  2001.  With  such  a 
huge  subscriber  count — and  cash  on  hand  of  $5.8 
billion — Nextel  will  have  solid  resources,  he  says, 
to  increase  its  radio  frequency  spectrum  to  carry 
the  awaited  broadband  for  greater  Net  services. 
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SUITORS  M 
BE  WAITIN 


A  NEW  DEAL  FOR 
NEW  CENTURY? 


Ni 


NEW  CENTURY 
FINANCIAL 


▲  DOLLARS 

DATA  BL0OM8FRG  FINANCIAL  MARKETS 


"ew  Century  Financial  (ncen),  a 
specialty  finance  company  en- 
gaged in  subprime  mortgage  lend- 
ing, has  quietly  hired  the  New  York 
investment  firm  PaineWebber  to  come 
up  with  strategic  options,  including  the 
sale  of  the  company,  say  some  invest- 
ment pros  familiar  with  the  situation. 


By  June  23,  PaineWebbi  i  i    expected  to  tell  Hi 
rccior.s  thai  two  companies  are  interested  b 
enuring  New  Century.  One,  -ay  these    ouro 
a  financial-services  company  with  a  $15.2  billion 

market  value  and  assets  of  $186  billion  The  oth 
er  is  a  bank  holding  company  with  a  market 

cap  of  $15.7  billion  and  $H\  billion  in  assets. 

Shares  of  New  Century,  as  high  as  15  ill  late 
December,  have  fallen  to  7,  partly  because  of 
the  pressure  on  financial  companies  and  buyout 
rumors  last  year  that  failed  to  materialize.  "This 
time,  management  is  open  to  selling  the  compa- 
ny," says  one  New  York  money  manager.  He 
figures  with  a  book  value  of  9/  a  share,  New 
Century  is  worth  15.  It's  expected  to  earn  $2  a 
share  this  year  and  $2.20  next.  The  company 
declined  to  comment  as  a  matter  of  policy. 

CHARGING  UP 

WITH  ELECTRIC  FUEL 

Little-known  battery  maker  Electric  Fuel 
(efcx),  an  Israeli  company  with  marketing 
offices  in  Iselin,  N.J.,  and  production  facili- 
ties in  Israel  and  Alabama,  is  bound  to  get  better 
known  before  long.  Its  chief  product  is  a  line  of 
ZincAir  disposable  batteries  used  mainly  as  back- 
up for  cellular  phones.  They're  ready-to-use, 
high-capacity  batteries  that  fit  most  cellular 
phones,  including  Nokia,  Ericsson,  and  Motorola 
models.  No  longer  will  cell-phone  owners  have  to 
bring  recharger  equipment  when  they  travel: 
They  can  carry  spare  ZincAir  batteries. 

The  big  news  from  Electric  Fuel  is  yet  to 
come:  It  will  soon  announce  an  "Instant  Power" 
battery  for  the  popular  hand-held  Palm  comput- 
ers. They  will  allow  Palm  users  to  continue  work- 
ing even  after  their  batteries  run  down. 

"The  new  battery  will  be  a  hot  seller  among 
Palm  and  cellular-phone  users,"  says  a  New  York 
money  manager  who  has  been  buying  shares. 
Electric  Fuel  shares,  now 
at  10  each,  rose  to  a  high 
of  23  in  late  February. 

Analyst  Oren  Rossen  of 
the  European  investment 
bank  Investec  expects 
Electric  Fuel  to  ramp  up 
output  this  year.  It's  now 
producing  200,000  batter- 
ies a  month.  With  the  bat- 
teries priced  at  $5  apiece, 
he  says  the  company 
should  sell  some  $8  million  worth  of  batteries  this 
year.  By  2001,  sales  should  jump  to  6  million 
units  per  quarter,  based  on  expected  demand, 
says  Rossen.  He  sees  total  yearly  sales,  adjusted 
for  possible  price  cuts,  of  $80  million.  He  thinks 
Electric  Fuel  will  post  operating  profits  by  2001. 
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"INSTANT  POWER" 
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Watch  for  Gene  Marcial's  Inside  Wall  Streef  Online 
column  every  Tuesday  afternoon  at 
www.businessweek.com/today.htm 
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The  New  Economy  has  changed  the  way 
the  world  does  business. 

Explore  its  multi -faceted  opportunities. 

On  Thursday,  October  5,  2000,  Business  Week  magazine  will  convene  a  select  group  of  the  most  accomplished  leaders  o1 
the  New  Economy  at  The  Waldorf-Astoria  in  New  York  City.  This  private,  invitation  only  meeting  will  create  a  forum  wh, 
the  business  world's  most  brilliant  thinkers  can  examine  the  multi-faceted  opportunities  presented  by  the  New  Economy 
and  the  ways  in  which  corporations,  as  well  as  their  leaders,  must  evolve  to  succeed  in  this  variegated  environment. 

The  CEO  Summit  will  delve  deeply  into  these  issues  by  encouraging  peer  interaction  and  by  spotlighting  exemplary  lead 
from  best-of-breed  organizations,  such  as  Erik  Brynjolfsson  Associate  Professor,  MIT  Sloan  School  of  Management;  Co-direc 
MIT  center  for  ebusiness@MIT,  Dan  Carp  president  &  CEO,  Eastman  Kodak  Company,  Candice  Carpenter  Co-Chairperson  & 
CEO  Milage  Inc.,  Edward  D.  Horowitz  Chief  Executive  Officer,  e-Citi;  Senior  Corporate  Officer  Citigroup,  Richard  N.  Barton 
president  &  CEO,  Expedia,  Inc.,  Jeffery  A.  Dachis  president  CEO  &  treasurer,  Razorfish,  Inc.,  Robert  W.  Wrubel  president  &  C 
Ask  Jeeves,  Inc.,  Stephen  B.  Shepard  Editor-in-Chief,  Business  Week,  Mitch  Wienick  president  &  CEO,  CD!  Corp. 
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CEO  for  the  New  Economy 

October  5,  2000 

The  Waldorf-Astoria,  New  York  City 

Sponsored  by: 

Cyveillance    EDS    Dell  Computer  Corporation 

Hewitt  Assoclates/Sageo,  a  Hewitt  eBusiness    PeopleSoft    Vitria  Technology,  Inc. 

With  support  from: 
Diners  Club  International 


BusinessWeek 


of  The  McGraw-Hill  ( 'Ompaitics 


If  you  have  received  an  invitation,  we  urge  you  to  RSVP  today. 
If  you  have  not  received  one  but  believe  you  should  attend,  please  contact  us. 

Simply  call  1-800-682-6007. 
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Figures  of  the  Week 


■  STOCKS 

S&P  500 

June    Dec.   June  June  15-21 
1570  , —  -  i : 1500 


U.S.  MARKETS 


June  21 


%  change 
Year  to    Last  12 
Week      date    months 


GLOBAL  MARKETS 


June  21      Week 


1485 


1400 


1315 


1230 


COMMENTARY 

Technology  stocks  dominated  the  mar- 
ket this  week,  pushing  Nasdaq  up  7% 
and  back  over  the  4000  mark  for  the 
first  time  since  April.  Reports  that  big- 
ger tech  names  could  show  strong 
profit  growth  boosted  Intel  and  Mi- 
crosoft, but  didn't  help  offset  losses  of 
the  Old  Economy  stocks  in  the  Dow, 
which  drifted  down  1.8%.  The  broader 
S&P  500  eked  out  a  0.6%  gain. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


S&P  500  1479.1 

Dow  Jones  Industrials  10,497.7 

Nasdaq  Composite  4064.0 

S&P  MidCap  400  503.9 

S&P  SmallCap  600  210.3 

Wilshire  5000  13,862.2 

SECTORS 

Business  Week  50*  1279.7 
Business  Week  Info  Tech  100**  1013.1 

S&P/BARRA  Growth  912.9 

S&P/BARRA  Value  598.6 

S&P  Energy  913.3 

S&P  Financials  134.2 

S&P  REIT  82.5 

S&P  Transportation  556.3 

S&P  Utilities  271.1 

GSTI  Internet  485.8 

PSE  Technology  1158.9 
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0.1 

-3.5 
0.5 
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-8.7 

-0.1 

13.3 

6.3 

0.4 


9.6 
-2.9 
54.5 
22.7 
16.6 
12.3 


S&P  Euro  Plus  (U.S.  Dollar)         1644.1        4.0 


-1.6 

29.3 

NA 

NA 

2.9 

21.7 

-2.0 

-3.3 

9.5 

7.9 

0.9 

-6.7 

12.1 

-5.1 

-6.8 

-25.9 

19.3 

2.1 

-31.8 

-0.3 

19.2 

97.6 

London  (FT-SE  100) 
Paris  (CAC  40) 
Frankfurt  (DAX) 
Tokyo  (NIKKEI  225) 
Hong  Kong  (Hang  Seng) 
Toronto  (TSE  300) 
Mexico  City  (IPC) 
FUNDAMENTALS 


6477.8 

6490.8 

7100.1 
17,210.1 
16,238.1 
10,197.3 

6687.0 
June  20 


-0.9 
-1.8 
-3.4 

3.3 

2.4 

2.3 

0.3 
Wk 


S&P  500  Dividend  Yield  1.1% 

S&P  500  P/E  Ratio  (Trailing  1 2  mos.)  30.3 
S&P  500  P/E  Ratio  (Next  1 2  mos.)*  23.8 
First  Call  Earnings  Revision*  -0.33% 

•First  Call  Corp. 
TECHNICAL  INDICATORS      June  20      Wk 


1 

2S 

2* 

0 


*Mar.  19.  1999  =  1000 


"Feb.  7,2000=1000 


S&P  500  200-day  average  1402.9  1399 

Stocks  above  200-day  average           53.0%  51 

Options:  Put/call  ratio                      0.49  0.' 

Insiders:  Vickers  Sell/buy  ratio           1.28  1.; 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 

GROUPS  month  % 


Publishing 

Health-care  Services 
Communications  Equip. 
Semiconductors 


20.9 
18.8 
18.7 

18.4 


Semiconductors 
Instrumentation 
Defense  Electronics 
Health-care  Services 


123.6 

119.8 

92.0 

87.1 


Invest.  Banking/Brkrge.        17.3    Communications  Equip.       75.9 


Automobiles 

Steel 

Forest  Products 

Metals 

Apparel  Manufacturing 


-22.8 
-20.0 
-19.6 
-18.6 
-17.1 


Pollution  Control 
Office  Equip.  &  Si 
Metal  &  Glass  Co 
Life  Insurance 
Housewares 
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MUTUAL  FUNDS 


Week  ending:  June  20 
■  S&P  500  ■  U.S.  Diversified  BAH  Equity 

4-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return % 

Leaders 

Technology  29.0 

Communications  24.1 

Mid-cap  Growth  20.1 

Health  20.0 

Laggards 

Precious  Metals  -0.2 

Natural  Resources  0.4 

Miscellaneous  1.1 

Financial  1.2 


52-week  total  return 


Leaders 

Technology 
Health 

Small-cap  Growth 
Mid-cap  Growth 
Laggards 
Financial 
Miscellaneous 
Precious  Metals 
Large-cap  Value 


Week  ending: June  20 
■  S&P  500   ■  U.S.  Diversified  BAH  Equity 

52-week  total  return 


EQUITY  FUNDS 

4-week  total  return 


%      52-week  total  return 


97.9 
74.5 
62.9 
58.8 

-6.8 
-6.3 
-5.6 
-0.9 


% 


%         6  12         18         24         30 

Data:  Standard  &  Poor's 


Leaders 

ProFund  UltraOTC  65.1 

Alpha  Analytics  Digital  Future  52.5 
Red  Oak  Technology  Select  51.8 
PBHG  Select  Equity  51.0 

Laggards 

ProFund  Ultrashort  OTC  -46.1 
Potomac  OTC  Short  -25.3 

Potomac  Internet  Short  Inv  -24.4 
Bearguard  Inv  -15.4 


Leaders 

PBHG  New  Opportunities  326.0 

Dresder  RCM  Biotech.  N  250.7 

PBHG  Select  Equity  230.6 

Franklin  Biotech.  Discovery  A  208.8 
Laggards 

ProFund  Ultrashort  OTC  -81.2 

Potomac  OTC  Short  -53.2 

Calvert  New  Africa  A  -37.9 

Rydex  Transportation  Inv.  -31.8 


INTEREST  RATES 


KEY  RATES 
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June  21     Weekaj  *K 


MONEY  MARKET  FUNDS 


6.06%       6.02°/ 
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90-DAY  TREASURY  BILLS 


5.79 


5.83 


1-YEAR  TREASURY  BILLS 


6.14 


6.12 


10-YEAR  TREASURY  NOTES 


6.10 


6.04 


plian:- 


30-YEAR  TREASURY  BONDS 


5.96 


5.91 


30-YEAR  FIXED  MORTGAGEt        8.16  8.26 


tBanxQuote,  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exemr. 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  bond 
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GENERAL  OBLIGATIONS 


5.06% 


TAXABLE  EQUIVALENT 


7.33 


INSURED  REVENUE  BONDS 


5.22 


TAXABLE  EQUIVALENT 


7.57 


fci: 


I  THE  WEEK  AHEAD 


EXISTING  HOME  SALES  Monday,  June  26,  10     short-term  interest  rates  unchanged.  The 


a.m.  EDTt*  Existing  homes  likely  sold  at 
an  annual  rate  of  4.75  million  in  May, 
says  the  median  forecast  of  economists 
surveyed  by  Standard  &  Poor's  mms,  a  di- 
vision of  The  McGraw-Hill  Companies.  In 
April,  the  sales  rate  was  4.88  million. 

FOMC  MEETING  Tuesday,  June  27,  9  a.m. 
edt>-  The  Federal  Reserve's  Federal 
Open  Market  Committee  will  meet  to  set 
interest  rates.  Nearly  all  of  the  econo- 
mists surveyed  expect  the  Fed  to  leave 


meeting  continues  on  June  28. 

CONSUMER  CONFIDENCE  Tuesday,  June  27, 
10  a.m.  edt>-  The  Conference  Board's 
index  of  consumer  confidence  likely  fell 
to  140  in  June,  from  144.4  in  May. 

DURABLE  GOODS  ORDERS  Wednesday,  June 
28,  8:30  a.m.  edt*  The  s&p  mms  survey 
projects  that  new  orders  for  durable 
goods  bounced  back  a  bit  in  May,  rising 
2.5%,  after  plunging  6.4%  in  April. 


NEW  SINGLE-FAMILY  HOME  SALES  Tin 

June  29,  10  a.m.  edt>  New  hor 
probably  sold  at  an  annual  rate 
900,000  in  May,  a  small  declin 
April's  909,000  sales  pace. 


PERSONAL  INCOME  Friday  June  30, 
a.m.  edt  ►  Personal  income  likel 
creased  a  small  0.2%  in  May,  or 
0.7%  jump  in  April,  says  the  s&f 
median  forecast.  Consumer  spen((fl 
probably  up  0.3%  last  month,  al 
0.4%  in  advance  in  April. 
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jlcome  Citigroup,  which  joins  the  BW  50  Index  this  week  as  No.  50.  The  banking-broker-insur- 
ces  drugmaker  Warner-Lambert,  which  was  acquired  June  20  by  Pfizer,  another  BW  50  company. 
ts  was  Biogen,  up  27.8%,  while  Microsoft  surged  14.5%  after  a  federal  judge  delayed  restrictions 
company.  Financial  stocks  sank,  with  Wells  Fargo,  down  14%,  among  the  worst  showings. 


COMPANY  PERFORMANCE 
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%  change 
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Week     3/1/00 


Rank      Company 


%  change 
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Week     3/1/00 
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14.5 
8.4 
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-11.1 

-1.1 

2.5 

20.5 

32.8 


26  Intel  9.9  20.0 

27  Tribune  -1.9  -5.8 

28  Xilinx  12.5  31.1 

29  Enron  3.0  7.5 

30  Lexmark  International  -1.0  -47.4 
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-17.3 
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-8.5 

9.7 
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-81.0 
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-38.1 
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-3.7 


31  Omnicom  Group 

32  America  Online 

33  Guidant 

34  MBNA 

35  Pfizer 


8.7 

8.7 
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-2.0 
-33.9 
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36  Solectron 

37  Gateway 

38  Wells  Fargo 

39  General  Dynamics 

40  Texas  Instruments 
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16.8 

-14.0 

-4.1 
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13.8 
-8.0 
•4.1 
^*.l 
-8.5 


6.1 
20.3 

-18.0 
17.5 

-53.6 


41  Capital  One  Financial  -12.5 

42  General  Electric  -3.1 

43  Kansas  City  Southern  Industries    6.8 

44  Wal-Mart  Stores  -2.8 

45  Paccar  -0.8 

46  PE  Biosystems  Group  8.5 

47  Merck  -0.9 

48  Adobe  Systems  5.7 

49  Reliant  Energy  4.8 

50  Citigroup  -6.1 


15.1 

-14.2 

10.5 

25.4 

6.2 

22.7 

12.9 

-3.6 

9.3 

-4.1 

-35.3 

20.5 

28.3 

45.6 

22.0 


iDUCTION  INDEX 

Change  (torn  last  week:  0.5% 
Change  from  last  year:  12.3% 


Ofj 


index  is  a  4-week 
moving  average 


Oct. 
1999 


Feb. 

2000 


May 
2000 


idex  continued  to  increase  during  the 
e  calculation  of  the  four-week  moving 
ix  advanced  to  171.4,  from  169.7.  On 
sted  basis,  production  of  autos,  trucks, 
strongly,  while  rail-freight  traffic  and 
ed.  Because  of  a  return  to  more  sea- 
es  across  the  nation,  electric-power 
S&'Dj harply.  Steel  and  crude-oil  refining  out- 
sell. 

«  of  the  index  components  is  at  www.business- 
1   tion  index  Copyright  2000  by  the  McGraw-Hill 


I  ONLINE  RESOURCES 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

S&P  PERSONAL  WEALTH  Real  time  mar 
ket  coverage,  industry  analysis,  and 
personalized  retirement  advice. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 
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For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessweek.com 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABC  (DIS)  105 
AirTran  Holdings  (AAIR) 

151 

Albertson's  (ABS)  153 
Allstate  (ALL)  153 
AltaVista  140 
Amazon.com  (AMZN)  32, 

140 
American  Airlines  (AMR) 

151 
America  Online  (AOL)  44, 

105,168 

Apple  Computer  (AAPL)  44 
AT&T  (T)  44 
AvtivMedia  Research  41 

B 


Bank  of  America  (BAC)  52 
Bank  of  Montreal  132 
BB&T(BBT)  40 
Bell  Atlantic  (BA)  52 
Bertelsmann  124 
Bestfoods  (BFO)  153 
Blockbuster  (BBI)  105 
Blue  Cross  of  California 

49 

Bluef  ly  (BFLY)  1 34 
Booz  Allen  &  Hamilton 

124 

Bowstreet  140 
British  Airways  (BAB) 

151 
British  Sky  Broadcasting 

(BSY)  124 

C 


Cable  &  Wireless  (CWP) 
42 

Calico  Commerce  (CLIC) 
140 

Canal+(CNPLY)124 
Captura  Software  144 
CDW  Computer  Centers 
(CDWC)  140 
Chevron  (CHV)  36 
CIBC  World  Market  8 
Cisco  Systems  (CSCO)  13 
Citgo  Petroleum  36 
Coca-Cola  (KO)  56, 108 


Compaq  Computer  (CPQ) 

153 
Compass  Bancshares 

(CBSS)  40 
Consonus  144 
Continental  Airlines  (CAL) 

151 
Credit  Suisse  First  Boston 

40. 108 


DAF 146 

DaimlerChrysler  (DCX)  8, 

124, 146 
Davenport  120 
Davidowitz  &  Associates 

120 
Delphi  Automotive 

Systems  (DHP)  159 
Delta  Air  Lines  (DAL)  151 
Deutsche  Bank  (DBK)  41 
Deutsche  Telekom  (DT)  42 
Drinker  Biddle  &  Roath  44 

E 


EarthLink  (ELNK)  44 
Eaton  Vance  (EV)  8 
Electric  Fuel  (EFCX)  161 
EMC  (EMC)  108 
Enron  (ENE)  132 
Ericsson  (ERICY)  161 
Ernst  &  Young  132 

F 


Goldman  Sachs  (GS)  134, 
151 
GTE  (GTE)  52 

H 


Federal  Express  (FDX)  140 

Fidelity  52 

First  Analysis  134 

Florsheim  (FLSC)  10 

Foden  146 

Ford  Motor  (F)  8, 13, 64, 

159 
Forrester  Research  (FORR) 

105 

France  Telecom  42, 124 
Franklin  Resources  (BEN) 

153 
Franklin  Templeton  40 

G 


General  Electric  (GE)  124 
General  Motors  (GM)  8, 
13,159 


Handspring  52 
HBO(TWX)105 
Hewlett-Packard  (HWP)  8, 

108,140,144 
Hibernia  (HIB)  40 
HI  Heinz  (HNZ)  153 
Honeywell  International 

52 
HSBC  Securities  (HBC)  32 


8.44 
Imax  (fMAX)  103 

Intel  (INTO  103, 105 
Intuit  (INTU)  140 
Inverge  140 
Investec  161 

J 


J.C.  Penney  (JCP)  153 
John  Hancock  Financial 

Services  (JHF)  8 
John  Nuveen  (JNC)  8 
Johnson  &  Johnson  (JNJ) 

132 
J.P.  Morgan  (JPM)  146 

K 


KLM  Royal  Dutch  Airlines 
(KLM)  151 
Kohl's  (KSS)  120 

L 


McDonald's  (MCD)  52 
McGraw-Hill  (MHP)  40, 
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Mercedes-Benz  (DCX)  10 
Merck  (MRK)  49 
Merrill  Lynch  (MER)  8, 40, 

42 
Microsoft  (MSFT)  13, 42, 

44,46,105,140,144 
Mobile  Insights  (Ml)  105 
Morgan  Stanley  Dean 

Witter  (MWD)  161 
Morningstar153, 159 
Motorola  (MOT)  105, 161 
MP3.com  (MPPP)  46 

N 


Lazard  Freres  124 

Legg  Mason  42 

Lehman  Brothers  (LEH)  49 

Leyland  146 

Liz  Claiborne  (LIZ)  120 

Lockheed  Martin  (LMT) 

153 
Lucent  Technologies  (LU) 

108 
LVMH  Moet  Hennessy 

Louis  Vuiton  124 
Lycos  (LCOS)  24 

M 


Mail.com  134 


Nabisco  Group  Holdings 

(NGH)  153 
Napster  46 
Nautica  Enterprises 

(NAUD65 
Navistar  International 

(NAV)  146 
Neiman  Marcus  (NMG) 

120 
Neuberger  Berman  (NEU) 

8 
New  Century  Financial 

(NCEN)  161 
News  Corp.  (NWS)  124 
Nextel  Communications 

(NXTL)  161 
Nokia  (NOK)  161 
Nortel  Networks  (NT)  105, 

108 
Northwest  Airlines  (NWAC) 

132,151 
Novasoft  10 

NTT  DoCoMo  105 


Occidental  Petroleum 
(OXY)  153 

Ogden(OG)13 
Oracle  (ORCL)  140 

P 


Paccar  (PCAR)  146 
Pacific  Century  Financial 

(BOH)  52 
PacketVideo  105 
PaineWebber(PWJ)40, 

161 


PictetVal  France  124 
Piper  Jaffray  (USB)  134 
Procter  &  Gamble  (PG)  52, 
132 


Quack  24 
Qualcomm(QCOM)105 

R 


Rambus  (RMBS)  103 
Real  Networks  (RNWK) 

105 
Regions  Financial  (RGBK) 

40 

Renault  146 

Robert  Fleming  Securities 

151 

Royal  Dutch/Shell  (RD)  36 
Rush  Enterprises  (RUSH) 

146 
Ryanair  Holdings  (RYAAY) 

151 


Safeway  Stores  153 
Saks  (SKS)  120 
Salomon  Smith  Barney  (C) 

151 

Sanford  C.  Bernstein  146 
Sanyo  Electric  (SANYY)  105 
Schering-Plough  (SGP)  49 
Seagram  (VO)  124, 168 
SI  (SONE)  1 3 
Sky  West  (SKYW)  151 
Sonera  105 
Sony  (SNE)  46, 124 
Southwest  Airlines  (LUV) 

151 

Sprint  (FON)  105 
Sprint  PCS  (PCS)  42 
Standard  &  Poor's  (MHP) 

40 

Steve  Madden  (SHOO)  52 
Summit  Strategies  144 
Sun  Microsystems  (SUNW) 

140 

T 


Texas  Instruments  | 

52, 105 
Thomson  Financial 

Securities  Data  ■ 
3Com  (COMS)  52 
Time  Warner  (TWX)| 

105 

Toddlerwatch.com 
Tommy  Hilfiger  (TO| 
Toyota  Motor  (TM) ! 
Trans  World  Airline^ 

151 
Ty52 

U 


Tanaka  Growth  Fund  161 
Target  Stores  (TGT)  120 
Tellme  24 

Templeton  Growth  Fund 
(BEN)  153 


il 


UAL  (UAL)  151 
Unilever  (UN)  153 
United  Airlines  (UAI 
Universal  Studios  ( 
46, 105 

Unocal  (UCL)  36 
USAirways(U)151 
USA  Network  (USAI 
U.S.  Bancorp  (USB) 
UUNet  (WCOM)  42 

V 


Visa  International  1 
Visteon  159 

Vivendi  124, 168 
Vodafone  AirTouch 
13,124 
Volvo  (F)  146 

W 


L 


tuns- 


111, 


Wachovia  (WB)  40 
Wal-Mart  Stores  (Wt 
Walt  Disney  (DIS)  4( 
Warner  Bros.  (TWX) 
Waste  Management^ 

52,153 
WebMethods  (WEBA 
WellPoint  Health  Ne  | 

(WLP)49 
Wilmington  Trust 

Diversified  Equity  f 

120 
WorldCom  (WCOM) 


Xerox  (XRX)  I 
Y 


Yahoo!  (YHOO)  44 


Business  Week  (ISSN  0007-7 135)  published  weekly,  except  for  one  week  in  January  anJ 
August  by  The  McGraw-Hill  Companies,  Inc.  Executive,  Editorial,  Circulation,  and  AdvertisingL 
122 1  Avenue  of  the  Americas.  New  York,  N.Y.  10020.  U.S.  subscriber  rate  $54.95/year;  Canal 
$69/year.  Periodicals  postage  paid  at  New  York,  NY.,  and  at  additional  mailing  offices.  Post* 
at  Montreal  P  Q  Canada  Post  International  Publications  Mail  Product  Sales  Agreement  No.  2" 
Postmaster:  Send  address  changes  to  BUSINESS  WEEK.  P.O.  Box  430.  Hightstown,  N.J. 


166  BUSINESS  WEEK  /  JULY  3,  2000 


nna 


!W  MAGAZINE 
JW  DAILY 
SW  INVESTOR 
JLOBAL  BUSINESS 
TECHNOLOGY 


SMALL  BUSINESS 


[-SCHOOLS 
IAREERS 


IN-DEPTH  COVERAGE  FOR  YOUR 

MARKETING,  ACCOUNTING  AND 

UMAN  RESOURCES  DEPARTMENTS 

IN  OTHER  WO^ 


click  and  you're  deep  into  Business  Week  frontier — the  Web's  big 
mrce  for  small  business.  You'll  get  our  valuable  perspective  on 
vs,  finance,  staffing  and  technology  plus  the  tools  and  research 
u  need  to  move  ahead. 

business  Week's  exclusive  online  coverage  and  services  also 
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Editorials 


GLOBALIZATION,  FRENCH  STYLE 


To  Americans  long  accustomed  to  French  carping  about  the 
U.S.  being  a  hyperpower,  cultural  imperialist,  uncaring 
market  capitalist,  globalization  fanatic,  or  whatever  the  criti- 
cism du  jour,  the  takeover  of  Seagram  Co.  by  Vivendi  is 
sweet  irony.  Here  is  a  French  company  swooping  down  on 
Hollywood,  using  its  rich  stock  to  take  control  of  film  and  mu- 
sic titles  beloved  by  Americans  and  busting  the  rest  of  the 
company  up  to  sell  off  assets,  all  for  the  sake  of  creating  an 
Internet-based,  vertically  integrated,  global  media  conglom- 
erate (page  124).  Whew.  It's  so  quintessentially,  well,  American. 

Of  course,  there  is  one  difference  between  the  Americans 
and  French.  Not  a  peep  has  been  heard  in  protest  against  the 
French  takeover  in  the  U.  S.  (or  Montreal,  where  Seagram  is 
titularly  based).  Imagine  if  the  roles  were  reversed  and  the 
uproar  that  would  occur  in  France  if  an  American  company 
tried  to  take  over,  say,  upscale  marketer  lvmh  Moet  Hennessy 
Louis  Vuitton.  Alas,  even  as  France  begins  to  wheel  and 
deal  in  the  high-tech,  global  economy,  statism  and  the  quaint 
notion  of  national  corporate  champions  still  dominates  gov- 
ernment policy. 

Vivendi  and  Seagram  mirror  one  another  in  a  most  pe- 
culiar way.  Seagram,  of  course,  began  with  booze  and,  of 
late,  shifted  into  movies  and  music  while  retaining  its  liquid 
assets.  Vivendi,  for  its  part,  began  as  a  water  utility,  and,  of 


late,  has  moved  into  media,  telecom,  cell  phones, 
Net.  It,  too,  has  retained  its  liquid  assets.  Both  co 
are  therefore  an  amalgamation  of  Old  and  New  E 
businesses  that  really  don't  fit  together.  But  the  g 
shake  and  bake  the  assets  and  come  up  with  an  inte: 
player  that  combines  both  media  content  and  distr 
Think  movies  and  music  pouring  through  the  Net 
mobile  cell,  your  Palm,  your  digital  TV,  or  even  y 
trusty  personal  computer.  It's  the  business  model  o 
these  days  and  it  may  even  prove  to  be  profitabl 
long  run.  Who  knows?  The  America  Online-Time 
merger  is  based  on  a  like  vision.  i 

We  hope  that  the  Vivendi  deal  and  a  few  more 
successes  in  Internet  commerce  soften  France's  r 
anti- Americanism.  France  is  being  too  modest  in  equa 
Internet  Age  with  Americanism.  After  all,  France  is 
ating  its  own  Silicon  Alley — Paris'  Sentier  District  i 
with  e-commerce  and  all  kinds  of  Internet  startups.  Fr 
vented  one  of  the  first  forms  of  the  Internet,  the  Mini 
French  companies  are  among  the  leaders  in  wireless, 
nology  in  which  Europe  is  ahead  of  America.  Fins 
would  remind  our  French  friends  that  the  word  "er 
neur,"  much  beloved  in  America,  is  really  French.  Enc 
vous  plait. 
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SOCIAL  SECURITY:  SAFER  THAN  YOU  THINK 


ide 


Ask  twentysomethings  about  Social  Security  and  they  all 
say  the  same  thing — it  will  not  be  there  for  them  when 
they  need  it.  That's  why  this  generation  is  drawn  to  politi- 
cians promising  partial  privatization  and  tax  credits  to  boost 
their  savings  for  retirement.  It's  a  perfectly  logical  position 
except  that  its  premise  is  false.  With  a  bit  of  jiggering,  Social 
Security  will  almost  certainly  be  there  for  the  twentysome- 
thing  set,  long  after  their  parents  have  retired. 

The  truth  is  that  predictions  of  Social  Security  insolvency 
are  based  on  estimates  of  ever-changing  variables  stretching 
out  an  incredible  75  years.  They  are  simply  not  reliable. 
For  the  third  time  in  as  many  years,  officials  just  pushed  for- 
ward the  year  Social  Security  will  begin  scaling  back  full  ben- 
efit payments  from  2029  to  2037.  Minor  increases  in  produc- 
tivity or  economic  growth  could  easily  push  that  out  to  2050 
or  2060.  Our  guess  is  that  this  is  precisely  what  will  occur. 

For  example,  Social  Security  officials  estimate  productivi- 
ty growth  at  1.5%  over  the  next  75  years  and  believe  that  the 
growth  in  gross  domestic  product  over  that  time  will  be 
2.3%.  These  figures  are  significantly  below  the  historical 
trend  for  the  U.  S.  They  simply  project  the  anomalously  low 
rates  of  increase  for  productivity  and  economic  growth  of  the 
'70s  and  '80s  far  into  the  future.  For  most  of  U.  S.  history — 
and  certainly  for  the  past  five  years — the  rates  of  growth  for 


productivity  and  GDP  have  been  higher.  If  the  economy  t 
just  at  the  historical  trend  of  about  3%  annually,  a: 
ductivity  stays  at  its  historical  level  of  about  2%,  So 
curity  will  still  be  there  in  full  for  the  next  generatic 
Social  Security  will  have  to  tap  into  the  surplus 
funds  of  the  federal  budget — maybe  four  or  five 
from  now.  And  immigration  levels  will  have  to  be  ra 
boomers  retire  to  sustain  the  ratio  of  workers  to  reti 

Given  the  solvency  of  Social  Security,  the  "rescu 
posals  by  Vice-President  Al  Gore  and  Texas  Governor 
W  Bush  should  be  compared  for  what  they  really  are. 
suggesting  a  new  government-backed  savings  plan 
plement  Social  Security,  financed  in  large  part  by 
money  and  structured  to  make  the  tax  system  moi  |rt 
gressive.  The  lower  the  income,  the  more  federal  mq 
money  people  receive. 

The  Bush  idea  of  carving  out  two  percentage  point 
individual's  payroll  tax  for  personal  investment  app 
those  who  want  to  own  and  control  their  own  reti]  i 
plans.  If  would  chip  away  at  Social  Security  as  we  k 
The  public  would  be  better  served  if  the  terms  of  the 
between  the  two  were  on  the  merits  of  these  pre 
rather  than  on  the  phony  specter  of  the  current  Socia  ,JJ' 
rity  system  going  bust. 
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PREPARE  YOURSELF  FOR  A  big,  bubble-bursting 
surprise.  Price-earnings  ratios  have  been  used  by 
both  analysts  and  investors  as  a  basic  measurement 
tool  in  deciding  if  a  stock  is  undervalued  (has  a  low 
P/E)  and  should  be  bought  or  if  it  is  overvalued  (has 
a  high  P/E)  and  should  be  sold.  Yet,  factual 
analysis  of  each  market  cycle's  winning 
stocks  over  the  past  45  years 
shows  that  P.E.  ratios  have  very 
little  to  do  with  whether  any 
stock  should  be  bought  or  not. 

DON'T    GET    US    WRONG. 

The  P.E.  ratio  is  useful  when 
viewed  as  part  of  the  big  picture. 
But,  like  most  things,  it  can  be  used 
for  good,  or  for  evil.  Now  let's  talk  evil 

HOW  PRICE-EARNINGS  RATIOS  are  misused: 
many  investors  feel  an  intoxicating  magic  in  the  air 
when  a  stock  sells  in  the  low  end  of  its  historical  P/E 
range.  The  stock  appears  to  be  a  bargain.  This  faulty 
"method"  dangerously  ignores  far  more  basic 
trends.  For  example,  the  direction  of  the  general 
market  often  dictates  the  movement  of  P.E.  ratios. 

IS  THE  SACRED  COW  hamburger  yet?  Consider 
the  9^  best  performing  small-  and  mid-cap  stocks  of 
1996  and  1997.  They  had  an  average  P/E  of  39  before 
they  raced  ahead  to  mouth-watering  gains.  (The 
S&P  500's  P/E  during  that  period  ranged  from  18  to 
20.)  These  top  stocks  averaged  a  gain  of  421%  from 
their  buy  point  to  peak.  At  the  apex  of  their  rallies, 
their  P.E.  ratios  grew  to  a  beefy  average  of  87. 

EVERYTHING  SELLS  FOR  WHAT  it's  worth  at  the 
time.  We  built  models  of  all  the  outstanding  stocks 
of  the  1990's  —  top  performers  like 
America  Online,  EMC, 


\1k  msiiti ,  Qualcomm,  Cisco  Systems  and  JDS 

l  mpli.ise.  At  the  beginning  of  their  JOO%  "■ 

advances,  the  median  P.E,  ratio  weighed  in  at  48, 

and  later  expanded  to  more  than  200.  ( )t  course,  had 

you  been  bottom-fishing  for  low  P.E.  ratios,  you 

would've  missed  every  single  one  of  these 

strong  companies  during  their  period 

of  greatest  performance.  Ouch. 


WHEN  YOU  BUY 

A  CHEAP  STOCK, 

THE  MARKET  HAS 

A  TENDENCY  TO  GIVE 

YOU  EXACTLY  WH, 

YOU  PAID  FO 


USE  A  MORE  INTELLIGENT 

tool.  Like  Investor's  Business 
Daily  It's  not  just  a  newspaper. 
It's  a  unique  research  tool 
designed  to  identify  winning 
stocks  with  insightful  charts  and 
ratings  you  can't  find  anywhere 
else.  IBD  is  powered  by  a  proprietary 
database  containing  models  of  every  successful 
corporation  in  America  from  1953  to  tne  present.  It 
collects  over  150  measurements  on  more  than  10,000 
companies,  every  day.  So  you  get  unbiased  analysis 
based  on  market  fact,  not  folklore. 

Who  has  time  for  "expert  opinions"  when  you  can 
use  proven  facts  to  make  money?  Call  for  your 
free  two-week  trial  subscription:  800.243.6022. 

You'll  also  benefit  from  concise,  no-nonsense 
articles  that  view  the  world  through  an  investor's 
lens.  Plus  manv  other  idea-generating  features  like 
Internet  &  Technology,  to  understand  the  products 
and  issues  that  will  fuel  tomorrow's  market.  And 
"Where  the  Big  Money's  Flowing,"  to  know  what 
stocks  the  influential  funds  are  backing.  Inspiration 
waits  in  every  issue  of  IBD.  For  more  information, 
visit  us  at  www.investors.com.  The  opportunities  of 

a  lifetime  are  out  there. 
Now  find  them. 
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Present  in  color.  It  has  more  impact. 


If  you  want  to  impress  your  audience,  be  colorful.  And  be  quick.  Minolta-QMS  color  laser  printers  print  up  to  2400  dpi  and  up  to  speeds  of 
12  ppm  in  color  and  24  ppm  in  monochrome.  And  you  get  duplex  printing  in  every  size  of  paper  stock  up  to  and 
including  i  3 ** x  1 9 V  Plus,  Minolta-QMS  color  laser  printers  even  print  on  transparencies,  glossy  and  index  stock.  So  next 
time  you  hit 'em  with  color,  hit 'em  hard.  To  learn  more,  visit  us  at  www.qms.com  or  call  1-800-523-2696. 


MINOLTA 


Printers  That  Mean  Business 


PC  WORLD 
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EDITED  BY  ROBERT  McNATT 
HAULS  OF  IVY 

FROM  B-SCHOOL 
TO  E-VENTURE 

DUKE  UNIVERSITY'S  J.B.  FUQUA 
School  of  Business  on  July  1 
will  become  the  first  B-school 
in  the  country  to  spin  off  its 
online  coursework  into  a  sep- 
arate,    for-profit     venture, 
Duke  Corporate  Education. 
Crossing    the 
border    from 
nonprofit    to 
moneymaker  is 
a  big  step.  But 
the     corporate 
e-learning  mar- 
ket is  projected 
at  $11.4  billion 
by   2003,   and 
F  u  q  u  a   wants 
its  share. 

The  B-school 
will  hold  60%  of 
the  venture,  with  the  balance 
going  to  venture  capitalists, 
employees,  and  faculty.  Tak- 
ing a  page  from  the  private 
sector,  Fuqua  plans  to  lure 
professors  to  the  venture 
with  options — a  nice  perk  if 


U.S.  CORPORATE 
E-LEARNING  MARKET 


'97  '98   '99 
A  BILLIONS 

DATA:  INTERNATIONAL  DATA  CORP. 


the  business  goes  public.  The 
faculty  will  first  offer  person- 
al instruction  to  top  execs 
of  school  clients  such  as 
Deutsche  Bank.  Those  lessons 
will  then  be  repackaged  in 
short  "modules"  on  the  Web 
for  lower-level  managers  so 
employees  can  learn  specific 
topics,  such  as  derivatives, 
without  employers  paying  for 
a  degree  program. 

Some  other 
schools  are  ex- 
perimenting 
with  e-learning 
spin-offs.  Cor- 
nell Universi- 
ty's eCornell 
sells  online 
courses  but 
doesn't  focus 
solely  on  the 
lucrative  busi- 
ness market. 
Babson  Col- 
lege's B-school  is  also  eyeing 
an  e-learning  spin-off. 

Says  Rex  Adams,  Fuqua's 
dean:  "Universities  have  to 
find  ways  of  creating  wealth. 
It  isn't  going  to  be  done  with 
charity."         Mica  Schneider 


THE  LIST   EVERYTHING  HAS  A  PRICE... 


...including  sex.  In  Thailand,  for  exam- 
ple, prostitution  contributes  $25  billion 
to  the  gross  national  product.  And  the 
U.S.  leads  the  way  in  Internet  pornog- 
raphy, where  the  online  sex  industry 
generates  over  $1  billion  annually.  Oth- 
er economic  facts  from 
the  recently  released 


THAILAND: 

Sex  is  big 

business  Penguin  Atlas  of  Hu- 

man  Sexual  Behavior: 


$12.0  BILLION 

Total  economic  cost  of  rape  in  the  U.S. 

8.4  BILLION 

Economic  costs  of  sexually  transmitted 
diseases  to  the  U.S.  economy 

1.5  BILLION 

Potential  lost  tax  revenue  in  France 
because  of  laws  allowing  cohabiting 
couples  to  file  joint  tax  returns 

1.0  BILLION 

Projected  sales  of  Viagra  in  2000 

357.0  MILLION 

Infertility  treatments  in  Britain 

1.4  MILLION 

Annual  revenue  of  the  largest  of  70  legal 
brothels  in  Melbourne,  Australia 

TALK  SHOW  ((You  have  the  right  to  remain  silent. 'I 

— Chief  Justice  William  Rehnquist,  announcing^ 
the  Supreme  Court  had  upheld  the  Miranda  decil 


CITY  LIFE 

IN  THE  BUFF 
IN  BUFFALO 


THE    FILM    THE  FULL   MONTY, 

about    unemployed    factory 
workers  who  stage 
show  to  make  mon- 
ey, was  set  in  the 
decaying    English 
steel  town  of  Shef- 
field— replete   with 
empty  factories  and 
a  dispirited  citizen- 
ry. But  the  Broad- 
way-bound musical 
version  of  the  show 
is    set    in    Buffalo, 
N.Y.,  another  once 
formidable    steel  " 
towm.  And  contrary  to  what 
you'd  expect,  Buffalo's  devel- 
opment honchos  are  thrilled. 

Yes,  local  U.S.  Represen- 
tative Jack  Quinn,  a  Republi- 
can, worries  that  the  show 
might  cast  the  city  in  a  neg- 
ative light.  But  Buffalo  Nia- 
gara Enterprise,  which  un- 
veils a  $27  million,  five-year 


to  attract  business,  i| 
plaining.     Says     cf 
Kucharski:  "We  are 
work  to  have  some 
it  and  try  to  get  th^ 
perform  the  show 
should    be    big    en< 
laugh  at  ourselves." 


-i  I 

4 
4 


THE  FULL  MONTY:  New  setting 


national  ad  campaign  this  fall 


Kucharski  says  th 
126,000  underemploye 
ers,  Buffalo  has  no  s 
of  skilled  labor.  And  il 
friendly,  too,  having  lu 
headquarters  of  cabl 
Adelphia  Communicat 
on  with  the  show.  B 
workers,  like  those  Br 
bared  all,  need  all  the 
tion  they  can  get. 


AFTERLIVES 

SUNNIER  DAYS  FOR 
A  RAINMAKER 

FORMER  BANK  ONE  CEO  JOHN 

McCoy  is  an  avid  golfer  and 
board  member  of  the  PGA 
Tour.  But  even  he  doesn't 
want  to  spend  the  rest  of  his 
life  on  the  links.  So  McCoy, 
57,  who,  under  pressure,  quit 
the  struggling  Chicago  bank 
last  December,  is  taking  a 
swing  at  the  technology 
game.  In  late  June,  he  was 
named  chairman  of  financial- 
software  maker 
Corillian. 
McCoy 
will  likely  be 


McCOY 


a  rainmaker  for  the 
ton  (Ore.)  company, 
fantastic  catch,"  says  ( 
Marenzi,  managing  d 
of  Celent  Communicat 
financial-services  cons 
"He  gives  the  firm  a 
credibility,  particularly  >q* 
large  bank  market."  T 
million    outfit,   which 
public  in  April  and  sell 
ware  that  helps  banl 
their    Web    sites,    ai 
counts  as  clients  Wac 
AmSouth,  Citibank,  am 
Bank  One. 

The  new  job  require 

four  or  five  days  a  mor 

McCoy  will  have  time  ti 

to  his  other  directors!] 

SBC   Communications  | 

Cardinal   Health.   Le 

Bank  One  taught  him 

"What   I  discovered  I 

that  what  I  really  en 

was  building  something 

says.  And  running  an 

big    bank    is    not    or 

horizon.  Joseph  1 
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this  e-commerce  application 

lets  us  sell  not  just 
on  our  website 

but  on  thousands 

of  other  sites 

...hundreds  of 

thousands  even. 


:ommerce  just  got  bigger, 
you  know  how  big? 

Web  can  let  you  do  business  anywhere.  And  now 
i's  an  e-commerce  software  provider  that  not  only 
/s  you  to  build  a  website  that  sells,  but  sell  on  any 
[if  where  you  can  find  customers.  Intershop.  Supporting 
widest  range  of  current  and  emerging  e-commerce 
nologies,  from  Java  and  XML  to  WAP  and  ICE,  our 
ication  software  delivers  the  ability  to  sell  on  your 
site,  with  a  foundation  that  flexibly   expands  revenue 


opportunities.  So  you  don't  have  to  start  over  with  a  new 
e-commerce  solution  to  sell  in  ways  and  places  like  never 
before:  online  marketplaces,  affiliate  websites,  portals  and 
through  wireless  devices.  You  can  even  build  your  own 
marketplaces  for  vendors  and  partners  that  will  let  you 
sell  their  product  for  your  own  profit.  Call  us  at  1-877- 
499-4393.  And  never  worry  about  an  e-commerce  opportunity 
passing  you  by  again. 


INTERSHM 

SELL       ANYWHERE' 


2^ 


Up  Front 


GONE  FISSION 

DR.  SPOCK  MEETS 
DR. STRANGELOVE 


FOR  THOSE  WHO  HAVE  NEVER 

pondered  the  connection  be- 
tween disposable  diapers  and 
nuclear  weapons,  think  again. 
Escalating  the  disposable-di- 
aper war,  Procter  &  Gamble 
says  that  it  has  been  working 
with  the  Los  Alamos  Nation- 
al Laboratory  to  gain  pro- 
duction supremacy  with  its 
Pampers  and  Luvs. 

So   what    do    nukes    and 
baby  bottoms  have  in  com- 


mon? In  diaper  production, 
over  a  dozen  types  of  papers 
and  other,  materials  are 
joined  at  lightning  speed.  The 
statistical  methods  needed  to 
predict  production  reliability 
are  the  same  as  those 
used  in  arms  produc- 
tion. So  P&G  began 
working  with  Los 
Alamos  in  the  mid- 
1990s  to  strengthen 
its  statistical  models. 
p&G,  where  secrecy — 
if  not  security — ri- 
vals Los  Alamos, 
won't  say  how  much 
the  predictive  meth- 
ods have  improved 
diaper  quality.  But  it 
is  using  those  methods  on 
other  products. 

What  is  clear,  unfortunate- 
ly for  P&o,  is  that  rival  diaper 
superpower  Kimberly-Clark 
is  still  ahead  in  the  diaper 
wars  with  its  Huggies  brand. 
Quips  Kimberly-Clark  spokes- 
woman Tina  Barry,  of  the  Los 
Alamos  connection:  "This  is 
just  another  sign  we  will  have 
to  be  ready  for  a  bunker 
war."  Robert  Berner 


FACE  TIME 

A  MINOR  IN 
MOISTURIZERS? 

HERE      COMES      THE      SWEET 

smell  of  success.  Starting  this 
fall,  the  Fashion  Institute 
of  Technology  in  ^ 
New  York  will  ' 
offer  a  Master's 
degree  in  Cosmet- 
ics and  Fragrance 
Marketing 
and  Man-  _-^ 
agement. 
The  two-year, 
executive-ed  program,  the 
only  one  of  its  kind,  hopes  to 
enroll  about  25  fashion-savvy 
managers  from  the  beauty 
business  each  year. 

Those  with  a  nose  for  a 
deal  will  study  B-school  sta- 
ples such  as  corporate  finance 
and  marketing.  But  they'll 
also  take  courses  in  makeup 
development  and  moisturizer 
formulation    and    use    case 


studies  based  on  cosmetic 
companies.  There  will  be  lec- 
tures from  fit  professors 
whose  day  jobs  are  at  top 
fashion  houses  such  as  Calvin 
Klein,  L'Oreal,  and  Estee 
Lauder.  "We  have  basically 
taken  the  core  courses  of  an 
MBA  program  and  added 
those  courses  specifically 
geared  to  the  cosmetic  and 
fragrance  fields,"  says 
fit  program  direc- 
tor      Stephan 


DRAWN  &  QUARTERED 


Kanlian.  The  need  for 
skilled  managers  in  the  field 
is  growing. 

Unlike  traditional  B- 
sc  hools,  there  won't  be  many 
boys  in  this  Old  Boy  net- 
work. Reflecting  the  beauty 
industry  itself,  more  than  half 
the  students  are  expected  to 
be  women.  Eric  Dash 


WILD  BLUE  YONDER 

ON  A  RING 
AND  A  PRAYER 

US    AIRWAYS,    WHICH    THESE 

days  is  itself  engaged  to 
United  Airlines,  has  found  it 
quite  likes  the  sound  of  wed- 
ding festivities. 

The   carrier  has  become 
the    only    domestic    airline 
with    a    niche    business 
of  flying    wedding    en 
tourages,  a  business 
started  in  October.  The 
airline  lures  groups  of  10 
or  more  with  special  ser- 
vices and  discounts  of  up 
to  15%  off  coach  fares. 

A  company  spokesman 
wouldn't  reveal  the  number 
of  passengers  or  revenues  in- 
volved. Clearly,  though,  the 
hope  is  that  a  happy  wedding 
trip  means  more  happy  air- 
line customers  down  the  line. 

The  idea  of  flying  to  top 


altar  destinations  sue 
maica,  Florida,  New 
or  Charleston,  S.  C. 
right  now,  with  Am 
spending  record  amoi| 
weddings,  thanks  to 
ing  economy.  "Every 
have   mentioned   it 
wanted  to  do  it,"  sayi 
burgh  wedding  planner 


Warner,  who  has  boo! 
US  Airways  wedding 
How  will  this  busines 
if  US  Airways  and  I 
wed?  United  declin( 
comment.  Dennis 


THE  BIG  PICTURE 


E-MAIL  MADNESS  Experts  say  that  con- 
sumers will  get  an  average  of  1,612  pieces  of 
commercial  e-mail  in  2005.  Most  will  be 
prompted  by  consumers'  replies  to  online 
surveys.  Half  will  contain  ads.  These  num- 
bers do  not  include  unsolicited  "spam." 

BILLIONS  OF  COMMERCIAL 
E-MAIL  MESSAGES: 


ISENT 


'99 


'00      "01       '02      '03      '04 
1 PROJECTION 


*~*~^L, 
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DATA:  AMERICAN  DEMOGRAPHICS/ 
JUPITER  COMMUNICATIONS 
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FOOTNOTES  Price  of  two  front-row  seats  to  Bruce  Springsteen's  July  1  New  York  concert:  $1 35;  VHl's  top  auction  bid:  $26 
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Companies  are  spending  millions  on  e-procurement. 


hmmerce  gives  you  rapid  e-procurement  savings  with  no  significant  upfront  capital  investment 


|'s  talking  about  e-procurement.  So 
i't  the  savings  pouring  in? 
le.  E-procurement  isn't  easy.  And  it 
ire  than  technology  to  make  it  work 
G  Commerce,  we  can  get  your 


or  software  installation.  At  the  same  time,  our 
experienced  purchasing  professionals  work  to 
rapidly  uncover  real  cost  savings. 

With  our  comprehensive  strategies  and  tools, 
including  catalog  purchases,  spot  buys,  portals 
?ment  savings  flowing  right  away.  How?     and  exchanges,  aggregated  buys,  forward  and 
advanced,  Internet-based  technology        reverse  auctions,  and  eRFQs/eRFPs,  no  one  offers 
lires  no  major  upfront  capital  investment     you  mere  ways  to  save.  And  no  one  does  a 


better  job  of  integrating  e-procurement  into 
your  existing  systems— without  turning  your 
current  organization  upside  down. 

ICG  Commerce  is  making  e-procurement 
work  for  companies  around  the  globe.  Shouldn't 
we  make  it  work  for  you? 


iCGCommerce 

The  Promise  of  e-Procurement  Made  Real~ 


gcommerce.com  Call  toll  free:  877.935.ICGC 

lia     Atlanta     Boston     Chicago     Cleveland      Dallas     Denver     Honq  Konq     London      Los  Anqeles     Mexico  Citv     New  York     San  Francisco     Toronto 


\he  wind  farm. 
Sarah  @  the 
Imonitoring  station 
Sarah 


doing  business 
anvwhere. 
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Sarah's  work  takes  her  everywhere 
wind  blows  She  works  for  an  aeroelf 
power  company,  and  work  is  rarely  @  the 
office.  But  now  she  can  do  business 
anywhere.  With  the  Mobile  Internet 
Lucent  is  helping  to  create,  anyone  on 
the  go  can  have  the  full  power  of  the 
Internet,  right  at  their  fingertips. 
Wherever  they  are.  No  wires,  no  outlets, 
no  desks.  When  you  change  the  way 
people  communicate,  you  change 
the  way  they  do  business.  Lucent 
Technologies.  We  make  the  things  that 
make  communications  work." 


Expect  great  things: 


Sft&'fl 
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MARKETING  IS 
NOT  WHAT  AILS  GM 


General  Motors  Corp.'s  problem  with 
"market  share  is  not  one  of  marketing 
("Consumers  to  gm:  You  talking  to  me?" 
Marketing,  June  19).  The  company  is 
just  not  building  cars  that  an  increasing 
percentage  of  the  population  wants  to 
buy.  The  measure  of  quality  has 
changed.  It  is  no  longer  just  an  absence 
of  defects  but  a  level  of  refinement. 

Honda  Motor  Co.  and  Toyota  Motor 
Corp.  have  demonstrated  this  for 
years — in   products 


has  gm  said:  "Just  wait  unti  i 
the  cars  we  have  coming?" 

Marketing  may  get  you  to  if 
brand  of  toothpaste  over  anotl  j 
can't  get  people  out  of  cars  th 

Gai 
San  J 


:; 
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CONSUMERS  TO  GM: 
YOU  TALKING  TO  ME? 


Despite  a  marVrtm* 
umthiiillHKbedto  ''-■ 
GM's  share  taUifJLS.  J» 

,,-,„.•»■  |.      ' 
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with  smooth, 
durable  engines,  interiors  with  good  er- 
gonomics, and  controls  that  feel  good. 
Volkswagen  has  made  strides  in  this 
area  and  built  its  brand  not  only  around 
marketing  but  around  a  better,  fun-to- 
drive  product.  More  and  more  people 
are  learning  how  good  a  car  can  feel  to 
operate,  right  down  to  the  switches. 

Why  does  gm  find  it  so  hard  to  make 
cars  that  people  want  to  buy?  How 
many  years  has  GM  had  to  dissect  cars 
from  other  makers?  How  many  times 


ITS  TIME  FOR  STANDARDS 
ON  INTERNET  PRIVACY 

I  wholeheartedly  agree  wj 
privacy:  Fix  the  problems  now 
rials,  June  12).  Internet  priva 
coming  a  serious  polit 
that  needs  to  be  resol 
Think  about   the   i 
stake:  the  authority 
standards  concerning 
of  personal  data,  the 
consumers  to  decide 
formation    is    used, 
right  to  review  collect 
and  security  measure 
tect  individual's  priva 

Setting  standards  i  ., 
issues  will  determine 
rights  for  all  online  co 
for  decades  to  come  I, 
cut  policies  will  ma 
sumers  feel  more  sei 
ing  the  Internet  to 
everyday,  critical  task 
banking  and  investing  to 
books,  postage,  and  compact  d 
line.  I  welcome  Federal  Trade  ( 
sion  Chairman  Robert  Pitofskj 
steps  in  establishing  a  code  of 
for  better  consumer  protection. 
Anand  Jagai 
Palo  Alt 


STOP  DUMPING 
ON  PVCs 


"Is  your  office  killing  you?" 
Story,  June  5)  said  that  one  of  tl 
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•CTIONS&  CLARIFICATIONS 

I;  What's  that  tunny  noise7"  (Busi- 
>ek  Investor,  July  3)  reported  that 
did  not  expect  to  be  included  in  the 
'd  &  Poor's  500-stock  index  when 
.pun  ott  by  Ford  Motor  Co.  on  June 
er  the  story  went  to  the  printer, 
lounced  it  would  include  Visteon  in 
;x. 


problems  in  offices  is  the  pos- 

lission  of  dioxin  from  carpeting 

with  polyvinyl  chloride  (PVC). 

'    lytical  data  have  ever  shown 

.'.'  tatement  to  be  true.  And  "Are 

poisoning  us?"  (Environment, 

)  lumped  PVCs  with  heavy  met- 

i  as  lead,  mercury,  and  cadmium 

f   problems  resulting  from  dis- 

1]   (»ltl   PCS. 

:  is  way  out  of  line.  First  of  all, 

have  been  lined  with  pvc,  so 

lly  a  problem  there.  As  for  in- 

>n,  dioxin  emissions  from  mu- 

es  ncinerators  in  the  U.  S.  are  ex- 

1  low. 

'  y  case,  dioxin  is  created  from 

garbage,  wood,  paper,  food,  and 

M  uing  long  list  of  materials.  The 

ie,  cles  did  an  enormous  disservice 

1  u'cond-largest-selling  plastic  in 

Mrld,  used  in  everything  from 

}  *igs  and  tubing  to  safety  insula- 

electrical  wires  to  pipes  deliver- 

h  water. 

Tim  Burns 

President  &  ceo 

Vinyl  Institute 

Arlington,  Va. 
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GOOD  MERGERS 
HELP  AIR  TRAVELERS 


frequent  flier  on  international 
lestic  carriers,  I  say  let  the  com- 
nerge  ("How  many  airlines  will 
jft?"  News:  Analysis  &  Com- 
/,  June  19).  The  system  now  is 
acle  course  for  travelers,  and 
enders  of  the  status  quo  are  not 
nvincing. 

d  global  partnerships,  such  as 
liance,  are  big  steps  in  the  right 
n  when  it  comes  to  rationalizing 
ie  of  rules,  fares,  and  frequent- 
rks.  Sensibly  merged  airlines 
irovide  more  extensive  route 
res  that  serve  passengers  well. 
:ly,  airfares  can  become  prohib- 
len  a  passenger  tries  to  plan  a 
nbining  more  than  one  carrier, 
several  1, 100-pound  gorillas  com- 
nd  use  information  technology 
re  that  they  play  fair.  The  elec- 
(ricing  and  reservation  systems 
use  provide  exceptionally  rich 
that  electronic  software  agents 


could  monitor  for  uncompet  il  ive  behav 

ior.  The  smaller  airline  up  ould 

still  be  able  to  seize  unserved  economic 
opportunities. 

Brad  Wheeler 
Bloomington,  End. 

PUBLIC  INVESTING: 

CONSCIENCE  VS.  PROFIT 

California  State  Treasurer  Philip  An- 
gelid.es'  "do-good"  investment  plans  are 
inappropriate,  given  the  fact  that  he  is 


i  ing  taxpaj  ei  '  dollar 
maj   not  do  a    well  bj  doin 
Management,  June  19).  The  California 
Public  Employee      Retirement  System 

a  tool  for  the  politico 
further  their  careen  or  to  make    ocial 
statements.  Instead,  it  i.  m  to 

provide  defined  benefits  to  publii 
ployees  who,  along  with  their  ernplo 
have  made  substantial  contributions  to 
fund  the  system. 

The  contributions  made  by  public 
agencies  come,  for  the  most  part,  from 


"This  'bulletproof  bandwidth""  from  Williams,  while  invisible, 
sure  does  the  trick,  Ray.  I  can't  remember  feeling  so  safe." 


With  Williams  Communications,  there's  safety  in  numbers:  With  our 
soon-to-be  33,000  mile  fiber  network,  countless  strategic  partners,  even  2,400 
telecom  technicians  nationwide,  you're  safer  with  us.  So  get  flexible  bandwidth, 
smarter  integradon,  e-verything  —  including  bulletproof  reliability. 


Williams 


COMMUNICATIONS 
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<3=£>  Circle  the  words  that 

help  you  increase  productivity. 
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1.    AMD   (see  example) 


2.  Athlon 


3.  processor 


4.  now 


5.  with 


6.  full-speed 
?.  performance 


8.  enhancing 


9.  cache 


10.  memory 


AMDH 


Speeds  of  up  to  1  GHz,  and  now  with  full-speed  performance-enhancing  cache  memory,  the 
thlon '"  Processor  helps  you  take  full  advantage  of  your  most  demanding  applications.  This  is  just 
the  many  reasons  AMD  Athlon  and  AMD  Athlon  processor-based  systems  have  already  won  more 
>0  awards  worldwide.  Could  more  be  on  the  way?  Find  out  at  www.amd.com/productivity. 

©  2000  Advanced  Micro  Devices,  Inc.  AMO,  the  AMD  logo,  AMD  Athlon  and  combinations  thereof  are  trademarks  of  Advanced  Micro  Devices,  Inc. 
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various  taxes  paid  by  residents  of  Cali- 
fornia. If  Angelides  and  the  CalPERS 
board  are  willing  to  accept  less  than 
market  returns  to  make  social  state- 
ments, how  about  reducing  the  rates 
taxpayers  are  forced  to  pay  to  fund  the 
system. 

Bruce  Moe 
Los  Alamitos,  Calif. 

While  Phil  Angelides  championed 
divestment  of  tobacco  company  stocks 
by  the  board  of  the  California  State 
Teachers'  Retirement  System  (CalsTRs), 
the  idea  originally  came  from  public- 
health  advocates  and  teachers,  including 
the  United  Teachers  of  Los  Angeles, 
the  California  Federation  of  Teachers, 
and  the  California  Teachers  Assn. — 
the  very  beneficiaries  of  the  CalsTRs 
fund. 

The  teachers  in  California  felt  it  was 
hypocritical  for  them  to  speak  out 
against  tobacco  use  in  the  classroom 
but  then  profit  from  the  same  industry 
that  addicts  their  students.  A  recent 
poll  found  that  78%  of  Californians  dis- 
approved of  investing  public  pension 
money  in  tobacco  industry  stock. 
CalPERS  is  ultimately  funded  by  tax  dol- 
lars. Why  does  Christopher  Palmeri 


think  it's  so  wrong  for  CalPERS  to  listen 
to  its  funders? 

Mary  L.  Wells 

Director 

Council  for  Responsible 

Public  Investment 

Oakland,  Calif. 

AN  ODD  CASE 

FOR  MONOPOLIES 

In  "Uncle  Sam  has  no  business  bust- 
ing up  Microsoft"  (Economic  Viewpoint, 
June  19),  Gary  S.  Becker  offers  a  some- 
what perplexing  argument  in  favor  of 
monopolies.  According  to  him,  the  pro- 
tection of  the  market  that  the  monopo- 
list enjoys  is  an  incentive  for  innova- 
tion, because  monopolists  can  reap  all 
the  profits  from  their  innovations. 

The  argument  is  perplexing,  first  be- 
cause Becker  is  a  well-known  neoclassical 
economist — and  neoclassical  economics 
traces  its  lineage  back  to  Adam  Smith 
and  the  idea  of  laissez-faire.  One  of  the 
foundational  premises  of  laissez-faire  eco- 
nomics is  that  free  competition  will  drive 
profits  eventually  down  to  zero  and  thus 
will  eliminate  any  monopoly  rents.  It 
was  believed,  contrary  to  Becker's  claim, 
that  the  elimination  of  monopoly  rents 


would  force  incumbent  firms  tofcn 
Even  more  perplexing  is  m 
idea  to  invoke  Joseph  A.  Schim 
theory  of  creative  destruction  i 
fense  of  market  monopoly.  Scl(n 
argued  that  entrepreneurs  erp 
porary  monopolies  when  thevii 
troduce  new  products  to  maim 
argued  against  government  m 
tion,  on  the  grounds  that  marll 
petition  would  eliminate  thesAj 
rary  monopolies. 

What  Becker  omitted  in  l|i 
ment,  however,  is  that  Schumpoj 
revised  his  theory  and  argued  ty 
consolidation  of  industries  wou 
very  powerful  enterprises — and 
entrepreneur  would  not  be  ahk 
pete  against  them.  His  sad  cc 
was  that  the  entrepreneur  w( 
appear  from  the  economic  sc< 
that  property  would  lose  its  i    : 
Moreover,  once  entrepreneurs 
unable  to  create  wealth  throuj 
vation  and  creation  of  new  ent< 
the  very  foundations  of  capital 
be  undermined. 

Rado 
Morristo\lp: 
i  no 
The  starting  point  for  Beckei 
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We  could  write  the  book  on  derivatives. 
It  helps  that  we  wrote  the  alphabet.  It  bears 
the  catchy  designation  "FpML1.1  It  is  the  language  that  enables 
Internet-based  dealing  in  financial  derivatives.  We  developed 
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whether  the  Microsoft  breakup 

•  innovation.  Rut  the  relevant  is- 

hether  Microsoft's  business  prac- 

re  sufficiently  anticompetitive — 

xl  and    alter    it    established    its 

'Ti |y — to  warrant  the  severest  of 

ey  nds.  There  is  no  question  that 

ari  y  during  the  maturation  of  a 

u  ;hnology  gives  more  people  a 

art-  to  bring  their  ideas  to  fruition. 

■«  the  essence  of  the  free  market 

the  greatest  incubator  of  inno- 

h  iow  known. 

pet  Richard  Geist 

Grosse  He,  Mich. 
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NEEDS  A  REAL  LEADER: 


N  COPIES  NEED  NOT  APPLY 


wften  invoke  concepts  and  princi- 

ced  hout  understanding  them  or  be- 

m  n  them  ("If  I  were  running  Xe- 

■s  1  The  Corporation,  June  19).  We 

01  ut  the  importance  of  people  and 

i  ip,  but  what  do  we  really  mean? 

all  is  clinging  to  an  outdated  prod- 

itity,  if  not  a  failure  of  leader- 

j  i*  "hat  is  reorganizing  for  the  sake 

ml  ^anization?  Rringing  in  a  new 

h  no  track  record  in  designing 

er'Mementing  strategic  and  cultural 


change?  Failing  to  communicate  and  im- 
plement the  change  strategy?  Failing 
to  change  the  internal  habits  of  a  rigid 

culture? 

Leadership  cannot  be  borrowed  from 
the  past.  It  is  not  about  having  the 
best  and  brightest  people:  Xerox  Corp. 
is  blessed  with  some  of  the  most  tal- 
ented people  in  the  industry.  Leader- 
ship is  about  creating  the  future:  chan- 
neling the  strengths  and  competencies 
of  a  once  great  company  into  an  ex- 
citing venture  that  anticipates  the  fu- 
ture. Leadership  is  the  courage  to  es- 
tablish audacious  goals,  clearly 
communicating  the  strategies  for 
achieving  them,  and  managing  the  im- 
plementation process.  And  one  of  the 
most  important  and  difficult  strategies 
involves  changing  the  mentality — the 
habits  and  rituals  that  comprise  a  cul- 
ture that  preserves  the  past  and  di- 
minishes the  future.  Only  the  strongest 
of  leaders  can  do  that. 

What  Xerox  needs  is  somebody  with 
the  wisdom  and  skill  to  reach  deeply 
into  the  great  pool  of  talent  that  is  al- 
ready there  to  imagine  the  future,  and 
then  to  empower  them  to  lead  the  way. 
Terrence  Overholser 
Greenwich,  Conn. 
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Now  therefc  a  simpler  way  to  manage 

yourcustomer-employee-supplier-partner- 

intra-extra-Inter-cross-platform-global- 

way-too-complex-digital-economy  net. 
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It's  one  Net.  Dive  in. 


You  can't  conquer  the  world  of  eBusiness  being  a  lonely  fish  in  an  isolated  pond.  You  need  the  freedom  to 
connect.  So  your  employees,  partners,  suppliers  and  customers  can  work  together.  And  all  their  different 
operating  systems,  intranets,  extranets  and  the  Internet,  can  work  as  one  Net.  Securely  and  reliably.  That's  the 
strength  of  Novell's  Net  services  software.  It  lets  existing  technology  work  together.  And  gives  you  the  power 
to  change  your  eBusiness  as  fast  as  the  Net  economy.  So  dive  in  at  www.novell.com 

Novell 

the  powe; 
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STORK  CLUB 

America's  Most  Famous  Nightspot  and  the  Lost  World  of  Cafe  Society 

By  Ralph  Blumenthal 

Little,  Brown  •  296pp  •  $25.95 

THE  CLUB  THAT  SPAWNED 
CELEBRITY  CULTURE 


Nightclubs  come  and  go  with  the 
evanescence  of  fireflies.  But  the 
Stork  Club,  in  its  day,  was  a 
phenomenon — and  not  just  because  of 
its  astounding  run  of  more  than  three 
decades,  from  1929  to  1965.  It  was  one 
of  those  rare  locales  that  capture  the 
nation's  imagination  and  ignite  its  ro- 
mantic fantasies.  The  Stork,  which  be- 
gan as  a  speakeasy,  came  to  typify  the 
glamour  of  New  York  and  the  ineffa- 
ble power  of  celebrity.  It  counted  among 
its  loyal  clients  the  famous  and  the 
wannabes  of  show  business,  the  under- 
world, sports,  and  politics,  from  Dorothy 
Lamour  and  Frank  Sinatra  to  Joseph 
P.  Kennedy  and  sons.  They  flocked  there 
night  after  night,  coaxed  with  a  favorite 
table,  drink,  meal,  free  perfume,  and  a 
pleasing  backdrop  of  debutantes  and 
their  preppy  escorts. 

Ralph  Blumenthal,  a  veteran  New 
York  Times  reporter,  tells  the  colorful 
tale  of  the  swanky  midtown  watering 
hole  in  Stork  Ckib:  America's  Most  Fa- 
mous Nightspot  and  the  Lost  World  of 
Cafe  Society.  Although  it  never  rises 
above  the  anecdotal,  it's  an  enjoyable 
popular  history. 

The  Stork  was  the  creation  and  cher- 
ished child  of  Sherman  Billingsley,  a 
general  ne'er-do-well  out  of  Oklahoma. 
Stork  Club  tells  Billingsley's  story,  too. 
The  arc  of  his  life  is  the  stuff  of  which 
movies,  if  not  legends,  are  made.  Hum- 
ble beginnings,  a  rampantly  opportunis- 
tic sensibility  honed  by  lean  times,  a 
rather  louche  (to  say  the  least)  moral 
code,  and  a  heavy  dose  of  charm  all 
combined  to  forge  a  character  straight 
out  of  Damon  Runyon  (who  was,  inci- 
dentally, an  admiring  patron). 

In  his  heyday,  Billingsley  cheated  on 
his  wife  with  rising  star  Ethel  Merman 
and  cadged  favors  from  J.  Edgar 
Hoover.  He  coddled  the  Duke  and 
Duchess  of  Windsor,  and  played  nightly 
host  to  a  cast  of  celebrities  that  caused 


gossip  columnists  to  hyperventilate.  At 
the  same  time,  there  was  a  dark  side: 
Billingsley  was  himself  an  alumnus  of 
Leavenworth  Prison  (sent  there  for 
bootlegging),  and  his  original  partners 
were  gangsters.  Throughout  his  Stork 
career,  he  was  alternately  considering 
deals  with  or  defying  the  racketeers 
and  extortionists  who  ran  New  York's 
restaurant  labor  unions.  And  over  the 
years,  his  instinct  to  watch  his  back  be- 
came so  extreme,  according  to  the  au- 
thor, that  he  listened  in  at  the  club's 
switchboard  on  private 
phone  calls  and  had  the  ta-  « 
bles  bugged. 

Union  thugs  weren't  the 
only  people  that  Billingsley 
was  suspicious  of.  He  wasn't 
crazy  about  Jews,  though  he 
made  exceptions  for  the 
celebrities  and  columnists 
who  made  his  club  look 
good.  And  blacks  were  sim- 
ply not  welcome  at  the 
Stork.  The  club's  discrimina- 
tion policy  was  forced  into 
the  open  after  a  public  con- 
frontation between  Billingsley  and  the 
black  chanteuse  Josephine  Baker. 

Still,  Billingsley  put  his  mark  on  20th 
century  American  culture  by  perfect- 
ing a  formula  that  exploited  exclusivity 
on  one  hand  and  media  access  on  the 
other.  If  today  we  wonder  how  our  cul- 
ture of  celebrity  developed,  we  could 
do  worse  than  look  back  at  how 
Billingsley  and  his  pals  helped  estab- 
lish the  rules  of  the  game. 

Just  inside  the  front  door  of  the 
Stork  Club  was  a  solid  gold  chain,  and 
only  petitioners  deemed  worthy  were 
allowed  past  it.  Inside  the  club  was  an 
inner  sanctum,  more  exclusive  yet, 
called  the  Cub  Room.  With  powerful 
columnist  Walter  Winchell  ensconced 
within,  doling  out  glimpses  of  glamour 
to  the  masses  via  his  syndicated  dis- 


patches, the  Stork  attained  an  U 
able  aura,  like  the  green  lighol 
end  of  Jay  Gatsby's  dock.  In  a  • 
sion-ridden,    wartime,    and    pi 
America,  it  must  have  been  fastis 
to  imagine  a  gilded  haven  whfe 
fortunate  few  could  polish  their  *s 
or  rumba.  Billingsley  had  a  prflei 
ural  ability  to  burnish  this  aurai. 
To  get  an  idea  of  how  su#i 
Billingsley  was,  consider  which  >b 
joy  national  recognition  today.  Blj 
post-Studio  54,  there  aren't  aP 
while  his  story  is  dramatic,  Bil 
was  hardly  a  man  of  towering 
ment.  It  would  have  been  tough 
struct  a  book  strictly  about  him 
about  a  nightclub,  no  matter  h 
ried.  The  author  has  done  his  ho 
in  the  newspaper  archives  and  i 
views.  But  the  result  is  surprisin 
dimensional.  The  lost  world  of  ca] 
ety  referred  to  in  the  subtitl 
expression  of  the  author's  nostal 
unfortunately  does  not  herald  a 
ingful  attempt  to  pla 
loss  in  sociohistoric; 
text.  Nor  do  we  come 
derstand        what 
Billingsley  tick.  Nonet| 
Stork  Club  is  a  ge 
agreeable  story,  enlive 
interesting  trivia  (R 
had  his  ashes  scattere 
Times  Square),  great 
and- white  photos,  and 
ful  anecdotes' — not  un 
lengthy  piece  in  Peopl 
Ultimately,     Blum« 
writes,  changing  time 
Billingsley's  refusal  to  do  business 
the  unions  combined  to  undo  the  cl 
the  1950s,  there  was  a  futile  atten 
modernize  by  beaming  a  TV  show 
the  floor  of  the  Stork,  but  as  e 
Billingsley  was  no  Johnny  Carson, 
tic  to  salvage  the  club  as  it  was  sir 
he  bankrupted  himself  and  his  fe 
He  had  to  shutter  the  Stork,  in 
and  sell  the  building.  Billingsley 
only  a  year  longer.  The  Stork  itself  ■\ 
shortly  be  demolished  to  make  way 
so-called  vest-pocket  park.  It's  sa 
say  that  the  distinctly  unglamorous  g 
of  lunchtime  brown-baggers  who  ci 
the  space  today  would  never  have  gi 
past  the  golden  chain. 

BY  MARILYN  HA 
Harris  has  happily  broum-bagg 
on  the  site  of  the  Stork  Club. 


ONLY  THOSE  DEEMED  WORTHY  MADE  IT  PAST  TH 
SOLID  GOLD  CHAIN  JUST  INSIDE  THE  STORK  CLUI 
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LEADERS  SELECT  LEADERS 

It's  easy  to  set  up  a  web  store,  but  much  more  difficult  to  actually  sell  online.  That's  why  eCommerce 
leaders  Cisco  and  Dell  both  chose  Selectica  to  power  their  next  generation  Internet  Commerce 
configuration  capabilities.  With  Selectica,  Cisco  and  Dell  will  provide  their  customers  a  unique  interactive 
buyer  experience.  Our  Internet  Selling  System  enables  customers  to  find,  configure  and  accurately  order 
even  the  most  complex  products  easily  and  efficiently.  Learn  how  eCommerce  leaders  Cisco,  Dell  and 
others  successfully  sell  complex  products  and  services  online  in  the  new  book,  Net  Ready 
(a  $24.95  value,  free  to  the  first  50  respondents).  Just  call  toll-free  800-900-2850,  ext.  2000  or  visit: 
www.selectica.com/netready2 
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TOURS  FREE;  Net  Ready  (a  $24.95  value)  the  story  of  how  cBusiness  leaders  like  Cisco  and  Dell  achieve  online  success,  now  available  to  the  first  50  respondents 
absolutely  tree  at  Selectica.com/netieaclv2-  Plus,  get  your  complimentary  copy  ol  Seven  Keys  to  Interne!  Selling  Success  (free  to  everyone  at  Selectica.com) 
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Almost  as  bright  as  the  sun... 

Night  Piercer  II™ 

1  Million  CandlePower  Halogen  Spotlight 

only  S7925* 

''■'But  read  this  ad  for  an  even  better  deal! 

The     N  i  ^li  t     Piercer    II"    casts    a     focused 
beam    that    can    be    seen    for    many    miles. 
It     is     20-times     brighter     than     automobile 
headlights,      more      luminous      than      aircraft 
landing    lights.    This    powerful     light    is    indispensable 
for    tracking    and    exploring    unknown    territory    and    for 
any    contingencies    at    night,    in    plane,    boat,    truck,    or    car 
With   its  red   gel,   the   Night   Piercer  II"   can  be  a   lifesaver   in 
any    emergency.    The    unit    contains    two    sealed    heavy-duty 
lead-acid    batteries    and     can     be    recharged     either    through 
your    household     current    or    through     the    cigarette    lighter 
socket  of  your  car,   RV   or  boat.   Both   adapters   are  included. 

We  import  Night  Piercers  II"  in  very  large  quantities  and  are  pylene.  It  comes  with 
therefore  able  to  bring  you  this  outstanding  accessory  for  just  "  *"P er-bright  J00 
$79.95.  (Compare  with  our  competitor's  price  of  $99!).  But  we 
have  an  even  better  deal:  Buy  two  for  just  $159.90  and  we'll 
send  you  a  third  one,  with  our  compliments  —  absolutely  FREE! 
The  Night  Piercer  ll~  should  be  your  companion  on  all  your  re  chargers 
travels.      Don't      leave      home      without      it  —  order      it      today!     are      also      included. 

You  may  order  by  toll-free  phone,  by  mail,  or  by  fax  and 
pay  by  check  or  Visa/MasterCard.  Please  give  order 
number  #1088F682.  Add  ship. /ins.  charge  of  $9.95  for 
one  unit  or  $19.90  for  three  units  (plus  sales  tax  for  CA 
delivery).  You  have  30-day  refund  and  one-year  warran- 
ty. We  do  not  refund  postage.  For  customer  service  or 
wholesale    information,    please    call    (415)    643-2810. 


Night 
Piercer 
11"  is  con- 
structed 
of  heavy- 
d  u  t  y 
h  i  g  h  - 
impact    polypro- 


watt  halogen  bulb  and 
red  gel  for  use  as 
warning  light.  110- 
volt        and        12-volt 


2360  Third  St.,  San  Francisco,  CA  94107 
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RIGHT  ON  THE  MONEY! 
Taking  Control  of  Your  Personal 
Finances 

By  Chris  Farrell 
Villard.  286pp.  $23.95 
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(©  Order  by  toll-free  phone:  (800)  797-7367  or  (fastest!)  by  fax:  (415)  643-2818  <0 
Visit  our  ivebsite  at  wiviv.haverhills.com 


While  the  democratizatki|i 
nance  has  arguably  be 
good  for  U.S.  society,  many 
now  feel  constant  stress  frot 
pressures  of  managing  their 
money.  In  Right  on  the  Man 
Taking  Control  of  Your  Pen 
Finances,  Contributing  Ecor 
Editor  Chris  Farrell  makes 
that  he  believes  individuals  i 
take  charge.  But  Farrell's  ad 
chris  f  a  «  «  e  i  i  to  keep  il| 
pie,  "wit 
turning  n| 
ing  your 
into  a  sec| 
job." 

Writte 
largely  fo1 
money-ph| 
and  neopl 

...  >.MMu«"VuM.n  Farrell's 
offers  prir 
on  such  topics  as:  buying  a  hi 
or  car,  insurance,  investing,  a 
saving  for  your  kids'  college  i 
your  own  retirement.  And  mc 
topics  are  discussed  through  1 
experiences  of  people  whom  I 
rell  has  met  or  interviewed  a; 
host  and  managing  editor  of  1 
on  the  Money,  a  personal-fmai 
TV  show  produced  by  Twin  Ci 
Public  Television. 

Farrell  promotes  a  holistic 
proach,  urging  individuals  to  \ 
sue  strategies  that  don't  confii 
with  their  values  and  other  lif 
goals.  For  one,  Farrell  recom 
mends  ignoring  the  old  saw  to 
"as  much  house  as  you  can  aff 
and  buy  less — so  you're  not 
strapped  for  mortgage  and  hoi 
repair  bills.  And  while  he  chal 
lenges  readers  to  look  for  easj 
ways  to  cut  costs — say,  forgoin 
that  $2.50  cappuccino  each  moi 
ing — he  advocates  taking  that 
nual  vacation  if  it  means  retair 
your  sanity.  "Don't  transform  t 
smart  idea  of  saving  for  tomor 
into  a  rigid  ideology  of  denial  t 
dominates  your  life,"  he  advise; 
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THE  SHAPE 

OF  PCs  TO  COME? 


The  new  Qbe 
tablet  from 
Aqcess  is  a 
flawed  design 
pioneer  that 
deserves 
attention 
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technology/ 


Not  long  ago,  it  seemed  that  desktop  com- 
puters were  destined  to  become  com- 
pletely indistinguishable  beige  boxes.  But 
since  the  introduction  of  Apple's  iMac  two  years 
ago,  a  new  emphasis  on  design  and  new  tech- 
nologies has  made  hardware  more  interesting. 

It's  no  longer  a  world  where  you  have  to 
choose  between  the  traditional  monitor-computer- 
keyboard  desktop  setup  or  the 
clamshell  notebook.  The  new 
Qbe  tablet  computer  from 
Aqcess  Technologies  (www.qbe- 
net.com)  may  be  a  harbinger 
of  shapes  to  come.  The  Qbe  re- 
lies on  data-entry  technologies 
that  aren't  quite  ready  for 
prime  time  and  is  further 
handicapped  by  some  poor  de- 
sign choices,  but  it  is  an  inter- 
esting design  pioneer. 

The  Qbe  Cirrus  that  I  tried 
is  a  box  about  14  in.  long,  10 
in.  wide,  and  2lA  in.  thick.  The 
top  is  mostly  covered  by  a 
13.3-in.  touch-sensitive  display, 
and  there's  a  built-in  video 
camera  at  the  top.  The  Qbe 
runs  on  a  400-MHz  Pentium  u, 
features  a  12-gb  hard  drive 
and  128  MB  of  ram,  and  costs  a 
steep  $4,745.  The  less  expen- 
sive Celeron-powered  Genus 


[EC 


basics  Electronic  tablet 
measuring  14  in.  x  10  in. 


x2  in. 

model  fetches  $3,995.  Both  use  ?._'_.. nology  plans 

Windows  98  and  run  standard  pros  Designed  to  be  used  On 

PC  software.  either  a  desk  or  your  |ap.  touch.         ing  tablet  featuring  a  w 
The  Qbe  is  designed  to  be 


three  choices,  none  fully  satisfactory.  F 
can  write  on  the  screen  with  the  pei 
ParaGraph's  PenOffice  software.  Unfort 
handwriting  recognition  doesn't  work  a  lc 
than  it  did  in  the  days  of  Apple's  much-r 
Newton.  In  the  case  of  the  Qbe,  the 
problem  is  made  worse  by  a  noticeabl 
before  the  writing  actually  appears  on  th< 
Having  the  option  of  a  more  accurate  sh 
like  Palm's  Graffiti,  would  be  a  big  help 

The  second  method  is  to  use  the  speec 
nition  software  included  with  the  Qbe — 
&  Hauspie's  Voice  Xpress.  It  does  pretty 
ter  you  invest  some  time  in  training,  bu 
it  to  work  I  had  to  use  a  Telex  digital  he 
bypass  the  apparently  defective  audio  sj 

The  final  method  is  typing  on  a  touch-s 
keyboard  that  can  pop  up  to  cover  the 
quarter  of  the  screen.  The  keys  are  big 
to  hit  with  your  fingers,  and  while  touchff" 
is  out  of  the  question,  t  jdoci 
board  works  well  enoi  I  „ 

IPeJc 

limited  amounts  of  date 
COOLER,  CHEAPER.  Bey  10* 

data-entry  problems,  t  j^ 

has  some  design  issues. 

pounds,  it  weighs  he;  ^ 

your  lap,  especially  sii  ftet 

Pentium  heats  the  mag 

^  man- 
case  up  to  an  uncomf 

temperature.  The  Qbe  c  aredig 

on  battery  power,  but  o 

about  90  minutes  at  a  t 

you  won't  want  to  get  v  !"° 

from  a  power  outlet.  A  jisto 

is  a  device  that  really  v 

illOV  \ 

wireless  connection  to 
ternet,  since  the  tablet  ter  3 
is  ideal  for  Web  browsii 
Better,  lighter,  cook 
cheaper  tablets  are  on  tl  e'ore 
Aqcess  hopes  to  have  a  $ep; 
pound,  $1,500  unit  thi., 
Later  this  summer,  Qubi 
to  ship  a  « 
■U 


delayed  2  impound  Web-i  r 


used  on  your  lap  or  any  hori- 


sensitive  screen  works  weli  for 
reading 


link  to  the  Internet. 


The  idea  of  tablet  com 


at' 


w 


shine 


ilp   ! 


in  Lo 


zontal  surface.  It  stands  up      reading  js  not  neW:  Companies 


with  a  removable  prop  called  a 
"porticle,"  which  includes  a  full 
complement  of  parallel,  serial, 
and  other  ports.  With  the  prop 
and  a  keyboard  and  mouse  at- 
tached, the  Qbe  is  basically  a 
variation  on  the  desktop  PC. 
Used  as  a  tablet,  however,  it's 
something  quite  different  from 
either  a  desktop  or  a  notebook. 

In  the  tablet  configuration,  use  of  the  keyr 
board  and  mouse  is  not  very  practical.  You  can 
move  the  cursor  around  the  screen  with  either 
your  finger  (Aqcess  thoughtfully  includes  a 
screen-cleaning  cloth)  or  a  special  tethered  pen. 
But  the  problem  is  entering  data.  The  Qbe  offers 


cons  Awkward  writing  systems 
make  such  things  as  e-mail 
difficult;  short  battery  life;  heavy 

verdict  Promising  start  at  a 
new  information  device  that  will 
get  better 


Fujitsu  and  Ricoh 
shipped  them  for  some|eat 
But  they  have  been  spec  g. 
devices,  intended  for  ind 
use.  Qbe,  for  all  its 
brings  the  tablet  home, 
tertainment  and  Web 
ing  displace  word  proci 
and  other  traditional  ap. 
tions,  many  computers  are  moving  froi 
home  office  to  the  home  entertainment 
And  a  tablet  can  be  a  more  natural  desigr 
a  desktop  or  laptop  for  Web  browsing,  pi 
games,  and,  especially,  reading  e-books.  Th 
is  a  flawed  first  attempt,  but  the  approach 
a  lot  of  sense. 
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ie  mobile  century 


work  is  what  we  do,  not  where  we  do  it 


EEDOM  TO  CHASE  THE  STORY 


sllman  depends  on  computers  more  than  most  people.  As  a  senior 
3r  at  Candide  Media,  a  Silicon  Alley  start-up  that  produces  online 
re  documentaries,  the  29-year-old  journalist's  job  takes  him  to  the 
the  earth.  Fellman  sends  dispatches  by  satellite  phone  from 
utposts,  mountain  roads  and  ocean-going  boats.  In  many  cases, 
iba  Tecra  portable  is  the  only  computer  for  hundreds  of  miles.  The 
nd  photographs  have  to  be  posted  in  real  time  on  the  World  Wde 
if  the  computer  misfires,  his  readers  miss  the  story, 
man  —  and  the  other  four  journalists  who  founded  Candide  in 
are  digital  pioneers.  They  go  where  computers  have  seldom  gone 
a  story  as  it  unfolds.  Unlike  documentary  filmmakers,  they  can- 
at  to  the  studio  to  cut  and  edit  their  way  around  a  bad  day  in  the  field . 
>  is  to  post  the  story  today,  and  get  ready  to  update  it  tomorrow, 
njoy  my  work,"  Fellman  says. "  It's  the  kind  of  thing  that  I  don't  real- 
der  a  job.  It's  more  like  a  ticket  to  explore  new  worlds.  Anyone  with  a 
;r  and  a  satellite  phone  and  a  backpack  can  do  what  major  networks  were 
jfore.  Now  we  can  work  anywhere." 

se  past  few  weeks,  Fellman  has  reported  on  the  voyage  of  the  Lady  Grace,  a  commercial 
shing  boat  that  starred  in  the  new  Warner  Brothers  film,  'A  Perfect  Storm."  Lady  Grace 
sister  ship  of  Andrea  Gail,  a  boat  that  went  down  in  the  freak  storm  depicted  in  the  motion 
Lady  Grace  and  Andrea  Gail,  two  identical  75-foot  long-liners,  were  built  side  by  side 
ipyards  of  Ocean  City,  Maryland .  With  the  crew  of  three,  Fellman  sailed  from  one  film 
n  Los  Angeles  to  the  other  in 
ter,  Massachusetts,  where 
ea  Gail  set  out  on  her  fateful 

«  Back  in  Gloucester,  not  long  and  a  backpack  can  do  what  major  networks 

premiere,  the  once  anony- 


mfl 


ui 


Drew  Fellman  on  board 
the  Lady  Grace 
Candide  Media  Works 


J  J 


Anyone  with  a  computer  and  a  satellite  phone 


■)■) 


were  doing  before.  Now  we  can  work  anywhere. 


dy  Grace  will  be  auctioned  off 

y  on  E-Bay. 

■nan's  voyage  on  the  Lady  Grace  brings  to  life  the  day-today  routines  of  a  crew  at  sea.  His 

iclude  a  shipboard  account  of  the  passage  through  the  Panama  Canal,  an  experience 
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that  many  sailors  dream  of  all  their  lives.  He  created  the  story  on  h 
Tecra  and  filed  his  dispatches  on  the  ship's  marine  terminal  satell 
View  it  at  www.perfectstorm.com. 

"There  are  no  options  and  no  back-ups  at  sea  or  on  a  mi 
Fellman  cautions.  "What  you  bring  with  you  is  what  you  havei 
never  have  the  luxury  of  bringing  everything.  You  bring  the  mini 
you  know  is  up  to  the  task.  The  Toshiba  is  solid.  It's  reliable." 
It  has  to  be.  When  Candide  covered  the  1997  re-enactm< 
1907  Peking-to-Paris  road  race,  their  crew  drove  12,000  mile: 
22  countries  in  six  weeks.  After  every  long  day  in  the  truck,  they 
tos,  wrote  articles  and  transmitted  them  to  Discovery  Channel  Onll 
night.  When  they  weren't  battling  this  week's  antique  telephon 
or  negotiating  their  way  across  the  next  unfriendly  regime's  bon 
found  ways  to  transmit  pictures,  sound  and  text  on  a  satellite  tel 
The  conditions  were  typical  for  Candide:  The  story  was  changi 
moment,  and  unexpected  technical  challenges  waited  around  ea  t 
in  the  road.  Who  had  time  to  worry  about  equipment  breakdowi  P 

"When  you  are  doing  these  seat-of-the-pants  adventure  pie 
don't  have  the  luxury  of  carrying  a  back-up  computer,"  Fellman  s 
a  smile.  "You  need  to  carry  one  that  you  know  will  work.  Wewc 
to  the  limit.  I'm  always  focused  on  the  story  and  the  work."  Protec 
Toshiba  portable  is  the  last  thing  on  his  mind. 
Of  course,  Fellman  knows  the  freedom  of  his  innovative  new  career  depends  on  caring  for  his  equipment.  He  travels  with  lot 
teries,  extra  cables  and  the  sturdiest  carrying  cases.  He  knows  his  reputation  as  a  dependable  correspondent  is  as  fragile  as  a  fray< 
Candide's  record  of  showing  up  under  pressure  in  the  most  difficult  of  circumstances  may  be  the  young  company's  strongest  sellinfll1 
The  online  documentary  is  a  new  and  somewhat 

His  office  is  anywhere  he  can  use 
his  Toshiba.  He  has  the  freedom  to  be 


The  Lady  Grace  sailed  from  the  final  film  locations  off  California 
to  the  Andrea  Gail's  home  port  of  Gloucester  Mass.  Fellman  sent 
stories  from  the  open  sea,  and  the  crew  made  port  in  Panama  City, 
Miami  and  New  York. 


■ta 


connected  without  boundaries. 


unfamiliar  genre.  Selling  the  idea  to  a  new  client  is 
easier  when  traditional  virtues  like  dependable 
deadline  reporting  are  part  of  the  pitch. 

Wielding  the  latest  in  mobile  computing  tech- 
nology from  Toshiba  has  given  Fellman  the  confidence 
to  chase  stories  that  might  otherwise  seem  out  of 

reach.  If  Fellman  can  get  to  the  story,  the  Toshiba  Tecra  will  help  him  get  sound  and  images  back  to  civilization.  He  recalls  firing  up  hi 
puter  on  the  roof  of  the  world,  a  1 7,000-foot-high  road  through  Tibet.  He  shot  and  transmitted  pictures  in  a  sandstorm  in  Pakistan.  Th 
puter  held  up  in  sub-freezing  temperatures  at  the  base  of  Mount  Everest  and  in  the  desert  heat  of  Iran. 

"It  is  my  job  to  get  the  story"  Fellman  says.  'I  dip  into  new  worlds  for  an  extended 
doing  this  work."  His  office  is  anywhere  he  can  use  his  Toshiba.  He  has  the  freec 

be  connected  without  boundaries. 
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The  Celtic  Tiger,  as  Ireland  now  likes  to  call 
itself,  is  currently  the  economic  champion 
of  the  European  Union.  Three  decades 
ago,  it  was  a  sleepy,  impoverished,  protectionist 
country  with  little  prospect  for  growth. 

Today,  thanks  to  a  six-year  growth  rate  aver- 
aging 7%  per  annum,  Irish  unemployment  has 
dropped  from  16%  to  4%  in  a  decade.  Ireland, 
whose  longtime  prime  export  was  its  sons,  is 
experiencing  net  inward  immigration.  Its  per- 
capita  income  now  surpasses  Britain's  and  by 
2002  will  exceed  the  EU  average.  Almost 
overnight,  Ireland  has  become  a  First  World  na- 
tion— albeit  with  Third  World  roads  and  a  retro 
cuisine  which,  despite  improvements,  is  still  too 
reliant  on  potatoes  and  cabbage. 

The  Irish  economic  metamorphosis  was  re- 
cently debated  at  a  conference  in  Galway  spon- 
sored by  the  John  Templeton  Foundation.  The 
foundation's  Freedom  Project  explores  the  con- 
nections among  laissez-faire  economics,  political 
liberty,  economic  growth,  and  other  social  goods 
such  as  civility,  culture,  and  equality. 

Ireland  offers  a  wonderful  Rorschach  test.  A 
libertarian  can  assert  that  government  just  got 
out  of  the  way  over  the  past  three  decades  and 
let  the  free  market  rip;  the  miracle  followed.  A 
mixed-economy  type  can  credit  farsighted  public- 
development  policies.  Here  are  the  facts;  you  be 
the  judge. 

Prior  to  the  1960s,  the  Irish  Republic,  which 
wrested  its  independence  from  Britain  only  in 
1922,  was  turned  inward.  Nationalists  empha- 
sized the  reclamation  of  Irish  heritage  and  shel- 
tered the  economy.  Not  unlike  the  early  Ameri- 
can patriots,  Prime  Minister  Eamon  De  Valera 
believed  that  limiting  British  economic  influence 
would  allow7  both  national  culture  and  domestic 
industry  to  flourish. 

A  TURN  OUTWARD.  But  these  policies  produced 
economic  stagnation  rather  than  growth.  In  the 
1960s,  a  new  government  shifted  the  emphasis  to 
a  massive  investment  in  Ireland's  young  work- 
force and  a  turning  outward.  Three  major  policy 
initiatives  ensued. 

First,  beginning  in  1968,  the  government  spon- 
sored a  commitment  to  a  world-class  education 
system,  beginning  with  universal  secondary 
schooling,  then  community  colleges  and  improved 
technical  training.  Today,  Ireland  ranks  second 
among  advanced  countries  in  the  share  of  na- 
tional income  devoted  lo  public  education. 

Second,  Ireland  began  welcoming  foreign  cap- 
ital investment.  It  cut  tariffs,  offered  corpora- 
tions the  most  generous  tax  concessions  in  Eu- 


rope, and  joined  the  European  Union  and  mon- 
etary system.  Third,  it  pursued  policies  of  social 
partnership  with  its  trade  unions,  rewarding 
wage  restraint. 

It  took  a  quarter-century  for  these  strategies 
to  bear  fruit.  As  recently  as  the  late  1980s,  Ire- 
land was  still  stuck  in  an  economic  rut.  But  with 
the  1990s  came  a  stunning  virtuous  circle.  Ire- 
land's well-educated  workforce  today  offers  multi- 
national businesses  perhaps  Europe's  best  ratio  of 
skills  to  wTages.  Coupled  with  its  tax  concessions 
and  its  English  language,  these  attractions  drew 
such  U.S.  technology  companies  as  Intel,  Dell 
Computer,  Microsoft,  Digital  Equipment,  and  a 
slewr  of  biotech  and  chemical  outfits. 
SOFTWARE  ACE.  Ireland  has  become  a  leading 
base  for  exports  to  Europe.  According  to  Ed- 
ward Walsh,  former  chancellor  of  the  University 
of  Limerick,  60%  of  packaged  software  sold  on 
the  Continent  is  made  in  Ireland. 

Membership  in  the  EU  and  its  monetary  sys- 
tem cut  Ireland  loose  from  Britain's  pound  and 
restrictive  monetary  policies.  Membership  also 
brought  eu  regional  economic-development  funds, 
which  peaked  at  a  remarkable  6%  of  Irish  gross 
domestic  product.  All  over  Ireland,  you  see  in- 
frastructure improvements  financed  under  the 
banner  of  the  eu's  royal  blue,  star-studded  flag. 
With  European  Monetary  Union  and  macroeco- 
nomic  convergence,  Irish  interest  rates  dropped 
to  near-German  levels,  providing  yet  another 
shot  in  the  arm. 

So  wiiat  did  the  trick,  laissez-faire  economics 
or  creative  statecraft?  Clearly,  economic  opening, 
foreign  capital,  and  tax  breaks  helped.  Score  one 
for  laissez-faire.  But  so  did  massive  investment  in 
education  and  public  infrastructure.  Score  one 
for  social  outlay. 

The  multiple  benefits  of  EU  membership  also 
support  both  sides  of  the  argument.  On  the  one 
hand,  the  eu  is  a  free-trade  area.  On  the  other,  it 
tends  to  a  more  interventionist  style  of  gover- 
nance than  anything  commended  by  American 
libertarians.  To  be  sure,  Ireland's  very  low  cor- 
porate taxes  gave  it  an  artificial  competitive  ad- 
vantage in  attracting  foreign  capital — but  by  de- 
finition, not  every  nation  can  win  this  game. 

My  conclusion:  Free  markets  surely  invite 
economic  dynamism — but  markets  also  rest  on  a 
foundation  of  social  investment  and  inventive 
governance.  Long-suffering  Ireland's  new  prob- 
lems are  happy  ones:  labor  shortages,  immi- 
grants, crowded  ancient  roads,  and  a  housing 
shortage.  Creative  governance  must  solve  these, 
too.  Markets  alone  won't. 
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Economic  Trends 


BY  GENE  KORETZ 

A  NEW  ECONOMY, 
BUT  NO  NEW  DEAL 

More  full-time  workers  are  poor 

There's  no  denying  that  the  plight  of 
poorer  Americans  finally  began  to 
improve  in  the  second  half  of  the  1990s. 
Unemployment  among  the  less-educated 
fell,  real  wages  of  low-income  workers 
began  rising,  and  the  overall  poverty 
rate  declined  from  15.1%  in  1993  to 
12.7%  in  1998  (the  1999  rate  will  be  re- 
leased next  fall). 

Despite  these  modest  gains,  however,  a 
new  Conference  Board  study  concludes 
that  the  nation's  record-breaking  econom- 

WORKING  HARD 
AND  STAYING  POOR 


POVERTY  RATE  FOR  FULL-TIME 
YEAR-ROUND  WORKERS 


1990s 

BOOM 


"*  SHADED  AREAS  INDICATE  RECESSIONS 
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ic  boom  is  bypassing  a  key  group  of  work- 
ing Americans.  Poverty  among  the  most 
fully  engaged  low-wage  workers — those 
who  put  in  35  or  more  hours  a  week  for 
50  weeks  a  year — has  hardly  changed 
since  the  expansion  began  (chart). 

By  contrast,  the  1960s  boom  helped 
lift  a  huge  share  of  full-timers  out  of 
poverty,  notes  the  study's  author,  econo- 
mist Linda  Barrington.  From  1966  to 
1978,  poverty  among  full-time  year-round 
workers  actually  plummeted  56%,  from 
4.8%  to  2.1%.  Yet  since  1986,  their  pover- 
ty rate  has  actually  risen  a  bit,  and  the 
ranks  of  poor  full-timers  have  grown  by 
40%,  to  nearly  3  million  workers — even 
as  the  economy  has  expanded  by  more 
than  30%. 

The  study  also  examined  shifts  in 
poverty  rates  among  racial  and  ethnic 
minorities.  These  full-time  workers  are 
generally  Vii  times  as  likely  to  be  poor 
as  all  full-timers,  it  found,  and  they  tend 
to  move  in  and  out  of  poverty  far  more 
often.  "That  degree  of  income  volatility," 
observes  Barrington,  "makes  it  more 
difficult  to  save,  accumulate  wealth,  and 
carry  out  plans  for  retirement  savings 
and  educating  children." 


Why  hasn't  poverty  declined  among 
full-time  workers  during  this  boom?  One 
often-neglected  aspect  of  the  New  Econ- 
omy, says  Barrington,  is  the  increase  in 
the  relative  share  of  low-skilled,  low- 
productivity  workers.  Between  1965  and 
1998,  she  notes,  jobs  in  the  retail  and 
service  sectors — the  two  lowest-paying 
sectors — rose  from  30%  to  48%  of  all 
production  and  nonsupervisory  jobs. 

Thus,  while  providing  many  high-pay- 
ing, high-skilled  jobs,  computerization 
and  the  high-tech  boom  have  apparent- 
ly also  created  more  low-paying  jobs 
for  many  lower-skilled  persons  (for  ex- 
ample, cashiers  who  no  longer  have  to 
know  how  to  add).  And  they  may  have 
reduced  the  well-paying  jobs  available  to 
workers  with  midlevel  skills. 

This  apparent  shift  in  the  distribu- 
tion of  jobs  toward  high-  and  low-paying 
extremes  is  a  disturbing  aspect  of  the 
New  Economy.  "Hopefully,  the  econom- 
ic benefits  from  technology  will  even- 
tually filter  through  the  entire  work- 
force," says  Barrington,  "but  so  far  it 
has  failed  to  make  a  dent  in  the  pover- 
ty among  full-time  workers." 


TYING  THE  KNOT 
IS  ALL  THE  RAGE 

No  letup  in  M&A  activity  this  year 

Global  consolidation  is  still  on  a  roll. 
Commerzbank  reports  that  the  val- 
ue of  completed  and  pending  deals  an- 
nounced worldwide  in  the  first  quarter 
exceeded  $1  trillion — a  level  approaching 
a  third  of  last  year's  total  mergers  and 
acquisition  activity. 

As  usual,  the  U.S.  led  the  field  in  M&A 
deals  in  the  quarter,  accounting  for  44% 
of  global  value,  followed  by  Britain  (13%), 
Germany  (7%),  and  France  (5%).  A  tenth 
of  the  $473  billion  in  bids  by  U.  S.  com- 
panies involved  cross-border  deals,  with 
Western  Europe  ■bbmhbmbhmbb 
(and       especially  POPPING 

Britain)  the  largest  THE  QUESTION 

target.  WORLDWIDE  MERGER 

Looking  at  in- 
dustry sectors,  the 
global  value  parade 
was  led  by  media, 
followed  by  tele- 
coms,  and  informa- 
tion software  and 
services.  Together, 
these  three  sectors 
accounted  for  al- 
most 40%  of  world- 
wide domestic  and 
cross-border  deals. 


AND  ACQUISITION  DEALS* 

1,200 


1.000 
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LITTLE  THREAT* 
CRUSHING  DEII 

A  study  weighs  corporate  riss 

if" 

With  the  economy  slowin|| 
worry  that  debt-laden  © 
could  face  big  problems  in  the 
ahead — imperiling    the    expani 
study  by  Carol  Osier  and  Gijoon 
the  Federal  Reserve  Bank  of  N 
finds,  however,  that  the  nonfinar] 
porate  sector  is  "in  good  financi; 

The  authors  looked  at  the  r| 
companies'  total  debt  (and  the 
rately  of  their  short-  and  lpil 
debt)  to  their  stock  market  valu 
of  these  yardsticks,  average  1 
was  low  and  falling  in  recent  ye 
ative  to  its  historical  average 
when  high-priced  high-tech  coi 
were  excluded  from  the  calculat 

The  two  economists  also  ai 
debt  loads  relative  to  corporate 
and  then  made  statistical  adjustn 
see  if  companies  with  high  empl 
were  more  vulnerable  to  corpor 
tress  than  other  companies.  In  b 
es,  leverage  was  still  lower  in  19 
in  the  late  1980s  and  early  1990 

Liquidity  measures — such  as 
tios  of  interest  expense  and  curr 
bilities  to  current  assets,  and  of  i 
expense  to  cash  flow — also  sugge 
"liquidity  risk  presently  is  no 
high."  And  traditional  measures 
vency  indicate  that  the  likelih 
bankruptcy  in  the  nonfinancial 
"declined  on  average  in  the  late 

As  for  the  recent  rise  in  cor 
debt  defaults  and  downgrades, 
are  concentrated  among  the  sr 
20%  of  companies.  Since  this  gre 
counts  for  less  than  1%  of  eithe 
stock  market  value  or  total  deb 
only  1%  of  jobs,  its  woes  hardly  t 
en  the  economy  over  the  near  te 

How  might  a  hefty  stock  marke 
affect  the  corporate  sector?  The  a 
estimate  that  a  drop  of  nearly  60% 
still  leave  corporate  leverage  co 
ably  below  its  historical  average. 

Things  would  be  more  dicey,  ho 
if  the  prime  rate  were  to  rise  b; 
percentage  points  and  the  Baa 
rate  by  two  percentage  points  ov 
space  of  a  year — about  as  much  ai 
did  prior  to  past  recessions.  Ra 
creases  of  that  size,  the  authors 
could  push  liquidity  risks  to  the 
tively  high  levels  seen  in  the  198( 

Not  to  worry.  Right  now,  at  any 
such  a  big  rise  in  rates  is  hard 
anyone's  radar  screen. 
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Our  sights  are  set  on  reinvestment. 


At  Honda,  we  are  always  searching  for  new  and  better  ways  to  enhance  our 
products  —  from  manufacturing  and  sales  to  research  &  development.  So,  while 
our  total  U.S.  investment  has  reached  $4.8  billion,  we  will  continue  to  reinvest  in  all 
aspects  of  our  operations.  That's  why  we've  broken  ground  on  a  $440- million  plant  in 
Alabama  and  spent  $20  million  more  to  expand  our  engine  facility  in  Timmonsville, 
South  Carolina.  Because,  after  all,  you  can  never  stop  looking  for  ways  to  improve. 


Thinking: 


lb  learn  mora  write  to  Honda  955  I  Enfanl  Plaza  s\\  Suiif  -.ion  w.nhinKiiin  I"     'oo.'l        'lion  HoikI.i  Nouli  ■\merica  Ira 


With  Boise, 
youTl  notice  a  difference  right  away. 


Vince  Keelan 

Business  Development  Manag: 

San  Francisco,  CA 


Especially  with  our  sales  force. 


Boise  Cascade  At  Boise  Cascade  Office  Products,  our  account  representatives  have  the  unique  ability  to  listen  to 

Office  Products 

www.bcop.com   your  needs  beyond  the  obvious  office  supplies  and  furniture  items.  Sure,  the  product  selection 
and  pricing  are  outstanding.  But  the  dialogue  helps  us  determine  a  custom  ordering  and  billing  solution  to  suit  your 
corporate  needs.  As  long  as  you're  a  happy  Boise  customer,  that's  music  to  our  ears. 
Call  888-B0ISE-88  -  we  can't  wait  to  hear  from  you.  RQIQp     IT  COULDN'T  BE  EAS  I  El 


OFFICE  SUPPLIES  •  TECHNOLOGY  PRODUCTS  •  FURNITURE  •  PROMOTIONAL  PRODUCTS 


LlhiverniU 


School 


ight  they'd  give  me  a  few  tools. 

But  I  walked  away  with  a  shiny  new  toolbox." 


Tomas  Mathews,  Vice  President  Human  Resources  -  International,  America  Online 


The  pace,  the  competition,  the  dizzy- 
ing opportunity  of  business  today. 
It  demands  all  the  best  tools.  And 
today's  toolbox  must  combine  intellect 
and  action,  passion  and  effectiveness. 
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The  best  business  leaders  demand  a 
new  standard.  That's  why  Michigan 
Executive  Education  is  ranked  one  of 
the  two  best  in  the  world,  and  climb- 
ing. It's  part  of  a  global  center  of 
influential  business  knowledge  and 
ideas.  ("Core  competence"  was 
co-invented  here.)  With  a  passion, 
a  talent,  and  a  reputation  for  a 
pivotal  difference:  practical,  results- 
producing  application. 

At  Michigan,  Executive  Education  is 
under  the  same  roof  as  our  MBA 
program,  which  is  ranked  the  world's 
most  innovative.  One  of  only  five 
MBAs  to  be  in  the  Business  Week 
top-ten  throughout  the  ranking's 
history.  One  of  only  two  to  be  top- 
five  in  every  functional  area.  Intellect 
with  an  edge. 

Join  the  new  breed  of  results- 
producing  leaders. 


rbor,  Hong  Kong,  Sao  Paulo,  Singapore  and  other  selected  locations.  Company-specific  and  public  programs, 
ore  information,  please  call  734.763.1000  (U.S.).  e-mail  um.exec.ed@umich.edu,  or  visit  www.bus.umich.edu/execed 


servistre 


The  web  is  always  OPE 

is  your  customer  servic 


We  are  Servistream. 

We  are  open  24/7.  Just  like  your  website. 

We  give  you  traditional  outsourced  customer  service. 

Coupled  with  the  VERY  latest  customer-interaction 

technology.  Our  iGuides   will  treat  your  customers 

the  way  you  would.  And  help  turn  site  visitors 

into  buyers.  Via  e-mail,  co-browsing,  voice  over 

internet,  live  chat,  or  that  old  fav  -  the  phone. 

All  day,  everyday  if  need  be. 


we 

are 

you 

you 

are 

us 


Call  us  at  858.654.9062 

or  visit  www.servistream.com 

we'll  be  there,  you  can  depend  on  it. 


Build  It  and  They  Will  Come, 
uildjt  RIGHT  and  They'll  Buy. 

(again  and  again...) 
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MPROVE  YOUR  WEB  SITE  USABILITY  WITH  DYNAHELP 


grate  DynaHelp  with  your  Web  site  and  watch  the 
ers  start  rolling  in.  DynaHelp  provides  proactive 
tomer  assistance  that  allows  even  the  least  internet- 
/y  customers  to  complete  transactions  on  your  site 
-assisted.  This  means  reduced  customer  support 
tts  for  you  and  a  better  purchasing  experience  for 


your  customers.  DynaHelp  reduces  abandonment  rates 
and  increases  revenues  for  both  B2B  and  B2C 
transaction-based  eBusinesses.  Call  I  (800)645-3479  or 
visit  www.ehelp.com/dynahelp  for  more  information 
on  how  you  can  increase  sales  and  profitability  for 
your  eBusiness. 


D    y    N    A    H    E    L    P 

The  Customer-Centric  Solution  for  Dynamically  Increasing  eRevenue 
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About  the  only  vehicle  we  can't  accept^ 
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We  mostly  take  cars.  But  if  it  i 
floats  or  flies,  it  can  help  save 
When  you  donate  your  vehicle 
National  Kidney  Foundation,  t 
proceeds  go  to  kidney  research 
organ  donor  awareness  and  paj 
services.  And,  because  no  good| 
should  go  unrewarded,  you  ma 
find  you  qualify  for  a  tax  dedu< 
Make  your  car  a  Kidney  Car. 


Cars  that  save  lives. 


For  details,  call  1-800-488-CA 


PMFNational  Kidney  Foundatio 


■Consult  your  tax  advtsoT  for  details. 
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The  broadband  world  is  waiting  for  you. 


In  the  broadband  world,  no  one  is  an  island.  Boatloads  of  information 
swiftly  move  across  the  globe.  High-bandwidth  connections  are  seamless. 
Integrated  voice,  video  and  Internet/data  solutions  are  cost-effective. 
Desk  chairs  can  turn  into  beach  chairs. 

And  you  can  turn  to  ADC.  We're  the  global  leader  in  innovative  broadband 
networks  and  applications  helping  to  provide  unlimited  access  to  infor- 
mation anytime,  anywhere  —  redefining  the  way  you  live,  work  and  play. 

For  more  information  about  ADC  call  us  at  +1-612-938-8080  from  outside 
the  U.S.  or  1-800-366-3891  in  the  U.S.  or  Canada.  Or  visit  us  on  the  web 
at  www.adc.com/broadbandworld  from  any  remote  corner  of  the  world. 
We'll  be  waiting  for  you. 
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The  Broadband  Company 


Please  join 

Nanci  Griffith 

and  the  San  Jose  Symphony 
for  an  Afternoon  Thai- 
Makes  a  Difference. 


— ^THE  CHILDREN'S  HEALTH  COUNCI 

Summer 

Symphom 


Gome  experience  this  Peninsula  tradition,  and  take  part 
in  41  years  of  benefiting  children  and  families  alike. 

Join  Grammy  Award-winning  singer  and  songwriter 
Nanci  Griffith,  along  with  the  San  Jose  Symphony 
conducted  by  Michael  Krajewski,  for  an  afternoon 
of  friends,  family,  and  fantastic  music. 

It's  the  perfect  chance  to  enjoy  a  picnic  in  the  beautiful, 
outdoor  setting  of  Stanford  University's  Frost  Amphitheater. 

Gates  open  at  4:30  pm.  Music  begins  at  6:00  PM. 

Tickets  are  on  sale  now. 

Proceeds  to  benefit  the  Children's  Health  Council. 


See's 

CANDIES 


Sunday,  July  16,  6:00  pm 

Frost  Amphitheater,  Stanford  University 


IfffEKH 


Call  (650)  6 
or  visit  www.chconline.org 

for  ticket  information 


THEY  CAME  OUT  WEST, 


AND  WITH  THEM  THEY 

BROUGHT  SUNSCREEN 


|_ured  by  the  region's  progressive  attitude  and  legendary 
quality  of  life,  people  across  the  world  came  to  San  Diego  to 
start  a  technological  empire.  Equipped  with  laptops  and 
ceil  phones,  these  modern  day  pioneers  have  created  a 
technologically  symbiotic  environment  unlike  anywhere  else, 
inspiring  innovative  products  and  creating  new  industries  altogether. 


WELCOME  TO 
SAN  DIEGO 


CLUSTERS 


A  prestigious  network  of  academic 
institutions,  which  includes  one 
of  the  top  research  universities 
in   the   country,    is   a   breeding 
ground  for  new  talent  and  the 
products  and   services   of 
tomorrow.  World-renowned 
scientific   institutes,    such 
as  Scripps  and  Salk,  add  . 

to  the  intellectual  capital.    ^\/ 


W 


Customers   and    suppliers 
alike    blanket    the    landscape. 
And  far  from  the  days  of  covered 
wagons,  an  international  airport 
services  the  entire  region. 


It's  all  fueled  by  one  thing. 
Innovation.  The  drive  to  revolution- 

0 

ize.  Serviced  by  the  best  work- 
force in  the  country,  the  region  is 
a  hotbed  of  new  ideas  and  fertile 

ground  for  financial  capital. 

Whether    it    is    Bioscience, 

Communications,  Software, 
\\\^y)  tne  Internet,  or  Defense  and 

Space,  the  future  of  science 
fcfl  and  technology  is  San 
Diego  -  technology's  perfect 
climate.  For  a  virtual  tour,  visit 
www.techsperfectclimate.org, 
and  don't  forget  that  sunscreen. 


www.techsperfectclimate.org 
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OUR  IDEA  OF  CUSTOMER  SERVICE 
IS  ACTUALLY  TALKING  TO  THE  CUSTOMER. 

Have  you  talked  to  your  phone  company  lately?  We  didn't  think  so.  But  when  you  call 
TelePacific,  instead  of  ending  up  on  hold,  you'll  end  up  with  your  own  living,  breathing 
customer  consultant  who'll  customize  a  solution  for  your  business.  TelePacific  offers  your 
business  local,  long  distance  and  Internet  services  at  up  to  a  40%  savings.  And  our  customer 
service  is  second  to  none.  Now,  try  telling  your  current  phone  company  you  want  all  that. 

►  Sign  up  by  August  31st  and  save  up  to  $1,000  on  DSL  and  T1  Internet  Service* 

DSL  offer  Includes  free  installation,  equipment,  web  hosting  and  your  first  month  of  service. 

T1  offer  includes  free  installation. 


1-800-399-6466 

\  ■  - 

telep9cific.com 


. .  ,y  nj m lZTSTi 


COMMUIMICATIONS 

Making  Business  personal 


'Subject  to  regulatory  approval.  Savirigs  based  on  a  two  year  contract  signed  by  August  31 ,  2000.  Call  for  complete  details. 


isiness  Outlook 


JMES  C.  COOPER  &  KATHLEEN  MADIGAN 


IE  FED  IS  WATCHING  CONSUMERS 
M  WAITING  FOR  AUGUST 

pending  rebounds,  a  summer  rate  hike  could  still  happen 


U.S.  ECONOMY 


NSUMERS'  SPIRITS 
LIP  A  BIT  IN  JUNE 


CONSUMER 
CONFIDENCE 


The  Federal  Reserve  took  a 
pass  on  another  interest-rate 
it  its  June  meeting,  but  don't  get  too  comfy  in  your 
;e  chair  this  summer.  Fed  policymakers  still  don't 
convinced  that  their  work  is  finished. 
be  sure,  consumer  spending — and  the  overall  econ- 
-slowed  in  the  second  quarter  from  its  blistering" 
of  the  past  three  quarters.  Consumer  spending,  in 
may  have  struggled  to  grow  3%,  half  its  6.1%  clip 
that  prior  nine-month  period.  Against  the  many  re- 
signs of  cooling,  the  Fed  would  have  had  little 
tcation  in  lifting  rates  yet  again,  especially  after  the 
sssive  half-point  increase  on  May  16,  the  first  such 
le  hike  in  more  than  five  years. 

But  it's  not  what  the  Fed 
did  or  didn't  do  on  June  28, 
it's  what  it  said.  Although  pol- 
icymakers  kept   the   federal 

— A  A§        funds  rate  at  6.5%,  the  central 

]■   ^fcfl  bank  issued  a  hawkish-sound- 

B^fl  tng  statement,  similar  to  others 

this  year,  that  the  risks  in  the 
outlook  remain  weighted  to- 
ward   conditions    that    could 
"generate  heightened  inflation 
pressures  in  the  foreseeable 
■e."  That's  Fedspeak  meaning:  If  growth  rebounds 
summer,  we'll  hike  some  more, 
deed,  the  Fed  said  signs  of  a  slowdown  "are  still 
itive  and  preliminary."  For  instance,  in  June  con- 
r  confidence  fell,  though  it  was  down  from  a  very 
May  level  (chart),  and  initial  claims  for  jobless 
fits  turned  up — but  not  by  much.  Weekly  surveys  of 
buying  look  a  bit  firmer  than  in  May,  but  nothing 
ing.  Also,  while  existing-home  sales  rose  in  May, 
are  clearly  off  their  peak  of  last  year. 

!Y   FED    POLICYMAKERS  are  uneasy  about  the 
omy's  consistent  resilience  in  recent  years.  For  the 
two  years,  economic  growth  has  slowed  in  the  sec- 
quarter— to  2.2%  in  1998,  and  to  1.9%  in  1999— only 
'bound  strongly.  To  some  extent,  those  slowdowns 
Icted  mild  winter  weather  and  ever-earlier  tax  re- 
l,  which  boosted  first-quarter  activity  at  the  ex- 
i  of  that  in  the  second  quarter.  Those  influences 
at   work  this  year,  too. 
tie  Fed's  six  rate  hikes  in  the  past  year,  totaling  V'A 
lentage  points,  have  not  shaken  household  funda- 
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mentals  very  hard.  Consumer  spending  remains  bol- 
stered by  strong  job  markets,  falling  mortgage  rates, 
high  home  values,  and  a  partial  restoration  of  stock 
wealth.  Plus,  the  outlook  for  capital  spending  remains 
good,  especially  given  the  rebound  in  stock  prices  and 
declines  in  borrowing  costs.  And  that's  not  to  mention 
the  ongoing  acceleration  in  exports,  as  growth  outside 
the  U.  S.  continues  to  pick  up. 

In  fact,  $2-a-gallon  gasoline  may  well  have  a  greater 
impact  on  consumers  than  the  Fed's  rate  hikes.  It  is 
clearly  taking  a  bite  out  of  household  buying  power 
this  summer,  a  drain  that  could  extend  into  the  fall. 
Because  of  already  low  inventories  and  stronger  world 
demand,  the  Organization  for  Petroleum  Exporting 
Countries'  (OPEC)  recent  agreement  to  boost  output  is 
unlikely  to  push  oil  and  gas  prices  significantly  lower 
anytime  soon. 

EXPENSIVE  GAS  seems  to  be  affecting  household  psy- 
chology. The  Conference  Board's  index  of  consumer 
confidence  fell  six  points  in  June,  to  138.8,  from  144.7  in 
May.  That  was  the  biggest  drop  since  the  financial 
markets'  turmoil  in  the  fall  of  1998. 

However,  keep  in  mind  that 
the  May  level  of  confidence 
matched  the  record  high 
reached  in  January.  Moreover, 
households  noted  that  job-mar- 
ket conditions  remained  ex- 
tremely favorable.  Some  54% 
of  households  described  jobs 
as  "plentiful,"  up  from  May. 
And  only  11.3%  said  jobs  were 
"hard  to  get."  Both  readings 
were  very  close  to  the  record 
levels  hit  earlier  this  year. 

Those  survey  findings  suggest  that  the  upturn  in  ini- 
tial unemployment  claims  in  recent  weeks  may  be  just 
statistical  noise.  Besides,  trends  over  the  past  decade 
suggest  that  weekly  claims  would  have  to  reach  350,000 
to  be  consistent  with  any  significant  slowing  in  job 
growth.  The  four-week  average  of  claims  is  currently 
running  just  above  300,000  through  mid-June. 

Housing  fundamentals  have  not  eroded  very  much,  ei- 
ther. Thirty-year  fixed  mortgage  rates  in  June  are  ac- 
tually down  some  50  basis  points  from  their  May  peak 
(chart),  and  June  mortgage  applications  to  buy  a  home 
are  trending  higher.  Sales  of  existing"  homes  rose  4.:!' "it  in 
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May,  to  an  annual  rate  of  5.09  million.  Through  May,  re- 
sales in  the  second  quarter  are  running  above  their 
first-quarter  level. 

WHILE  THE  FED  is  watching  consumers  closely  for 
signs  of  a  slowdown,  policymakers  are  likely  more  san- 
guine about  the  continued  strength  in  capital  spending. 
That's  because  the  deepening  of  the  stock  of  capital 
goods  increases  productivity,  which,  the  Fed  statement 
said,  has  "been  containing  costs  and  holding  down  un- 
derlying price  pressures." 

Business  investment  in  equipment  has  been  growing 
at  double-digit  rates  throughout  most  of  this  expan- 
sion. Spending  on  high  tech  alone  has  been  soaring  at 
rates  of  20%  or  more  over  the  past  three  years.  The  6% 
jump  in  durable  goods  orders  in  May  suggests  that 
these  uptrends  will  not  end  anytime  soon.  Unfilled  or- 
ders for  capital  goods,  excluding  aircraft,  remain  at  a 
record  high  level  (chart). 

Why  the  continued  boom?  Credit  the  payoff  possibil- 
ities of  the  cyberworld.  The  structural  changes  in  the 
economy  toward  technological  innovation  and  the  In- 
ternet mean  that  businesses  must  continue  to  invest 
heavily  on  high-tech  goods  that  allow  companies  to 
boost  productivity  and  create  a  presence  on  the  Net.  In 
fact,  orders  for  electronics  and  electrical  equipment 
soared  26%  in  May,  more  than  offsetting  the  17.6% 
plunge  in  April.  These  investments  recognize  the  ongo- 
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ing  fundamental  changes  in  the  way  business  is- 
They  are  not  affected  by  short-term  shifts  in  dei 

In  addition,  businesses  still  face  tight  job  m; 
and  rising  labor  costs.  As  a  result,  businesses  are  sj 
ing  to  cheaper  capital  to  produce  their  goods  or  se: 
That  shift  will  help  to  keep  profits  growing,  gene 
the  cash  to  buy  more  equipment. 

That's  not  to  say  higher  in- 
terest rates  aren't  causing  the 
cancellation  of  some  investment 
plans,  especially  for  building 
projects.  Nonresidential  con- 
struction is  still  growing 
strongly,  with  outlays  in  April 
up  10%  from  a  year  ago.  But 
far  fewer  projects  are  on  the 
drawing  boards.  New  contracts 
for  nonresidential  projects  in 
May  were  down  a  stunning 
15.1%  from  May,  1999— just  before  the  Fed  beg; 
hike.  Also,  growth  in  low-tech  gear,  such  as  constn 
machinery  and  industrial  equipment,  is  slowing. 

Even  so,  the  Fed  isn't  fretting  about  robust  c 
spending.  Instead,  policymakers  will  base  their  rat 
cisions  on  future  consumer  behavior.  If  spending 
gets  as  steamy  as  an  August  afternoon,  don't  be 
prised  if  the  Fed  tries  to  beat  the  heat  with  am 
rate  hike  on  Aug.  22. 
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A  SURGE  FROM  ELECTRONICS 


The  post-crisis  economies  of 
Southeast  Asia,  which  re- 
bounded strongly  in  1999  from 
their  1998  recessions,  are  off  to 
another  year  of  good  growth  with 
generally  tame  inflation.  However, 
individual  performance 
is  varied,  depending  on 
the  contribution  of 
electronics  exports  and 
the  degree  of  recovery 
in  domestic  demand. 
Also,  the  outlooks  are 
clouded  by  slow  re- 
form efforts  and  politi- 
cal uncertainty. 

Malaysia  and  Singa- 
pore are  the  growth 
leaders,  benefiting  the  most  from 
the  global  tech  boom.  First-quar- 
ter growth  from  a  year  ago  was 
11.7%  and  9.1%,  respectively.  Ex- 
ports of  electronic  equipment  and 
components  are  47%  of  gross  do- 
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mestic  product  in  Singapore  and 
65%  in  Malaysia,  while  the  con- 
centrations in  Thailand,  Indonesia, 
and  the  Philippines  are  far  less, 
according  to  economists  at  Mor- 
gan Stanley  Dean  Witter.  Singa- 
pore also  has  received 
a  big  lift  from  phar- 
maceutical exports. 

Malaysia's  success 
largely  reflects  its 
cheap  exchange  rate, 
fixed  by  the  govern- 
ment at  a  well-under- 
valued 3.8  ringgits 
per  U.  S.  dollar.  The 
move  has  heightened 
Malaysia's  regional 
competitiveness,  and  domestic 
capital  controls  have  helped  the 
government  keep  interest  rates  at 
a  decade  low.  This  strategy  has 
kept  the  financial  system  liquid 
and  attracted  foreign  investment, 
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but  it  could  lead  to  overinvest 
ment  and  imported  inflation. 

Reflecting  less  thrust  from  te 
exports  and  a  slower  rebound  ir 
domestic  demand,  first-quarter 
growth  in  Indonesia  and  the 
Philippines,  at  3.2%  and  3.4%  re 
spectively,  slowed  notably  from 
the  fourth  quarter.  The  pace  in 
Thailand,  while  a  healthy  5.2%, 
also  cooled.  Slow  debt  restructu: 
ing  in  Thailand  is  keeping  bank 
lending  sluggish.  The  Philippine 
government  has  been  forced  to 
lift  interest  rates  to  shore  up  its  I 
sagging  currency,  and  Indonesia 
still  wracked  by  political  woes. 

Overall,  Southeast  Asia's  re- 
bound still  is  keenly  dependent  ( 
exports,  especially  to  the  U.  S., 
which  takes  two-thirds  of  all 
Asian  electronics  exports.  A  sud 
den  slowing  in  the  U.  S.  would  b< 
a  blow  to  the  region's  recovery. 
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amazon 

Some  investors 
are  wondering  if 
the  e-tailer  will 
ever  turn  a  profit 


Since  the  beginning  of  the  year,  it 
has  been  evident  that  Wall 
Street  has  become  disenchanted 
with  its  former  Internet  darling, 
Amazon.com  Inc.  Sure,  Amazon 
still  had  its  impressive  customer  base, 
over  $1  billion  in  cash,  and  expanding 
sales.  But  as  with  the  smaller  dot-coms, 
Amazon  seemed  a  long  way  from  prof- 
itability and  was  boasting  an  increasing- 
ly unjustifiable  valuation.  Top  tech-fund 
managers  began  to  reduce  and  even  elim- 
inate Amazon  from  their  portfolios.  It 
was  the  end  of  Amazon's  fairy-tale  exis- 
tence as  the  one  e-tailer  with  seemingly 
unlimited  prospects.  After  hitting  a  peak 
of  106%  on  Dec.  10  and  trending  down- 
ward until  mid-June,  Amazon's  stock 
price  appeared  to  settle  into  a  trading 
range  between  the  mid-40s  and  mid-50s. 
HOLY  WAR.  Nonetheless,  Amazon  still  had 
plenty  of  true  believers  among  investors 
and  the  equity  analysts.  For  them,  it 
was  the  world  according  to  Amazon  CEO 
Jeffrey  P.  Bezos:  The  dot-com's  balance- 
sheet  negatives  could  be  easily  over- 
looked. Why?  Because  the  company  went 
into  the  red  to  build  up  a  dominant  posi- 
tion in  e-commerce,  and  as  triple-digit 
growth  rates  and  expansion  into  new 
product  lines  led  to  far  heftier  sales, 
Amazon  would  eventually  cross  over  into 
profitability. 

Then,  on  June  22,  Lehman  Brothers 
Inc.  debt  analyst  Ravi  Suria  released  a 
scathing  report  about  Amazon's  deterio- 
rating credit  situation.  And  the  Holy  War 
began  in  earnest. 

Suria  painted  the  picture  of  a  company 
hemorrhaging  money.  The  only  triple- 
digit  growth  that  mattered,  he  argued, 
was  in  Amazon's  cash-flow  losses.  The 
report  shook  many  remaining  stalwarts, 
and  the  stock  dropped  19%  in  one  day. 
Suria  addressed  Wall  Street's  darkest 
fears:  that  the  business  model  on  which 
Amazon — and  for  that  matter,  most  e- 
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tailera    is  based  may  be  9a 
thai  excessive  debl  and  poor  u 
managemenl  will  make  Am 
ating  cash-flow  situatkn 
it  sells,  Suria  suggested  thai  casl    •• 
ing  devoured  al  Buch  a  rate  thai  the 
company  might  eventually  find  it  diffi- 
cult to  meet  its  obligations  by  the  end  of 
the  first  quarter  next  year. 

This  is  scary  stuff.  After  all,  if  Amazon 
can't  make  money  in  e-retailing,  who  can? 
Amazon  was  quick  to  scoff  at  the  notion 
that  its  model  is  flawed,  although  it  con- 
cedes execution  could  be  improved  as  it 
ramps  up  from  selling  books  and  CDs  to 
offering  up  everything  from  lawn  chairs 
to  power  saws.  Dismissing  Suria's  con- 
cerns as  "baloney,"  Bezos  claims  the  com- 
pany will  have  positive  operating  cash 
flow  over  the  next  three  quarters.  And 
even  though  the  company  acknowledges 
that  it  may  be  forced  to  dip  into  its  cash 
stash  again  in  the  first  quarter  of  2001, 
Bezos  insists  that  Amazon  is  on  the  road 
to  profitability. 

TICKING  CLOCK.  On  the  surface,  the  de- 
bate appears  to  focus  on  arcane  account- 
ing issues.  But  underlying  them  is  a  fun- 
damental question:  Can  Amazon  deliver 
profits — and  how  soon?  The  timing  is 
crucial,  because  until  now,  Amazon  hasn't 
had  to  generate  cash  or  profits.  Its 
growth,  critics  contend,  has  been  almost 
entirely  funded  by  investors  and  the  debt 
market. 

But  the  dot-com  implosion  means  that 
Amazon's  access  to  new  capital  will  like- 
ly be  cut  off  now,  so  the  clock  is  ticking. 
It  must  begin  to  replenish  its  cash 
through  its  operations  rather  than  con- 
stantly depleting  it.  Although  many  ana- 
lysts think  Suria  is  overly  pessimistic 
and  give  Amazon  closer  to  six  quarters 
before  its  bankroll  runs  out,  that  is  still 
not  far  off. 

Suria's  report  got  Wall  Street's  at- 
tention because  it  had  the  audacity  to 
evaluate  this  icon  of  the  New  Economy 
as  a  traditional  retailer.  Up  until  Suria, 
Amazon  was  usually  viewed  under  a 
rose-colored  microscope  that  overlooked 
divergence  by  dot-coms  from  standard 
business  measures.  Suria's  reasoning 
was  simple:  Because  Amazon  has  built 
up  a  vast  infrastructure  of  warehouse 
and  distribution  centers  to  house  bur- 
geoning inventories  of  product  lines,  re- 
lies on  brand-name  identification,  and 
needs  to  spend  relentlessly  to  attract 
each  dollar  of  sales,  it  faces  many  of 
the  same  difficulties  managing  its  busi- 
ness as  old-line  retailers  do. 

So  Suria  used  the  standard  yardstick 
of  retail  success — the  ability  to  generate 
a  positive  cash  flow.  And  for  retailers, 
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traditional  or  otherwise,  this  often  boils 
down  to  an  ability  to  properly  estimate 
the  right  amount  of  inventories  needed  to 
meet  demand,  at  the  right  price,  without 
overstocking.  Simply  put,  stock  up  too 
much,  and  the  costs  of  holding  that  in- 
ventory far  outweigh  the  thin  margins 
you  make  on  whatever  you  sell. 

This  is  hardly  the  most  becoming  an- 
gle from  which  to  view  Amazon — and 
that  classic  retail  error,  Suria  argued,  is 
exactly  the  mistake  Amazon 
made     in     last     year's 


amazon 


and  also  grow  as  fast  as  they  have." 
Suria  and  other  critics  also  point  out 
that  Amazon's  ability  to  turn  over  its  in- 
ventory rapidly  enough  has  declined  since 
the  end  of  1998;  that,  too,  is  a  classic 
measure  of  poor  retail  management. 
Amazon's  rate  of  inventory  turnover 
plummeted  from  8.5  times  in  the  first 
quarter  of  1998  to  2.9  times  for  the  first 
quarter  of  this  year.  In  1999,  when  Ama- 
zon's sales  grew  170%  from-  the  previ- 
ous year,  its  inventories  bal- 
looned by  650%,   Suria 


Christmas  season.  That's 
why  he  focused  on  the 
results  of  the  first  quar- 
ter of  this  year,  when  gross 
operating  cash  flow  nose-dived  from  a 
positive  $31.5  million  to  a  negative  $320.5 
million.  This  performance  was  far  worse 
than  any  in  the  previous  nine  quarters, 
only  four  of  which  were  in  the  black. 
"As  has  been  said  before,  cash  is  a  fact, 
profit  is  an  accounting  opinion.  And  the 
company's  inability  to  make  hard  cash 
per  unit  sold  is  clearly  manifested  in  its 
weak  balance  sheet,  poor  working-capital 
management,  and  massive  negative  op- 
erating cash  flow — the  financial  charac- 
teristics that  have  driven  innumerable 
retailers  to  disaster  throughout  history," 
Suria  wrote  in  the  report. 
DEBT  TROUBLE.  Ironically,  a  key  contrib- 
utor to  this  first-quarter  debacle  was 
Amazon's  efforts  to  implement  its  strat- 
egy for  growth.  By  adding  product  lines 
such  as  electronics  and  toys,  and  building 
distribution  centers  all  over  the  country, 
the  job  of  policing  its  inventories  became 
much  more  difficult,  particularly  for  a 
retailer  that  concedes  it  is  lacking  in  re- 
tail experience.  On  $676  million  in  sales  in 
the  fourth  quarter,  Amazon  was  forced  to 
take  a  $39  million  writedown  on  invento- 
ry. The  question  now  is  whether  Amazon 
will  manage  the  process  any  better  this 
year,  with  far  higher  sales  and  an  ever- 
more complex  product  mix.  "They  may 
have  to  settle  for  a  little  lower  growth," 
says  Bob  Grandhi,  manager  of  Monu- 
ment Fund  Group's  Internet  Fund,  who 
sold  all  its  e-tailing  stocks  including  Ama- 
zon when  he  joined  in  April.  "We  can't 
ask  them  to  be  profitable 
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pointed  out.  "When  a 
company  manages  in- 
ventory properly,  it  should 
grow  along  with  its  sales- 
growth  rate,"  he  noted.  When  inventory 
grows  faster  than  sales,  "it  means  simply 
that  they're  not  selling  as  much  as 
they're  buying." 

Amazon's  fast-growing  debt  load, 
which  has  risen  to  a  staggering  $2.1 
billion,  is  also  a  source  of  concern. 
From  1997  through  the  latest  quarter, 
the  company  may  have  reported  as 
much  as  $2.9  billion  in  revenues,  but  it 
raised  $2.8  billion  to  meet  its  cash 
needs — amounting  to  95tf  for  every  $1 
of  merchandise  sold,  Suria  noted.  In 
the  future,  Amazon  will  be  under  far 
greater  pressure  to  meet  its  obliga- 
tions by  generating  its  own  cash. 
"Bondholders  are  in  effect  being  paid 
cash  from  money  they  lent  the  compa- 
ny," says  Marie  Menendez,  Moody's  se- 
nior corporate  finance  analyst  of  the 
interest  payments  of  about  $150  million 
a  year. 

Not  surprisingly,  Amazon  vehement- 
ly disagrees  with  Suria's  portrayal.  Be- 
zos insists  that  the  company  is  getting 
a  handle  on  its  costs  and  generating 
new  sources  of  revenue  to  take  the 
place  of  market  support.  Bezos  promis- 
es that  Amazon  will  show  positive  op- 
erating cash  flow  for  the  last  three 
quarters  of  this  year,  an  assessment 
that  equity  analysts  accept.  He's  not 
predicting  what  will  happen  in  200 l's 
first  quarter,  however,  when  Amazon 
will  have  to  pay  suppliers  for  an  ex- 
pected $1  billion  in  holiday  sales.  But 
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until  then,  he  expects  rising  sales 
greater  efficiencies  handling  the  < 
pany's  vast,  relatively  new  networ  >n,, 
distribution  centers  to  not  only  end  L 
cash  drain  but  also  to  produce  ( j 
flow. 

Indeed,  many  analysts  believe 
Amazon  of  year  2000  is  actually  in  let 
ter  position  than  ever.  Operating  lo:  I 
fell  from  26%  of  sales  in  the  foi 
quarter  to  17%  in  the 
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quarter.  As  a  result,  analysts  ex- 
operating  losses  to  drop  to  a  sin- 
igit     percentage     of    sales     by 

nd — when  books,  music,  and  video 
,xpected  to  be  profitable  on  their 
-and  they  predjct  a  companywide 
tting  profit  by  the  end  of  2001. 

Merrill  Lynch  &  Co.  Internet  an- 

Henry  Blodget:  "I'm  not  at  all 
>r|:rned  about  the  cash  side." 

iere  Bezos  and  his  band  of  Wall 
i  t  believers  think  Lehman's  report 

astray  was  in  focusing  on  the  one 
of  Amazon's  greatest  expansion  and 
cting  those  costs  forward  into  the 

'.  rfhe  costs  came  up  front,  but  now, 
foi  j  argue,  Amazon  will  exploit  its  abil- 
o  handle  far  higher  vol- 


umes. "For  a  company  that's  changing 
at  this  velocity,  looking  only  back  at  fi- 
nances can  lead  to  misleading  conclu- 
sions," says  Amazon.com  Treasurer  Russ 
Grandinetti. 

One  controversy  seems  to  be  over  the 
vast  network  of  distribution  centers  that 
Amazon  built  over  the  past  couple  of 
years.  While  largely  empty  and  unused, 
the  centers  gave  Amazon  a  leg  up  on 
online  and  traditional  rivals  last  Christ- 
mas: It  could  ship  on  time  over  the  holi- 
days, creating  an  intensely  loyal  customer 
base.  In  the  first  quarter,  repeat  orders 
constituted  76%  of  sales. 

Suria's  critics  claim  he  was  looking  at 
these  one-time  capital  costs  and  assuming 


BIG  JOBS 
FOR  BEZOS 

Will  Amazon  ever  be  in  Un- 
block? To  get  /here,  il  needs 
to  bolster  revenues  and  im- 
prove operations — fast. 
Here's  what  it  must  do: 

►  Increase  efficiencies  in 
distribution  and  customer- 
service  centers  by  reducing 
headcount  and  installing 
new  computer  systems  and 
automation  gear 

►  Open  more  new  stores  on 
its  site  to  provide  greater 

I  selection  and  draw  more 
customers 

►  Persuade  customers  to 
turn  to  Amazon  to  buy  more 
than  books  and  music 

►  Demonstrate  savvier  mer- 
chandising, from  anticipat- 
ing product  demand  to  per- 
sonalizing offers  to 
individual  customers 

►  Sign  up  more  e-merchant 
partners  to  bring  in  high- 
profit  revenue 

that  Amazon  would  have  to  keep  spend- 
ing at  those  levels.  Now  that  the  centers 
are  built,  Bezos  says  Amazon  can  work 
on  making  them  more  efficient.  In  fact, 
the  costs  of  the  construction  are  not  in 
the  operating  cash-flow  calculations  upon 
which  Suria  bases  his  criticism. 

There  is  early  evidence  that  Amazon  is 
beginning  to  manage  its  unwieldy  port- 
folio of  products  better,  moving  customers 
more  quickly  to  new  products.  For  in- 
stance, it  became  the  largest  CD  seller  af- 
ter only  four  months.  And  sales  of  chil- 
dren's products,  mostly  toys,  hit  $95 
million  in  the  fourth  quarter,  less  than 
five  months  after  Amazon's  "toy  store" 
opened.  Customers  are  also  ordering 
more  every  quarter:  Annual 


promises  a  positive  cash  flow  for  the  rest  of  the  year 
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Critics  say  Amazon's  one-stop  shopping  strategy  111' 


sales  per  customer  rose  to  $121  in  March 
from  $107  a  year  before. 

Amazon  is  also  developing  new 
sources  of  revenues  other  than  direct 
sales.  It  is  trying  to  line  up  partners, 
particularly  ones  that  can  handle  high- 
ly regulated  or  difficult-to-ship  prod- 
ucts   such    as    sofas    and 


drugs.  In  return  for  cash 
payments  of  up  to  $150 
million  apiece  over 
three  to  five  years,  Ama- 
zon allows  other  e-mer- 
chants,  such  as  Living.com  and  Drug- 
store.com,  to  host  stores  on  its  site. 
While  this  on  the  whole  is  a  strategic 
plus,  the  plan  also  leaves  Amazon's  rev- 
enue base  vulnerable  to  the  travails  of 
its  dot-com  partners — some  of  which 
are  already  facing  layoffs  and  difficul- 
ties raising  capital. 

Bezos  and  supporters  also  object  to 
Amazon  being  lumped  in  with  Old  Econ- 
omy giants  like  Wal-Mart,  claiming  that 
there  are  more  differences  than  similari- 
ties. The  argument:  Amazon  will  not  be 
forced  to  build  new  stores,  stock  shelves, 
or  hire  new  people  to  generate  sales.  As 
Amazon's  sales  grow,  analysts  say  it  will 
require  no  more  than  a  third  of  the  in- 
vestment of  a  brick-and-mortar  retailer 
for  the  same  amount  of  sales.  Goldman, 
Sachs  &  Co.,  the  company's  original  un- 
derwriter, estimates  for  the  next  year, 
Amazon's  operating  expenses  will  rise 
only  8%  and  marketing  only  7%  while 
driving  a  59%  jump  in  sales,  to  $4.5  bil- 
lion. The  ultimate  result,  says  J.  P.  Mor- 
gan &  Co.  analyst  Tom  Wyman:  "Their 
operating  margin  will  be  twice  that  of 
brick-and-mortar  retailers." 
BRAND  POWER.  Ultimately,  Bezos  con- 
tends, Amazon  should  be  more  profitable 
than  conventional  retailers,  though  he 
won't  hazard  by  how  much.  Indeed,  he 
implies  that  Amazon  aims  to  produce  not 
necessarily  higher  profit  margins  but 
higher  profits  overall — which  he  contends 
is  more  important  to  investors.  His  take: 
a  company  with  $10  billion  in  sales  and  a 
5%  profit  margin — that  is,  $500  million  in 
profits — is  much  more  valuable  than  a 
$1  billion  company  with  10%  margins, 
which  has  $100  million  in  profits. 

But  whether  Amazon  is  more  or  less 
like  retailers,  it  certainly  must  contend 
with  many  of  the  same  forces.  Just  like 
retailers,  Amazon  is  highly  dependent 
on  brand  recognition  and  identity  to 
bring  customers  back  to  its  site.  And 
just  like  retailers  that  overextend 
themselves,  some  critics  believe  that 


anrazon 


Amazon's  one-stop  shopping  mentality 
is  a  threat.  Expanding  beyond  its  sig- 
nature items — books,  CDs,  and  videos — 
could  muddy  the  Amazon  brand  at  a 
time  in  consumer  history  when  success 
demands  a  clear  image.  "The  most 
powerful  brands  in  the  world  stand  for 
something  simple,"  says  Al 
—  —  —  Ries,  brand  management 
consultant  and  author 
of  The  11  Immutable 
Laws  of  Internet  Brand- 
hig.  "Volvo  stands  for  safety. 
Dell  is  a  personal  computer.  Even  Mi- 
crosoft is  software.  Now  Amazon  is  go- 
ing to  stand  for  books  and  charcoal 
grills.  This  makes  no  sense  to  me." 

Bezos  argues  Amazon  stands  for 
high-quality  customer  service  over  the 
Web — and  that  customers  looking  for 
that  will  return  again  and  again.  But 
the  debate  is  far  from  academic.  The 
power  of  the  retail  brand  has  been 
demonstrated  repeatedly  over  the  past 
decade.  The  most  successful  retail 
chains,  from  Gap  to  Target  Stores  to 


DEBT  VS.  EQUITY  ANALYSTS: 
WHOSE  CALL  COUNTS? 


T1 
1 
2 


Ihe  day  before  Ravi  Suria  issued  his 
now-famous  report  blasting  Ama- 
zon.com Inc.'s  creditworthiness,  the 
Lehman  Brothers  Inc.  debt  analyst 
phoned  his  equities  counterpart,  ana- 
lyst Holly  Becker,  to  discuss  his  find- 
ings. Becker,  who  has  a  "buy"  recom- 
mendation on  Amazon,  wasn't  exactly 
thrilled  with  Suria's  report.  She  sug- 
gested that  she  be  present  while  Suria 
presented  it  to  Lehman's  sales  force 
the  next  day.  "I  wanted  to  assure  them 
that  his  view  wasn't  my  view,"  she 
says,  explaining  that  Amazon  is  in  good 
stead  as  long  as  it  expands  beyond 
book  sales  and  cuts  costs. 

Call  it  "he  said,  she  said,"  but  the 
two  vastly  different  opinions  are  indica- 
tive of  the  chasm  and  tension  that  of- 
ten exist  on  Wall  Street  between  debt 
and  equity  analysts.  The  former  are 
known  to  take  a  fine-toothed  comb  to 
company  financials,  poring  over  balance 
sheets  and  profit-loss  statements.  And 
since  they  are  paid  to  warn  clients 
whether  a  company  has  adequate  cash 
to  make  its  debt  payments,  they  are  of- 
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ten  ahead  of  the  pack  in  predi^> 
trouble. 

Equity  analysts,  on  the  oth< 
are  more  focused  on  a  compan  ti 
growth  outlook.  What  are  the  ig,„; 
that  will  help  earnings?  Does   p  j 
pany  boast  product-line  changi  he  n 
will  translate  into  revenue  inafai 
Most  important,  will  the  mark  I  bf 
ward  those  trends  by  bidding  Kg 
stock's  price?  "In  a  vast  oversi  L 
tion,  equities  analysts  tend  to  | 
the  upside,  whereas  debt  analyse 
to  look  at  the  downside,"  says  \y 
I.  Altman,  a  professor  at  New 
University's  Leonard  N.  Stern 
of  Business. 

DIFFERENT  STROKES.  Which  groU 
should  investors  heed?  Experts 
can  provide  value.  Together,  th^n 
give  a  much  fuller  picture  of  a 
with  several  caveats.  Equity  an 
research  may  have  a  more  bulli 
because  the  company  they're  cd 
an  investment  banking  client — < 
want  it  to  be.  Indeed,  fewer  tha  jj 
ratings  by  stock  analysts  are  "si 
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I  ly  the  company's  brand  name  at  a  key  juncture 


the  mighty  Wal-Mart,  have  unadulter- 
ated images  thai  stick  with  consumers 
and  keep  them  coming  back.  Retailers 
that  have  stumbled,  from  Tandy  Corp. 
to  Kmart  Corp.,  shared  a  common  mis- 
step: They  failed  to  build  a  coherent 
theme  for  consumers  by  selling  unre- 
lated  merchandise 


E-THINK 


or  not  providing  a 
consistent  level  of 
service. 

Amazon  and  oth- 
er e-tailers  were  for- 
tunate in  having 
been  launched  in  a 
boom  economy.  But 
a  consumer  spending 
slowdown  would  en- 
danger revenues  at  Amazon  as  much  as 
at  any  other  retailer. 

Worse,  Bezos  is  finding  it  necessary 
to  cut  prices  on  one  of  its  newest  lines: 
consumer  electronics.  True,  low  prices 
are  what  drew  customers  to  the  Web  in 
the  first  place.  But  from  the  start,  Ama- 
zon has  tried  to  depend  on  a  wide  selec- 


Bezos  believes 
his  model  will 
ultimately  make 
Amazon  more 
profitable  than 
old-style  retailers 


tion  to  be  its  strongest  cb 

Ultimately,  Amazon  and  tho 
Wall  Street  who  still  back  it  have  made 
a  giant  bet  that  none  of  these  (actors 
will  be  enough  to  keep  it  from  boosting 
sales  enough  to  get  to  profitability.  At 
base,  it  is  a  bet  on  Amazon's  ability  to 
outrace  the  financial  squeeze  that  all 
money-losing  e-businesses  now  face. 
But  as  the  difficulties  of  beating  the 
debt  clock  increase — and  the  questions 
multiply  about  how  the  numbers  will 
ever  add  up — a  growing  number  of  in- 
vestors and  analysts  are  bailing  out, 
no  longer  liking  the  odds.  Who  is  right? 
Coming  down  on  either  side  ultimately 
requires  something  of  a  leap  of  faith. 
The  only  certainty:  In  its  short  life  as  a 
public  company,  Amazon's  experience 
has  often  set  the  rules  under  which  e- 
commerce  companies  operate.  Survive 
or  stumble,  that  will  continue  to  be 
the  case. 

By  Robert  Hof  in  San  Mateo  and  De- 
bra  Sparks  and  Ellen  Neuborne  in  New 
York,  with  Wendy  Zellner  in  Dallas 


ted 


earnings  research  firm  First 
"On  the  credit  side,  it's  much 
alt  to  make  a  wildly  bullish 
the  issues  are  plainer:  Here's 
e  estimate,  here's  the  cash- 
ite,  here's  what  they  owe  in 
Seth  Tobias,  a  New  York 
manager. 
tb  ilysts  have  their  biases,  too 
it  to  look  at  numbers  only 
the  ,g,  or  backward-looking, 
jesl  iot  at  projected  esti- 
igl  le  potential  of  a  compa- 
iiKJ  ss  plan. 

nark"  r,  because  they're  on 
.  for  signs  of  weaken- 
versc  nalysts  are  often  the 
!  '<  vt  out  potentially  fail- 
aln  ;ses.  For  example, 
■>uria  asserts  that  unless 
e  made,  Amazon.com 
rate  enough  cash  to  sus- 
ow  its  business  or  be- 
gre  flow  positive.  Likewise, 
rti  >ts  are  able  to  point  out 
thsji  an  entire  sector  be- 
aakened  creditworthiness 
short-sellers  of  stocks,  in 
[lit  tend  to  pay  more  attention 
£  ilysts  as  well  as  debt  rating 
3ebt  deterioration  is  often  a 
:  icator  of  equity  problems," 


Indeed,  after  bond-rating  services 
upgrade  or  downgrade  a  company's 
debt,  equity  analysts  often  follow7  with 
changes  to  their  earnings  forecasts,  ac- 
cording to  a  1998  study  by  Jeremy  C. 
Goh,  a  Drexel  University  professor, 
and  Louis  H.  Ederington,  a  Universi- 
ty of  Oklahoma  professor.  "Equity 
analysts  think  debt  experts  have  ac- 
cess to  information  or  analysis  that 
they  don't  have,"  says  Ederington. 
QUASI-DEBT.  In  the  world  of  research 
analytics,  a  new  trend  may  be 
brewing  as  more  debt  analysts 
scrutinize  e-commerce  companies. 
That's  because  more  established  e- 
commerce  companies  such  Dou- 
bleclick Inc.  and  EarthLink  Inc. 
are  now  issuing  a  kind  of  quasi- 
debt:  convertible  securities.  These 
allow  investors  to  convert  their 
bonds  into  common  shares  if  the 
stock  hits  an  agreed-on  price.  Problem 
is,  most  of  the  underlying  stock  of 
these  instruments  has  fallen  so  much 
that  the  equity  portion  is  almost 
worthless  and  the  debt  portion  is  junk. 
Amazon  may  have  been  the  first  Net 
company  to  get  a  wake-up  call  from 
the  debt  side,  but  it's  unlikely  to  be 
the  last. 

By  Ma  re  id  Yickcrs 
in  New  York 
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COMMENTARY 

By  Heather  Green  and  Norm  Alster 


GUESS  WHAT-VENTURE  CAPITALISTS  AREN'T  GENIUSES 


amazon 


Wasn't  it  only  a  matter  of 
months  ago  that  venture  capi- 
talists were  the  smartest  peo- 
ple on  Wall  Street?  Investors  were 
beating  down  their  doors  to  throw 
billions  of  dollars  at  every  high-tech 
prodigy  they  could  bring  public. 

But  as  the  Nasdaq  has  continued 
to  stumble,  and  even 
the  prospects  of  erst- 
while high-tech  super- 
stars such  as  Ama- 
zon.com Inc.  are  being 
widely  questioned, 

vcs  are  no  longer  undoubted  financial 
gurus.  Today,  they  are  increasingly 
finding  themselves  forced  back  into 
the  market  to  prop  up  flagging 
startups. 

On  Apr.  25,  Benchmark  Capital 
Partners  LP,  one  of  Silicon  Valley's 
hottest  venture-capital  firms,  bought 
1.3  million  shares  in  a  private  place- 
ment for  its  once  celebrated  e-loan, 
an  online  provider  of  consumer 
loans  whose  stock  has  fallen 
to  less  than  5  from  a  high  of 
74%  last  July.  Around  the 
same  time,  Benchmark  was 
also  buying  shares  of  luxury- 
goods  Web  site  Ashford.com, 
which  has  seen  its  shares 
tumble  to  less  than  10%  of  its 
November  high  of  $35. 
Nor  is  Benchmark 
alone  in  lending  a  finan 
cial  helping  hand.  On 
June  20,  Internet  hold- 
ing company  cmgi 
teamed  up  with  Com- 
paq Computer  Corp. 
to  provide  $75  million  to  En 
gage  Inc.,  the  Web  ad-de- 
livery outfit  whose  stock 
has  slid  from  a  high  of 
9414  in  March  to  133/8. 
RESOURCE  SHIFT.  Prop- 
ping up  failing  stocks  isn't 
exactly  normal  vc  behavior.  Typically, 
they  don't  look  back  after  the  entre- 
preneurial offspring  leave  the  fold. 
But  some  vcs  are  eager  to  prop  up 
the  valuations  of  their  lagging  invest- 
ments. So  instead  of  putting  money 
into  new  consumer  startups,  they're 
supporting  old  ones.  "It's  a  defensive 
strategy,"  says  C.  Kevin  Landry,  ceo 
of  venture  firm  TA  Associates  in 


Boston.  "They're  conserving  capital 
to  protect  existing  investments." 

But  don't  shed  too  many  tears:  By 
and  large,  venture  capitalists  are  re- 
sponsible for  their  current  predica- 
ment. The  industry  threw  too  much 
money  at  too  many  companies  that 
were  following  the  same  business 
model.  Last  year,  some 
$5.5  billion  was  invested 
in  consumer  e-commerce 
companies,  up  from  $607 
million  in  1998,  according 
to  Venture  Economics,  a 
researcher  that  tracks  venture  fund- 
ing. Nobody,  but  nobody,  really  be- 
lieved the  world  needed  that  many 
new  Net  stores. 

Then,  in  many  cases,  vcs  took 
these  clones  to  market  way  too  soon. 
Instead  of  the  four  to  five  years  it 
used  to  take  before  a  company  could 
get  public  investors  to  pony  up,  com- 


■ 


VCs  contributed  to 

the  dot-com  bubble 

by  rushing  redundant 

businesses  into  IPOs 


panies  are  now  being  pushed  out 
ter  less  than  two  years  on  averag 
estimates  PricewaterhouseCooper 
Snowball.com  Inc.  beat  even  that: 
The  teen-information  and  e-com- 
merce site  filed  for  its  IPO  a  mere 
months  after  its  online  debut.  The 
problem  with  that  kind  of  strateg; 
that  neither  the  company  nor  its 
management  has  enough  experiem 
to  prove  consistent  performance. 
INDISCRIMINATE  INVESTING.  Every 
was,  instead,  eager  to  have  the  ne? 
America  Online  Inc.  or  Amazon.cor 
Inc.  So  they  tossed  huge  amounts 
money  at  redundant  companies  in 
attempt  to  outspend  and  underpricc 
rivals.  As  a  result,  heavily  funded 
startups  became  locked  into  price-cl 
ting  strategies  that  turned  into  dea| 
struggles.  Last  Christmas,  eToys 
duked  it  out  with  venture-funded 
companies  KBkids.com,  Toysmart.coi 
ToyTime,  and  Toysrus.com.  Now,  Tc 
Time  and  Toysmart.com  are  out  of 
business,  and  KBkids  pulled  its  initif 
public  offering.  And  when  the  con- 
sumer market  seemed  to  be  played  ] 
out,  vcs  engaged  in  some  of  the  sar 
type  of  indiscriminate 'investing 
in  business-to-business  Web 
sites,  infrastructure,  wireless 
,        and  optical  networking.  Th 
/J j     same  trends  could  eventu; 
'%       ly  play  out  in  those  sectoj 
vcs  could  have  handlJ 
this  differently.  Insteac] 
of  pushing  everything 
out  the  door,  everyone 
would  have  been  bettd 
served  if  the  vcs  had 
used  their  considerable  I 
business  acumen  to  decide! 
which  companies  were  worth 
vesting  in  for  the  long  haul.  And 
they  could  have  done  so  with  later 
rounds  of  private  financing,  not  ipos 
Now,  investors  are  disillusioned  witl 
the  very  model  that  promising  e-tail 
ers  depend  on  for  growth.  And  with 
out  further  capital,  many  green  e- 
tailers  are  getting  a  savage  business 
lesson  that  may  well  spell  their 
demise. 

Green,  in  New  York,  and  Alster,  in 
Boston,  track  venture  capital.  Timothi 
J.  Mullaney  contributed  reporting. 
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There's  no  "I"  in  accord 


> 


I  he  Accord  Sedan  is  more  than  a  car- it  is  a  seminar  on  wheels.  Whv  not  use  it  to  train 


your  team?  Simply  take  them  for  a  ride  in  your  V-6  Sedan.  Let  them  experience  a  V-6 


THE    ACCORD    SEDAN. 


engine  that  has  200  horsepower  and  low  emissions,  too.  This  improbable  combination 


IT'S  ONE  POWERFUL  CAR. 


was  achieved  by  teams  of  Honda  engineers,  working  together  toward  a  shared  goal. 


As  your  drive  continues,  the  comfortable,  powerful  and  harmonious  environment  of  the 


Accord  will  work  its  magic.  Soon  enough,  your  team  will  be  as  solid  as  an  Accord  Sedan! 


A.M.  Together  Every  Accord  Motivates.  Call  1-800-.VVI  IONDA,  and  trywww.honda.com  todav!  ©1999  American  Honda  Motor  (Win 


News:  Analysis  &  Commentary 


ONE  TOUGH 
GALL 

To  shore  up  the  share  price, 
AT&T  is  mulling  a  sale  of  its 
consumer  long-distance  biz 


Late  last  winter,  AT&T  Chief  Ex- 
ecutive C.  Michael  Armstrong 
was  brimming  with  confidence. 
Even  as  the  stock  fell,  Arm- 
strong attributed  the  decline  to 
the  general  bear  market  in  tech  stocks. 
"The  stock  price  is  a  function  right  now 
of  the  market  rather  than  the  stock  it- 
self," he  said  in  an  interview  with 
business  WEEK.  "It  is  severely  under- 
valued." With  the  spin-off  of  its  wireless 
tracking  stock  coming  soon  and  his  $60 
billion  acquisition  of  cable  TV  operator 
MediaOne  Group  Inc.  set  to  close,  Arm- 
strong predicted  that  the  stock  would 
turn  around  "in  the  April  time  frame." 
No  such  luck.  Neither  deal  stopped 
the  slide  in  AT&T's  stock.  In  fact,  the 
situation  deteriorated  in  May  as  AT&T 
lowered  its  earnings  and  revenue  fore- 
cast for  the  year,  sending  its  stock  down 
13%  in  a  single  day,  to  42.  Now  at  32, 
AT&T  is  off  36%  for  the  year,  nearly  50% 
off  the  high  achieved  under  Armstrong, 
and  right  about  where  it  was  when  he 
took  over  in  November,  1997.  Over  the 
same  period,  the  Standard  &  Poor's  500- 
stock  index  is  up  59%. 

So  Armstrong  is  contemplating  what 
would  once  have  been  unthinkable.  In 
a  bold — or  desperate — bid  to  revitalize 


AT&T'S  LONG-DISTANCE 
RUNAROUND 


_  &T  is  vulnerable  to  a  takeoi 
partly  because  of  problems  in  i. 

rapidly  shrinking  $17.5  billion 

consumer  long-distance  unit.  Its 

exploring  at  least  four  alternatives: 


the   share   price 
and  his  own  sag- 
ging reputation, 
Armstrong        is 
mulling  selling  or 
creating  a  track- 
ing stock  for  con- 
sumer   long    dis- 
tance, which  traces 
its  roots  to  phone 
inventor  Alexander 
Graham  Bell.  Sources 
familiar  with  the  mat- 
ter say  he  has  brought 
in  a  host  of  advisers  to 
evaluate  the  options. 

Why  sell?  AT&T's  key 
problem  is  at  the  very  heart 
of  the  123-year-old  business. 
Armstrong  has  known  all  along 
that  long  distance  would  shrink 
rapidly  as  high-speed  fiber-optic  com- 
munications and  the  Internet  drove  the 
cost  of  carrying  phone  calls  toward  zero. 
That's  why  he  diversified,  staking  AT&T's 
future  on  wireless  communications  and  a 
$110  billion  investment  in  cable.  The 
plan  was  to  sell  digital  services  to  AT&T's 
70  million  consumer  long-distance  ac- 
counts while  using  the  cash  from  long 
distance  to  build  the  new  ventures. 


SELL  The  company  believes  it  could 
raise  as  much  as  $20  billion  by  selling 
the  unit  and  that  a  sale  could  boost  its 
market  capitalization  by  as  much  as 
$50  billion.  But  a  buyer  would  be  hard 
to  find.  The  company  would  also  lose 
an  opportunity  to  cross-sell  to  its  base 
of  70  million  customers. 


ISSUE  A  TRACKING  STOCK 

of  selling  outright,  AT&T  could 
money — and  give  investors  mori.; 
choices — by  issuing  shares  that; 
the  performance  of  consumer 
long  distance.  But  tracking  stoc 
aren't  sure  things:  AT&T's  new 
tracker  has  been  listless. 


le 
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Bui  to  Arm  i  rang1   chagrin,  the  long 

distance    business    is    shrinking    murh 
faster  than   revenues   and   profits   from 

the  new  businesses  are  kicking  in. 
Some  analysts  say   AT&T  has  fallen 
into  a  bind  from  which  it  will  be 
hard  to  recover.  "It's  in  a  deeper 
valley  than  we  thought,"  says 
Brian  Hayward,  manager  of 
the     $4     billion     [nvesco 

m  Telecommunications  Fund, 
which      owns      600,000 
shares  but  has  declined 
to  buy  more. 

As  a  result,  what- 
ever the  benefits  of 
its    consumer    biz, 
many  investors  re- 
gard   it    as    toxic 
waste.    By   shed- 
ding it  or  isolating 
it   in   a   tracking 
stock,  AT&T  execs 
think    they    can 
get  the  stock  up 
and  fend  off  pos- 


TIMING 


thai  unci-  -i rode  with  authoril 
the  corporate  Btage,  I 

imagined  that  the  long-distance  unit — 
whose  power  spurred  two  antitr 

by  federal  regulator would  find  ii 

scrambling  to  make  a  graceful  exit. 

No  decision.-  have  been  made,  and 
no  action  is  imminent.  Armstrong's  ad- 
visers include  investment  bank  Gold- 
man, Sachs  &  Co.,  which  is  helping  de- 
termine how  much  the  business  might 
fetch.  Consultants  McKinsey  &  Co.  and 
Boston  Consulting  Group  Inc.  are  eval- 
uating the  strategic  pros  and  cons  of  a 
possible  sale  or  tracking  stock.  All  of 
the  companies  declined  comment.  But 
the  discussion  is  a  clear  sign  of  instabil- 
ity. "I  do  think  in  three  to  six  months, 
we're  going  to  see  some  massive 
changes,  some  big  decisions  that  will 
redefine  the  company — very  possibly 
the  sale  of  key  strategic  assets,  such 
as  its  core  long-distance  business,"  says 
Brian  Adamik,  chief  operating  officer  of 
consultant  Yankee  Group. 

One  of  those  changes  could  even  be 


Armstrong's  plan  to  sell 
f    those  70  million  customers  Internet 
access  and  digital  TV  might  still 
work  if  AT&T  can  avoid  a  takeover 


/ 


/ 


M>ARTNER  AT&T  could  try 
d  a  partner,  such  as  a 
r-products  company,  to  help 
i  business  more  profitably, 
erile:  It's  a  quick,  practical 
stl  The  downside:  Partnerships 
leva  won't  help  raise  the  stock 
3  time  soon -too  little,  too  late. 


sible  takeover  bids.  At 
current  price  levels,  the 
company  looks  increasingly 
vulnerable.   Plus,  it   might 
better  compete  for  capital  with 
high-tech    startups    such    as 
Qwest,  Level  3,  and  Global  Cross- 
ing that  are  unencumbered  by  a 
slow-growth  long-distance  business. 
And  with  the  collapse  of  WorldCom's 
planned    $115    billion    acquisition    of 
Sprint — triggered  June  27  by  the  Justice 
Dept.'s  threat  of  an  antitrust  suit — the 
No.  2  long-distance  earner  may  be  look- 
ing to  sell  its  consumer  long-distance 
unit  for  similar  reasons,  says  Merrill 
Lynch  analyst  Adam  Quinton  (page  49). 
It's  a  painful  dilemma  for  a  business 


SIT  TIGHT  AT&T  might  eventually 
succeed  with  its  current  strategy 
of  signing  up  its  huge  base  of 
long-distance  customers  for  cable  and 
wireless  products.  The  risk  is  that 
results  might  not  come  soon  enough 
to  protect  AT&T  from  a  takeover. 

DATA  BUSINESS  WEEK 


the  sale  of  AT&T  itself.  The  idea  was 
broached  by  Deutsche  Telekom  in  re- 
cent weeks,  people  familiar  with  the 
matter  say,  though  AT&T  isn't  interested, 
and  there  is  little  chance  that  Deutsche 
Telekom  would  proceed  with  a  hostile 
move.  British  Telecommunications  PLC, 
which  works  with  at&t  through  Con- 
cert, a  joint  venture  that  sells  commu- 
nications to  global  corporations,  is  con- 
sidered the  most  likely  partner. 

Aside  from  its  low  stock  price,  an- 
other factor  making  AT&T  vulnerable  to 
takeover  is  that  another  round  of  global 
consolidation  seems  about  to  begin.  Both 
WorldCom  Inc.  and  Sprint  Corp.  are 
again  in  play.  If  Deutsche  Telekom,  for 
example,  buys  either  company,  AT&T  will 
look  small  on  its  home  turf. 

It's  all  a  huge  comedown  for  Arm- 
strong, who  was  hailed  as  a  savior  when 
he  took  over  as  ceo  in  1997.  He  deter- 
mined that  AT&T's  weakness  was  that 
it  had  no  direct  connection  to  its  cus- 
tomers. So  he  developed  a  grand  plan  to 
develop  cable  and  wireless  networks 
that  would  reach  customers  without  re- 
lying on  local  phone  companies.  He 
vowed  to  use  the  networks  for  high- 


BUSINESS  WEEK  /  JULY  10,  2000  47 


speed  Internet  access,  local  phone  ser- 
vice, and  digital  TV.  If  AT&T  sells  the 
long-distance  unit,  Armstrong's  vision 
of  converting  long-distance  customers 
to  these  services  will  have  to  be  en- 
tirely rethought. 

The  troubles  in  long  distance  would 
be  less  painful  to  AT&T  if  the  new  ser- 
vices were  kicking  in,  but  they  aren't. 
On  June  27,  Sunnyvale  (Calif.)  fiber  op- 
tic gear  maker  Harmonic  Inc.  announced 
that  its  profits  will  fall  short  because 
of  lower-than-expected  sales  to  AT&T's 
cable  unit.  Meanwhile,  AT&T's  wireless 
unit,  once  the  biggest  in  the  land,  is 
racing  to  catch  up  with  Verizon,  a  ser- 
vice supplied  by  a  venture  of  Bell  At- 
lantic Corp.  and  VodafoneAirTouch  PLC. 
So  the  pressure  is  on. 

AT&T  is  considering  four  scenarios  for 
the  consumer  long-dis- 
tance unit.  It  could  sell 
the  business  outright, 
create  a  tracking 
stock  for  it,  find  a 
marketing  partner  to 
help  run  the  unit 
more  profitably,  or  sit 
tight  and  hope  that  its 
current  strategy  of 
marketing  new  ser- 
vices to  its  current 
consumer  long-dis- 
tance customers  starts 
to  pan  out.  The  com- 
pany's preferences  are 
to  create  a  tracking 
stock  or  try  to  fix  the 
unit.  But  each  path  is 
fraught  with  risks. 

The  sale  of  the  long-distance  unit  is 
appealing  to  AT&T  in  some  respects. 
Prices  are  plunging,  and  the  Bells  are 
about  to  enter  the  market  in  force. 
Lehman  Brothers  Inc.  estimates  that 
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AT&T's  consumer  long-dis- 
tance revenues  will  drop 
to  $9.5  billion  in  2004  from 
$17.5  billion  this  year.  The 
company  generates  about 
$9  billion  a  year  in  cash 
right  now.  Even  if  a  buyer  made  a 
worst-case  assumption  that  cash  flow 
would  drop  to  zero  in  five  years,  it 
might  be  willing  to  pay  $18  billion  to 
$20  billion  for  the  unit  today,  people  fa- 
miliar with  the  matter  estimate.  That 
would  easily  fund  AT&T's  cable  and  wire- 
less construction.  Even  better,  the  same 
people  think  that  AT&T's  market  cap 
could  jump  $35  billion,  to  $50  billion, 
after  a  sale  by  increasing  its  appeal  to 
investors  who  are  seeking  growth. 
The  question,  of  course,  is  who  would 
want  to  buy  the  long- 
distance unit.  No  oth- 
er domestic  long-dis- 
tance company  would 
be  allowed  to,  given 
AT&T's  dominance. 
The  old  local  phone 
companies  don't  need 
to  buy  AT&T's  busi- 
ness because,  accord- 
ing to  early  returns, 
they're  doing  fine  ac- 
quiring long-distance 
customers  on  their 
own.  That  leaves  the 
most  likely  acquirer 
a  financial  operator 
such  as  Kohlberg 
Kravis  Roberts  .&  Co. 
or  Forstmann  Little  &  Co.  Such  a  com- 
pany could  cut  costs  more  ruthlessly 
than  AT&T,  which  is  subject  to  political 
pressure.  But  it's  unclear  that  a  buyer 
could  ever  resell  the  company  because 
of  its  shrinking  cash  flow.  The  lack  of  an 


CROWDED 
Competition  in  long 
distance1  has  gotten 
so  fierce  that  it's  now 
seen  as  a  loss  leader 
to  sell  other  services 
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exit  strategy  could  m 
deal  tough  to  negotiat 

That  may  be  why 
is  seriously  considerii 
tracking  stock,  w 
would  let  investors 
what  they  want — ei 
long  distance  or  the  higher-growth  u 
But  it's  hard  to  see  which  inves 
might  go  for  a  long-distance  trac 
Even  the  tracker  for  wireless,  a  se 
business,  is  below  its  offering  price 
If  AT&T  decides  to  hang  on  to 
long-distance  business,  it  could  imp: 
its  marketing,  possibly  in  an  allu 
with  a  consumer-products  comp 
while  hoping  to  eventually  sell  new 
vices  to  its  customers.  But  the 
drawback  to  holding  on  to  long  diste 
is  that  nothing  short  of  a  sale  is  hi 
to  boost  the  stock  price  for  the  res' 
the  year.  Meanwhile,  the  unit  requ 
investment.  Gene  Lockhart  quit  as  p 
ident  of  AT&T's  consumer  unit  last 
ter,  in  part  out  of  frustration  that  A 
wasn't  going  for  growth. 

To  be  sure,  many  of  AT&T's  probl 
predate  Armstrong.  "AT&T  is  run 
as  fast  as  it  can,"  says  Jack  McMas 
an  AT&T  alum  who  is  ceo  of  Europ< 
telecom  upstart  KPN  Qwest.  But  h 
ing  lost  confidence  in  Armstrong's  al 
ty  to  stem  the  slide,  many  sharehold 
are  harsher  in  their  assessment.  Tl 
leaves  Armstrong  little  choice  but  q, 
make  something  happen.  Regardless] 
what  AT&T  does  with  its  consumer  ui 
it's  clear  that  the  company  will  bear 
tie  resemblance  to  the  institution  tl 
generations  of  Americans  grew  up  wi 
And  it  might  not  be  in  control  of 
own  destiny,  either. 

By  Steve  Rosenbush  in  New  Yo4: 
with  Charles  Haddad  in  Atlanta,  a 
Bill  Echikson  in  Brussels 
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CK  TO  SQUARE  ONE 
R  BERNIE 

IdCom  and  Sprint,  their  deal  in  tatters,  are  back  in  play 


■hen  regulators  from  the  Justice 
iDept.  filed  suit  on  June  27  to 
block  the  proposed  megamerger 
een  WorldCom  Inc.  and  Sprint 
,  it  effectively  killed  what  would 
been  the  largest  telecommunica- 
deal  ever.  But  antitrust  chief  Joel 
•in  should  hold  off  on  packing  for 
each  just  yet.  With  the  WorldCom- 
t  deal  on  the  rocks,  both  of  the 
1-be  merger  partners  are  back  in 
ray — as  potential  buyers  and  as 
ts. 

get  ready  for  a  new  flurry  of  tele- 
iealmaking.  The  same  factor  that 
riven  a  fren2y  of  deals  for  the  past 


division,  Sprint  remains  attractive.  The 
most  likely  suitor  if  Sprint  CEO  William 
T.  Esrey  heads  back  to  the  altar:  a  re- 
gional Bell  operating  company  looking  to 
expand  into  long  distance,  or  a  foreign 
rival  seeking  a  beachhead  in  the  $155 
billion  U.S.  communications  market. 

Moreover,  Sprint's  shareholders  could 
be  better  off  with  a  new  deal.  While 
its  shares  tumbled  nearly  10%,  to 
around  $53,  the  day  after  the  Justice 
suit,  some  analysts  believe  that  the  com- 
pany that  put  the  Dime  Lady,  Pin  Drop, 
and  Nickel  Nights  into  the  American 
lexicon  could  still  fetch  upwards  of  $80  a 
share.  That's  $4  more  than  WorldCom 
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CHANGE  PARTNERS 

Sprint's  Esrey 

(left)  and 
WorldCom's 
Ebbers  could 
soon  head 
back  to  the 
H        altar- 
with  new, 
possibly 
European, 
suitors 


years — the  need  to  attain  critical 

and  international  scope — is  even 
[ger  now  than  when  WorldCom 
'  its  bid  for  Sprint.  "People  are 
ig  at  all  the  players,"  says  Richard 
lugman,  an  analyst  with  Donald- 
Lufkin  &  Jenrette  Securities  Inc. 
rything's  up  in  the  air." 

THE  FRAY.  Now  that  they're  back 
pare  one,  Sprint  seems  to  have 
•r  merger  prospects  than  World- 

The  Westwood  (Kan.)  company  is 
imall  to  go  it  alone.  At  the  same 

with  its  toehold  in  long  distance 
ts  rapidly  growing  digital  wireless 


agreed  to  pay.  Says  Precursor  Group 
analyst  Scott  Cleland:  "Sprint  is  an  ex- 
tremely hot  property." 

Analysts  expect  BellSouth  Corp. — 
which  mounted  an  eleventh-hour  bid  for 
Sprint  last  October  but  backed  off  as 
the  price  became  too  rich — to  mull  an- 
other bid.  They  say  even  SBC  Commu- 
nications Inc.  might  jump  into  the  fray. 
But  the  Bells  face  an  uphill  battle 
against  better-heeled  European  rivals 
such  as  France  Telecom,  Madrid-based 
Telefonica,  and  Deutsche  Telekom,  which 
has  amassed  a  $100  billion  war  chest 
to  finance  its  entry  into  the  U.S.  mar- 


ket. 'The  European    are  liki ...  to  outbid 
any  American    uitoi 
colli,  an  anal;  •  i    Banc 

Alex.  Brown. 

The  harder  call  i-  what  will  become 
of  WorldCom  and  it  -  mercurial  four 
Bernard  J.  Ebbers,  who  used  m^x 
60  acquisitions  to  transform  a  small 
sissippi  reseller  of  long  distance  into 
the  behemoth  it  is  today.  A  true  deal 
junkie,  Ebbers  specialized  in  cutting 
costs  at  the  companies  he  acquired. 
With  Klein  now  forcing  Ebbers  to  fish  in 
smaller  ponds,  analysts  question 
whether  the  $37  billion  WorldCom  can 
string  together  enough  smaller  deals  to 
sustain  its  double-digit  growth  rates. 
"Where  the  heck  do  they  go  now?"  says 
Adam  Quinton,  an  analyst  at  Merrill 
Lynch  &  Co. 

SIMPLY  BAIL.  By  all  appearances, 
Ebbers  has  few  options.  Challenging 
Klein  in  court  would  be  expensive  and 
time-consuming.  WorldCom  officials  ac- 
knowledge privately  that  the  company, 
like  AT&T,  is  mulling  the  idea  of  dumping 
its  consumer  long-distance  service  to 
focus  instead  on  the  lu- 
crative business  market. 
And  despite  WorldCom's 
denials  that  it  will  strike 
any  deals  for  a  wireless 
carrier  that  would  dilute 
earnings,  Ebbers  could 
reconsider.  His  likely  tar- 
get would  be  Belle- 
vue  (Wash.)-based  Voice- 
Stream  Wireless  Corp.  It 
offers  digital  technology, 
.though  without  Sprint's 
national  footprint. 

Or  Ebbers  could  simply 
bail — an  option  that  many 
of  WorldCom's  suffering 
shareholders  might  accept. 
Since  last  November,  its 
stock  has  fallen  26%.  Quin- 
ton estimates  that  World- 
Com itself  could  fetch  as 
much  as  $70  a  share,  a  75% 
premium  over  its  current 
price,  from  any  of  the  Euro- 
peans who  lose  out  on  Sprint. 
'The  hunter  has  become  the 
hunted,"  says  Cleland. 
Still,  those  who  know  Ebbers  best 
predict  that  he  won't  hand  over  his  com- 
pany to  a  rival  bidder  without  a  fight.  "I 
don't  think  he'll  ever  bow  down  to  an 
acquisition,"  says  Roland  Van  der  Meer, 
general  partner  at  Com  Vent  ures,  a  ven- 
ture-capital firm  in  Palo  Alto,  Calif.,  that 
specializes  in  telecommunications.  But 
like  Joel  Klein,  he  may  be  powerless  to 
stop  people  from  making  bids.  The  reg- 
ulators may  have  frozen  the  WorldCom- 
Sprint  deal,  but  they  haven't  cooled  the 
telecom  industry's  urge  to  merge. 

By  Cl/urlc*  Haddad  in  Atlanta 
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News:  Analysis  &  Commentary 


GORES  DEMOGRAPH 
PROBLEMS 


POLITICS 


THE  HARDER  AL  TRIES, 
THE  LOWER  HE  GOES 

The  Veep's  numbers  slip  even  as  he  doles  out  goodies  for  all 


On  June  26,  President  Clinton  cheer- 
fully announced  that  the  projected 
10-year  budget  surplus  had  grown 
again,  this  time  to  $1.87  trillion.  Two 
days  later,  the  Federal  Reserve  Board 
passed  up  another  chance  to  hike  interest 
rates,  acting  on  evidence  that  growth 
was  moderating  to  a  more  sustainable 
level.  Stocks  have  rebounded,  and  core 
inflation  is  a  benign  2.4%.  So  how  come 
Vice-President  Al  Gore's  "pros- 
perity and  progress"  campaign 
isn't  prospering  or  making  any 
progress? 

Gore  trails  Republican  George 
W.  Bush  by  up  to  13%  in  the 
polls,  and  Democrats  are  starting  to 
sweat.  Gore  is  beset  by  some  obvious 
problems:  high  gasoline  prices;  the  rec- 
ommendation by  a  Justice  Dept.  official 
that  a  special  counsel  be  appointed  to 
look  into  his  role  in  the  Clinton-Gore  re- 
election campaign's  19%  fundraising  prac- 
tices; and  the  fact  that  a  hyperactive  Bill 
Clinton,  who  is  signing  Executive  Or- 
ders with  abandon  as  the  clock  runs  out 
on  his  Presidency,  is  making  it  hard  for 
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Other  difficulties,  though,  seem  large- 
ly of  Gore's  own  making.  Thematically, 
his  campaign  seems  to  constantly 
change  focus  from  giddy  futurism  to  the 
demonization  of  Bush.  Backbiting  and 
second-guessing  run  rampant  among 
Gore's  Nashville  Cats.  Not  surprisingly, 
he's  already  on  his  third  campaign  chief. 
The  latest:  Commerce  Secretary  Bill 
Daley,  who  will  try  to  give  Gore  Inc.  a 
modicum  of  discipline. 

Still,  none  of  this  fully  ex- 
plains Gore's  summer  swoon — 
and  his  weakness  with  core 
Democratic  groups  as  spotlight- 
ed   in    surveys    such    as    the 


his  understudy  to  step  out  of  his  shadow 


THE  DEMOCRATS 

June  11-13  Voter.com/Battleground  Poll. 
Young  or  old,  male  or  female,  mid  west- 
ern or  coastal,  Gore  now  trails  with  vir- 
tually every  demographic  group  save 
African  Americans  and  Hispanics.  Po- 
litical pros  have  a  theory,  but  it  offers 
scant  comfort  to  Gore.  After  a  hotly 
contested  GOP  primary  battle  (vs.  Gore's 
Cakewalk),  Bush  won  the  respect  of  the 
Republican  Party  and  used  his  stature 
to  build  unified  support  for  his  cause.  In 
essence,  social  conservatives  gave  the 
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Texas  Governor  a  free  pass  to  sh: 
the  center  by  rolling  out  a  "compa 
offensive"  of  small-scale  social  prog  1 
aimed  at  weakening  Gore's  gri] 
women,  unionists,  seniors,  and  othei 
mocratic  base  groups. 

Campaign  veterans  also  fault  G 
approach  to  connecting  with  voters, 
blitzing  them  with  a  raft  of  com 
legislative  proposals,  many  based  01 
gus  trust  funds  and  small-bore  tax 
its.  By  thinking  like  a  Washington  I 
islator,  the  Vice-President  runs  the| 
of  becoming  a  latter-day  Bob  Dole- 
hapless  '96  gop  nominee  famous  for 
tifying  voters  with  references  to 
scure  bill  numbers. 
OUT  OF  TOUCH?  Moreover,  the  nine- 
stretch  of  prosperity  has  Ameri( 
shopping  for  pragmatic  problem-sol\ 
not  techno-visionaries.  "The  economic 
vironment   has   people   looking   fol 
[down-to-earth]  approach  to  issues  * 
as  education  and  the  family  budget,"  i 
Illinois  Democratic  pollster  Mike 
Keon.  "As  a  governor,  Bush  is  usee 
this.     Clinton     understood     it.     G 
has  been  in  Washington  so  long,  he 
lost  touch." 

Gore's  hole  is  deep,  and  time  for 
covery  grows  short.  But  campaign  \ 
who  take  the  long  view  say  there's 
cause  for  panic — yet.  Gore  needs  to  t 
the  boom  times  into  a  clear  and  coh 
ent  message.  He  has  to  get  a  sec< 
look  from  Americans  by  deliverinj 
stellar  speech  at  the  August  Der 
cratic  National  Convention.  Then  , 
must  close  the  deal  by  outsmarting 
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but  not  out-smirking — Bush  in  the  cam- 
paign debates  that  kick  off  Oct.  3.  "Al 
has  to  be  within  the  [polling]  margin  of 
error  by  late  September  or  we've  got 
trouble,"  says  one  top  Democratic 
strategist. 

In  the  meantime,  The  Veep  must  con- 
centrate much  of  his  energy  on  bind- 
ing up  the  Democratic  base.  According 
to  the  Battleground  Poll,  93%  of  Re- 
publicans have  consolidated  around 
Bush.  Only  79%  of  Democrats  back  the 
Vice-President,  and  Green  Party  nomi- 
nee Ralph  Nader  is  siphoning  votes 
from  the  left.  Worse,  Bush  leads,  47%- 
35%,  on  the  key  issue  of  which  man 
would  do  a  better  job  of  keeping  the 
country  prosperous. 
GOODIES  GALORE.  These  gains  were 
made  despite  a  policy  blitz  by  Gore 
that  rolled  out  new  government  goodies 
for  virtually  every  group  in  American 
society.  Among  them:  a  $200  billion 
"Retirement  Security  Plus"  plan  that 
provides  new  401(k)-type  savings  ac- 
counts for  middle-income  workers,  a 
$38  billion  day-care  initiative,  and  new 
tax  credits  that  would  stave  off  future 
shocks  at  the  gasoline  pump  by  pro- 
moting clean  cars  and  mass  transit. 

The  only  consolation  Gore  can  take 


"Gore  is  in  a  fairly 

normal  state  for  an 

incumbent 

Vice-President" 


from  his  predicament  is  that  if  history 
is  any  guide,  it  may  prove  ephemeral. 
In  three  of  the  past  five  Presidential 
races,  the  leader  in  June  polls  was  de- 
feated. "Gore  is  in  a  fairly  normal 
state  for  an  incumbent  Vice-President," 
insists  Democratic  pollster  Stanley  B. 
Greenberg.  "I  remember  doing  focus 
group  for  Michael  Dukakis  in  '88,  and 
when  we  mentioned  Bush  senior,  all 
we  got  was:  'weak,'  'wimp,'  and  'doesn't 
have  what  it  takes.'  Next  thing  we 
knew,"  Greenberg  muses,  "He  closed 
a  17-point  gap  and  creamed  us." 

Gore  has  to  hope  history  repeats  it- 
self this  fall.  If  it  doesn't,  a  boom-time 
election  that  prognosticators  once 
viewed  as  a  huge  opportunity  for  De- 
mocrats to  consolidate  power  will  turn 
to  ashes — with  the  hapless  Man  from 
Carthage  blamed  for  it  all. 

By  Lee  Walczak  and  Richard  S. 
Dunham  in  Washington 


GUEST  COMMENTARY 

By  David  Carter 

HOW  TO  FIX  MONDAY  NIGHT  FOOTBALl 


Can  comedian  Dennis 
Miller  bring  back  the  glo- 
ry days  of  Monday  Night 
Footballl  That's  what  the 
execs  at  ABC  Inc.  bet  on 
June  22,  when  they  an- 
nounced that  the  edgy 
comic  would  be  joining 
the  sportscast  as  a  reg- 
ular commentator. 

The  apparent  as- 
sumption is  that  the 
right  combination  of 
personalities  in  the 
broadcast  booth  (re- 
member Howard  Cosell, 
"Dandy"  Don  Meredith,  and 
Frank  Gifford?)  will  help  stop 
the  ratings  decline  at  this  icon 
of  prime-time  sports  program- 
ming. In  1999,  ABC's  Nielsen  rat- 
ing of  13.7  represented  the  lowest 
rating  ever  for  the  Monday 
night  series.  That's  down 
from  a  high  of  17  way  TACKLE  THIS: 

back  in  1995.  Players  need 

Desperate  to  showcasing 

reestablish  the  program, 


abc  already  brought  back  veteran 
TV  exec  Don  Ohlmeyer  as  producer. 
He's  the  guy  who  originally  turned 
the  weeknight  gridiron  show  into  a 
crown  jewel.  After  many  tryouts  to 
replace  former  quarterback  Boomer 
Esiason,  Ohlmeyer  confounded  the 
oddsmakers.  He  selected  Miller  and 
former  San  Diego  Chargers  quarter- 
back Dan  Fouts  to  join  mnf  veteran 
Al  Michaels  in  the  broadcast  booth. 
WRESTLING'S  HOLD.  Miller  is  a  gamble 
at  best.  Though  he's  a  knowledgeable 
fan,  he's  no  expert.  But  even  if  his 
presence  turns  out  to  be  a  stroke  of 
brilliance,  personalities  alone  won't 
solve  MNF's  fundamental  problems. 
Most  pressing  is  beating  back  the 
challenge  from  professional  wrestling. 
Ratings  for  the  World  Wrestling  Fed- 
eration on  the  USA  Network  (page 
54),  in  particular,  have  been  body- 
slamming  mnf  since  the  mid-1990s. 
Significantly,  pro  wrestling  has  also 
been  drawing  away  males  aged  12  to 
34,  a  coveted  demographic  group.  Ma- 
cho drama  and  larger-than-life  ath- 
letes— once  the  calling  card  of  mnf — 
now  belong  to  wrestling. 

Of  course,  ABC  didn't  agree  in  1998 


to  pay  $4.4  billion  over  eight  years] 
broadcast  MNF  simply  to  waste  n 
ey.  Despite  its  ratings  slid 
mnf  has  remained  in  th 
top  five  prime-time  pr 
grams  over  the  past  s 
ei'al  years.  The  ques 
now  is  whether  it 
win  back  any  of  t 
audience  it  has  1 
One  solution 
would  be  for  M 
and  the  NFL  to 
borrow  a  paj 
from  the 
NBA's  renai 
sance.  For 
stance,  mnf  co 
do  a  much  better  job  of 
showcasing  the  players  by 
letting  them  strut  their  per- 
sonalities throughout  the  broai 
cast.  That — along  with  snappi 
editing  and  better-paced  ad- 
vertising breaks — might  helj 
shake  the  nfl's  image  as  the 
"No  Fun  League." 

More  important,  MNF  shoulc 


% 


schedule  games  fans  actually  want 
to  watch.  Late-season  matchups  bt 
tween  teams  with  losing  records  d 
little  to  interest  viewers.  So,  rathe 
than  setting  its  Monday  night  sche 
ule  prior  to  the  season,  the  NFL 
must  get  flexible.  Sure,  cherry-pict 
ing  games  to  be  televised  on  Mon 
day  night  a  couple  of  weeks  before 
they  are  to  be  played  is  problemat 
especially  if  these  matchups  have 
been  scheduled  to  be  shown  on  con 
peting  networks.  But  if  the  NFL 
truly  wants  to  rebuild  its  flagship 
show,  it  could  come  up  with  some 
form  of  compensation  for  the  net- 
works that  would  be  sacrificing 
those  telecasts. 

Ultimately,  by  picking  Miller,  ABC 
is  going  for  the  long  bomb.  Networl 
executives — and  fans — had  better 
hope  that  Miller,  who  failed  as  a  tall 
show  host,  doesn't  wind  up  being 
just  a  bomb. 


Carter  teaches  The  Business 
Sport  at  the  University  of  Souther 
California  Graduate  School  of  Bus 
ness  and  is  a  principal  of  the  Sport 
Business  Group  in  Los  Angeles. 
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is  about  knowing  what  your  customers 
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everyone  can  proactively  forge  and  develop  profitable  customer  relationships  like  never  before. 
Which  is  exactly  the  competitive  advantage  your  people  need  to  successfully  lead  your  business. 
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BIG  BLUE'S 
BIGGEST  BEHEMOTH 

CHESS  PLAYERS,  TAKE  COVER. 

The  fastest  supercomputer 
ever — 100  times  faster  than 
Deep  Blue,  which  beat  grand 
master  Garry  Kasparov  three 
years  ago,  and  three  times 
the  speed  of  today's  top  ma- 
chines— is  in  the  works.  The 
so-called  ASCI  White  is  being 
installed  at  Lawrence  Liver- 
more  National  Laboratory 
near  San  Francisco,  where  it 
will  be  used  by  the  Energy 
Dept.  to  simulate  nuclear  ex- 
plosions. The  $110  million  ma- 
chine, made  by  IBM,  will  fill  a 
site  the  size  of  two  basket- 
ball courts  and  can  do  more 
than  12  trillion  calculations  a 
second.  Future  uses  might  in- 
clude weather  modeling  for 
better  forecasts  and  econom- 


CLOSING    BELL 


AIRBORNE 


FedEx's  fourth-quarter  earn- 
ings erased  fears  that  the 
Memphis  shipper  is  losing 
market  share  to  rival  ups. 
Quarterly  profits  jumped  11% 
from  the  year  before,  to  $245 
million,  or  850  a  share — 40 
better  than  expectations. 
What's  behind  the  gain?  A 
strong  showing  overseas, 
with  business  up  26%  in  Eu- 
rope and  30%  in  Asia.  In- 
vestors, who  had  feared  the 
company  was  losing  speed, 
cheered:  FedEx'  stock,  off  a 
third  from  its  high  of  5513/s 
last  June,  rose  5%,  to  39. 
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ic  projections  to  better  man- 
age risk. 

ORACLE  GETS 
CAUGHT  SNOOPING 

CALL  IT  ORACLEGATE.  THE 
Redwood  Shores  (Calif.)  soft- 
ware company  acknowledged 
on  June  28  that  it  hired 
gumshoes  to  investigate  al- 
lies of  archrival  Microsoft. 
The  skulduggery  allegedly  in- 
cluded a  $1,200*  offer  to  jani- 
tors to  let  a  detective  root 
through  trash.  What  did  Ora- 
cle intend  to  find?  Good  ques- 
tion. The  company  says  it 
wanted  to  prove  the  groups, 
which  had  been  vocal  and 
seemingly  independent  sup- 
porters of  Microsoft  during 
its  antitrust  trial,  were  on 
Microsoft's  payroll.  But  both 
targets  had  already  acknowl- 
edged that  Microsoft  was  a 
backer.  Oracle  is  quick  to  say 
that  it  told  the  detective 
agency  to  do  nothing  illegal. 
"I  guess  information  on  us 
was  more  sexy  if  they  dug  it 
out  of  the  trash,"  says  Rob 
Latham,  a  spokesman  for  the 
Independent  Institute,  one  of 
Oracle's  targets. 


BARRY  DILLER 
IN  A  TAKEDOWN 

TALK  ABOUT  A  BODY  SLAM. 

That's  how  Barry  Diller  must 
feel  after  a  Delaware  court 
judge  stripped  his  USA  Net- 
works of  its  long-standing 
contract  to  show  pro 
wrestling.  Raw  is  War,  cable 
TV's  highest-rated  show,  has 
propelled  USA  to  a  top  cable 
ranking.  The  show  will  move 
to  Viacom's  country  TNN 
channel,  along  with  two  other 
shows  produced  by  World 
Wrestling  Federation  Enter- 
tainment. Delaware  Chancel- 
lor William  Chandler  ruled 
that  the  wwp  was  free  to 
move,  rejecting  USA's  claim 
that  it  had  the  right  to 
match  Viacom's  offer.  As  part 
of  the  five-year  deal,  Viacom 
will     help     promote     wwf 


HEADLINER:   GARY  C.   WENDT 


RESCUING  CONSECO 


Gary  Wendt  made  his  name 
building  GE  Capital  into 
General  Electric's  top  mon- 
ey-spinner. But  can  one 
of  the  most  respect- 
ed names  in  fi- 
nance revive  be-      a 
leaguered  m 

Conseco?  The 
last  week  in 
June,  Wendt, 
age  58,  was 
tapped  to  be  ceo 
of  the  Carmel  (Ind.) 
insurer  and  financial-ser- 
vices company. 

Since  April,  Conseco  has 
been  run  by  David  Harkins, 
of  investment  firm  Thomas 
H.  Lee  Partners,  installed 
as  interim  chairman  and 
ceo  after  founder  Stephen 
Hilbert  resigned.  Investors 
had  lost  faith  in  Hilbert  af- 
ter a  series  of  earnings  sur- 


prises related  to  its  cost] 
1998  purchase  of  Green 
Tree  Financial.  Thomas 
Lee  invested  $500  mill 
in  Conseco  last  yJ 
With  more  t| 
$2  billion  of  i 
on  the  books! 
Conseco  will  I 
a  challenge  <t| 
turn  around. 
Wendt  fixes  ill 
company,  he'll 
like  a  genius  and . . 
make  millions  from  stoct 
options,"  says  one  monej 
manager.  "If  he  doesn't, 
then  the  company  was 
considered  a  basket  easel 
anyway.  Essentially  he's 
got  nothing  to  lose."  Thel 
stock  rose  19%  on  the  ne 
to  TA. 

By  Debra   Sparks,   u 
Pamela  Moore,  in  New  Y< 


wrestling  on  its  stations,  sell 
its  merchandise  at  theme 
parks,  and  stage  pay-per- 
view  events  at  its  theaters 
in  Canada.  It  also  plans  to 
take  a  3%  stake  in  wwf. 


A  DOOR  SLAMS 

IN  AUDITORS'  FACES 

the  green-eyeshade  set 
is  fuming  over  new  rules 
proposed  by  the  Securities  & 
Exchange  Commission.  Aimed 
at  improving  auditor  indepen- 
dence, the  regs  would  cut  the 
Big  Five  out  of  some  lucra- 
tive consulting,  including  cer- 
tain fast-growing  tech  fields. 
Arthur  Andersen,  kpmg,  and 
Deloitte  &  Touche  quickly  op- 
posed the  proposals,  which 
won't  be  final  for  75  days.  Ar- 
guing that  .consulting  helps 
an  auditor  understand  clients 
better,  Andersen  partner  Jef- 
frey Peck  said  the  restraints 
could  "in  the  end  impair  audit 
quality  and  do  great  harm  to 
the  profession." 


FAT  CITY 
FOR  MAD  AVE 


despite   the    drought 
dot-com  ads  these  days, 
dits  expect  ad  spendinj 
rise  this  year.  Robert  C 
a     veteran     forecaster 
McCann-Erickson  Worlds 
expects  U.S.  ad  expenditi 
to  jump  9.4%  to  $235.6 
lion — the  biggest  jump  ii 
years.  But  don't  look  for  ^ 
sites  with  oddball  names, 
ditional  heavyweights  sue! 
alcohol,    financial    servi 
drug,  and  auto  advertis 
will  fuel  the  boom. 


ET  CETERA . . . 


■  IBM  will  spend  $1  billior 
bolster  sales  of  its  softw 
that  runs  Web  sites. 

■  Motorola  will  sell  a  2 
stake  in  its  global  wirel 
service  unit. 

■  Former  Burger  King  ( 
Dennis  Malamatinas  will 
ceo  of  priceline.com  Euro 
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PeopleSoft  Supply  Chain  Management  enables  your  customers,  employees,  and  suppliers  to 
access  information  and  collaborate  —  all  in  real  time.  People  are  empowered  to  make  more 
informed  decisions.  Lead  time  is  reduced.  Costs  are  cut.  PeopleSoft  Supply  Chain  Management, 
PeopleSoft's  new  generation  of  e-business  applications,  even  links  your  company  to  an  online 
trade  exchange  where  buyers  and  sellers  connect  in  a  whole  new  way.  So  everyone  is  given  the 
chance  to  come  together  and  add  to  your  company's  profitability.  And  that  can  lead  to  some 
very  ingenious  business. 
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CUBA:  WHY  THE  BIG  THAW 
IS  HAPPENING  NOW 


I 


For  38  years,  hardcore  anti-communists  in  Congress,  Cas- 
tro-haters in  the  Cuban-American  community,  and  con- 
servative voters  in  general  have  made  ending  Cuba  sanc- 
tions unthinkable.  No  matter  how  fiercely  business  groups 
fought  to  change  Cuba  policy,  the  1962  embargo  has  re- 
mained rock-solid. 

But  the  unthinkable  is  about  to  happen.  In  the  next  few 
weeks,  the  House  is  likely  to  pass  an  amendment  to  ease  the 
embargo  against  sales  of  food  and  medicine  to  Cuba.  The 
Senate,  which  has  approved  similar  measures 
in  the  past,  is  likely  to  follow  suit.  Because 
U.S.  government  or  commercial  credit  won't 
be  allowed  to  finance  such  sales,  farmers  and 
drug  companies  shouldn't  expect  a  vast  new 
export  market  to  pop  up.  But  the  historic 
vote  is  seen  as  a  giant  step  toward  ending  the 
embargo  altogether. 

How  could  this  happen  in  an  election  year? 
Chalk  it  up  to  reelection  politics,  financially 
strapped  farmers,  the  House's  recent  vote  to 
normalize  trade  with  China,  and  Elian  Gonzalez. 
FARM  BELT  VICTORY.  The  driving  force  has 
been  a  politically  powerful  farm  lobby,  backed 
by  Representative  George  R.  Nethercutt.  The 
Washington  Republican  seized  on  the  Cuba  is- 
sue to  appeal  to  the  large  number  of  grain 
farmers  and  apple  growers  in  his  district — and  CASTRO:  And 
to  save  a  troubled  reelection.  Nethercutt  won 


his  seat  on  a  pledge  to  serve  only  three  terms  but  is  now 
running  for  a  fourth.  Backed  by  some  100  other  House  mem- 
bers— mostly  Farm  Belt  lawmakers,  but  also  urban  liberals 
such  as  Charles  B.  Rangel  (D-N.Y.) — Nethercutt  on  June  27 
extracted  a  deal  from  the  gop  House  leadership  to  attach  his 
measure  to  a  must-pass  military  construction  bill. 

But  easing  up  on  Cuba  would  never  wash  on  Capitol  Hill 
were  it  not  for  the  philosophical  cover  provided  by  the  China 
trade  vote.  In  that  debate,  gop  leaders  argued  that  boosting 


CAPITAL  WRAPUP 


trade  with  Beijing  will  spur  economic  and  political  refor 
China.  "If  economic  engagement  works  for  China,  then 
not  for  Cuba?"  says  William  Lane,  chairman  of  usA*En 
which  favors  an  end  to  trade  sanctions.  And  with  Washii 
liberalizing  trade  with  North  Korea,  it  makes  little  sen 
maintain  curbs  on  Cuba.  "When  you  export  food  and 
cine,"  says  Nethercutt,  "you  export  democracy." 

Then  there's  the  Elian  factor.  Photos  of  the  Cuban  er 

community  burning  American  flags  to  protest  the  seizu 

the  six-year-old  Cuban  boy  by  federal  aj 

■j^      led  to  a  turning  point,  says  Wayne  S. 

JB      former  head  of  the  U.S.  mission  in  Ha 

f      ^      Kg  "Most  Americans  realized  that  if  this  sma 

HJr   nority  is  controlling  U.  S.  policy,  then  no 

^gV.     der  it  is  so  screwed  up,"  says  Smith.  The 

»-J  case,  which  ended  when  the  boy  returns 

Cuba  on  June  28,  increased  voter  suppor 

scaling  back  the  embargo. 

President  Clinton  says  he  has  some  r< 
vations  but  is  likely  to  go  along.  In  the 
few  years,  Clinton  has  been  quietly  easin 
strictions  on  travel  and  humanitarian  ai 
Cuba.  Allowing  the  sale  of  food  and  med 
could  eventually  mean  $444  million  in  an 
sales  to  Cuba,  according  to  a  June  15  stud 
Paula  Stern,  an  economist  and  former  Ir 
national  Trade  Commission  Chairman. 
"  farmers  stand  to  benefit  the  most.  Cuba 
was  the  largest  export  market  for  American  rice,  and  t< 
the  island  imports  some  $52  million  worth  of  the  grain 
nually,  much  of  it  from  Vietnam,  using  French  bank  loai 
After  trade  in  food  and  medicine  is  allowed,  business 
byists  expect  that  travel  and  tourism  restrictions  will  fall 
and,  eventually,  restrictions  on  direct  investment.  That's 
U.  S.  exporters,  flush  from  their  victory  in  the  House  over 
China  vote,  figure  that  2000  could  be  their  best  year  yei 
By  Paul  Magnusson  in  Washim 


Elian,  too 


MINETA  TO  HEAD  COMMERCE?         A  WARNING  TO  ISRAEL... 


...AND  TO  EUROPE 


I 


►  Ex-Representative  Norman  Y.  Mine- 
ta  (D-Calif.)  is  the  front-runner  to  re- 
place Commerce  Secretary  William  M. 
Daley.  Others  on  the  list:  Daley  deputy 
Robert  L.  Mallett,  Deputy  Treasury 
Secretary  Stuart  E.  Eizenstat,  and 
Deputy  U.  S.  Trade  Rep  Richard  W 
Fisher.  But  sources  say  Mineta  leads 
the  list  because  he  can  help  Al  Gore  in 
California,  where  George  W.  Bush  is 
making  surprising  inroads.  Mineta 
could  be  named  during  Congress'  July 
4  recess,  avoiding  a  confirmation  delay. 


►  Lawmakers  are  upset  about  Israel's 
planned  sale  to  China  of  an  airborne 
early-warning  system.  It  could  be  used 
against  U.  S.  troops  if  Beijing  attacked 
Taiwan  and  the  U.  S.  were  drawn  into 
the  fray.  On  June  27,  the  House  Ap- 
propriations Committee  backed  a 
House  resolution  condemning  the  sale. 
The  fallout  may  also  affect  any  Syrian- 
Israeli  peace  package.  Some  lobbyists 
suggest  Congress  might  try  to  reduce 
the  $7  billion  Jerusalem  wants  ear- 
marked for  Israeli  goods. 


►  Miffed  by  Euro  regulators'  sharp 
questioning  of  the  proposed  America 
Online-Time  Warner  merger  and  Eu- 
rope's role  in  quashing  the  WorldCom 
Sprint  deal,  some  lawmakers  may  try 
thwart  Europe's  phone  companies  in  tl 
U.S.  On  June  27,  Senator  Ernest  F.  H( 
ings  (D-S.  C.)  offered  a  measure  barri] 
foreign,  state-owned  carriers  from  buj 
ing  American  telcos.  The  effort  appeal 
to  be  aimed  squarely  at  Deutsche 
Telekom  and  British  Telecom,  both  of 
which  are  seeking  a  U.  S.  partner 
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LINE      EDUCATION 


.an  a  Web  site. 


Today,  providing  professional  online  learning  takes  more 


.„tructional  design,  relevant  and  engaging  courses,  and  a  choice 
tf  learning  methods.  It  takes  Element  K.  With  over  400  IT  and  business  courses  designed  exclusively 
Dr  the  Web,  Element  K  offers  instructor-led  courses,  self-paced  tutorials,  a  comprehensive  reference 
brary  and  dynamic  interaction  with  experts  and  peers.  Element  K  hosts  a  rich  learning  environment 
itegrated   with    a    powerful    learning   management   system.    Unlock    the    po 


xperience  www.elementk.com  Call   1-800-434-3466 


lormerly  ZDU.com 


upyright  ©  2000  Element  K  Content  LLC.  All  rights  rese 
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BROKERAGES 


TAKE  THAT, 
CYBER  BOY 


Real-world  brokers  are  landing  some  body  blows 


For  months,  it  had  been  a  major 
embarrassment  for  Wall  Street's 
financial  juggernauts:  No  matter 
how  many  financial  services  they 
put  online,  tiny  Net-savvy  discount  bro- 
kers continued  to  rule  the  Web. 

Now  the  tide  is  turning.  The  Internet 
is  blurring  the  distinction  between  pure 
e-brokers,  discount  brokers,  and  full- 
service  firms.  And  just  when  it  looked 
as  if  midtier  and  pure  online  brokers 
would  stomp  all  over  the  big  guys'  ter- 
ritory, Wall  Street  is  striking  back  with 
deals  and  comprehensive  real-time  ad- 
vice at  more  affordable  prices. 

Indeed,  traditional  brokers  have  cap- 
tured 28%  of  total  online  assets  traded 
and  11%  of  active  online  accounts — up 
from  practically  nil  last  year,  according  to 
Internet  financial-services  consultant  Ce- 
lent  Communications.  Another  consul- 
tant, Boston's  Cerulli  Associates  Inc.,  ex- 
pects the  six  biggest  full-service  brokers 
together  to  have  more  online  accounts 
by  the  end  of  this  year  than  all  of  the 
100  or  so  pure  e-brokers  combined,  in- 
cluding Ameritrade,  Datek,  and  E*Trade. 
SHIFTING  BATTLE  ZONE.  The  behemoths 
are  trying  to  act  simultaneously  as  both 
trusted  online  advisers  and  discounters. 
Now,  clients  who  typically  pay  about 
$100  to  trade  100  shares  through  Merrill 
Lynch  or  as  much  as  3%  of  their  trans- 
action at  Morgan  Stanley  Dean  Witter 
can  trade  online  through  those  compa- 
nies at  the  same  $29.95  price  offered 
by  midtier  brokers.  Or  they  may  opt 
for  unlimited  trades  and  access  to  pro- 
prietary research  and  advice  for  an  an- 
nual fee.  Merrill  charges  a  minimum  of 
$1,500.  That  works  out  to  just  $30  a 
pop  for  an  investor  who  makes  50 
trades  a  year.  "Their  defensive  mea- 
sures have  slowed  the  outflow,"  says 
Frank  J.  Petrilli,  president  and  chief 
operating  officer  of  td  Waterhouse 
Group  Inc. 

The  battle  zone  is  shifting  for  online- 
brokerages.  Until  recently,  young  day- 
traders  were  the  prized  target.  But  as 
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online  trading  becomes 
mainstream,  the  number 
of  online  investors  should 
nearly  triple  over  the  next 
three  years,  to  14  million. 
More  of  them  will  be  con- 
servative investors  who 
seek  the  Street's  special- 
ty— advice.  Consequently, 
"full-service  brokers  are 
poised  to  dominate  the 
next  phase  of  the  online 
brokerage  market,"  says 
Sang  Lee,  an  analyst  at 
Celent  Communications. 

Traditional  brokers  may 
have  another  ace  in  the 
hole:  their  customer  ser- 
vice. Smaller  online  bro- 
kers have  been  struggling 
to  serve  their  swelling  ros- 
ter of  clients.  A  recent 
study  by  market  re- 
searcher Jupiter  Commu- 
nications Inc.  showed  that 
nearly  a  quarter  of  all  on- 
line customer-service  re- 
quests are  either  ignored 
or  not  properly  handled.  "If  you're  Mer- 
rill Lynch  or  PaineWebber,  you  have 
more  flexibility,"  observes  Robert  Ster- 
ling, an  online  financial-services  analyst 
at  Jupiter.  But  smaller  online  brokers 
"get  swamped  by  growth." 

The  rush  is  on  to  step  up  services. 
Merrill  Lynch  is  rolling  out  everything 
from  market-watch  video  broadcasts  to 
home  pages  for  its  branch  offices  and  its 


army  of  financial  consultants.  Mori/' "'» 
Stanley  Dean  Witter  is  putting  on  lct ! 
kiosks  in  branches.  And  it  is  encourr 
ing  clients — especially  those  with 
counts  at  Schwab  or  Fidelity  Inv(° 
ments — to  open  msdw  Online  accoun 
Wall  Street's  heavyweights  are  £ 
preparing  to  stake  out  new  online  t  J 
ritory.  Later  this  year,  Goldman,  Sa> 
&  Co.  plans  to  go  head-to-head 
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Morgan  &  Co.  and  launch  an  online 
ce  service  tailored  to  investors  with 
e  than  $1  million  in  assets.  Pruden- 
Securities  has  formed  a  special  di- 
>n,  PrudentialSecurities.com,  to  de- 
i  an  online  service  that  will  offer 
ce  on  everything  from  stocks  to  real 
te  by  early  next  year. 
JUST."  To  keep  new  competitors  out 
ther  key  businesses,  big  brokerages 
even  working  with  archrivals.  Gold- 
|  i  Sachs,  Merrill  Lynch,  and  Morgan 
1  flley  Dean  Witter,  which  together 
■  nil  '■'>'>' i  of  all  bond  underwriting, 
J  instance,  are  jointly  launching  a 
""■titrillion-dollar  online  marketplace 
iorporate,  junk,  and  municipal  bunds, 
■d  BondBook  LLC. 

If  course,  such  offensives  won't 
ash  online  rivals  overnight.  Since 
litional  brokers  were  so  late  to  the 
.y,  many  discounters  are  now  strong 


ALLURE: 


Discounters  believe  they  will 
capture  younger  investors,  who  prefer 
their  unbiased  research  to  traditional 
brokers'  proprietary  information 


enough  to  duel  with  big  bro- 
kerages. Schwab,  for  exam- 
ple, has  almost  as  many  on- 
line accounts  as  all  of  Wall 
Street's  traditional  brokers 
combined,  estimates  Cerulli 
Associates.  "E*Trade  now 
has  $65  billion  in  customer- 
assets.  That's  as  large  as  the 
lOth-largest  bank  in  the 
country,"  observes  James 
Marks,  an  online  brokerage 
analyst  for  Credit  Suisse 
First  Boston  Corp. 

Moreover,  the  market  is 
still  growing  rapidly.  By 
2003,  Celent  projects,  tradi- 
tional brokers  should  have 
as  much  as  35%  of  $3  trillion 
in  online  assets.  But  that 
still  leaves  discounters  with 
around  $2  trillion  in  assets, 
up  from  almost  $1.5  trillion 
today. 

Discounters  insist  that 
they  will  win  the  war,  al- 
though traditional  brokers 
may  score  some  victories. 
They  concede  that  main- 
stream investors  may  stay 
with  old-line  players  whose 
offerings  have  improved. 
But  ultimately,  the  discoun- 
ters believe  they  will  cap- 
ture younger  investors,  who 
prefer  to  be  able  to  choose  from  a  wide 
variety  of  products  offered  by  unbiased 
midtier  players  rather  than  rely  on  tra- 
ditional firms'  proprietary  information 
and  armies  of  full-commission  brokers. 
Discounters  also  claim  that  Wall 
Street's  big  gains'  dramatic  increases  in 
online  assets  mostly  reflect  transfers  of 
existing  accounts  to  the  Web.  That  could 
be  damaging  because  it  risks  cannibaliz- 
ing the  companies'  own  business  and  gen- 
erating lower  commission  income.  Says 
Jerry  Gramaglia,  president  and  chief  op- 
erating officer  of  E*Trade  Group  Inc.  of 
Merrill  Lynch's  online  service:  "For  the 
most  part,  they've  been  a  bust.  If  you 
ask  how  many  net  new  customers  have 
come  in  online,  it's  been  a  disaster  for 
them." 

That  might  have  been  true  once,  but 
no  longer.  James  Gonnan,  head  of  Meirill 
Lynch's  U.S.  private  client  group,  says 


recent  numbers  show  that  389f  of  Mer- 
rill's new  assets  in  its  annual  fee-based 
online  Unlimited  Advantage  program  are 
new  clients,  up  from  Y.Y  <  when  the  ser- 
vice was  first  launched  last  July.  "I  think 
we're  going  to  see  the  pendulum  swing 
back  to  the  true  value  of  a  relationship, 
which  is  the  adviser,"  says  Gorman. 

Moreover,  analysts  believe  traditional 
brokers  will  eventually  improve  the 
quality  of  their  earnings  by  conducting 
more  of  their  business  online.  Instead  of 
depending  on  commissions  in  volatile 
markets,  they  will  get  an  annually  re- 
curring flow  of  fee  income. 
CHASING  PARTNERSHIPS.  However  dis- 
missive discounters  and  pure  online  play- 
ers are  of  traditional  brokers'  offerings, 
they  are  also  scrambling  to  add  more 
advisory  services.  It  will  be  easier  for 
full-service  firms  to  build  online  services 
than  for  newcomers  to  develop  armies 
of  investment  bankers,  brokers,  and  qual- 
ified equity  analysts.  So  the  upstarts  are 
chasing  after  partners.  Schwab  has 
merged  with  U.S.  Trust  Corp.  to  offer 
portfolio  management  to  affluent  clients. 
And  E*Trade  is  not  only  setting  up 
branches,  but  entering  partnerships  with 
accounting  firm  Ernst  &  Young  to  offer 
financial  planning  and  with  Prudential 
Securities  Inc.  to  manage  institutional 
clients'  employee  stock-option  plans. 

But  Wall  Street's  onslaught  is  gain- 
ing momentum  too,  and  for  good  rea- 
son: Preeminent  brokers  have  a  lot  to 
lose.  Offering  strong  online  services  af- 
fects more  than  their  online  assets. 
Without  a  competitive  Web  offering, 
even  white-shoe  firms  risk  losing  both 
traditional  and  Net-savvy  clients.  Until 
Merrill  Lynch  introduced  its  fee-based 
online  financial  services  last  July,  it 
gathered  fewer  new  assets  in  the  Unit- 
ed States  than  discounter  Schwab,  even 
though  Schwab  lacks  an  institutional 
business.  Since  then,  Merrill  has  gained 
ground,  taking  in  $48  billion  in  net  new- 
assets  in  the  last  quarter,  compared 
with  $44  billion  in  total  at  Schwab. 

For  Wall  Street,  it's  a  nerve-wracking 
proposition.  If  big  firms  fail  in  the  race 
to  capture  newT  online  clients,  they  risk 
becoming  also-rans  in  a  market  where 
the  rules  are  fundamentally  changing — 
and  where  they  once  ruled  supreme. 
By  Emily  Thornton  in  New  York 
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INVESTING 


NEWSLETTERS  DISCOVER 
THE  NEW  ECONOMY 

They're  turning  to  high  tech  and  the  Net  to  regain  subscribers 


The  great  bull  market  has  created 
an  explosion  in  the  stock-advice 
business,  as  investors  demand  fresh 
insights  on  how  to  make  money.  But 
newsletters,  once  so  hot  their  stock  tips 
could  move  markets,  have  gone  cold. 

Sure,  a  monthly,  or  even  weekly, 
high-priced  newsletter  faces  stiff  com- 
petition from  the  free  and  up-to-the- 
second  analysis  on  the  Internet,  cable- 
television  market  shows,  and  personal- 
finance  magazines.  More  damaging: 
Many  newsletter  writers  still  have  their 
feet  and  heads  planted  in  the  Old  Econ- 
omy, stressing  such  things  as  price-earn- 
ings ratios  of  old-line  stocks,  while  ig- 
noring emerging  new  growth  industries. 
Says  Charles  Carlson,  editor  of  two 
Horizon  Publishing  Co.  newsletters:  "If 
your  only  niche  is  how  cheap  is  Honey- 
well, then  I  think  it's  going  to  be  tough 
to  find  an  audience." 

The  audience  is  fast  dwindling,  and 
unless  the  industry  alters  its  focus,  more 
losses  seem  inevitable.  Some  financial 
newsletters  lost  up  to  80%  of  their  read- 
ers during  the  past  five  years.  So  far 
behind  are  some  that  the  broadening  of 
the  market  to  stocks  they  favor  hasn't 
boosted  investor  interest. 
NEW  FOCUS.  Long-term  performance  isn't 
much  to  write  home  about,  either:  Ac- 
cording to  Hulbert  Financial  Digest,  only 
11  newsletters  of  the  103  newsletters  it 
tracks  topped  the  Standard  &  Poor's  500- 
stock  index  23.7%  average  annual  return 
for  the  past  five  years  through 
May  31.  Estimates  of 
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the  scope  of  the  industry  are  hard  to 
come  by,  because  most  are  private  com- 
panies. The  best  guess  is  that  while  a 
dozen  or  so  folded  in  1999,  there  are  still 
roughly  1,100  around  because  new  rendi- 
tions are  replacing  the  old  relics. 

There  is  hope.  More  newsletters  are 
focusing  on  Inter- 
net and  tech 
stocks,  publishing 
both  on  and 
offline,  and  pump- 
ing them  on  Web 
chat  rooms.  Some 
are  zeroing  in  on 
new 


Free  Fall 


NEWSLETTER 


RETIREMENT  LETTER  90       30         66 

SAFE  MONEY  79       28        65 


high-tech      MUTUAL  FUND  INVESTING    38        10 72 show 


in  more  than  137,000  monthly 
scribers  at  an  introductory  $195  anr 
fee,  ranking  it  among  the  fastest-grow 
newsletters.  It  features  22  blue-chip  t 
stocks  such  as  WorldCom  Inc.  and  l 
Software  Inc.  and  targets  young 
vestors.  The  Net  is  part  and  parce 
the  marketing  strategy:  E-mail  missi 
on  hot-stock  updates  are  weekly.  "( 
fashioned  publishers  are  not  willing 
re-gear  themselves,"  says  Murphy.  "T 
don't  have  a  tech  background, 
they're  leery  of  getting  sandbagged. 
CHALLENGES.  Some  newsletters  are 
vamping  their  image.  Doug  Fabian,  v 
inherited  the  23-year-old  Fabian  Inv 
ment  Resource  from  his  father,  chanj 
to  The  Maverick  Advisor  in  June.  It  j 
motes     exchange-traded     funds 

enhanced  inc 
funds.  "One  of 
challenges  is  try 
to  figure  out  w 
will  be  the  n 
growth  engir 
says  Editor  Fz 
an,  a  radio  ta 
host. 


CIRCULATION 

THOUSANDS 
1S95       2000 


PERCENT 
DECLINE 


products,  such  as  FORECAST  &  STRATEGY      36       26         27  says  he's  target 

exchange-traded  MONEY  LETTER  19  7         75  thirtysomethir 

funds,  and  ditch-  „..,.,  „.,,,,.  ucmci cttcd nc c on with     a     gruc 

'      .       ,  DICK  DAVIS  NEWSLETTER    26  5         80  ,  „,  .fp. 

ing     their     low-  against  Wall  Str 

priced        low-  data:  creative  direct  marketing  group  stockbrokers. 


growth  strategies.  "I  used  to  concentrate 
on  sales  and  price-earnings  ratios.  That's 
not  enough  today,"  says  Donald  H.  Rowe, 
publisher  of  The  Wail  Street  Digest  in 
Sarasota,  Fla.,  who  tracks  400  stocks  in 
three  portfolios.  "I'm  looking  for  blazing 
sales  and  skyrocketing  earnings." 

One  of  the  largest  newsletter  pub- 
lishers, Phillips  Publishing  Inc.  in  Po- 
tomac, Md.,  introduced  four  newsletters 
on  biotech,  high-tech,  Internet,  and  New 
Economy  stocks  since  December,  1998. 
Phillips'  launch  of  Michael  Murphy's 
Technology  Investing  in  that  time  pulled 
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Mutual-fund  newsletters  are  s 
turning  to  high  tech.  Jim  Lowell  of 
delity  Investor  launched  two  new  or 
recently  to  complement  his,  $99-a-y( 
newsletter.  For  $800  to  $2,000  a 
investors  can  model  a  tech  or  N 
Economy  portfolio  by  using  Fidelit 
39  sector  mutual  funds,  via  an  el 
tronic  trading  system.  With  high-t€ 
tools  and  a  New  Economy  fa 
newsletters  may  begin  to  regain  th 
lost  clout. 

By  Mara  Dei-  Hovanesian 
in  New  York  ,~ 
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FAST  RELIEF 
>         for 

INTERNET  PAIN 


Are  nasty  viruses  getting  your  network  down?  Is  email 
"spam"  making  your  stomach  queasy?    Is  your  staff  going 
on  shopping  sprees,  updating  stock  portfolios,  or  visiting 
"Bambi's  Adult  Playhouse"  on  company  time?  See  the  eDoctor  for  a  cure! 

Trend  Micro  dispenses  safe  and  effective  remedies  for  health  hazards  on  the 
net;  killing  viruses  and  malicious  code,  filtering  messages  and  URLs,  and 
managing  email  and  web  traffic  flow.  Our  fast-acting  global  research  team  is 
always  on  call  to  find  a  cure  whenever  a  new  virus  strikes.  And  unlike  most 
doctors,  we'll  still  make  a  "HouseCall™"  performing  a  free  online  scan  of  your 
PC,  Microsoft  Exchange  server,  or  Lotus  Notes  databases.  For  a  closer 
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HOW  THE  MONEY  STORE 
BECAME  A  MONEY  PIT 

The  closed  lender  cost  its  parent,  First  Union,  a  pretty  penny 


First  Union  Corp.'s  decision  to  shut- 
ter The  Money  Store  Inc. — just  two 
years  after  buying  it — puts  the 
bank  in  the  top  rank  of  companies 
whose  pricey  acquisitions  have  gone 
bad.  The  Charlotte  (N.C.)  bank' will 
swallow  a  $2.6  billion  charge  to  shut 
down  the  consumer  lender,  on  top  of 
the  about  $100  million  hit  from  the  earn- 
ings revision  it  took  for  Money  Store 
last  year. 

New  Chief  Executive  G.  Kennedy 
Thompson  wants  to  dismantle  much 
of  First  Union's  consumer  lending 
operation  and  stage  a  turnaround 
at  the  bank.  On  June  28,  the 
stock  dropped  to  26 X,  a  three- 
year  low,  as  unprofitable  acqui- 
sitions piled  up  and  customers 
walked  out.  In  March,  long- 
time CEO  Edward  Crutchfield 
resigned,  after  being  diag- 
nosed with  cancer. 

Earnings  warnings  and 
writedowns  are  nothing 
new  in  the  banking  sec 
tor,    which    has    seen 
many  disappointments 
after  two   years   of 
rah-rah     consolida- 
tion.   But   it's   the 
sheer  size  of  First 
Union's     Money 
Store  blunder  that 
is  a  shocker,  espe- 
cially   when    com- 
pared   with    other 
high-profile  snafus: 
Snapple,  for  exam- 
ple,   cost    Quaker 
Oats  Co.  $1.4  billion 
in    the    end.    The 

Learning    Co.    re-  

suited  in  losses  of 
$300  million  for  Mattel  Inc. 
POOR  CREDIT.  Only  insurer  Conseco 
Inc.'s  1998  purchase  of  Green  Tree  Fi- 
nancial Inc.,  which  has  run  up  more 
than  $1  billion  worth  of  writedowns  so 
far,  may  end  up  in  the  same  league. 
That's  no  surprise  either.  Funding  for 
subprime  lenders  such  as  Money  Store 
and  Green  Tree,  which  make  loans  to 
low-income  consumers  or  those  with 


poor  credit,  dried  up  shortly  after  the 
deals  were  done.  The  lenders  packaged 
consumer  loans  and  resold  them.  But 
the  market  for  such  debt  was  battered 
both  by  the  flight  to  quality  sparked  by 
the  Russian  debt  crisis  in  the  summer  of 
1998  and  by  early  repayment  of  loans 
by  consumers. 
When  they 
did  the  deal 
in  1998,  First 


Bank  stumbles  are  not 
rare.  What's  shocking 

is  the  sheer  size  of 
First  Union's  blunder 


Union     executives 
said     the     alliance 
would  add  to  earn- 
ings    immediately. 
Their       argument: 
Combining      First 
Union's  low  cost  of 
capital  and  Money 
Store's   household- 
name  status  was  a 
surefire  profit  spinner.  The  Money  Store 
was  known  nationwide,  because  former 
New  York  Yankees  shortstop  Phil  Riz- 
zuto  and  Baltimore  Orioles  pitcher  Jim 
Palmer  had  been  spokesmen  for  it  in 
TV  commercials.    When    First    Union 
bought  Money  Store,  Palmer  still  had 
several  months  on  his  contract,  but  the 
bank  discontinued  the  advertising. 
Even  before  then,  sources  close  to 


the  transaction  say,  First  Union 
made  missteps  by  paying  too  much, 
bank's  $34-a-share  offer  was  about 
more  than  Money  Store  would  hav< 
cepted,  insiders  say.  Besides,  they 
First  Union's  examination  of  Mt 
Store's  books  and  operations,  desij; 
to  spot  problems,  was  the  most  cur 
of  those  made  by  several  suil 
Thompson  says  he  prefers  not  to 
backward.  "We're  taking  our  hit, 
we're  moving  on,"  he  says. 
CHEAP  HELP.  Soon  after  closing  the 
First  Union  started  shedding  Mo 
Store  workers  and  replacing  them  \ 
its  own  cheaper  employees.  In  ]\ 
1999,  ceo  Marc  Turtletaub,  architec 
Money  Store's  earlier  success,  left, 
siders  say  that  he  and  others  were  f 
trated  by  the  lack  of  input  they  hai 
the  bank. 

Of  course,  not  all  companies  that 
vested  in  the  subprime  sector  h 


ENDLESS  LOSS 

PURCHASE  PRICE 

$2.1  billion 

DEBT  ASSUMED 

$1  billion 

JANUARY,  1999, 
EARNINGS  ADJUSTMENT 

$80  million 
to  $120  million 

JUNE,  2000,  WRITEDOWN 

$2.6  billion 


come  to  grief.   Greenpoint  Financ 
Corp.,  for  instance,  bought  a  manuft 
tured-housing  division  that  Bank 
America  was  trying  to  shed  in  1998. 
now  represents  8%  of  Greenpoint's  $£ 
million  annual  revenues,  ceo  Thomas 
Johnson  says  the  acquisition  was  a  si 
cess  in  part  because  he  approached  t 
business  "with  a  healthy  degree  of  ske 
ticism."  Greenpoint   paid   eight   tim 
earnings  for  the  unit,  he  adds.   By  co 
trast,  Conseco  and  First  Union  pa 
more  than  20  times  earnings. 

Skepticism  would  definitely  ha> 
helped  First  Union.  But  hindsight, 
management  now  can  attest,  is  20/2 
What  matters  now  is  whether  Thom; 
son  can  undo  the  bank's  reputation  ft 
frittering  away  money. 

By  Heather  Timmons  in  New  Yoi 


Co 
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Here's  a  new  twist 
in  B2B  e-business : 
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$5.4 
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We're  FreeMarkets,  and  we're  the  original  B2B  eMarketplace  getting 
real  results  for  real  customers,  right  now.  That's  what  we've  been  doing 
since  1995.  FreeMarkets  saves  millions  for  companies  purchasing 
everything  from  aircraft  recovery  sequencers  to  machined  parts  to  MRO. 
And  we  make  money  for  companies  selling  surplus  plant,  inventory 
and  equipment.  We  can  do  the  same  for  you.  Give  us  a  call,  or  check 
out  Fortune?  magazine's  article  "The  B2B  Tool  That  Really  Is  Changing 
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COMMENTARY 

By  Geoffrey  Smith 


BIGGER  ISN'T  BETTER  FOR  FLEET'S  CUSTOMERS 


It's  Friday  afternoon  in  early  June, 
and  scowling  customers  are  wait- 
ing in  line  at  a  BankBoston  Corp. 
branch  in  Brookline,  Mass,  which  is 
being  taken  over  by  FleetBoston  Fi- 
nancial Corp.,  the  nation's  eighth- 
largest  bank.  Eric  DeWitt,  25,  has 
had  enough.  He's  closing  his  account. 
Fleet  "was  going  to  start  charging 
me  fees  for  every  action  I  wanted  to 


tional  consumer  financial  institutions 
"are  poorly  serving  their  customers," 
says  John  S.  Reed,  the  recently  re- 
tired chairman  of  Citigroup."  it's  an 
industry  characterized  by  pretty  bad 
customer  attitudes,"  he  says.  And 
customers  are  getting  fed  up  for 
good  reason — big  banks  are  taking 
advantage  of  their  market  power  at 
customers'  expense.  It's  a  growing 


take,"  he  says.  At  another  branch  in 
downtown  Boston,  Mike  Kiddy,  29, 
was  getting  an  automatic  teller  ma- 
chine receipt  with  numbers  that 
"seemed  like  arbitrary  amounts,"  he 
says.  The  customer  service  line  was 
10  people  deep.  "Aren't  there  laws 
against  this?"  Kiddy  fumes. 

There's  no  law  against  aggrava- 
tion. But  there  is  a  problem  at  Fleet. 
Like  many  of  the  nation's  recently 
formed  megabanks,  Fleet  has  bal- 
looned in  size  from  a  massive  buying 
spree.  With  $180  billion  in  assets, 
Fleet  derives  just  18%  of  its  profits 
from  traditional  retail  banking,  and 
focuses  on  markets  with  greater 
profit  potential,  including  brokerage, 
underwriting,  and  expanding  outside 
New  England.  The  region's  poor  and 
middle-class  consumers,  at  the  bot- 
tom of  the  banking  food  chain,  are 
forced  to  accept  higher  prices  and 
lower-quality  service. 

Fleet's  woes  are  symptomatic  of 
problems  with  many  of  the  nation's 
newly  formed  financial  giants.  Tradi- 


Traditional  banks  are 
"poorly  serving" 

consumers, 
says  John  Reed 


problem  that  needs  to  be  addressed 
by  regulators. 

Customers  have  a  right  to  be  an- 
noyed. A  study  last  year  by  the  U.S. 
Public  Interest  Group  concluded  that 
bigger  banks  charge  fees  that  are 
15%  to  20%  higher  on  average  than 
smaller  banks.  Prices  are  going  up 
for  many  of  BankBoston's  1.6  million 
customers.  BankBoston  put  an  $8.50- 
a-month  cap  on  its  basic  checking  ac- 
count, but  Fleet  removed  the  cap, 
and  charges  $1  for  each  transaction 
over  10.  Minimum  balances  to  avoid 
fees  are  higher  for  many  accounts, 
going  from  $5,000  to  $10,000  in  one 
case.  Some  low-balance  accounts 


charge  a  $2  fee  for  certain  visits  to 
tellers. 

Critics  question  whether  regula- 
tors have  let  Fleet  grow  too  large. 
Fleet  controls  28%  of  the  New  Eng- 
land retail  banking  market  and  32% 
of  the  Massachusetts  market.  The 
two  nearest  competitors  combined 
control  17%,  and  the  rest  is  divided 
among  several  hundred  small  banks. 
One-third  of  the  market  is    • 
hardly  a  monopoly.  But  con- 
sumer's options  are  limited  be- 
cause no  bank  in  the  region  can 
match  the  convenience  and 
breadth  of  services  of  Fleet. 
"The  fees  [at  Fleet]  are  outra- 
geous, and  it's  discouraging  for 
everyone"  in  New  England,  say 
Israel  Shaked,  a  Boston  Univer- 
sity management  professor. 
"Regulators  aren't  exercising 
their  power"  in  New  England, 
he  complains.  He  believes  New 
England  banking  is  now  an  oli- 
gopoly, and  that  regulators 
should  review  the  region's  pric- 
ing structure  to  ensure  Fleet 
isn't  taking  unfair  advantage. 
MIDDLING  FEES.  Fleet  retail 
banking  chief  Robert  Hedges 
says  regulators  reviewed  Fleet's 
BankBoston  merger  last  year  and 
forced  a  divestiture  that  guarantees 
healthy  competition.  He  claims  the 
bank's  service  woes  are  temporary, 
but  its  upscale  strategy  is  not.  Small-  | 
er  banks  "are  more  dependent  on 
competing  on  price,  while  we're  com- 
peting on  breadth  of  products  and 
delivery  of  services,"  Hedges  says. 
He  claims  Fleet's  pricing  is  in  the 
middle  of  its  rivals.  Fleet's  accounts 
are  priced  to  at  least  break  even,  he 
adds,  so  higher-balance  accounts 
don't  subsidize  low-balance  accounts. 

Fleet  is  a  big  beneficiary  of  the 
newly  deregulated  financial-services 
industry.  But  if  it  fails  to  fulfill  its 
promise  of  being  more  consumer- 
friendly,  Fleet  will  invite  new  regula- 
tory scrutiny  that  it  will  find  every 
bit  as  frustrating  as  all  those  fees  it's 
been  imposing  on  its  customers. 
With  Rochelle  Sharpe  in  Boston 

Smith  covers  financial  services  in 
Boston. 
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ADDY'S  LITTLE  GIRLS 
OME  OUT  SWINGING 


I 

i  the  daughters  of  famous  fighters  turn  female  boxing  into  a  serious,  marquee  sport? 


^n  the  evening  before  their  pro- 
fessional boxing  debuts,  Maria  Jo- 
Bhansson  and  Freeda  Foreman, 
F  daughters  of  heavyweight  greats 
;mar  and  George,  were  settled 

a  couch  at  the  Las  Vegas  home 
heir  promoter,  Dan  Goossen. 
•ounding  them  were  all  the 
pings  of  a  family-style  sum-  i- 

barbeque — kids,  dogs,  ruck 
A  huge  hunk  of  prime  rib 

grilling,  a  case  of  beer  was 
g  iced  down,  and  Dan  was 
ling  out  Cohibas  in  the 
:yard. 

1    less    than    24    hours, 
eman,  23,  would  be  hug- 
;    her    trainer    (Larry 
ssen,  Dan's  brother)  in 
ring  of  the  Regent  Las 
■as  during  a  Father's 

card  that  also  featured 
insson  and  Hector  Ca- 
ho  Jr.  Foreman  (yes, 
middle     name     is 
rge)    would    quickly 
atch  a  tae  kwo\i  do- 
led fighter  6  inches 
"ter  and  15  pounds 
:er  than  she  in  just 

and  a  half  rounds, 
insson,  a  34-year-old 
•de,    would    have    a 
■  different  night.  She 
|4d  leave  the  ring  with 
face    battered    and 
'died    by   a   tattooed, 
k-haired  woman  eight 
•s  her  junior,  losing  in  a 
}  decision. 

I  PUG.  The  night  before, 
igh,  the  two  were  good- 
iredly  checking  out  their 

ailed    competition — one 

St.  John,  a  fighter  known 
er  for  her  bikini  wax  than 

1  upper  cuts.  A  November, 
9,   Playboy   pictorial   that 
ured  St.  John  wearing  noth- 
but  lace-up  boots  dubbed 
"one  of  women's  boxing's 
I  it      valuable     assets."     Her 


peers,  though,  call  her  the  Pink  Bunny 
for  the  rhinestoned  two-piece  that  she 
fights  in. 

St.  John  was  about  to  mix  it  up  with 
a  model-turned  boxer  in  a 
televised  bout  before 
the    Oscar    De    La 
Hoya-Shane  Mosley  £ 
fight  on  June  17  in 
Los  Angeles.  But  be- 
fore a  punch  was  thrown, 
Goossen's   cable   went   out, 
and  the  screen  went  blank. 
The  crowd  that  had  gathered 
in  front  of  the  TV  heaved  a 
collective  shrug.  Although  St. 
John  was  opening  for  one  of  ( 
the  most  anticipated  match- 
ups of  the  year,  no  serious 
fight  fan  expected  much  of. 


a  bout.  As  women's  boxing  begins  to 
build  a  following,  St.  John  is  emblemat- 
ic of  a  question  waiting  to  be  answered: 
Is  it  a  legitimate  sport  or  a  sideshow? 

In  the  past  year,  the  daughters  of 
five  former  boxing  champs  have  gone 
pro  or  announced  their  intentions  to  do 
so.  Laila  Ali,  Jacqueline  Frazier-Lyde, 
Irichelle  Duran,  Foreman,  and  Johans- 
son join  J'Marie  Moore,  daughter  of 
heavyweight  contender  Archie  Moore; 
J'Marie  started  fighting  professionally 
in  1997.  Veterans  of  the  boxing  biz  say 
that  the  performances  of  these  offspring 
may  well  determine  whether  women's 
boxing  is  taken  seriously  as  a  competi- 
tive event. 

Certainly,  there  is  history  there. 
Women  fighting  has  been  a  spectator 
sport  since  the  early  1700s,  according  to 
Sue  "Tiger  Lilly"  Fox,  a  former  profes- 
sional boxer  who  manages  the  Web  site 
womenboxing.com.  The  first  televised 
women's  match  was  in  1954,  between 


•  LAILA  ALI   • 

LIKE  FATHER,  LIKE  DAUGHTER? 

Muhammad  Ali  lifted  boxing  by  force  of  both 

personality  and  talent.  Unlike  genes,  however, 

mystique  isn't  inherited,  and  more  than  a  great 

name  is  needed  to  give  boxing  its  next  boost 
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.. 


"I  don't  want  to  see  girls  closing  their  eyes  in  the  ring, 

says  one  skeptical  fight  exec 


ecutive  director  of  the  Nevada  Athletic 
Commission.  "That  will  never  go  away." 
Still,  at  the  Father's  Day  match,  it  was 
the  thong-clad,  cosmetically  engineered 
card  girls  teetering  around  the  ring  in 
stiletto  heels  who  got  the  real  cheers 
from  the  men  in  the  crowd. 

Fans  of  the  sport,  though,  say  that 
there  are  plenty  of  talented  female 
fighters — prejudice  is  what  prevents 


girls  with  T&A,"  says  Shelly  Williams, 
former  commissioner  of  the  Interna- 
tional Female  Boxers  Assn. 

The  daughters  say  they're  determined 
to  change  that  mindset.  In  February, 
Foreman  quit  her  job  as  a  ups  customer- 
service  rep  to  take  up  boxing  and  prove, 
she  says,  that  women  can  do  whatever 
they  want.  But  she  has  faced  stiff  oppo- 
sition— from  her  dad.  Her  first  fight 


sp 


:vk 


•  MARIA  JOHANSSON  • 

BLONDE  ON  BLONDE 

Heavyweight  champion  Ingemar  Johansson's  daughter  Maria,  right,  had  her 

hands  full  with  Karrie  Frye,  losing  a  split  decision  on  June  18  that  left  her 

bloodied-and  made  it  clear  that  this  isn't  powder-puff  boxing 


women's  boxing  from  being  taken  seri- 
ously, hbo's  reluctance  to  show  a  fight  is 
just  because  "Seth  [Abraham]  doesn't 
like  women's  boxing,"  says  Tom  Mora- 
etes,  head  coach  and  executive  director 
of  the  25-year-old  Augusta  Boxing  Club. 
Moraetes  sponsored  the  first  women's 
national  championship  in  Augusta  in 
1997,  and  has  70  female  fighters  at  his 
club  now.  "There  are  a  lot  of  old-school 
guys  that  are  offended  by  the  whole 
thing,"  Moraetes  says. 

Promoters  who  push  fighters  because 
of  their  looks,  not  their  talent,  are  to 
blame  for  the  ho-hum  reception,  others 
say.  "People  look  at  it  as  a  freak  show 
because  so  many  people  market  their 


purse  was  $15,000.  Her  fa- 
ther, who  has  been  publicly 
critical  of  her  decision,  sent  her 
a  check  for  the  same  amount,  payable 
when  the  fight  was  canceled.  She  turned 
him  down. 

Foreman  comes  across  as  soft-spo- 
ken and  sweet  despite  a  5-foot,  11-inch, 
180-pound  frame  made  even  more  im- 
posing by  a  pair  of  platform  sandals. 
People  who  perceive  women's  boxing  as 
a  novelty,  she  says  the  day  before  her 
first  fight,  are  "going  to  come  around." 
To  judge  from  the  audience's  reaction  at 
the  Regent,  Foreman  had  better  keep 
training  if  she  wants  that  to  happen. 
"That  was  not  a  fight — they  were  just 


clawing  at  each  other,"  said  one 
side  aficionado. 

The  Johansson  fight,  though, 
another  story  entirely.  Her  oppo 
Karrie  Frye  of  LaPorte,  Ind., 
took    to  the  ring  pumping  her  fi 
an  Ac/DC  song.  It  was  apparent 
she  and  Johansson  tapped  gloves 
a  ferocious  intensity  that  this  w 
be  no  powder-puff  match.  Johan 
a  lifelong  athlete  and  bouncer  at 
near  her  Gothenburg,  Sweden,  i 
has  been  training  with  Mats  Perss 
former  Golden  Glove  champ,  and  b 
of  a  "punch  like  a  horse's  kick."  (H 
ther  Ingemar,  a  Swede  who  beat  F 
Patterson  in  1959  and  then  lost 
heavyweight  title  back  to  him  the 
year,  was  called  the  Hammer  of  T 
"AWESOME."  Rather  than  expressing 
gust,  women  in  the  crowd  at  the  V 
Father's  Day  bouts  were  enthusi; 
when  the  fighting  got  good — screai 
"Maria"  while  Johansson  edged,  ste 
eyed,  around  the  ring.  By  the  sec 
round,  her  nose  was  bleeding.  By 
third,  her  face  was  covered  in  red 
a  solid,  experienced  fighter,  was  sic 
getting  the  best  of  her  and  U 
had    her   down 
one  khee.  "Th 
said   a  manicu 
fortysometh 
puffing  a  Virg 
Slim  after  the  fi: 
"was  awesome 

Promoter  Go 
sen,  who  is 
founder  of  Amei 
Presents,  conce 
that  women's  box 
is  in  its  "grov 
stages."  The  Olym 
movement  should  br 
more  women  to 
ring,  he  says,  thougl 
may  be  years  before  i 
recognized  as  a  serious  professio 
sport.  "Look  at  how  many  years  it  t< 
women's  basketball  to  go  pro,"  Gooss 
says.  And  women's  ice  hockey  only 
came  an  Olympic  sport  in  1998. 

It  seems  inevitable  that  wome 
boxing  will  follow  suit  eventually.  E 
despite  the  famous  names  getting  ir 
the  game,  female  fisticuffs  will  have 
struggle  to  shake  its  image  as  a  sejgt 
sideshow. 

By  Heather  Timmo 
in  Las  Veg 
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mt  tomer  experience  every  time,  visit  www.genesyslab.com  or  call  1-888-GENESYS. 

i  i 

1CA1EI    COMPANY 


Better  Interactions. 
Better  Business. 


BW  MAGAZINE 
BW  DAILY 
BW  INVESTOR 


GLOBAL  BUSINESS 


i  cunnuLuui 
SMALL  BUSINESS 
B-SCHOOLS 
CAREERS 


;\^UUj\ID 


NOSTO 


One  click  and  you're  deep 
into  the  most  comprehensive 
international  business  coverage 
online.  Business  Week's  Global 
Business  channel  gives  you  in-depth 
analysis  on  the  latest  business  news, 
trends  and  market  forecasts  you  need 
to  compete  worldwide. 

Business  Week's  exclusive  online  coverage 
and  services  also  providefrontier:  the  big 
resource  for  small  business;  daily  news, 
great  career  tips  and  thousands  of  job 
listings.  You'll  also  enjoy  personal  finance 
advice  from  one  of  the  most  trusted  names 
on  Wall  Street. 


2000  National  Magazine  Award  Winner 
1i  General  Excellence  in  New  Media 


BusinessWeek  ONLINEl 


www»businessweek.com 


AOL  Keyword:  BusinessWeek    Internet  Keyword:  BusinessWeek 


4  Dwision  o/  1  he  McGrawHilH  .ampames 


\l.  (,,  III  lllll 

address  directory 

Reach  these  Business  Week  advertisers  on  the  Web: 


XPAC 

vw.accpac.com 

xiom 
jvw.acxiom.com 
1  roMexico 
ivw.aeromexico.com 

lilent 

|vw.agilent.com 
catel 

v.alcatel.com 

lied  Deals 
lvw.allied-deals.com 

nencan  Honda  Motor  Co. 

'.honda.com 
idersen  Consulting 

(.ac.com 
'&T 
vw.att.com 

antGo 

i  ivw.avantgo.com 

t    ockbuster 

K.  vw.blockbuster.com 

oadbase 
"vw.broadbase.com 

\    iource 

j  <vw.bSource.com 
LilkRegister 
"vw.bulkregister.com 

jsiness  2.0 

ww.business20.com 

)W,  Computer  Centers,  Inc. 

/vw.cdw.com 

lannelWeb 

/vw.channelweb.com 

levy  Tahoe 
-ww.chevrolet.com      • 

lina  External  Trade 

svelopment  Council 

ww  cetra.org.tw 


Citibusiness 

www.citibusiness.com 

CommerceOne 

www.commerceone.com 

Compaq 

www.compaq.com 

Compaq  Enterprise 

www.compaqenterprise.com 

Computer  Associates 

www.cai.com 

Concentric 

www.concentric.com 

Conoco 

www.conoco.com 

Credit  Suisse  First  Boston 

www.csfb.com 

CSC 

www.csc.com 

Cypress  Communications 

www.cypresscom.net 

DataChannel 

www.datachannel.com 

Dell  Computer  Corporation 

www.dell.com 

Deloitte  &  Touche 

www.us.deloitte.com 

Deutsche  Bank 

www.deutschebank.com 

Diner's  Club 

www.dinersclubus.com 

dotTV 

www.dottv.com 

EC  Cubed,  Inc. 

www.eccubed.com 

Element  K 

www.elementk.com 

Eletter 

www.eletter.com 

Ernst  &  Young 

www.ey.com 


eTour,  Inc. 

www.etour.com 

Fairchild  Aerospace 

www.fairchildaerospace.com 
FairMarket,  Inc. 
www.fairmarket.com 
Fannie  Mae 
www.fanniemae.com 
Ford  Motor  Company 
www.ford.com 

FreeMarkets 

www.freefmarkets.com 
Futurelink 

www.futurelink.com 

GoCargo.com 

www.gocargo.com 
HP/PCO 

www.hp.com 

Hyundai  Electronics 
Industries  Co.,  Ltd. 

www.hei.co.kr 

IBM 

www.ibm.com/pc/us/netfinity 
IBM 

www.ibm-siebel.com 

IBM  Software 

www.ibm.com/software/different 
Indonesia  Bank  Restructuring 
Agency  Sections 

www.bppn.go.id 

Information  Builders 

www.informationbuilders.com 

Intel  Online  Services 

www.intelonlineservices.com 

Interliant 

www.interliant.com 

Intershop 

www.intershop.com 

Investors  Business  Daily 

www.investors.com 


J.P  Morgan 

wwwjpmorgan.com 

Lexus 

www.lexus.com 

Lincoln 

wwwhncolnvehicles.com 

LivePerson 

www.liveperson.com 

Lucent 

www.lucent.com 

Maker's  Mark 

www.makersmark.com 

Marimba 

www.marimba.com 

MicronPC 

www.micron.com 

Microsoft-Windows  2000 

www.microsoft.com/windows/ 

Motorola  Digital  DNA 

www.motorola.com 

Navision  Software 

www.navision.com 

New  York  Institute 
of  Finance 

www.nyif.com 

Nextel  Communications 

www.nextel.com 

Nortel  Networks 

www.nortelnetworks.com 

Novell 

www.novell.com 

NTT  Communications 

Corporation 

www.ntt.com/world 

Nucor 

www.nucor.com 

One  World  Alliance 

www.oneworldalliance.com 

PeopleSoft 

www.peoplesoft.com 

PSINet 

www.psi.net 

Qualcomm 

www.qualcomm.com 

Rare  Medium 

www.raremedium.com 

SAGA  Software,  Inc. 

www.sagasoftware.com 


How  fast  is  the  speed  of  e? 

Tune  in  to  find  out. 

71 


SAS  Institute 
.com 
Savin 

wwwsavin  com 
Selectica 
www.selectica.com 
ServiStream 
www.servistream.com 
Teligent 
wwwteligent.com 

Texas  Instruments 

www.ti.com 

The  Peninsula  Group 

www.penmsula.com 

Tivoli 

www.tivoli.com 

Toshiba  America 

Information  Systems 

www.toshiba.com 

Toyota  Motor  North 

America,  Inc. 

www.toyota.com/usa 

Tradecast  Ltd 

www.tradecast.com 

Trend  Micro 

www.trend.com 

USPS 

www.usps.com 

Verio 

www.verio.com 

VERITAS  Software  Corporation 

www.veritas.com 

Viatel 

www.viatel.com 

Vignette 

www.vignette.com 

Williams 

www.williams.com 

Xerox  Network  Printers 

www.xerox.com 
Zero  Knowledge 

www.zeroknowledge.com 

Zixmail 

www.zixmail.com 


BusinessWeek 


SAS  e -Intelligence. 


www.sas.com/e-cast 


The  Power  to  Know,. 


^S3S 


SAS  is  a  regislered  tiademaik  ot  SAS  Institute  Inc   35836  0600 


"s"  stands  for  security.  And  CA  stands  for  the  most     ,Tflf| 
advanced  eBusiness  security  software  in  the  world. 
Computer  Associates  is  the  leader  in  eBusiness  seed 
software  with  the  broadest  range  of  mission-critical 


r^n 


e  new 


software  solutions  and  a  worldwide  army  of  thousar 
of  experienced  security  professionals.  CA  even  has 
intelligent  agents  called  Neugents""  that  are  so 
advanced,  they  can  predict  the  future  —  including 
where  and  when  Internet  security  breaches  may  occij 
So  call  1-800-225-5224  today  or  visit 
vrww.ca.com  to  find  out  how  CA  can  help  better  \ 
protect  your  company.  Because  if  you're  not  in 
sBusiness,  you  won't  be  in  eBusiness  for  very  long. 


eTrust™ 


Firewalls 


Encryption 


Antivirus 


SmartStorage 


Web  Development  Tools 


OMPUTER^ 
ISSOCIATES 

Software  superior  by  design. 


,'©2000  Computer  Associates  International,  Inc.,  Islandia,  NY  11749,  All' trademarks,  trade  names,  service  marks,  and  logos  referenced  herein  belong  tp  their  respective  companred 


overnment 


CHUCK  HAGEL 

I  AGE  53   FAMILY  Wife  Lilibet,  two  children 

MILITARY  SERVICE  1967-68  Army,  Vietnam; 
Jtwo  Purple  Hearts,  two  Bronze  Stars,  Combat 
Infantryman's  Badge 

EDUCATION  1971  Univ.  of  Nebraska,  B.A. 

CAREER  PATH  1969-71  Newscaster,  talk 
show  host;  1971-77  Congressional  aide;  1977- 
80  Lobbyist  for  Firestone;  1981  Deputy  Admin- 
istrator, Veterans  Administration;  1982  U.S. 
JDeputy  Commissioner  General,  Knoxville 
World's  Fair;  1983-84  President,  Collins,  Hagel 
&  Clarke  Inc.  (VC  firm);  1984-87  Co-founder, 
Vanguard  Cellular;  1987-90  CEO,  World  USO; 
1990  Deputy  Director,  G-7  World  Economic 
Summit;  1990-1992  CEO,  Private  Sec- 
tor Council;  1992-1995  President, 
[McCarthy  &  Co.  (investment  bank) 

ELECTED  TO  SENATE  1996  Landslide 
upset  over  Nebraska's  Democratic  Gover- 
nor, Ben  Nelson 

I HEROES  Churchill,  Eisenhower, 
Reagan 
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INING  MATES 


HE  MAVERICK  ON 
USH'S  SHORT  LIST 

lisiness  loves  Hagel — even  if  the  GOP  doesn't  always 


[n  a  closed-door  strategy  session  on 
the  second  floor  of  the  U.S.  Capitol, 
Republican  senators  were  coldly  cal- 
culating  how   to   maximize   their 
prage  over  the  White  House.  They 
hted  to  hold  up  passage  of  the  Pres- 
pt's  top  priority:  legislation  to  grant 
|na  permanent  normal  trade  rela- 
ys. The  gop  senators  sought  to  delay 
Ion  until  Clinton  gave  ground  on  nu- 
irous  spending  bills.  But  at  the  mid- 
lie  meeting,  a  persistent  dissenter 
i^ke  out.  Nebraska  Senator  Chuck 
|tivl  argued  that  the  China  vote  was 
important  for  partisan  warfare.  The 
imer  CEO  warned  the  others  that 
Jy  were  playing  a  "very  dangerous" 
[ne  that  could  jeopardize  support  for 
trade  in  America  and   "further 


destabilize"  U.S.  relations  with  Asia. 

Senate  Republicans  politely  listened 
to  Hagel's  advice — and  promptly  ignored 
it.  And  as  usual,  undaunted,  he  vowed 
to  fight  on.  "I'm  here  to  get  things 
done,"  says  the  53-year-old  freshman. 
"I'm  not  in  this  business  to  be  the  most 
popular  senator  up  here." 

On  that  score,  Hagel  has  lit- 
tle to  worry  about.  In  his  four 
years  in  the  Senate,  he  has 
won  some  enthusiastic 
friends — and  an  army  of  ene- 
mies. But  his  blunt  talk,  pro- 
business  record,  and  foreign-policy  cre- 
dentials have  captured  the  attention  of 
Texas  Governor  George  W.  Bush  and 
rocketed  Hagel  onto  the  list  of  con- 
tenders for  the  Republican  Vice-Presi- 


REPUBLICANS 


dential  nomination.  "I  know  he's  on  the 
short  list,"  says  Fredric  V.  Malek,  a 
longtime  Bush  family  friend  and  now 
chairman  of  the  venture-capital  firm 
Thayer  Capital  Partners.  That  worries 
Hagel's  foes!  some  of  whom  already  are 
sharpening  their  knives.  Yet  even  if 
Bush  eventually  looks  elsewhere,  his 
flirtation  with  Hagel  has  only  reinforced 
the  perception  that  the  maverick  Mid- 
westerner  is  a  comer  on  Capitol  Hill. 
SEVERAL  CAREERS.  Why  would  the  nom- 
inee-in-waiting want  as  his  No.  2  an  out- 
spoken backbencher  despised  by  some  in 
the  gop  leadership?  To  start  with,  Hagel 
has  the  kind  of  bio  that  Presidential 
candidates  covet.  He's  a  war  hero,  twice 
awarded  the  Purple  Heart  and  Bronze 
Star  for  service  in  Vietnam.  He  served 
in  the  9th  Infantry  Div.  with  his  broth- 
er Tom,  whose  life  he  saved  in  combat. 
Hagel,  the  son  of  a  lumberman,  also 
is  a  self-made  millionaire.  He 
co-founded  Greensboro  (N.C.) 
Vanguard  Cellular  Systems 
Inc.,  which  became  the  second- 
largest  independent  cell-phone 
company  in  the  country.  He 
left  the  company  in  1987  and 
went  on  to  several  other  careers,  in- 
cluding one  as  head  of  the  use  and  later 
as  a  venture  capitalist.  As  a  young  man. 
he  worked  as  a  disk  jockey,  newscaster, 
and  radio  talk-show  host — which  helped 
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to  make  him  a  good  commu- 
nicator. Washington  experi- 
ence? He's  covered  there, 
too:  He  spent  seven  years  as 
an  aide  to  Representative 
John  Y.  McCollister  (R-Neb.) 
and  one  stormy  year  as  the 
outspoken  deputy  chief  of 
the  Veterans  Administration 
during  the  Reagan  years. 

Corporate  America  loves 
Hagel.  Business  execs  see 
him  as  an  articulate  advo- 
cate of  internationalism  and 
free  trade.  He  has  a  100% 
rating  from  the  Business-In- 
dustry Political  Action  Com- 
mittee and  tops  all  senators 
in  the  U.S.  Chamber  of 
Commerce's  lifetime  score- 
card.  "He  is  a  man  of  strong 
convictions  who's  willing  to 
fight  for  what  he  believes 
in,"  says  Lonnie  Taylor,  the 
Chamber's  chief  congression- 
al lobbyist.  "He  looks  like  a 
President  or  Vice-President." 

But  detractors  see  Hagel 
as  a  man  in  too  much  of  a 
hurry.  "He's  very  ambitious, 
and  he's  over-anxious,  which 
is  a  bad  combination,"  says 
one  Republican  close  to 
Hagel's  nemesis,  Senate  Ma- 
jority Leader  Trent  Lott. 
Hagel  ruffled  gop  leadership 
feathers  in  1998  by  running 
against  Lott  ally  Mitch  McConnell  (R- 
Ky.)  for  chairmanship  of  the  National 
Republican  Senatorial  Committee.  Hagel 
was  crushed,  39  to  13,  but  does  not  rule 
out  another  shot  at  a  leadership  post. 
SURPRISE  LANDSLIDE.  It's  no  coincidence 
that  Hagel  sounds  a  lot  like  Arizona 
Senator  John  McCain:  They're  good 
friends  and  comrades-in-arms.  They  met 
two  decades  ago,  when  McCain  was  the 
Navy's  congressional  liaison  and  Hagel, 
then  a  lobbyist  for  Firestone  Tire  & 
Rubber  Co.,  was  helping  raise  money 
for  the  Vietnam  Veterans  Memori- 
al. "Our  paths  crossed  constantly," 
says  Hagel,  "and  we  grew  very 
close,  personally  and  professionally." 

After  Hagel  was  elected  to  the 
Senate  in  an  unexpected  1996  land- 
slide victory  over  Ben  Nelson,  Ne- 
braska's popular  Democratic  gov- 
ernor, Hagel  and  McCain  became 
frequent  allies  on  issues  ranging 
from  fiscal  policy  to  defense.  Still, 
McCain's  late-starting  Presidential 
campaign  took  Hagel  by  surprise. 
Hagel,  who  already  had  committed 
to  Bush,  promptly  told  his  friend  in 
Austin    that    he    had    to    switch 


choice  running  mate,  sue 
Pennsylvania  Governor 
Ridge.  And  Hagel's  fa 
relations  with  Senate 
leaders  could  be  an  asset 
would  help  Bush  estal 
his  independence  from 
gress,"  argues  Universit 
Nebraska  political  scier 
John  Comer.  "No  one 
more  pluses  than  Hagel 

Hagel's    detractors 
agree.  Senate  sources 

BUSH:  At  a  Congress  of  I 
cial  Equality  dinner  in  A 


NAIL-BITER:  WHOM  WILL  GEORGE  W.  PICK? 


GOV.  FRANK  KEATING  I     GOV.  TOM  RIDGE     I  SEN.  FRED  THOMPSON 

Oklahoma  Pennsylvania  Tennessee 


camps.  "When  I  called  Bush,  he  told 
me,  T  understand  loyalty,  and  I  under- 
stand relationships,'"  Hagel  recalls.  "I 
told  him  I  would  never  take  a  shot  at 
him  [or]  do  anything  to  hurt  him." 

Now,  with  McCain  out  of  the  race, 
some  GOP  strategists  argue  that  adding 
Hagel  to  the  ticket  would  help  Bush 
grab  McCain's  independent-minded  back- 
ers. A  social  conservative  and  strong 
abortion  foe,  Hagel  also  would  be  ac- 
ceptable to  Religious  Right  leaders  who 
have  warned  Bush  not  to  name  a  pro- 
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that   gop   leaders   hope 
blackball  him,  stressing 
he  shoots  from  the  lip 
isn't  a  team  player.  Also, 
makes  little  sense  from  a 
ographic  standpoint:  Nebi 
ka  is  a  small,  reliably 
publican  state.  And  some 
insiders  worry  that  Hage 
relatively  new  and  untes 
on  the  national  scene. 

What's  more,  Hagel's 
litical  foes — particularly 
vironmentalists — are  set 
label  him  an  extremist  an< 
tool  of  Big  Business.  Acr< 
the  nation,  he  has  giv 
speeches  to  business  and  c< 
servative  groups  condemni 
the  "suspect  science"  of  t 
yet-to-be-adopted  1997  Kyoto  Accoi 
on  global  warming.  "He  is  a  persuasi 
spokesman  for  a  ridiculous  argumen 
says  John  Passacantando,  executive  i 
rector  of  Ozone  Action.  "Eventually,  tl 
will  be  a  huge  liability  for  him." 

Along  with  others  mentioned  on  ve 
ious  Veep  lists,  Hagel  says  he's  not  a 
gling  for  the  job  and  isn't  paying  mu 
attention  to  the  fuss.  Instead,  h 
spending  his  time  trying  to  craft  a  cor 
promise  on  campaign-finance  reform.  E 
proposal:  Cap  soft-money  donations 
$60,000  (his  friend  McCain  woui 
outlaw  them),  triple  the  individu 
contribution  limit  to  $3,000,  an 
toughen  disclosure  requirement 
He  also  continues  to  press  the  Sei 
ate  leadership  to  permit  a  fin 
vote  on  China  trade. 

As  he  keeps  battling  uphil 
Hagel  seems  undeterred  by  th 
Senate  leadership.  "The  poison  an 
the  partisanship  and  the  bitterneS 
have  to  be  bled  out  of  Washing 
ton,"  he  says.  That  sounds  lik 
something  George  W  might  say. 
Richard  S.  Dunham,  wit 
Nicole  St.  Pierre,  in  Washington 


I 


80  BUSINESS  WEEK  /  JULY  10,  2000 


1997:  DINERS  CLUB  VOTED  #1 
1998:  DINERS  CLUB  VOTED  #1 
1999:  DINERS  CLUB  VOTED  #1 

THE  REWARDS  ARE  ENDLESS. 


That's  right.  For  the  third  year  in  a  row,  the  readers  of  InsideFlyer 
magazine  voted  Diners  Club  as  having  "the  best"  rewards  program 
anywhere.  And  why  wouldn't  they?  After  all,  only  Diners  Club  lets 
you  earn  miles  good  on  every  major  U.S.  airline  with  no  mileage 
cap.  Plus,  you  can  earn  free  hotel  stays,  vacation  packages  or 
name-brand  merchandise.  And,  of  course,  the  Diners  Club  Card 
is  welcomed  by  airlines,  hotels,  car  rental  companies  and  millions 
of  other  places  you  go.  Call  1-800-2-DINERS::  today  and  discover 
what  makes  Diners  Club  so  special. 
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SUCCESSION 


SEARS:  A  HORSE  RACE 
FOR  THE  TOP  JOB 


With  a  CEO  vacancy 
looming,  there  are  two  top 
inside  candidates — one, 
an  unsung  Canadian 

At  Sears,  Roebuck  &  Co.'s  annual 
analyst  meeting  this  April,  outgo- 
ing Chairman  and  Chief  Executive 
Arthur  C.  Martinez  called  the  usu- 
al top  company  executives  to  the  podium 
to  talk  about  their  achievements.  What 
surprised  some  analysts,  however,  was 
the  fourth  member  of  the  lineup:  Paul  S. 
Walters,  head  of  Sears  Canada  Inc. 

The  smaller  Canadian  unit,  55% 
owned  by  Sears,  has  run  circles  around 
its  U.  S.  parent  since  Walters  joined  the 


company  as  ceo  at  the  end  of  1996. 
Still,  Martinez  had  never  called  on  him 
to  speak  at  previous  meetings,  despite 
the  fact  that  during  Walters'  tenure  the 
Canadian  division's  sales  have 
risen  at  an  annual  compound 
ed  rate  of  11%  and  its  op- 
erating profits  have  grown 
by  26%  annually.  By  com- 
parison, Sears'  sales  have 
been  flat  and  its  operat- 
ing profits  have  risen  6% 
annually. 

Was  Martinez  reaching 
far  afield  to  tap  some  good 
news?  Perhaps.  But,  more 
likely,  he  was  signaling  a  pos- 
sible successor.  Sources  close 
to    Sears    say    Walters    has 


TOUGH  GOING  FOR  SEARS 

NEXT  CEO 

Under  Arthur  Martinez,  earnint 
have  begun  to  grow,  but  not  sale 
His  replacement  will  have  a  hat 
time  just  matching  those 
meager  results.  Here's  why: 


APPAREL  Sears  is  squeezed  on  a 
sides  by  low-end  discounters  Targ 
and  Wal-Mart  Stores,  by  more  up 
scale  chains  such  as  Federated  De 
partment  Stores,  and  by  middle- 
market  Kohl's.  Apparel  sales  at 
Sears  stores  open  12  months  or 
more  have  fallen  1%,  year  to  date 


WALL  STREET 
RESPECTS  LACY 


APPLIANCES  Sears'  traditional 
lead  is  under  attack.  Circuit  City 
and  Best  Buy  plan  to  open  a  tota 
of  nearly  100  stores  this  year. 
Home  Depot  will  open  200  store 
and  guarantee  appliance  delivery 
within  48  hours. 

CREDIT  Much  of  Sears'  improve 
bottom  line  reflects  reduced  bad 
debt  thanks  to  tighter  credit  stan- 
dards and  collections.  But  compe 
tition  is  growing  among  card  is- 
suers. That  could  spell  shrinking 
profit  margins  on  credit  balances. 


emerged  as  a  top  inside  candidate 
replace  Martinez  when  he'  surrend< 
the  helm  by  the  end  of  this  year.  A 
J.  Lacy  is  said  to  be  the  other  top 
sider.  As  president  of  services,  Ls 
oversees  credit  and  home  services 
course,  neither  one  may  get  the  j< 
When  Martinez  announced  earlier  tl 
year  that  he  would  retire,  Sears,  t 
country's  second-largest  retailer  behi 
Wal-Mart  Stores  Inc.,  made  clear 
would  consider  outsiders  to  fill  his  jc 
The  board  hired  recruiting  firm  H 
drick  &  Struggles  International  Inc. 
bring  in  candidates.  Martinez,  Waltei 
Lacy,  and  other  top  Sears  executiv 
declined  to  comment. 

To  spur  investor  confiden< 

the  Sears  board  might  pr 

fer  a  high-profile  outside 

But  the  retail  talent  po 

is  narrow,  which  cou 

lead  Sears  to  turn  insid 

In  that  case,  the  board 

choice  will  help  clarify  1 

priorities  for  reinvigora 

ing  the   turnaround   ths 

Martinez  started  in  1992.  If 

opts  for  Walters,  46,  the  boar 

will  be  stating  loud  and  clear 

return  to  retailing  basics. 
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Are  you  ready  to  GoCargo? 

Ready  to  become  more  efficient,  more 
cost-effective  and  more  profitable  than 
ever  before?  '  Then  use  CoCargo.com 
for  your  next  shipping  transaction  and 
discover  the  world  of  shipping  at  your 
fingertips. 

Join  the  thousands  of  shippers  and 
carriers  who  have  eliminated  the  cost  and 
hassle  of  rate  negotiations.  Use  the  power 
of  GoCargo. corn's  automated  online 
bidding  to  move  ready-to-go  cargo.  From 
anywhere  to  anywhere,  at  any  time,  in 
any  language.  Membership  is  free.  Our 
experienced  personal  account  managers  are 
here  to  help  you  every  step  of  the  way,  24 
hours  a  day. 

Are  you  ready  to  GoCargo?  Log  on  to 
www.gocargo.com.  Or  call  us  today  toll 
free,  or  direct  (USA)  1-646-769-3456. 


o 


.corn 

Click.  Ship.  Save. 


Toll  Free:  U.S.A.:  1-888-940-1055  Japan:  0066-3381-1057  China:  10800  1400141  Korea:  (0030)8451-0032  Taiwan:  0080-041-171  Hong  Kon*-  800-908-8V 
Singapore:  800-441-1162  Brazil:  (00081) -6550-01 06  Italy:  +39  0800  906  804  UK:+44  0(8009)  74  00  04  France:  +  33  0800  72  0004  Germany:  0800  83  53  56  ( 
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In  choosing  one,  the  Sears  board  would  make  its 
priority  clear:  Retail  fundamentals  or  financial  prowes 


the  choice  is  Lacy,  also  46,  it  will  be 
emphasizing  financial  prowess  and  a 
strong  Wall  Street  liaison. 

The  company  has  been  heavily  de- 
pendent on  income  from  its  credit  card 
business,  which  accounts  for  56%  of  op- 
erating profits.  But  card  competition  is 
intense,  and  Sears  can  no  longer  rely  on 
that  business  to  drive  profits.  Investors 
say  the  only  answer  is  to  boost  Sears' 
stalled  retail  operations.  Sales  this  year 
will  rise  only  4%,  to  $42.8  billion,  as  in- 
come grows  8%,  to  $1.6  billion,  esti- 
mates Merrill  Lynch  analyst  Daniel  Bar- 
ry. "The  biggest  lever  in  their  business 
is  in  turning  around  their  [department] 
stores,"  says  Patty  McKenna,  a  portfolio 
manager  at  Hotchkis  &  Wiley,  a  Los 
Angeles  investment  firm  that  holds  2.4 
million  Sears  shares. 
STRONG  SUITS.  That's  what  makes  the 
succession  decision  so  intriguing.  Lacy 
has  proven  himself  at  a  number  of  im- 
portant positions  at  the  company,  from 
chief  financial  officer  to  head  of  its  cred- 
it-card and  e-commerce  operations.  And 
he  is  widely  respected  within  Sears  and 
on  Wall  Street.  Walters,  on  the  other 
hand,  does  not  have  wide  recognition 
in  the  U.S.  But  he  has  a  proven  track 
record  running  an  entire  company, 
which  Lacy  does  not.  And  he  has  strong 
skills  where  Sears  is  weakest — in  mer- 
chandising, marketing,  and  in  under- 
standing what  the  consumer  wants. 

Whoever  takes  Martinez'  place  faces 
a  daunting  job.  Upon  arriving  from  Saks 
Fifth  Avenue  to  head  Sears'  retail  op- 
erations, Martinez  took  major  strides 
to  revive  the  moribund  retailer.  He 
helped  cut  bloated  overhead,  closed  the 
money-losing  catalog,  and  divested  non- 
retail  businesses  such  as  Allstate  In- 
surance and  Dean  Witter.  He  made 
stores  more  attractive  and  improved 
the  fashion  appeal  of  Sears  apparel. 
Those  moves  generated  top-line  growth 
and  allowed  Sears  to  recover  from  a 
$3.9  billion  loss.  But  much  of  the  gain 
was  fueled  by  aggressive  lending — new 
card  accounts  soared  as  Sears  lowered 
qualifying  standards.  Earnings  fizzled 
in  1997  and  in  1998  from  a  resulting 
rise  in  credit-card  write-offs. 

Now  Sears  finds  itself  boxed  in  by 
other  retailers.  Martinez  emphasized  ap- 
parel because  it  has  higher  margins  than 
appliances.  But  Sears'  clothing  sales 
have  weakened  since  mid-'98.  It  is 
squeezed  on  the  low  end  by  discoun- 


ters Target  Corp.  and  Wal-Mart,  and 
on  the  higher  end  by  promotion-minded 
department  stores,  such  as  Macy's.  Hit- 
ting Sears  in  the  middle  is  Kohl's  Corp., 
whose  same-store  sales  have-  climbed 
7.6%  year-to-date.  Sears'  apparel  sales 
have  fallen  1%.  Meanwhile,  Circuit  City 
Stores  Inc.,  Best  Buy  Inc.,  and  Home 
Depot  Inc.  are  gunning  for  Sears'  appli- 
ance business. 

That's  why,  despite  his  low  profile, 
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DATA:  BLOOMBERG  FINANCIAL  MARKETS 

Walters  is  a  contender.  He  stands  out 
for  his  ability  to  drive  sales  at  Sears 
Canada.  Dundee  Securities,  a  Toronto 
brokerage,  expects  sales  there  to  rise 
23%  this  year,  to  $7.5  billion.  And  he  has 
made  clear  that  he  views  sales  growth 
as  the  biggest  hurdle  for  the.  U.S.  op- 
eration. "Now,  we  have  got  to  get  the 
revenue  line  moving,"  he  said  in  a  mag- 
azine interview  last  October. 

Walters  himself  has  moved  up  steadi- 
ly through  the  Canadian  retailing  ranks. 
He  made  his  first  big  mark  as  presi- 


dent of  Zellers  Inc.,  the  discount  un 
Canada's  largest  retailer,  Hudson's 
Co.  Between  1989  and  1995,  Wal 
doubled  sales  to  $3.5  billion.  Althc 
Zellers'  earnings  slipped  during  the 
two  years  of  his  tenure,  when  Wal-fl  | 
arrived  in  Canada,  Walters  appare 
impressed  executives  at  the  Benton 
(Ark.)  discounter.  After  he  left  Zel 
over  strategic  differences,  Wal-Mart 
fered  him  a  U.S.  post  to  groom  him 
a  senior  management  position,  accorc 
to  people  who  know  him. 

Instead,  Walters  accepted  Se 
overtures.  At  the  time,  Canada 
coming  out  of  a  slump.  Walters  to< 
risk  and  nearly  tripled  capital  spend 
boosting  inventories  by  30%  with 
guarantee  that  customers  would  co 
The  gamble  paid  off:  Same-store  ss 
increased  15%  in  1995,  double  the 
erage  posted  by  Canadian  retail 
overall. 

CARD   PLAYER.  Walters  followed 
outlines  of  Martinez'  turnaround  efi  I 
in  the  U.  S.,  albeit  in  a  less  competit  n 
market.  He  cleared  more  space  for   I 
parel  by  moving  furniture  out  to  sta  la 
alone  stores.  He  made  clothing  m  t 
fashionable.  And  he  targeted  won  I 
shoppers  with  variations  of  Sears'  "s<  m 
er  side"  campaign.     "Walters  did  I 
the  things  [Martinez]  did  down  hi  I 
but  arguably  did  them  better,"  si  I 
A.  G.  Edwards  &  Sons  analyst  Rob  I 
Buchanan. 

That  said,  it  would  surprise  no  one  | 
Wall  Street  if  the  Sears  board  leans  I 
ward  Lacy.  He  turned  around  the  c:  I 
cial  credit-card  business,  tightening  c  I 
lection  practices  and  underwriti  I" 
standards.  He's  also  leading  an  effi  I 
to  offer  more  sophisticated  cards,  su  I 
as  a  Sears  Gold  MasterCard.  But  w  1 
competition  rising  among  credit  issue  I 
profit  margins  have  shrunk  and  it  v  I 
be  tough  to  grow  that  business,  not  I 
Robert  Hammer,  chairman  of  R.  I 
Hammer  Investments,  an  investme  I 
banking  firm  in  Thousand  Oaks,  Calil  j 

The  challenge  for  whoever  replac 
Martinez  will  be  pulling  in  more  cd  I 
tomers.  And  some  outsiders  wonder  I 
it  can  actually  be  done.  "Sometim  I 
there  are  not  any  answers,"  sa;l 
Richard  Church,  an  analyst  at  Salomi  I 
Smith  Barney.  Still,  don't  be  surprise  I 
if  Sears  looks  for  its  next  rescuer  nor  I 
of  the  border. 

By  Robert  Berner  in  Chiccu  I 
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■«» >  DataChannel 

Information  in  motion. 


Everything  you  need  before 
you  even  need  it.  That's 
what  DataChannel  really  gives 
you.  And  it's  not  just  about 
access  to  data.  You  can 
review,  revise,  delete,  update  - 
anywhere,  anytime,  on  any 
device.  Which  means  your 
business  information  is,  always 
current,  and  always  within 
reach.  So  what's  our  secret? 
We've  joined  forces  with 
ISOGEN  to  form  the  largest 
XML-based  EIP  solutions 
company  in  the  world, 
employing  some  of  the  top 
XML  developers  anywhere. 
We've  even  carved  out  our 
own  category,  Business  to 
Anyone  (or  B2A  for  those 
who  can't  stand  to  use 
complete  words  anymore). 
And  that's  just  the  beginning. 
To  get  a  glimpse  at  all  the 
future  holds,  go  to  our  web  site 
at  www.B2A.DataChannel.com. 
We  have  a  strong  feeling  you'll 
like  what  you  see. 


888-534-8352  J  www.B2A.DataChannel.c0m 
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Hyundai  Electronics  - 

Not  Just  A  Chip  Company 

A  Blue  Chip  Compan 


Hyundai  Electronics  offers  an  ideal  combination  of  Semiconductors, 
Telecommunication  handsets  &  systems,  and  LCDs 

Being  the  world's  leading  DRAM  maker  is  only  one  facet  of  Hyundai  Electronics.  The  company's 
diversified  business  portfolio  includes  a  Telecommunication  Group,  which  is  recognized  as  the  world's  first 
commercial  developer  of  CDMA,  and  a  LCD  Group,  known  for  its  advanced  technology  and  the  rapid 
development  of  new  products  via  continuous  R&D  efforts.  Now.  to  maximize  shareholder  benefits,  Hyundai 
Electronics  has  given  first  priority  to  making  its  management  more  transparent  and  profit-oriented. 
Hyundai  Electronics!  The  very  blue  chip  for  success  that  you  are  looking  for.    ^ -^ 


New  Commitments  of  Hyundai  Electronics 

Synergy  through  Integration 

Hyundai  Electronics  Industries  (HEI)  is  creating  an  integration- 
based  synergy  effect  to  leverage  its  economies  of  scale  and 
upside  potential,  as  well  as  to  optimize  the  contribution  of  R&D. 

Business  structure  rationalization 

HEI  is  making  its  company  structure  more  flexible  by  undertaking 
decisive  spin-offs,  by  aggressively  attracting  outside  investment, 
and  by  de-emphasizing  its  DRAM  business. 

■annaatuMMdK! 


Profit-oriented  Management 

HEI  is  maximizing  its  shareholder  value  by  continuously  improving 
its  financial  structure,  as  well  as  by  developing  a  profit-oriented 
management  culture  and  introducing  regular  IR  activities, 

Enhancement  of  Managerial  Transparency 

HEI  is  becoming  more  transparent  by  introducing  the  most  advanced 
management  skills  available  and  by  expanding  the  number  of 
Outside  Directors  to  make  up  50%  of  Company  Managing  Directors. 
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OLLENBACH  BOOSTED  THE  COMPANY'S 
OTELS  TO  1,752  FROM  219 


iRATEGIES 


IEAVY  HOUSEKEEPING 
T  HILTON 

10  Bollenbach  must  show  he  can  increase  profits 


rhe  honeymoon  at  Hilton  Hotels 
Corp.  is  officially  over  for  Stephen 
F.  Bollenbach.  When  Hilton  an- 
nounced that  the  veteran  deal- 
er and  finance  executive  was  joining 
company  as  chief  executive  AVi  years 
i  Hilton's  stock  jumped  13%  in  a  day. 
,t  move  added  nearly  half  a  billion 
ars  to  the  company's  market  value 
earned  Bollenbach  the  nickname 
e  $500  Million  Man." 
V\v  shareholders  are  cheering  Bol- 
5ach  today,  however.  Despite  billions 
lollars  in  acquisitions  and  a  spin-off  of 
company's  casino  operations,  Hilton's 
ivs  have  returned  just  4.6%  per  year 
e  Bollenbach  checked  in,  about  what 


you  would  have  earned  in  a  money-mar- 
ket account.  Now,  say  Hilton  share- 
holders and  analysts,  Bollenbach  has  to 
move  beyond  dealmaking.  The  company 
is  expected  to  earn  $235  million  this 
year,  on  sales  of  $3.2  billion,  according  to 
Prudential  Securities  Inc.  That's  up  from 
$174  million  on  sales  of  $2.1  billion  last 
year.  But  with  extra  shares  Hilton  is- 
sued to  fund  last  year's  acquisition  of 
Promus  Hotel  Corp.,  that  works  out  to 
65(2  a  share  this  year,  down  a  penny 
from  1999.  "It's  been  very  disappointing. 
Bollenbach  is  a  dealmaker,  and  what  we 
need  now  is  earnings,"  says  Thomas  P. 
Mclntyre,  whose  money-management 
firm,  Dessauer  &  Mclntvre  Asset  Man- 


Marathon 
Dealmaking 

Here's  what  Bollenbach  has  bought, 

sold,  and  negotiated  since 

taking  the  helm: 

DEC.  18,  1996  Acquires  gaming 
company  Bally  Entertainment  for 
$3.1  billion. 

JAN.  13, 1997  Inks  marketing 
alliance  with  British  hotel  and 
gaming  company  Ladbroke  Group 
(now  called  Hilton  Group). 

NOV.  12,  1998  Loses  $9.3  billion 
bid  for  ITT,  which  owns  Sheraton 
hotels,  Caesars  casinos,  New  York 
Knicks,  Rangers,  and  Madison 
Square  Garden  to  white  knight 
Starwood  Lodging. 

DEC.  31,  1998  Spins  off  gaming 
operations,  including  Bally's, 
Flamingo,  and  Hilton  casinos,  as 
Park  Place  Entertainment. 

NOV.  30,  1999  Acquires  Promus 
Hotel  Corp.  for  $3.7  billion.  Brands 
include  Doubletree,  Embassy 
Suites,  Hampton  Inn,  and  others. 

DATA:  HILTON  HOTELS  CORP. 

agement  Inc.,  owns  more  than  900,000 
Hilton  shares:  "It's  been  the  gang  that 
can't  shoot  straight." 

Bollenbach,  interviewed  at  Hilton's 
headquarters  in  Beverly  Hills,  Calif., 
seems  to  have  gotten  that  message.  "We 
are  out  of  the  hotel-acquisition  business," 
he  says.  "Our  focus  going  forward  will 
be  on  operating  the  system."  It  won't  be 
easy.  Since  Bollenbach  took  over,  the 
number  of  hotel  rooms  has  grown  from 
80,000  to  more  than  300,000,  and  there 
are  five  new  hotel  brands.  Instead  of 
just  focusing  on  the  business  traveler, 
Hilton  now  caters  to  everyone  from  road 
warriors  to  budget-minded  tourists. 
BIG  REP.  Ironically,  it  was  Bollenbach's 
reputation  as  a  dealmaker  that  got  Wall 
Street  so  excited  about  his  arrival  in 
the  first  place.  Before  taking  the  Hilton 
job,  he  helped  Donald  Trump  reorga- 
nize his  debts  and  played  a  key  role  in 
the  successful  split-up  of  Marriott  Corp. 
into  separate  hotel-ownership  and  -man- 
agement companies.  And  during  a  stint 
as  chief  financial  officer  of  Walt  Disney 
Co.,  Bollenbach  helped  negotiate  a  $19 
billion  merger  with  Capital  Cities/ABC. 

At  Hilton,  Bollenbach  wasted  no  time 
on  the  deals  front.  Four  months  after 
joining  the  company,  he  announced  the 
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$3.1  billion  acquisition  of 
casino  operator  Bally 
Entertainment  Corp.  A 
month  after  the  deal 
closed,  he  launched  a  hos- 
tile takeover  of  ITT  Corp., 
parent  of  Sheraton  hotels 
and  other  businesses.  Bol- 
lenbach  lost  that  battle, 
but  more  deals  followed. 
To  capture  some  of  the 
value  in  Hilton's  much 
larger  gaming  business, 
Bollenbach  spun  off  casino 
operations  as  Park  Place 
Entertainment  Corp.  in 
December,  1998.  Last  No- 
vember, he  completed  his 
largest  acquisition  yet:  a 
$3.7  billion  merger  with 
Promus,  parent  of  Hamp- 
ton Inn,  Embassy  Suites, 
and  other  brands. 
MISSED  TARGETS.  All  of 
that  wheeling  and  dealing 
took  a  toll  on  Hilton's  fi- 
nancials.  Under  Bollen- 
bach, Hilton's  debt  shot  up  from  $1  bil- 
lion to  more  than  $6  billion.  The 
company's  interest  expense  has  climbed 
to  an  estimated  $380  million  this  year, 
up  from  $93  million  in  1995.  In  1997, 
Bollenbach  set  a  goal  of  increasing 
Hilton's  earnings  and  operating  cash 
flow  by  20%  a  year.  He  hit  his  cash- 
flow number  the  following  year  but  has 
missed  both  targets  since  then.  Bollen- 
bach didn't  do  much  to  boost  the  confi- 
dence of  shareholders  when  he  dumped 
a  large  portion  of  his  stake — 3  million 
shares  worth  $32  million — in  Park  Place 
earlier  this  year.  He  said  the  sales  were 
for  personal  reasons.  One  large  share- 
holder called  for  Bollenbach  to  step 
down  from  Park  Place's  board.  He  re- 
mains its  chairman. 

Bollenbach  argues  that  Wall  Street 
doesn't  appreciate  the  strategic  signifi- 
cance of  his  acquisitions.  Since  he  came 
on  board,  the  number  of  hotels  owned 
and  franchised  has  grown  from  219  to 
1,752.  "It  used  to  be 
that  even  if  you  were 
a  Hilton  junkie,  there 
wasn't  a  hotel  in  most 
of  the  places  you 
wanted  to  go,"  he 
says.  "Now,  if  the 
Hilton  is  sold  out  or 
there  isn't  one,  we've 
got  other  brands  to  di- 
rect you  to." 

Bollenbach  has  spent 
the  months  since  the 
Promus  merger  ex- 
tending    the     Hilton 
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LATEST  ARRIVALS 

Results  at  Embassy  Suites 
hotels  (this  one  in  New  York 
City)  have  improved  since 
they  were  acquired  by  Hilton 
last  year 

reservations  systems,  frequent- 
guest  points  program,  and  cor- 
porate salesforce  to  the  newly 
acquired  brands.  Those  efforts 
appear  to  be  making  a  difference. 
Franchisees  say  that  after  Pro- 
mus' troubled  merger  with  Dou- 
bletree Corp.,  the  hotel  company 
stopped  focusing  on  one  of  its 
biggest  breadwinners,  Embassy  Suites.  A 
feel-good  national  marketing  campaign 
for  Embassy  featuring  birds  and  trees 
flopped.  Under  Hilton  leadership,  new 
ads  focus  on  the  chain's  spacious  rooms 
and  free  breakfast  and  cocktails.  Em- 
bassy's average  rev- 
enue per  room  in- 
creased nearly  2%  in 
this  year's  first  quarter, 
twice  the  performance 
of  last  year. 

Hilton  insiders  say 
that  Bollenbach  is  in- 
deed more  focused  on 
operations  these  days. 
In  particular,  he  has 
been  studying  ways  to 
improve  the  in-room 
entertainment  at  Hilton 
properties  by  adding 


Internet  access  and  other  fee-b 
services. 

But  some  longtime  Bollenbach  w; 
ers  don't  believe  he  will  really  s 
his  time  fluffing  pillows  and  inspe 
under  the  beds.  "I  don't  think  th 
deals  are  over,"  says  Thomas  J.  Cor 
Jr.,  ceo  of  Felcor  Lodging  Trust, 
largest  franchiser  of  Embassy  Suite: 
tels.  "I  think  he's  full  of  it."  Both  H 
and  Starwood  Hotels  &  Resorts  sh 
climbed  in  recent  weeks  due  to  spe 
tion  that  Bass  PLC,  the  British  hoi 
company  that  recently  sold  its  bre\ 
operations  for  $3.4  billion,  will  mak 
offer  for  one  of  the  companies 
which  owns  the  Holiday  Inn,  Inter-( 
tinental,  and  Crowne  Plaza  brands, 
said  it  wants  to  expand  its  hotel  I 
ness.  A  spokesman  for  Hilton  says  t 


BI 


are  no  merger  discussions  going  on. 
Bass  spokesman  declined  comment. 

Bollenbach  says  the  logical  combii 
tion  would  be  Hilton  and  the  Hilt 
Group  PLC,  the  British  company  form 
ly  known  as  Ladbroke  Group  PLC. 
owns  the  Hilton  business  outside  t 
U.  S.,  which  Hilton  had  sold  in  the  196 
Merger  talks  between  the  two  comj 
nies  broke  down  four  years  ago  becat 
of  tax-related  problems.  "The  two  co: 
panies  will  merge  in  the  next  five  or  t 
years,"  Bollenbach  says.  He  says  the  to 
are  not  talking  presently  but  that  th 
watch  each  other's  share  price  very  cai 
fully.  Bollenbach  insists  he  is  out  of  t 
acquisitions  game  for  now,  but  it  is 
pretty  good  bet  there  is  another  de 
coming — maybe  sooner  rather  than  lat< 
By  Christopher  Palme 
in  Los  Angel 
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Remember  the  days  when  checking  production  processes 
meant  being  out  there  on  the  floor5 

And  how  that  information  then  was  passed 
between  departments  on  bits  of  paper  via  the  internal 
mail'  We  don't.  We've  never  worked  that  way. 

In  our  world,  monitoring  every  aspect  of  your 
production  process  has  always  been  from  sensor  to 
boardroom.  Using  control  rooms  such  as  the  one 
shown    Added  to  whtch.  we  can  provide  you  with  continually 


current  technology  -  both   hardware   and   software  -  so  your 
bottom  line  can  always  be  protected 

We  also  believe  that  by  working  hand  in  glove 
with  you.  we  can  provide  you  with  all  the  equipment 
and  services  you'll  ever  need. 

So  we  can  continue  to  grow  your  business  and 
monitor  its  performance    Anywhere  in  the  world. 
If  you're  in  North  America,  call  877  743  2342  for 
more  information.  Or  otherwise,  call  001  508  543  8750 
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Technology  for  an  intelligent  world 
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TELECOMMUNICATIONS 


COVAD:  WHY 
INVESTORS  HUNG  UP 


Worries  over  an  abrupt 
strategy  shift 
sparked  a  sharp  sell-off  at 
the  DSL  provider 

Robert  E.  Knowling  Jr.,  chief  exec- 
utive of  telecom  startup  Covad 
Communications  Group  Inc.,  is 
nothing  if  not  self-confident.  When 
he  announced  on  June  16  that  Covad, 
which  sells  speedy  digital  subscriber 
line  (dsl)  service  to  Internet  service 
providers,  would  spend  about  $200  mil- 
lion to  acquire  a  small  Southeastern  DSL 
retailer  called  Bluestar  Communications 
Inc.,  unhappy  investors  clobbered  Cov- 
ad's stock.  Shares  dropped  27%  in  one 
day,  wiping  out  $1  billion  of  market  val- 
ue. Even  if  he  had  known  what  the  re- 
action would  be,  Knowling  says,  he 
would  do  it  again — but  he  wouldn't  have 
slept  for  a  month  beforehand.  "I'm  going 
to  prove  them  all  wrong,"  he  says.  "I'll 
have  the  last  laugh  on  this  one." 


Perhaps,  but  investors  aren't  laughing 
now.  Covad  has  long  been  the  leader 
among  a  small  crop  of  startups  that 
specialize  in  providing  DSL  service, 
which  gives  customers  access  to  the  In- 
ternet at  speeds  as  much  as  30  times  as 
fast  as  traditional 
computer  modems. 
Investors  were  smit- 
ten with  Covad's 
business,  which  fo- 
cused solely  on  leas- 
ing lines  from  local 
phone  companies 
such  as  sbc  Commu- 
nications Inc.  and  let- 
ting service  providers 
such  as  Concentric 
Network  Corp.  and 
EarthLink  Inc.  sell 
bundled  packages  of 
DSL  and  Net  access 
to  customers.  With 
neither  a  costly  phys- 
ical infrastructure 
nor  the  burden  of  ex- 


A  BOLD  GAME  PUN 

ADD  RETAIL  Covad  is  begin- 
ning to  sell  speedy  Net  access 
directly  to  its  customers,  in- 
stead of  just  through  resellers. 

SELL  EXTRAS  With  a  direct 
relationship  to  its  corporate 
customers,  Covad  will  be  able 
to  sell  them  extra  services,  such 
as  Web  hosting  and  site  design. 

GET  BIGGER  Covad  has  ac- 
quired Bluestar  Communications 
to  expand  its  footprint,  especial- 
ly with  small  to  midsize  busi- 
nesses in  the  Southeast. 


KNOWLING:  "I'm  go\ 

to  prove  them  wron\ 
I'll  have  the  last  lai 

pensive  customer 
port,  Covad,  in  S 
Clara,  Calif.,  was  th 
timate  pure-play  br< 
band  provider. 
"TESTY."  Not  an; 
With  the  Bluestar  a 
sition,  Knowling  is 
ing  a  dramatic  chan 
his  strategy.  Inst 
of  offering  dsl 
through  resellers,  C 
also  will  sell  directl; 
customers.  That  will 
the  company  into  c 
petition  with  its 
sellers — and  already 
prompted  a  "testy  phi 
call"  from  EarthLi] 
according  to 
Lunsford,  executive 
president  for  broadb; 
service  at  EarthLi 
Still,  Knowling  says 
shift  is  essential.  Covad  faced  a  futur 
which  growing  competition  would  p 
dsl  prices — and  profit  margins — stead 
downward.  By  selling  only  at  wholes 
it  didn't  have  a  direct  relationship  w 
customers  and  couldn't  offer  them  mc 
lucrative  services  like  Web  hosting, 
want  to  control  more  of  my  own  d 
tiny,"  Knowling  says. 

More  control  should  equal  more  r< 
enues  down  the  line.  Before  the  Bh 
star  deal,  analyst  Brent  A.  Bracelin 
Pacific  Crest  Securities  figured  Cova 
average  revenues  per  subscriber  woi 
sag  from  $75  per  month  this  year 
just  $36  per  month  by  2004.  Now, 
estimates,  monthly  revenues  in  20 
will  average  nearly  $45 — an  improv 
ment  of  $137  milli 
on    Covad's    ann 
top  line.  "Owning  t 
customer  is  vital 
Covad's  ability  to  s 
services  that  gen 
ate     new     reven 
streams,"  says  A: 
Harris,  a  research 
at  International  Da 
Corp. 

But  owning  t 
customer  won't  con 
cheap.  Because  of  a 
ditional  marketi 
and  support  expen 
es,  Covad  will  po 
cumulative  losses 
nearly  $3.4  billion  b 
tween  now  and  200 
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INSTRUMENTS  FOR  PROFESSIONALS 


Mil   1'KIM  ll'l  I  S  Ol 
AVI  All  ON 

Luxur)  <  lass  Prestige  An 
tatiori  in  tr.i .  el.  After  a  <  entury  of 
exploits,  aviation  Btill  ha  the 
power  to  inspire  dreams  In  tunc 
with  this  spirit,  we  have  created 
watches  and  chronographs  for 
women  with  an  innately  refined 
style.  Yet  our  close  links  with  avia- 
tion have  taught  us  that  aesthetic 
appeal  is  pointless  if  not  combi- 
ned with  technical  perfection.  Our 
movements  meet  all  the  precision 
and  reliability  criteria  required  to 
obtain  chronometer  certification. 
And  each  detail  of  our  watches  is 
designed  for  intensive  use. 
One  simply  does  not  become  an 
aviation  supplier  by  chance. 
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THE  ESSENCE  OF 
BREITLING 

WiNGS  Lady.  The  feminine  face  of 
the  inimitable  Breitling  style,  in  a 
watch  offering  a  blend  of  utter 
elegance  and  high  performance. 


DAVID'S  LTD. 


DISTINCTIVE 


COTSWOLD  MALL  •  CHARLOTTE.  NC  28211  ■  704/36J-6543 


FOR  A  CATALOG 


CALL  sihi/wi  73  43 


www.breitling.com 
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KNOWUNG'S  NEW  MATH 

Originally,  Covad  Communications  provided,  high-speed  Internet  access  but 

had  other  companies  sell  the  service,  ceo  Knowling's  new  hybrid  approach 

has  Covad  selling  directly  to  users,  too.  Covad  will  add  fewer  customers  over 

the  next  few  years,  but  it  will  reap  more  revenues  per  customer. 

SUBSCRIBERS                                MONTHLY  REVENUES  PER  SUBSCRIBER 
4 _.  . . .     100 


A  MILLIONS  OF  SUBSCRIBERS 


▲  DOLLARS 
DATA  PACIFIC  CREST  SECURITIES 


Pacific  Crest  estimates  (chart).  That's 
some  $627  million  more  than  it  would 
have  under  its  previous  business  model. 
And  it  will  have  fewer  customers — in 
part,  because  resellers  may  sell  Cov- 
ad's service  less  aggressively  now  that 
it's  competing  with  them.  Covad  pro- 
jects it  will  install  about  16%  fewer  new 


DSL  lines  in  the  next  18  months  than 
previously  expected.  Instead  of  adding 
450,000  new  subscribers  in  2001,  for  in- 
stance, it  will  add  378,000. 

The  prospect  of  fewer  customers  and 
wider  losses  is  making  investors  skittish. 
Anxiety  over  the  strategy  shift,  cou- 
pled with  the  broader  tech  sell-off,  has 


savaged  Covad's  shares:  After  so; 
eightfold  from  their  Jan.  22,  1999,  i 
public  offering,  to  a  split-adjusted 
they  have  plunged  75%,  to  16/4, 
double  their  ipo  price.  "A  lot  o 
blame  lies  on  management's  should 
says  Bracelin. 

NO  DEFECTORS.  The  feisty  Knowli 
betting  his  new  strategy  will  turn 
around.  If  he  can  successfully  maki 
transition  to  selling  dsl  as  a  whole; 
and  a  retailer,  he  could  end  up  wi 
more  valuable  enterprise  in  the  fu 
Indeed,  future  earnings  should  be 
fatter    under    the    new    game 
Bracelin  estimates  that  after  C 
turns  profitable  in  2006  its  net  inc 
will  be  twice  as  high  in  future  y 
as  those  projected  under  the  old  st 
egy — although  projections  so  far 
are  highly  speculative.  "I've  chan 
the  business  strategy  to  meet  ch 
ing  market  needs,"  Knowling  says. 
Now  he's  scrambling  to  limit  the 
out  from  the  shift.  Knowling  and  ot 
top  Covad  execs  spent  the  week 
after  the  Bluestar  announcement 
the  phone  placating  resellers.  So 
none  has  said  it  will  ditch  Covad  a 
time  soon.  "We'll  be  a  long-term 
tomer  of  Covad's,"  says  Concentric 


Tap   into  the  world's   premier 

financial   education   resource, 

now  online. 


Since  1922,  the  New  York  Institut 
of  Finance  has  been  regarded  as  tr- 
industry  standard  for  excellence  i 
financial  training.  Each  year,  mor 
than  12,000  financial  professional 
throughout  the  world  turn  to  the  Ne\ 
York  Institute  of  Finance  to  learn  ne\ 
information  and  update  current  skills 

A  division  of  FT  Knowledge,  part  c 
the  Pearson  pic  family  of  companies 
including  the  Financial  Times  and  TN 
Economist,  NYIF  is  dedicated  to  the 
global  nature  of  finance,  offerint 
information  from  an  internationa 
perspective. 

Now,  with  NYIF  Online,  meeting  you< 
training  needs  is  easier  than  ever. 


NEW    YOR  K 


OF    FINANCE 


To  demo  NYIF  Online3"1,  visit 


www.nyif.cor^ 
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]t5s  not  just  because  of  the  jobs  we  provide 
that  communities  think  of  [\jucor  as  quite  a  catch. 


In  towns  and  counties  across  the  country,  we  offer  more  than  employment  and  the  excellent  incentives  jor  which 


we're  known.  We  help  provide  everything  from  schoolbooks  to  jire  trucks.  Meanwhile,  our  people  build  parks,  buy 


computers  jor  kids,  and,  oj  course,  support  local  charities.  But  that's  just  the  start  of  how  we  enhance  life  near  our  more 
than  20  manufacturing  facilities.  As  the  largest  recycler  in  the  nation,  and 
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|t's  our  |\|ature.' 
a  producer  of  steel  and  steel  products,  we  also  safeguard  the  environment,  protect  natural  wildlife  habitats  and 

even  improve  waters  for  good  fishing.  Because  that  kind  of  concern  for  our  communities  is  just  our  nature. 


Nuu.r  2100  Rexford  Road  (  harlottt  North  Carolina  28211  Phone  704  J66-7000  Fax  704  362-4208  www.nucor.com 
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Henry  R.  Nothhaft.  Despite  the  tense 
phone  call,  EarthLink's  Lunsford  says 
"this  won't  change  our  relationship  for 
the  foreseeable  future."  That,  Lunsford 
says,  is  because  there's  so  much  de- 
mand for  DSL  that  EarthLink,  Covad's 
No.  1  reseller,  needs  all  the  suppliers  it 
can  find. 

Knowling  has  a  knack  for  staying 
ahead  of  the  curve  in  the  telecom  in- 
dustry. After  escaping  childhood  pover- 
ty in  Missouri,  he  had  successful  ca- 
reers at  Ameritech  Corp.  and  U  S 
West.  Then,  he  spotted  the  yawning 


opportunity  for  upstarts  created  by  the 
Telecom  Act  of  1996.  Since  joining  Co- 
vad in  1998,  he  has  driven  its  revenues 
from*  just  $5  million  to  an  expected 
$270  million  this  year.  "Covad's  core 
mission  was  to  exploit  its  first-mover 
advantage  and  add  more  lines  than 
anyone  else,"  says  Michael  Smith,  chief 
analyst  for  telecom  consultancy  Strate- 
cast  Partners.  It  has  certainly  met  that 
goal:  With  135,000  lines  installed,  Cov- 
ad has  connected  more  people  than  its 
next  two  pure-DSL  rivals  combined. 
Having  established  that  beachhead, 


analysts  say,  it  makes  sense  for  Kii 
ing  to  shift  from  a  growth-at 
cost  model  to  one  pegged  to  wrin 
more  revenue  from  each  custo 
"Covad  can  do  nothing  but  help 
pand  and  grow  the  markets,"  say 
alyst  Fritz  McCormick  of  telecom 
searcher  Yankee  Group  Inc.  ! 
executing  his  new  hybrid  strate 
and  winning  back  investor  faith — c 
be  the  toughest  test  yet  for  the  c 
dent  Mr.  Knowling. 

By  Andy  Reinhardt  in  San  Mc 
Calif. 


COVAD'S  RISKY  BET  ON  RETAIL 


THE  NEW  HYBRID  STRATEGY 
WILL  SPUR  REVENUE  GROWTH. 
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'COMPANY  ANNOUNCED  IT  WOULD  PURSUE  BOTH  RETAIL  AND  WHOLESALE  BUSINESSES 


Get  your  business 
online  or  this  might 
as  well  say  "Bye  Now. 


No  matter  what  business  you're  in,  no  matter  how 
big  your  company  is,  becoming  "e"  is  essential  to| 
staying  competitive  and  quite  soon!  staying  in 
business.  But  how  do  you  take  your  company  from 
brick  and  mortar  to  the  Web?  It's  not  as  difficult  as 
you  might  think.  Navision  Web  Shop,  the  e- 
business  tool  from  Navision  Software,  integrates 
your  back  office  processing  with  Web  ordering— 
the  first  step  in  getting  your  company  on  line. 

Web  Shop  lets  you  set  up  and  maintain  your 
storefront  directly  from  Navision  Financials, 
Navision's  proven  business  management  solution 
for  mid-market  businesses.  No  need  to  call  in  a 
team  of  technical  experts  every  time  you  want  to 
add  a  new  service  or  change  a  price.  No  need  to  re- 
enter information  from  your  web  orders  to  your 
order  processing  system.  Navision  Web  Shop  gives 
you  an  affordable,  fast  way  to  go  on  line. 

Navision  Web  Shop.  Fast,  affordable, 
integrated  "e". 

Navision  Software  US,  Inc. 

1-800-552-8478 
www.navision-us.com 
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CREDIT    FIRST 
SUISSE    BOSTON 


USINESS   HAS   CHANGED 
INCE  YOU   STARTED 


What's  new  today  is  old  tomorrow  is  positively  outdated  the  day  after.  No  matter  how 
revolutionary  it  was  in  the  first  place.  That's  a  fact  of  life.  And  of  business.  At  Credit  Suisse 
First  Boston,  part  of  our  job  is  to  anticipate  change.  To  enable  it.  And  to  empower  the 
people  and  companies  that  create  it.  We  believe  that  one  of  our  biggest  responsibilities  is 
helping  our  clients  capitalize  on  change.  Because  business  could  be  very  different  - 
by  the  time  you  turn  this  page.   CREDIT  SUISSE   FIRST  BOSTON. 


t 


EMPOWERING   CHANGE: 


Science  &  Technology 


AEROSPACE 


SPACE  TRAVEL 
IS  STILL  A  DREAM 

Cost-cutting  advances  that  seemed  near  haven't  panned  out 


For  space  buffs  raised  on  the  Apol- 
lo moon  missions  and  Star  Trek, 
the  final  frontier  once  seemed 
tantalizingly  close.  They  be- 
lieved that  expeditions 
to  Mars,  orbiting  tourist 
flights,  and  factories  in 
the      sky     were     just 
around  the  corner;  the 
only   problem   was   the 
high  cost  of  space  travel. 
But  entrepreneurs  with 
moondust  in  their  eyes 
were   ready   to   tackle 
that.  They  laid  plans  for 
reusable    rockets    that 
could  take  off  and  land 
nearly  as  regularly  as 
scheduled  airlines — and, 
in  the  process,  open  the 
way  to  the  stars.  Even 
the  National  Aeronau- 
tics &  Space  Adminis- 
tration got  into  the  act. 
It  hired  Lockheed  Mar- 
tin Corp.  to  build  the 
reusable  X-33  launch  ve- 
hicle. The  price  of  tech- 
nology was  plunging  al- 
most everywhere  else, 
and  space  transportation 
seemed  next  in  line. 
GIVING  UP.  But  now,  the 
dream  is  dying,  founder- 
ing on  the  unyielding 
laws  of  physics  and  fi- 
nance. At  AeroAstro,  a 
Herndon    (Va.)  startup, 
for  instance,  ceo  Rick 
Fleeter  has  given  up  on 
his  plan  to  build  low- 
cost  rockets.  Instead,  he 
has  turned  to  more  mundane  rocket  mo- 
tors. "There's  just  nothing  out  there 
that  can  dramatically  reduce  the  cost," 
he  sighs.  "I'm  not  going  to  wait  the 
rest  of  my  career  for  someone  to  come 
up  with  it." 

Fleeter  is  not  alone.  In  San  Bruno, 
Calif.,  Rotary  Rocket  Co.,  which  built  a 
flying  model  of  a  spacecraft  that  landed 
like  a  helicopter,  has  cut  its  workforce 


Pie  in  the  Sky? 

Despite  technical  hurdles  and  an 
uncertain  market,  companies  are 
still  trying  to  get  into  space 
cheaply.  Here  are  some  plans: 


ROTARY  ROCKET 


San  Bruno,  Calif. 

The  Roton,  a  reusable,  single- 
stage  vehicle,  is  intended  for 
tourism  and  such  projects  as 
solar-power  generators. 


BEAL  AEROSPACE 


Frisco,  Tex. 

Its  proposed  three-stage 
launcher  is  intended  to  orbit 
big  satellite  payloads. 


AEROASTRO 


Herndon,  Va. 
It  would  piggyback  its 
small  rocket  upper-stage 
on  a  large  booster  to 
launch  microsatellites. 


KELLY  SPACE 


San  Bernardino,  Calif. 
Its  reusable  rocket  would 
be  towed  and  launched 
from  a  Boeing  747. 


ration  of  Iridium  and  other  pot< 
satellite  customers,  startups  sue 
Kistler  and  Pioneer  Rocketplane 
find  the  money  to  build  the  launc 
they  once  envisioned.  These  days,  1 
ing  the  dream  alive  is  "like  perfor 
open-heart  surgery  on  yourself  wit 
anesthesia,"  laments  Michael  S. 
chairman  and  chief  technical  office 
Kelly  Space  &  Technology  Inc.  in 
Bernardino,  Calif. 

THROWAWAYS.  The  basic  hurdle  for 
industry  is  that  earth's  gravity  i 
strong  that  rockets  must  attain  an  e 

mous  v 

ity— 17, ,r 

miles 

hour — to  react 

bit.  That's  why 

big  Saturn  rockets  used  in  the  Aj 

missions  had  multiple  stages  that  v 

discarded  to  lighten  the  load  as 

rocket  rose.  But  space  advocates  ho 

that  technologies  such  as  lightwei 

composite  materials  and  innovative 

gines  could  produce  a  breakthrot 

Reusable  rockets,  they  thought,  c( 

eliminate  the  er 


i: 


STALLED: 

Rotary  has  cut 
its  workforce 
from  75  to 
under  12 


from  75  to  under  a  dozen  and  is  strug- 
gling to  survive.  Lockheed  Martin's  X-33 
project  has  been  plagued  with  fuel-tank 
ruptures,  fabrication  problems,  and  cost 
overruns  of  more  than  $75  million.  Many 
experts  think  that  even  if  the  rocket 
works,  it  would  raise,  not  lower,  the 
cost  of  going  to  space.  With  the  evapo- 


mous  cost  of  thr 
ing  the  spacec 
away  with  ev 
launch. 

That's  why  N 
and  private  com 
nies  came  up  with  ideas  such  as 
X-33  program,  which  began  in  '9 
stubby,  wedge-shaped1  craft 
short  wings,  the  X-33  is  designs 
take  off  like  a  rocket  and  glide  tl 
landing   like    an    airplane.    N^ 
claimed  that  it  would  shrink 
cost  of  lifting  one  pound  into  or 
from  $10,000  to  a  mere  $1,000. 
It  hasn't  worked.  A  key  co 
ponent,  the  lightweight  compos 
liquid-hydrogen      fuel      tan 
I  proved  difficult  to  make  and  n 
I  tured  during  a  test  last  ye 
I  That  put  the  X-33  on  hold  ur 
»  NASA  and  Lockheed  Martin 
figure  out  how  to  solve  t 
problem — and  who  should  p 
Most  experts  believe  tl 
the  X-33  program  has  fall 
far  short  of  the  mark.  The  I 
sic   reason?    Physics.    Fi 
weighs    so    much    that 
reusable  rocket  is  "vapC 
ware,"  says  John  E.  Pike,  director  of  t 
space  policy  project  at  the  Federatii 
of  American   Scientists.    Mathemati 
shows  that  a  reusable  single-stage  en 
is  "always  in  danger  of  winding  up  wi 
no  payload  when  it  gets  to  orbit — or  n 
quite  getting  to  orbit  at  all,"  he  says. 
Startups  thought  they  could  succe( 
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[fore   1998,  creating  *  SINGLE  GLOBAL  MARKETPLACE  FOR 

this7.o-.iu.on  STEEL  INDUSTRY wass«n»saPIPE  DREAM. 


.        *.   % 


BUT 

OPEN  MINDS 

SAW  THINGS 

DIFFERENTLY. 

h  simpl)  didn'i  exisi  in  steel 
An  open  nun  ketplai  e  where 
buyers  and  sellers  could  initiate, 
negotiate,  and  consummate 
complex  business  deals.  Twenty- 
four  hours  a  da\.  Anywhere 
in  the  world. 

Fortunately,  the  open  minds 
at  CSC  turned  e-STEEL's  vision 
into  reality.  Together  we 
designed  and  built  a  uniquely 
secure,  global  e-market  that 
streamlines  transactions  for 
trading  partners  from  ever) 
segment  of  the  steel  industry. 
That's  why  more  than  2000 
companies  have   alreads 
joined  the  e-STEEL  Exchange. 
Transforming  an  established 
industry  demands  a  creative 
blend  of  business  insight  and 
technology  expertise.  We 
combine  e-business  strategy 
with  innovative  execution  so 
you  can  win  in  the  new  economy. 
And  in  800  locations  around 
the  world,  oui  59,000  open 
minds  are  reach  to  help  you  see 
business  from  a  new  perspective. 

www.csc.com/econsult 
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THIS  IS  NO  TIME  FOR  CONVENTIONAL  THINKING 


1  kept  it  a  secret 
from  everyone" 


Imagine  being  unable  to  read  the  dosage  on  a 
prescription  bottle,  find  a  meeting  location  from 

a  posted  announcement,  or  complete  a  job 

application.  There  are  40  million  American  adults 

for  whom  poor  reading  skills  are  an  everyday  reality. 

To  find  out  how  you  can  help,  write  or  call  us  toll-free. 

888-LAUBACH  (528-2224) 


EACH  ONE  TEACH  ONE 


Laubach  Literacy 

Teaching  the  world  to  read. 

1320  Jamesville  Avenue  •  Box  131  •  Syracuse,  NY  13210 
www.laubach.org  •  info@laubach.org 


where  bureaucratic  NASA  was  doomc-| 
fail.     Rotary    Rocket,    for    inst 
planned  to  use  an  engine  fueled  b} 
uid  oxygen  and  kerosene  instead  o 
uid  hydrogen,  thus  getting  more 
per  pound  of  fuel.  Kelly  aimed  to 
rocket  past  40,000  feet  on  a  Boeing] 
before  launching,  which  would  avoi 
costs  of  building  a  launchpad. 
BREAKTHROUGH  NEEDED.  The  entrej 
neurs'  bold  ideas  haven't  won  ove: 
vestors,  however.  "All  their  busi 
plans   required   one   or   more  br 
throughs  in  technology,"  says  Jame 
Benson,  ceo  of  SpaceDev  Inc.,  a  Po 
(Calif.)  startup  that  builds  space  prol 
The  purported  breakthroughs  are  so 
bious  that  the  companies  haven't, 
been  able  to  raise  the  money  to 
them.  "The  financial  markets  just  d 
seem  to  be  there,"  says  Richard  St 
mans,  Rotary  Rocket's  director  of  b 
ness  development. 

The  surprise  is  that  they  haven' 
given  up.  NASA,  for  instance,  has  se 
al  efforts  under  way,  such  as  an 
breathing  engine  that  would  slas 
rocket's  need  for  heavy  liquid  oxy, 
when  it  zips  through  the  atmosph 
Beleaguered  Rotary  and  Kistler  are 
trying  to  raise  the  scores  of  milli 
they  need  to  build  full-scale  prototy} 
Kelly  is  staying  alive  by  branching 
into  consulting  work  for  NASA  on  n] 
space  programs.  "We're  going  to  m; 
the  concept  of  launches  as  we  kno 
today  obsolete,"  Kelly  insists.  Bigel 
Aerospace  in  Las  Vegas  has  vowed 
build  a  lunar  cruise  ship  that  woi 
shuttle  passengers  from  an  earth  or 
to  the  moon.  David  P.  Gump,  preside 
of  LunaCorp.  in  Arlington,  Va.,  hopes 
send  pictures  of  galactic  phenomena  a 
the  moon  back  to  earth  via  broadc; 
and  the  Internet.  On  June  15,  his  co 
pany  announced  that  RadioShack  w  I 
sponsor  a  moviemaking  roving  vehi 
on  the  moon. 

Peter  H.  Diamandis,  president  of  i 
Louis-based  X-Prize,  still  thinks  it's  ji 
a  matter  of  time  until  the  glitches  a 
resolved.  His  group  is  offering  a  $ 
million  award  to  any  company  that  c 
send  three  adults  on  suborbital  fligl 
twice  within  two  weeks.  But,  sa 
SpaceDev's  Benson:  "Wishing  a  techn 
ogy  into  existence  isn't  going  to  make 
happen."  It  seems  the  prize  is  unlike 
to  be  claimed  anytime  soon. 

By  Stan  Crock  in  Washingt 


BusinessWeek  online 


For  more  on  space  travel,  see 

our  June  20  Daily  Briefing  story 

atwww.businessweek.com/today.htm 
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!FE  IS  SWEET, 
CIENTIFICALLY 
rfPEAKING 


;IENTISTS    HAVE    MOVED    A 

tie  closer  to  answering  the 
>st  puzzling  question  of  all 
ne:  How  did  life  begin  on 
rth?  Perhaps  it  started 
th  a  few  specks  of  sugar 
■ating  among  the  stars. 
iree  astronomers  using  the 
ational  Science  Foundation's 

Meter  Telescope  in  Kitt 
:ak,  Ariz.,  reported  in  June 
e  discovery  of  the  sugar 
olecule  glycolaldehyde  in  an 
terstellar  cloud  near  the 
nter  of  the  Milky  Way. 
le  significance?  Glycolalde- 
rde  can  combine  with  other 
Dlecules  to  form  ribose,  a 
gar  that  is  the  building 
ock  of  rna  and  dna.  The 
ientists  theorize  that  these 
emical  precursors  to  life 
ay  have  been  formed  in 
ch  clouds  and  then  "plant- 
1"  on  earth  via  passing 
mets. 

The  astronomers  detected 
e  sugar  molecule  in  a  large 
3ud  of  dust  and  gas  26,000 
jht-years  away.  Molecules 

space  emit  faint  radio 
aves  as  they  rotate.  Be- 
.use  each  type  of  molecule 
is  its  own  unique  radio-fre- 
jency  "fingerprint,"  the  sci- 
itists  were  able  to  precisely 
entify  the  glycolaldehyde. 
lie  next  step,  they  say,  is  to 
larch  for  more  complex  mol- 
fculea  such  as  ribose,  and  de- 
rmine  what,  if  any,  chemical 
■ocesses  may  be  going  on  in 
iese  clouds.  Who  knows, 
aybe  they're  watching  the 
rth  of  some  intergalactic 
dghbors.  Mary  A)i>i  Saadi 


SUPERGERAMIGS 
ON  THE 
SEASHORE 

IN  JUST  ABOUT  ANY  SEASIDE 
vacation  town,  you'll  find 
boutiques  selling  knickknacks 
made  of  conch  shells.  Now 
it  turns  out  these  elegant 
corkscrew  shapes, 
with  their  pearlescent 
interiors,  are  more 
than  pretty  shelf 
decor.  They're  show- 
ing the  way  to 
tougher  ceramic  ma- 
terials, too. 

A  research  group  at 
Case  Western  Reserve 
University  in  Cleve- 
land has  discovered 
why  conch  shells  are 
so  remarkably  durable: 
It's  thanks  to  their 
plywood-like  layered  compo- 
sition and  the  way  the  grain 
in  each  layer  is  oriented.  Like 
wood,  the  grain  of  any  single 
layer  of  the  conch's  structure 
runs  mostly  in  one  direction. 
But  Arthur  H.  Heuer,  a  pro- 
fessor of  ceramics,  and  a 
graduate  assistant,  Shekhar 
Kamat,  discovered  that  the 


grain  in  each  layer  runs  per- 
pendicular to  the  grain  in  the 
layer  beside  it.  That  makes 
the  shell  hundreds  of  times 
harder  to  penetrate  than  if  it 
were  made  of  an  equal  vol- 
ume of  unlayered  material. 
The  perpendicular  grains 
seem  to  prevent  cracks  from 
migrating  from  layer  to  layer. 


If  scientists  can  replicate 
these  structures  in  the  lab, 
the  shells  could  lead  to  the 
development  of  ultratough, 
lightweight  ceramic  compos- 
ites for  such  uses  as  feather- 
weight bulletproof  armor. 
Who  would  have  thought 
a  souvenir  could  prove  so 
useful?  Adam  Aston 


BURNING  RUBBER  DOWN  MEMORY  LANE 

THE  DATA  HIGHWAYS  THAT  MOVE  BITS  INSIDE  ELECTRONIC 

products  are  about  to  get  a  lot  faster.  New  technology 
from  memory  designer  Rambus  Inc.  doubles  the  amount 
of  data  such  routes  can  carry,  which  could  radically 
overhaul  electronic  design  and  boost  the  performance  of 
everything  from  computer  games  to  the  Internet. 

Rambus  isn't  the  first  to  toy  with  this  idea.  Semicon- 
ductor giant  Intel  Corp.  announced  a  way  to  double  the 
capacity  of  certain  memory  chips  a  few  years  ago;  in- 
stead of  storing  two  voltages  in  each  memory  cell — the 
familiar  zero  and  one,  which  are  the  basis  of  all  digital 
electronics — Intel  stored  four  different  voltages,  the 
equivalent  of  zero,  one,  two,  and  three. 

Rambus,  in  Mountain  View,  Calif.,  has  taken  the 
idea  a  step  further.  It  has  unveiled  a  new  memory 
bus — the  expressway  leading  from  a  computer  proces- 
sor to  the  memory  chips — that  uses  four  voltages  in- 
stead of  the  normal  two.  That  lets  it  carry  twice  as 
many  bits  in  the  same  length  of  time,  for  speeds  more 
than  30  times  faster  than  today's  typical  PC.  The  tech- 
nology, which  is  available  now,  will  likely  be  used  first 
to  speed  up  graphics  in  video  games  and  digital  televi- 
sions, Rambus  says.  Andy  Reinhardt 


A  DRUG  THAT  MAKES 

FOOD  SEEM 

TRULY  BORING? 

don't  run  out  AND  ORDER  a 
hot  fudge  sundae  just  yet, 
but  scientists  have  found  a 
new  biological  pathway  that 
could  one  day  lead  to  the  ul- 
timate diet  drug.  This  one 
would  take  aim  directly  at 
the  brain's  appetite  control 
center  rather  than  at  the  pro- 
cessing of  calories. 

Researchers  at  Johns  Hop- 
kins Medical  Institution  just 
reported  in  Science  that  the 
compound,  called  C75,  wiped 
out  mice's  interest  in  food 
within  20  minutes  of  injection 
and  caused  even  greater 
weight  loss  than  was 
achieved  by  fasting  mice  that 
were  untreated.  There  were 
no  toxic  side  effects,  and  the 
animals  resumed  normal  feed- 
ing a  few  days  after  the  in- 
jections stopped. 

Most  significant,  say  the 
researchers,  the  drug,  meant 
to  inhibit  the  creation  of  fatty 
acids,  worked  directly  on  an 
'appetite  pathway  in  the  brain 
rather  than  on  the  way  calo- 
ries are  processed  in  the  liver 
or  fatty  tissues.  Scientists 
have  long  known  that  a  brain 
hormone  called  neuropeptide 
Y  (npy),  located  in  the  hypo- 
thalamus, is  a  major  appetite 
regulator.  If  animals  fast,  NPY 
increases  and  appetite  jumps 
sharply.  In  the  C75-treated 
mice,  NPY  production  plum- 
meted, even  while  the  mice 
were  fasting.  And  the  me- 
tabolism of  the  treated  mice 
did  not  slow  down  at  all,  as  it 
typically  would  while  they 
were  fasting. 

"We  are  not  claiming  to 
have  found  the  fabled  weight- 
loss  drug,"  cautions  Dr. 
Frank  Kuhajda,  a  Johns  Hop- 
kins pathologist.  "What  we 
have  found  is  a  major  path- 
way in  the  brain  that  the 
body  uses  naturally  in  regu- 
lating appetite,  at  least  in 
mice."  But  further  research 
is  required.  So  put  down  that 
candy  bar! 


Working  Life 


SABBATICALS 


GIVE  A  GEEK 
A  BREAK 


More  Silicon  Valley  hotshots 
are  taking  extended 
periods  of  time  off-and 
getting  away  with  it 

Like  many  other  wonder  boys  of  the 
New  Economy,  Mark  Breier 
seemed  headed  for  Silicon  Valley's 
stratosphere.  After  amassing  a  fortune 
by  creating  the  first  radio  ads  for  Ama- 
zon.com Inc.,  the  41-year-old  was  re- 
cruited by  Microsoft  Corp.  co-founder 
Paul  Allen  to  become  the  ceo  of  soft- 
ware e-tailer  Beyond.com.  The  company 
stumbled  badly  last  winter,  laying  off 
20%  of  its  workforce  and  reworking  its 
strategy  to  become  a  business-to-busi- 
ness outfit.  But  in  the  Internet's  inverse 
psychology — in  which  failure  is  revered 
and  a  stint  at  a  startup  is  more  presti- 


gious than  a  stalwart  sure  bet — the 
bump  only  seemed  to  make  Breier  shim- 
mer more  in  the  eyes  of  headhunters 
and  venture  capitalists.  With  hundreds 
of  job  offers,  he  was  a  wanted  man. 

So  what  did  he  do?  He  hit  the  road 
in  a  Winnebago  with  his  wife,  two  kids, 
four  bicycles,  and  enough  play  gear  to 
fill  all  the  closets.  Ever  the  entrepre- 
neur, Breier  couldn't  quite  let  it  all  go: 
Behind  the  camper  hangs  a  banner  ad- 
vertising his  book,  The  10-Second  In- 
ternet Manager,  due  out  in  September. 
But  in  every  other  sense,  he  quit,  trad- 
ing a  life  of  power  coffees  at  Starbucks 
and  traffic  nightmares  on  Route  101  for 
18  months  off — the  latest  from  a  Valley 
that  can't  stop  spitting  out  trends. 

"If  I  hear  one  more  ceo  say,  'I'm  tak- 
ing time  off,'  I'm  going  to  go  crazy," 
says  Becky  Stein,  who  heads  the  Inter- 
net headhunting  practice  at  Russell 
Reynolds  Associates'  San  Francisco  of- 


ON  THE  ROAD 

With  hundreds  ol 
job  offers  pendii 
Breier  set  offwitl 
his  wife  and  kidsl 
for  18  months 
in  a  Winnebago 

fice.  The  hyperkim 
Stein  is  used  to  go 
head  to  head  with 
name  board  memb 
who  swoop  into  to 
on  Gulfstreams  to  p 
suade  ceos  to  stay 
their  old  jobs.  But  m 
than  bank  vaults  full 
options  or  visions  of 
reer  utopia,  the  issue 
time  off  is  what  ma] 
Stein's  job  so  Sisyphe 
these  days.  "It's  impc 
sible  to  get  anybod; 
she  laments. 

It  used  to  be  th 
those  who  took  time 
from  their  careers  we 
branded  with  a  big  L — for  Loser.  "F 
teen  years  ago,  we  thought,  'Wha 
your  problem?' "  says  the  doyen  of  hea 
hunting,  Heidrick  &  Struggles  Intern 
tional  Inc.'s  Chairman  Gerard  R.  Roch 
But  that  was  before  the  labor  shorta 
made  recruiters  desperate  enough 
stalk  would-be  candidates  at  Disne 
World,  where  they  were  vacationi 
with  their  families. 
BLOOM  IS  OFF.  No  longer  do  workei 
with  talent — or  even  just  run-of-the-m 
midlevel  types — have  to  fear  the  one 
dreaded  gap  on  a  resume.  Says  Stev 
Potter,  ceo  of  Highland  Group,  a  Ne 
York  recruiting  firm:  "With  the  red-he 
labor  market,  the  guy  willing  to  thro 
it  all  away  is  admired."  That's  exactl 
what  more  and  more  of  the  Internet 
gentsia  are  doing.  After  falling  prey  t 
the  many  seductions  of  their  careen 
these  nerds-turned-hotshots  are  pinin 
for  some  of  the  slacker  moves  they  use' 
to  scorn  in  their  less  success-obsesse 
peers. 

The  timing  has  never  been  bette 
Now  that  the  bloom  is  off  the  Nasdac 
and  now  that  many  Internet  companie 
have  hit  the  four-year  mark,  option 
have  vested,  passions  have  waned,  and 
bad  case  of  burnout  has  set  in.  "I  wa: 
just  bone-tired,"  says  Susan  Bratton 
Excite@Home  Corp.'s  vice-president  fo 
marketing,  who  is  on  month  two  of 
three-month  sabbatical.  She  has  a  lo 
of  company:  Lawrence  Levy,  former 
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ly  Gtly  6  :    I  know  that  bricks  and  mortars  are  both  deadly  weapons. 
l/ly  Secret?  ChannelWEB. 


When  a  brick-and-mortar  company 
goes  online,  it  brings  big  competitive 
guns— a  recognized  brand,  loyal 
customers,  and  proven  management. 

But  exploiting  these  advantages  to 
Web  success  still  requires  the  revolu- 
tionary thinking  of  someone  like 
Christopher  Lochhead  of  Scient,  a 
top-performing  Web  integrator  that 
excels  at  creating  online  beachheads 
for  established  companies. 

And  where  does  Christopher  turn 
for  news  and  insight?  ChannelWEB. 
It's  the  one-stop  resource  for  B2B 
solutions.  With  tools,  real-time 
product  pricing  and  availability, 
training  and  certification,  news, 
and  reviews,  ChannelWEB  makes 
technology  companies  stronger. 

To  arm  yourself  better  for  e-business, 
visit  www.channelweb.com  today. 

Everyone  needs  an  edge. 
Make  ChannelWEB  yours. 


ChannelWEB 


www.channelweb.com 


Working  Life 


chief  financial  officer  of  Pixar,  John  Wil- 
son, Gap's  former  chief  operating  officer, 
and  Eileen  Richardson,  former  ceo  of 
Napster,  have  all  taken  extended  peri- 
ods of  time  between  jobs.  But  as  an 
otherwise  hard-charger  type,  Richardson 
is  finding  that  dropping  out  can  have 
its  disadvantages.  "The  problem  is,"  she 
muses  after  two  weeks  out  of  the  office, 
"I'm  already  getting  itchy  to  do  some- 
thing else." 

For  those  who  think  time  off  is  only 
for  the  dukes  and  duchesses  of  dot- 
Comelot,  take  heart.  People  without  fat 
savings  accounts  are  buying  how-to 
books  and  getting  creative  with  finances  I 
so  that  they  too  can  plan  fantasy  sab- 
baticals. "In  reality,  it's  something  even 
a  Starbucks  barista  can  do,"  says  Janet 
Luhrs,  author  of  The  Simple  Living 
Guide.  Since  corporations  will  do  almost 
anything  to  hang  on  to  a  warm  body, 
"people  would  be  surprised  at  how  will- 
ing a  company  is  to  allow  time  off  when 
you  ask  for  it,"  says  Lora  Colflesh,  vice- 
president  for  human  resources  at  Sun 
Microsystems  Inc.  and  herself  a  benefi- 
ciary of  paid  months  off  in  Hawaii. 

Not  surprisingly,  the  young  and  the 
restless  are  often  the  first  out  the  door. 
Stacey  E.  Stillman,  a  27-year-old  sec- 
ond-year law  associate  at  Silicon  Val- 
ley's  Brobeck,   Phleger   &    Harrison, 
marched  into  a  managing  partner's  office 
in  March  and  told  him  she  needed  three 
months  off  to  be  a  contestant  on  CBS 
Television  Network's  smash  hit  Sur- 
vivor. Evincing  the  sense  of  entitlement 
rampant  among  the  sub-30  set — who 
have  never  had  a  whiff  of  a  recession — 
Stillman  didn't  ask  whether  she  could 
leave.  She  simply  inquired  as  to  how 
she  and  the  firm  "could  work  it  out" 
with  a  combination  of  paid  and  unpaid 
leave.  "I  felt  confident  in  the  job  mar- 
ket, and  this  was  a  once-in-a-lifetime 
opportunity,"  says  Stillman,  who  got 
what  she  says  was  an  unfair  "bitchy 
lawyer"  rap  on  the  show  and  was  voted 
off  the  island  after  three  wreeks. 
WALKABOUT.  Since  kicked-off  contes- 
tants aren't  allowed  to  show  up  in  their 
normal  lives  until  taping  is  finished, 
Stillman  traveled  alone  for  the  next 
month.  "I  wanted  to  go  home  the  whole 
time,"  she  says.  But  for  Warren  Adams, 
the  dream  of  recapturing  those  lost  days 
of  lazy  summers  hasn't  been  a  disap- 
pointment. "I  really  thought  it  was  time 
to   focus   on  life   for   a  while,"    says 
Adams,  34,  who  in  1998  sold  his  Web- 
calendar  company,  PlanetAll.com,  to 
Amazon    for   $100    million.    He    then 
worked  as  Amazon's  director  of  product 
development,  a  job  that  frequently  had 
him  showering  at  the  company  gym.  He 


EAGER  TO  MOVE  ON 

After  just  two  week 
Richardson  (below) 
former  CEO  of 
Napster,  says  she 
is  "getting  itchy" 
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rarely  saw  his  wife,  Megan,  even  though 
she  also  worked  at  Amazon  as  a  product 
manager.  Now,  they're  on  a  yearlong 
walkabout  around  the  world  together. 

People  often  take  breaks  to  spend 
time  together  just  before  they  start  a 
family,  or  to  make  up  for  the  time 
they've  lost  with  their  kids.  For  Breier, 
the  decision  to  hit  the  eject  button  on 
his  warp-speed  career  came  after  he 
and  his  wife  started  asking  friends 
about  what  it  took  to  raise  kids  right. 
"What  they  all  said  was,  'Go  get  in  an 
rv  together  and  travel,  because  you 
can't  escape  from  each  other,'"  Breier 
says,  speaking  by  cell  phone  from  a  Rite 
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Aid  near  Yosemite.  "It's  Family 

But  punching  out  can  have  its  per 
"It  got  lonely,"  says  James  R.  Tolone 
cfo  of  Snowball.com  Inc.,  an  online 
work  for  13-to-30-year-olds,  who  ei 
ed  a  yearlong  stint  in  October, 
don't  look  for  the  trend  to  wane 
the  economy  is  good.  About  10%  of 
icon  Valley  companies,  including  Int 
Corp.  and  3Com  Corp.,  have  sabbaf 
cal  programs.  As  the  old  "lifer"  etl 
continues  to  give  way  to  free  agency-j 
and  the  labor  shortage  pinches  evj 
tighter — other  companies  might  nj 
have  a  choice. 

By  Michelle  Conlin  in  Silicon  Valli 
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*  leaders  of  the 
mobile  world 


If  you're  wondering  who  really  defines 

mobile  communications  these  days, 

here  are  a  few  questions  to  ask. 

Who  developed  the  technology  to 

access  the  Internet  through  the  display 

on  your  mobile  phone?  Who  is 

making  it  possible  to  e-mail  your 

clients  from  the  back  seat  of  a  cab? 

Who  employs  over  23,000  active 

research  people  in  23  countries? 

In  each  case,  the  answer  is  Ericsson. 

Surprised?  Give  us  a  call.  We'll 

introduce  you  to  the  world  of  Bluetooth 

and  3G,  where  wires  are  history  and 

connections  are  limitless. 


1  -800-Ericsson 
www.ericsson.com 


When  it  comes 
to  deploying 
a  B2B  internet 
auction  solution, 
there's  the  pricey, 
six-month, 
never-ending 
consultant 
fest. 

Or,  there's 
Commerce  One. 


COMMERCE  ONE  AUCTION  SERVICES 


Now,  you  could  be  running  your  own  B2B  Internet  auctions  in  as  little  as  10  short  days.  With 
Commerce  One  you  get  a  fully-hosted  solution  with  no  eguipment  to  buy,  and  no  systems  to  install 
or  support.  A  secure  online  environment  within  your  own  auction  site.  And  browser-based,  point- 
and-click  functionality  that  makes  it  all  so  easy,  affordable,  and  comprehensive,  that  there's  no 
need  for  the  mandatory  consulting  service  and  ongoing  support  required  with  other  solutions. 
When  you  need  us,  our  professional  services  group  and  consultants  are  available  to  help.  But  only 
when  you  want  it.  On  your  terms  and  at  the  right  price. 
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See  for  yourself  with  our  online  demo: 
www.commerceone.com/auctions/bw2 
or  call:  877.261.8516 


COMMERCE 
ONE 

MANY  MARKETS.  ONE  SOURCE! 


pital  for  Women  [  Future  Tech  j  TheNew401(k)s 


THE  RESOURCE  FOR  ENTREPRENEURS 
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MONEY  MATTERS 

GOOD     Install  and  use  highly  rated  bookkeeping  software. 

BETTER    Hook  up  with  a  financial  consultant  who  specializes  in 
small  businesses. 

BIZZED  Establish  a  comprehensive  web-based  accounting  system  with 
powerful  tracking  capabilities,  have  lenders  bid  on  your  credit 
application,  handle  debt  collection  and  simplify  your  payroll. 
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.com  resources  include  the  U.S.  Postal  Service,  ADP,  Beyond.com,  Bizfinity,  Biztravel.com,  Boise, 
,  DigitalWork,  Diners  Club,  iSyndicate,  Netopia,  Network  Solutions,  Pandesic,  PrimeStreet,  Qpass, 
Barney,  U.S.  Small  Business  Administration,  Travelers  Insurance  and  World's  Easiest  Printing  Center. 
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i  Entrepreneur's 
bSite 

er.businessweek.com 

for  more  news  and  advice 

weekday  at  frontier  Online 

HNOLOGY 

the  online  version  of  Digital 
ger  every  Tuesday.  Consult 
uyer's  Guide  every  day 

ANCE 

for  regular  updates  on  inter- 
ites  for  small  companies  and 
re  capital 

UK  &   FAMILY 

•Hamburg  Coplan  and  Pam 
lels  balance  personal  and  busi- 
}lives,  Monday  and  Wednesday 

RT  ANSWERS 

Imline  version  of  our  help  col- 

Ifor  managers  of  small  com- 

s  every  Tuesday  and  Thursday 

(RIES 

-idays,  Net  Journal  tells  what 
Ike  to  run  a  fast-growing  Web 
|jp.  Factory  Days  gives  an  inti- 
portrait  of  running  an  Old 
|omy  manufacturer 

Create  your  own  sales  leads, 
inline  loan  searches,  and  a  start- 
ide  for  budding  entrepreneurs. 
):  Keep  in  touch  with  our 
dy  e-mail  newsletter.  Send 
subscription  request  to 
ier@businessweek.com 
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F.18  The  Health 
Care  Crisis 

Insurance  costs  are  soaring  and  a 
growing  number  of  small  companies 
are  dropping  coverage.  What's  an  en- 
trepreneur to  do?  Take  a  look  at  the 
alternatives  to  conventional  plans 

F.28  Nothing  Ventured 

Women  are  succeeding  in  business 
as  never  before,  but  they're  just 
starting  to  crack  the  venture  capital 
markets.  The  obstacles  range  from 
rank  sexism  to  the  lack  of  a  support 
system.  The  solution:  Try  harder  and 
network  like  crazy 

F34  A  Wealth 
Of  Choices 

A  few  years  back,  401  (k)  plans  were 
so  costly  and  so  few  that  most  small 
businesses  decided  to  do  without 
them.  But  dearth  has  turned  to  del- 
uge. Here's  our  guide  to  picking  the 
best  one 


Departments 


F.4  InBox 

The  best  town  for  small  biz,  en- 
trepreneurial semantics,  and  tak- 
ing a  flyer  on  air  fares 

F.8  Trends 

Business  starts  are  down  while 
hiring  by  small  companies  is  way 
up.  It's  all  about  good  times 

F.10  What  Works 

Only  3%  of  small  businesses  bid 
for  federal  contracts.  The  rest  are 
missing  out  on  a  lot  of  bucks 


F.12  Chronicles 

Customizer  ai  Design  has  created 
the  Mother  of  All  SUVs 


f.u  Digital 
Manager 

Brace  yourself— 
your  tech  costs  will 
climb  20%  over 
last  year's 


F.A2  My  Company 

Inflation  isn't  a  problem?  Don't  tell 
this  entrepreneur 

F.46  Under  3Q 

Anthony  Kirkland  wants  to  turn 
Boston  into  a  hip-hop  kind  of  town 
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CONGRATULATIONS  to 
Phoenix.  The  desert  metropolis 
has  been  named  the  best  large 
U.  S.  city  for  small  businesses 
by  demographics  researcher 
Cognetics  Inc. 

But  don't  call  the  moving 
vans  just  yet.  According  to  Dun 
&  Bradstreet  Corp.,  West  Palm  Beach, 
Fla.,  is  tops.  Research  firm  BizMiner 
disagrees,  ranking  West  Palm  Beach  a 
mediocre  28  out  of  60  large  metro 
areas.  Cognetics  also  puts  West  Palm 
Beach  down  the  list  at  24 — and  says 
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CALSO,  #2A  AND  #28) 


that  it's  not  a  big 
city  at  all,  but  rather  a  small  one. 

Apparently  "best"  is  open  to  defini- 
tion. What  gives?  Cognetics,  working 
with  Inc.  magazine,  looks  at  the  per- 
centage of  local  businesses  that  are 
young  and  fast  growing.   D&B,  data 


IWantMySBTV 

IS  SMALL-BUSINESS  program- 
ming  ready  for  prime  time? 
Maybe  not.  But  small-biz  guru 
Jane  Applegate  thinks  there's  an 
audience  that's,  well,  timeless. 
Enter  SBTV.com.  Applegate's  new 
Web  site  serves  up  small-busi- 
ness news,  profiles,  and  advice. 
Soon  she  hopes  to  license  seg- 
ments back  to  the  tv  networks. 
Sure,  the  technology  for  TV-on- 
the-Web  is  primitive,  the  site  won't 
get  daily  updates  till  fall,  and  Apple- 
gate's  looking  for  more  funding.  Still, 
it's  all  small  biz,  all  the  time. 


provider  to  Entrepreneur,  adr 
regional  growth  and  bankruptcies 
BizMiner  tosses  in  sales  growth.  Tl 
result:  A  lot  of  towns  get  a  chance  fd 
some  chest-thumping. 

So  what's  the  "best"  city  for  yoi 
own  business?  You'll  have  to  cruncj 
that  data  yourself. 


Blood  is  thicker  than  equity 


3% 


Percentage  of  family 

businesses  that  offer  stock  to 

their  employees 

ONE  IOTA 
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Better  Safe 
Than  Cited 

IF  YOU'RE  WORRIED  by  the  Occu- 
pational Safety  &  Health  Adminis- 
tration's plans  for  ergonomic  stan- 
dards, consider  setting  up  a  formal 
safety  program  for  your  company. 
You  can  do  it  online  with  Work- 
Safe  System,  a  Web-based  software 
package  from  EHSManager.com  LLC 
that  covers  every  aspect  of  work- 
place safety.  Answer  about  a  dozen 
questions,  and  the  software  deter- 
mines the  risk  you're  running.  Then 
it  details  the  safety  practices  osha 
and  the  Environmental  Protection 
Agency  require.  Service  runs  from 
$30  to  $200  monthly  at  EHsman- 
ager.com  or  at  877  803-SAFE. 
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IDOTE  FOUND  FOR 
NESS  DISORDERS. 
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The  prognosis  for  Medsite.com  was  for  chronic  growth 

spurred  by  an  imminent,  hyperactive  IPO.  So  Jose  Benitez, 

Jr.,  Medsite's  manager  of  technical  support,  inquired  about 

Subscription  Computing'"  from  micronpc.com.  After 

talking  with  one  of  our  dedicated  sales  reps  (the  always 

on-call  Ryan  Keen),  they  subscribed  to  a  holistic  solution 

that  included  100  Millennia'-  desktop  PCs  and  Micron" 

notebooks  for  the  three 

partners.  They  are  also 

able  to  add  high-speed 

connectivity  and  Web 

hosting  through  our  ' 

HostPro  subsidiary.  Result: 

Medsite.com  can  specialize 

in  e-commerce  while  we 

administer  the  support. 

Should  your  e-business 

ever  show  any  symptoms 

of  affliction  or  malaise,  our  Subscription  Computing 

could  well  be  the  cure.  Think  of  us  as  the  CPR  for  URLs 


IlllCrOnpC-COm  Think  beyond  the  box: 


Subscription  Computing 

Get  any  two  services  when 
you  buy  any  Millennia  desktop 
featuring  the  Intel*  Pentium*  III 
processor  and  get  7%  financing: 

Web  hosting 

Connectivity 

Uplifted  on-site  service 

Priority  Access  technical  support 

System  installation 

Peripheral  installation 

System  upgrade 

Document  transfer 

System  move 

Micron  University 


SHOP  ONLINE  AT  HICR0NPC.COM/MED17  OR  ORDER  TOLL-FREE  1-888-477-7390 


For  government  or  education  sales,  call  1-888-209-8041.  GSA  Contract  #:  GS-35F-4317D 
2000  Micron  Electronics,  Inc  All  rights  reserved.  Micron  Electronics,  Inc.  is  not  responsible  for  omissions  or  errors  in  typography  or  photography.  All  purchases  are  subject  to  availability  Prices  and  specifications 
ay  be  changed  without  notice,  prices  do  not  include  shipping  and  handling  and  any  applicable  taxes.  Sellers  return  policy  does  not  include  return  freight  and  original  shipping/handling  charges,  and  all  return  and 
i  qm  from  the  date  a  product  is  shipped,  not  when  it  arrived.  A  restocking  fee  may  be  charged  upon  the  return  of  a  product  All  sales  are  controlled  by  sellers  current  terms  and  conditions  of 
let  which  Big  available  on  sellers  website  or  from  its  sales  representatives.  On-site  service  is  provided  at  sole  discretion  of  Micron  Computer  Services,  Inc  A  diagnostic  determination  for  on-site  service  must  be 
r.V  inn  service  tEX  hnician  prior  to  the  provision  of  on  site  service.  On-site  service  is  provided  by  a  third-party  service  provider  under  a  separate  service  contract  between  you  and  the  service  provider. 
(I,  the  Intel  Inside  logo  and  Pentium  are  registered  trademarks  of  Intel  Corporation  Microsoft  and  Windows  are  registered  trademarks  of  Microsoft  Corporation.  Product  names  of  mioronpccom  products  are 
KJemari  irks  of  Micron  Electronics,  Inc  Other  product  names  used  in  this  publication  are  for  identification  purposes  only  and  may  be  trademarks  of  their  respective  companies. 


I'm,  Uh,  an  Entrepreneur 


TO  POLITICIANS,  small  business  is  right 
up  there  with  mom  and  apple  pie.  So 
why  is  the  National  Governors'  Assn.  sug- 
gesting states  give  small  biz  the  back  of 
the  hand  while  "entrepreneurs"  get 
stroked? 

Jobs.  Growth.  Entrepreneurs,  says  a  re- 
cent nga  report,   "tend  to  bring   new 


wealth."  Small  businesses, 
in  contrast,  "usually  capture 
a  share  of  existing  wealth." 
"We're  not  trying  to 
draw  a  distinction  that  says  small  business 
isn't  good,"  says  Thorn  Rubel,  co-author 
of  the  nga's  Nurturing  Entrepreneurial  Growth  in 
State  Economies.  Still,  he  suggests  that  states 
"re-target"  programs  to  aid  entrepreneurs. 
Small-business  owners,  take  note.  If 
anyone  from  the  government  asks,  you're 
an  entrepreneur. 


Extra  Exporters 

THE  NUMBER  OF  small  and 
medium-size  exporters  jumped  to 
202,185  in  1997,  from  108,026  in 
1992,  say  new  data  from  the  Gen- 
eral Accounting  Office.  Small 
companies  are  strongest  in  Old 
Economy  industries  like  manufac- 
turing and  lumber,  but  accounted 
for  only  17%  of  U.S.  exports  of 
electric  and  electronic  equipment. 
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Fly  Me-and  Pay  Me 

YOU'VE  PROBABLY  HEARD  about  biztrav- 
el.com's  rebate  offer:  Book  a  flight  through 
its  Web  site  and  get  $100  back  if  the  plane 
is  30  minutes  late. 

Two  suggestions,  if  you  prefer  cash  to 
punctuality.  First,  fly  American.  It's  not  the 
worst  in  the  industry,  but  die  Transportation 
Dept.'s  April  data  say  American  has  the 
weakest  on-time  record  of  the  five  airlines 
biztravel  chose  to  cover  with  its  guarantee.  If 
you  really  want  that  $100,  fly  through 
LaGuardia  on  US  Airways  Flight  647 
(LaGuardia-West  Palm  Beach),  plight  464 
(Norfolk,  Va. -LaGuardia),  or  Flight  947 
(LaGuardia-Norfolk).  In  April,  these  flights 
were  late  80%  of  the  time.  (The  airline 
blames  weather  and  traffic  control.)  One 
way  or  another,  it  seems,  time  is  money. 
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News  and  advice  from  ou 
small-business  Web  site 

Online  and  Unhappy 

The  more  small  businesses  s 
online,  the  less  they  like  it.  Th 

the  conclusion  of  a  new  stud 
consulting  firm  Cyber  Dialog 
which    polled    1,000    owners 
businesses  with  fewer  than 
employees. 

Online  support  is  a  particul 
sore  point  with  entrepreneurs.1 
48%  of  the  small-business  own 
surveyed  were  satisfied  with 
line  customer  support,  down  fn 
60%  in   1999.   Customer  serv 
information  satisfied  61%  of  ent 
preneurs,  down  from  73%  last  y< 
And  only  36%  believe  online  s 
port  saves  them  money,  down  fn 
52%  in  1999. 

Entrepreneurs  who  are  unhap] 
with  customer  service  genera 
spend  less  online  than  other  bu 
ness-to-business  Web  shopper 
says  the  survey.  Still,  online  b1 
shopping  jumped  138%  over  I 
year,  reaching  an  annualized  ra 
of  $45.2  billion. 

Entrepreneurs  suggested  tv 
customer  service  enhancement 
voice  support  over  the  Internet  ar 
the  ability  to  hold  meetings  onlin 

Techie  Drought 

Small  businesses  are  less  opt 
mistic  about  their  ability  to  recru 
information  technology  staff  tha 

their  big-business  colleagues  an 
says  the  Information  Technolog 
Assn.  In  a  survey  of  700  hirin 
managers,  those  with  50  to 
employees  said  they  expected  t 
see  qualified  applicants  for  52%  c 
their  open  information  technolog 
positions.  Hiring  managers  wh 
worked  at  companies  with  1,001 
or  more  employees  expected  t< 
see  qualified  job  seekers  for  56°/ 
of  their  openings. 

Small  businesses  also  have 
more  jobs  to  fill.  The  study  founc 
1.6  million  tech-related  job  open 
ings,  with  1.4  million  of  them  a 
small  companies. 
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For  the  full  versions  of  these 
stories,  click  Online  Extras  at 
frontier.businessweek.com 
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Starts  Slow.  Jobs  Grow 


CURRENTS 


New  businesses  are  adding  staff  as  fast  as  they  can 


THE  NEW  ECONOMY  is  often  said  to  be 
driven  by  entrepreneurship.  So  here's  a 
surprise:  The  number  of  business  starts  is 
declining.  According  to  Dun  &  Bradstreet, 
151,016  new  businesses  incorporated  in 
1999,  down  2.7%  from  the  155,141  in 
1998 — and  nearly  20%  off  the  10-year 
high  in  1994.  Even  more  surprising,  as  the 
number  of  startups  has  fallen,  the  number 
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of  jobs  created  by  the  newly  incorporated 
businesses  is  inching  upward. 

What  gives?  The  slip  in  business  starts 
is  easy  to  explain.  In  the  current  robust 
job  market,  it's  a  lot  easier  just  to  change 
jobs.  The  tight  labor  market  also  makes  it 
tough  for  would-be  entrepreneurs  to  re- 
cruit employees  and  partners.  But  why 
are  employment  numbers  going  up?  The 
rising  cost  of  employee  benefits  could  be 
driving  entrepreneurs  to  use  more  part- 
time  employees,  suggests  Bruce  Phillips, 
an  economic  researcher  at  the  Small  Busi- 


ness Administration.  Because  Dun  &  Brad- 
street  does  not  differentiate  between  full- 
and  part-timers,  that  would  make  many 
of  the  new  companies  appear  larger. 

Meanwhile,  venture-backed  startups  are 
under  intense  pressure  to  get  big  fast.  Take 
Lendx  Inc.,  a  San  Francisco-based  online 
corporate-finance  hub  founded  last  sum- 
mer. The  first  half-dozen  employees 
worked  for  stock  only.  In  De- 
cember, with  a  $  1  million  round 
of  angel  financing  in  place, 
Lendx  hired  nearly  50  employ- 
ees. In  an  overheated  tech  mar- 
ketplace, says  ceo  John  Scull, 
Lendx  has  no  choice  but  to  bulk 
up:  "With  as  much  money  as 
exists  for  startups,  if  we  don't 
act  like  there's  a  competitor 
breathing  down  our  neck,  soon 
enough  there  will  be  a  competi- 
tor breathing  down  our  neck." 

Expect  2000  to  be  a  lackluster 
year  for  business  starts.  Many 
banks  are  tightening  credit  re- 
quirements for  small-business 
loans,  venture  capitalists  are 
growing  more  demanding,  and 
angel  investors  may  not  be  feeling  so 
generous  in  an  uncertain  stock  market. 
"There  are  more  angels  when 
Amazon.com  is  at  $200  than  when  it's  at 
$60,"  says  William  Dunkelberg,  chief 
economist  of  the  National  Federation  of 
Independent  Business.  For  the  record, 
at  press  time  Amazon  is  trading 
at  about  $47  a  share.  Better  find  those 
angels  fast.  -KIMBERLY  WEISUL 

JT~1  For  more  on  business-start 

trends,  click  on  Online  Extras  at 
frontier.businessweek.com 


Charge! 


Paper  or  plastic?  Small-business  owners  are  increas- 
ingly opting  for  the  latter.  Fifty  percent  of  entrepre- 
neurs surveyed  by  PSI  Global  plan  to  use  business 
credit  cards  to  finance  some  aspect  of  their  business  in 
2000,  compared  with  just  34%  in  1995.  The  reason: 
Competitive  interest  rates  are  only  part  of  the  story.  Ac- 
cording to  PSI  Global,  small  businesses  also  are  doing 
more  of  their  purchasing  on  the  Internet,  where  plastic 
is  the  preferred  currency.  And  don't  forget  perks  like 
cash-back  awards  and  coveted  frequent-flier  miles. 
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The  Rating  Game 

For  years,  it  has  been  one  of  th 
most  jealously  guarded  secret 
in  small-business  lending:  th 

credit  score  ("What  Your  Lendel 
Won't  Tell  You,"  May  22).  Now,  th 
veil  has  been  lifted— at  least  par 
tially.  Credit-scoring  pioneer  Fai 
Isaac  &  Co.  (www.fairisaac.coml 
has  published  the  basic  formul 
used  to  calculate  the  score,  use< 
by  90%  of  small-business  lender 
to  evaluate  loans.  The  move  came 
amid  mounting  pressure  by  con 
sumer  groups  and  recent  biparti 
san  approval  in  the  Californi; 
Senate  of  a  bill  that  would  compe 
disclosure  of  credit  scores.  Critics 
say  the  formula  may  contain  un- 
intentional biases. 

The  factors  considered  are  pay- 
ment history  of  the  business 
and/or  borrower  (35%  of  the  over- 
all score],  the  amount  and  types 
of  outstanding  debt  (30%),  length 
of  credit  history  (15%),  amount  of 
credit  recently  sought  (10%),  and 
the  types  of  credit  in  use  (10%). 
Still,  Fair  Isaac  remains  mum  on 
which  of  those  factors  'work  for 
or  against  the  borrower.  Nor  will 
they  disclose  actual  scores;  only  a 
lender  can  do  that.  Still,  starting 
this  month,  borrowers  who  know 
their  scores  will  be  able  to  get 
an  explanation  on  Fair  Isaac's 
Web  site. 

Speed  Bump 

Small  businesses  are  putting  on 
the  brakes.  Only  21%  of  small, 
fast-growing  companies  complet- 
ed a  new  bank  loan  in  the  second 
quarter  of  2000,  compared  to  25% 
in  the  first  quarter,  according  to 
PricewaterhouseCoopers.  The  num- 
ber of  companies  seeking  venture 
capital,  angel  financing,  and  pri- 
vate placements  also  was  down. 
Meanwhile,  a  May  survey  by  the 
National  Federation  of  Independent 
Business  found  its  members 
clamping  down  on  hiring  and 
spending.  "Things  aren't  bad  right 
now,  but  they've  probably  peaked," 
says  Michael  Burt,  an  economist 
with  West  Chester  (Pa.)-based  con- 
sultants RFA/Dismal  Sciences  Inc. 
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What*  Your  •Priority?"' 


Herb  "l-told-him-it-got-there"  Miller 


of  18  Fenton  St. 
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Fly  Like  an  Eagle1. 
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Since  Herb  used 
Priority  Mail9  with 
Delivery  Confirmation" 

he  was  able  to  check  over 
the  Internet  and  tell  an 
overanxious  co-worker 
exactly  when  that  very 
important  package  arrived. 
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Uncle  Sam  Wants  YOU' 


Only  3%  of  small  businesses  bid  for  federal  jobs. 
The  others?  They're  missing  out  on  a  lot  of  bucks 


MOST  ENTREPRENEURS  bristle  at  the 
idea  of  dealing  with  the  government. 
Not  Lincoln  Simmons.  The  owner  of 
Environmental  Services  &  Technologies 
Inc.,  a  60-employee  Cherry  Hill  (N.J.) 
environmental  consulting  firm,  counts 
the  U.  S.  government  as  his  best  cus- 
tomer. Half  of  his  $3.9  million  in 
1999  sales  came  from  the  feds.  "Once 
you  get  through  the  paperwork,  it  can 
open  tremendous  vistas,"  he  says 

Congress  requires  that  federal 
agencies  set  aside   23%   of 
their  contracts  for  small 
businesses.    In    1999, 
some    $43    billion    of 
the    $186    billion    the 


tunity  goals,  insurance,  bonding . . .  the 
list  goes  on.  A  $150,000  bid  might 
be  250  pages  long. 

But  for  those  who  persevere,  the  re- 
wards can  be  great.  In  early   1999, 
Pacific  Edge  Software  Inc.  landed  a 
$125,000  contract 
to  set  up  project- 


Once 
you  get 
your  first  job 
the  government 
tends  to  award  more 


government   spent   on 
goods  and  services  went 
to    entrepreneurs    like 
Simmons.  Yet  fewer  than 
3%     of    U.S. 
small  business- 
es   participate 
in  government 
procurement 
programs,  says 
Don  Mazzella, 
executive  vice- 
president   of 
SmallBusiness- 
Depot.com 

Inc.,  a  Web  startup  that  helps  link  small 
companies  with  federal  contracts. 

Such  reticence  is  easy  to  understand. 
As  part  of  a  bid,  a  company  must  ex- 
plain in  often  excruciating  detail  how 
it  plans  to  satisfy  job  requirements. 
Then  there  are  forms  for  equal  oppor- 


Smart  Answers 

Q:  Can  I  can  sell  stock  in  order  to 
raise  money  for  my  startup? 

— H.A.,  Lancaster,  Pa. 

A:  In  terms  of  offering  equity  to  the 
public  within  regulations,  the  answer  is 
generally  no.  But  many  entrepreneurs 
raise  money  by  selling  a  percentage  of 
their  startups  to  friends  or  family.  Such 
deals  are  more  akin  to  "angel"  invest- 
ments than  to  typical  stock  offerings. 
And  you  will  need  an  attorney  to  draw 


management  soft- 
ware for  the  U.  S. 
Department  of  Hous- 
ing &  Urban  Devel- 
opment. Officials 
liked  it  so  much  they 
asked  the  Kirkland  (Wash.)  company 
for  a  license  to  use  the  product  at  thou- 
sands of  hud  workstations.  The  $  1  mil- 
lion deal  gave  the  fledgling  company 
more  credibility  just  as  it  was  seeking 
venture  capital,  and  helped  it  raise  $32 
million  in  two  rounds  of  financing. 


up  some  formal  investor  agreements. 
Investors  typically  multiply  third-year 
projected  earnings  by  the  price-to-earn- 
ings  ratios  of  similar  companies.  If  your 
projected  earnings  are  $250,000  and  you 
use  a  price-earnings  ratio  of  12,  your 
company's  estimated  worth  in  three 
years  is  $3  million.  Next,  you'll  need  to 
value  the  investment  after  three  years, 
based  on  the  expected  rate  of  return. 
For  example,  if  an  investor  projects  a 
60%  annual  return,  a  $150,000  invest- 
ment will  be  worth  about  $600,000  in 


"That  was  really,  really  good  timing 
says  ceo  Lisa  Hjorten.  Pacific  Edge  b 
grown  from  two  to  100  employe 
and  is  trying  to  market  to  other  go 
ernment  agencies. 

What  die  government  considers  sm 
varies  by  industry,  but  generally  it's  cor 
parties  with  fewer  than  100  employe 
and  less  than  $25  million  in  sales, 
you're  new  to  the  process,  a  good  pla 
to  start  is  die  Small  Business  Administr, 
tion's  Web  site,  www.sba.gov/g 
where  you  can  register  your  bus 
ness  on  PRO-Net,  a  national  procur 
ment    network    that    feder 
agencies  and  private  corr 
parties  use  to  find  smal 
business  subcontrac 
tors.  When  selectin 
a  bid,  agencies  loo 
not  just   at   price 
but  also  at  experi 
■F   ence  and  expertise 
V     /  ^M    Disadvantaged  busi 

nesses  and  those  ii 
economically  distressec 
neighborhoods    are    al 
lowed  to  bid  up  to  10%  mor< 
on  a  job  without  having  it  coun 
against  them.  ' 

The  process  is  not  as  competitive  a: 
you  might  think.  Federal  agencies  ofter 
receive  just  two  or  three  bids  on  con- 
tracts. And  once  you  get  your  first  job 
the  government  tends  to  reward  you 
with  even  more  work.  It's  enough  tc 
turn  the  most  cynical  citizen  into  a 
true  patriot. 

-CHRISTOPHER  WOODARD 


n 


For  more  on  working  for  Uncle 
Sam,  click  Online  Extras  at 
frontier.businessweek.com 


three  years,  or  20%  of  your  $3  million 
company.  Since  startups  typically  do  not 
pay  dividends  (profits  are  reinvested), 
your  backers  will  probably  be  with  you 
until  your  company  is  either  sold  or 
goes  public.  So  be  sure  to  have  an  exit 
strategy  mapped  out,  or  investors  won't 
put  much  stock  in  your  business  idea. 
-KAREN  E.  KLEIN 

Have  a  question  about  running  your 
small  company?  Send  an  e-mail  to 
frontier    businessweek.com 
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We  have  a  plan  that 


CAN   HELP  CLEAR 


THE 


ADMINISTRATIVE   BURDEN 


OF  YOUR  COMPANY'S  401  (k) 


RIGHT  OFF  YOUR   DESK. 


IT'S  CALLED  THE  401(h)  Century  Plan! 


One  of  the  main  objectives  of  every  com- 
pany wishing  to  establish  a  401  (k)  plan,  or 
improve  upon  its  existing  one,  is  to  add  to 
the  employ- 
ees' benefits 
without 
adding  to 

the  administrative  workload.  The  T.  Rowe 
Price  401  (k)  Century  Plan  was  designed  to 
do  just  that  —  cost-eltectively. 

This  comprehensive  plan  not  only  provides 
access  to  one  of  the  nation's  most  respected 
families  of  100%  no-load  mutual  funds,  it 
also  relieves  you  ol  most  ol  the  administra- 
tive and  recordkeeping  tasks  other  plan 
providers  may  expect  you  to  perform. 

To  begin  with,  the  401  (k)  Century  Plan  is 
easy  to  set  up.    And  because  we  provide  one 
dedicated  plan  manager  to  service  your 
company's  administrative  needs,  you'll 
always  know  whom  to  call  for  quick  and 
accurate  answers. 


We  also  provide  your  employees  with  effec- 
tive communications  materials  and  toll-free 
access  to  plan  specialists,  so  the  time  you 

spend  hav- 
ing to  deal 
with  the 
plan  is 

reduced  even  more  —  which  leaves  you  more 
time  to  run  your  business. 

To  learn  more  about  the  T.  Rowe  Price 
401  (k)  Century  Plan  and  how  it  can 
benefit  your  company 
and  your  employees,  call 
today  to  request  your 
free  information  kit. 

1-800-831-1375 


Invest  With  Confidence 

T.Rowerrice 


For  more  information,  including  fees  and  expenses,  request  a  prospectus 
I  in  ..  1  )istributor, 


Read  it  careful^  before  im  esting    I    Rom  e  i'i  i<  e  Investment  Services. 
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Creating  the  Mother  of  SUVs_ 


Gut  one  Suburban,  install  a  500-horsepower  engine, 
NannycamSp  and  humidors — and  ask  a  cool  $165,000 


IF  THE  EVER-GROWING  army  of 
road-hogging  sport-utes  is  spoiling 
your  commute,  fasten  your  seat  belts. 
In  a  small  garage  in  leafy  Tuckahoe, 
N.Y.,  the  technicians  of  ai  Design  are 
building  something  right  out  of  your 
worst  nightmare. 

Beginning  with  the  frame  of  a  hum- 
ble Chevrolet  Suburban,  the  ai  crew 
adds  a  supercharged  500-horsepower 
engine,  race-quality  spark  plugs,  and 
Ferrari  brakes.  Inside,  a  custom-stitched 
leather  console  holds  a  coast-to-coast 
navigation  system,  a  "concert-hall-qual- 
ity" sound  system,  and  a  "multimedia 
center"  that  includes  modem  ports  and 
video  screens  mounted  on  the  backs  of 
the  headrests.  Once  complete,  the  vehi- 
cle zooms  from  zero  to  60  in  about 
seven  seconds  and  handles  like  a  comfy 
bmw  sedan.  And  all  for  just  $165,000. 

Dubbed  the  "OnShore,"  the  vehicle  is 
a  licensing  deal  between  ai  Design  and 
Cigarette  Racing  Team,  the  Aventura 
(Fla.) -based  manufacturer  of  die  luxury 
speedboats  popularized  on  the  1980s 
cop  show  Miami  Vice.  Extravagant?  You 


bet.  But  Matthew  Figliola,  ai's  sole 
owner  and  the  OnShore 's  designer,  in- 
sists the  market  is  there.  "Most  luxury 
cars  have  to  be  coddled,"  he  says.  "This 
one  can  be  used  everyday. 
There's  nothing  like  it." 

Figliola  likes  to  think  of 
himself  as  a  kind  of  Picasso 
of  the  custom-car  industry: 
a  creative  genius  fearlessly 
pushing  his  craft  to  new 
heights.  The  pony  tailed  33- 
year-old,  who  has  tinkered  with  ma- 
chines since  he  could  walk,  started  the 
company  in  1991  to  provide  high-end 
car  audio  systems.  But  mere  autos  soon 
proved  too  small  a  canvas,  so  in  1996 
he  shifted  to  the  suv  market.  It  turned 
out  to  be  a  smart  move.  Sales  of  suvs 
have  tripled  over  the  past  decade,  ac- 
cording to  J.D.  Power  &  Associates, 
and  now  account  for  one  out  of  every 
five  vehicles  sold  in  the  U.S.  What's 
more,  while  many  suv  owners  opt  to 
customize  their  behemoths,  only  about 
a  dozen  shops  in  the  U.  S.  offer  so- 
phisticated modifications  like  Figliola. 


ai  Design  does  about  250  ren 
vations  a  year,  ranging  fro 
$5,000  to  $100,000.  "Nann 
cam"  video  systems  are  popul 
so  are  mobile  office  conversion 
cigar  humidors,  backup  earner, 
and  superchargers.  With  clien 
like  King  Hassan  II  of  Moroc 
and  Toronto  Raptors'  Charles  Oa 
ley — for  whom  $2  gas  isn't 
issue — '99  sales  for  the  six-pe 
son  shop  climbed  to  $1.5  millio 
But  most  of  Figliola' s  custome 
are  folks  like  Andrew  Kissel.  Th 
Manhattan  real  estate  develop* 
recendy  spent  $60,000  on  a  tor 
of-the-line  Mercedes  E320  4mati 
station  wagon.  But  he  wante 
more:  a  digital  videodisc  playe 
for  the  kids;  a  six-disc  CD-change: 
and  a  computer-navigation  sy 
tem  for  himself,  ai  Design  gutte 
the  entire  car.  Two  weeks  an 
$25,000  later,  Kissel  picked  u 
his  baby.  "I've  tried  other  compa 
nies,  but  ai  surpasses  them  all,"  h 
says.  "There's  them,  and  thei 
there's  everyone  else." 

As  far  as  Figliola  is  concerned 
that's  a  message  the  whole  work 
could  hear  soon.  He's  expecting 
the  Cigarette  deal  to  catapult  ai  De 
sign  to  another  level.  OnShore  sales,  h« 
says,  will  push  revenues  to  $3  millior 
this  year — without  taking  on  a  dime  o: 


AI's  partner  is  Cigarette 

Racing  Team,  builders  ol 

the  Miami  Vice  speedboats 


debt.  The  company  has  been  financed 
entirely  on  its  own  sales.  "We  are  ex 
tremely  efficient,"  Figliola  says.  Even 
tually,  he  hopes  to  have  a  name  as  big 
as  Cigarette,  one  that  can  be  added  to 
vehicles  to  increase  their  value.  "We 
want  to  be  leaders  of  style  for  the 
automobile  industry,"  he  says.  Which 
means  that  the  morning  commute 
could  get  a  lot  worse. 

-LESLEY  ALDERMAN 
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For  more  entrepreneur  profiles, 
click  Online  Extras  at 
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no- names- 1  eft.  com 


Register  an  Internet  address  for  your  business  today 
or  settle  for  leftovers  tomorrow. 


Someone  is  going  to  take  that  Internet  address  you  have  your  heart  set  on.  Unless  you  get  there  first.  Register  it  now 
with  Verio.  In  a  matter  of  hours,  you  can  claim  an  address  that  will  be  yours  for  years.  In  fact,  register  as  many 
addresses  as  you  like.  And  if  you  decide  to  build  a  website,  Verio,  a  leader  in  the  new  world  of  business,  offers  all  the 
products  and  services  you'll  ever  need.  So,  visit  www.verio.com/register,  or  call  1-888-265-6287.  Today,  not  tomorrow. 


VERIO 


REGISTER  YOUR  BUSINESS  TODAY 

visit  www.verio.com/register 
or  Call  Toil-Free  1-888-265-6287 


the  new  world  of  business 


©  2000  Verio  Inc. 
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It's  Never  E-nough 


RANDOM 


Get  ready  to  shell  out  a  lot  more  next  year  on 
broadbandp  palmtops,  and  networking 


IF  THERE'S  ONE  THING  management 
consultant  Anindya  (Andy)  Bose  has 
learned,  it's  how  to  run  a  small  busi- 
ness. In  1996,  he  walked  away  from  a 
job  as  group  vice  -president  at  Inter- 

The  fastest-growing 
cost  continues  to 
be  the  Net— access, 
services,  and  Web  sites 


national  Data  Corp.,  a  leading  technol- 
ogy-research firm,  to  set  up  what  is 
now  AMi-Partners  Inc. 

ami  wasn't  just  small;  it  was  the  first 
research  outfit  to  focus  exclusively  on 
small  companies.  Since  then,  Bose's  20- 
person  business  has  gained  a  follow- 
ing by  tracking  the  way  other  small 
businesses  use  information  technology, 
communications,  and  the  Internet.  "I 
see  us  sitting  at  the  same  table  of 
worthies,"  says  competitor  Ray  Boggs, 
who  replaced  Bose  at  International  Data 
Corp.'s  small  business  group  and  is 
now  an  expert  in  his  own  right. 

What  interests  Bose  most  is  what 
small   companies   buy   and   how 
much  they  spend,  ami  invests  more 
than  $  1  million  a  year  to 
collect  its  data,  harvest- 
ing over  3,000  survey 
responses.    While    the 
information  is  pur- 
chased mostly  by 
corporations  that 
market  to  small 
business,  it's  also 
a  gold  mine  for 
entrepreneurs   who 
wonder  how  their  cur- 
rent   spending     stacks 
up — and  what  new  costs 
will  hit  them  next  year.  It's 
useful  to  ami,  too.  "It's  amazing 
how  much  of  what  we  find  out  can 
be  applied  to  us,"  marvels  Bose.  Only 
when  his  survey  showed  growing  ac- 
ceptance of  digital  subscriber  lines  (dsl) 
did  ami  get  one  for  itself. 


So  what  does  this  tech  guru  see  in 
the  future  for  small  business?  Some 
highlights  based  on  surveys  of  compa- 
nies with  20-49  employees: 

The  Net.  The  fastest-growing  techno- 
cost  continues  to  be  the  Internet.  In 
1999,  companies  committed  an  aver- 
age of  $39,240  to  Internet  access,  serv- 
ices, and  Web  sites.  But  in  2000,  ami 
sees  that  jumping  to  $53,000 — a  35% 
increase.  If  you're  not  keeping  pace, 
chances  are  you're  falling  behind  your 
leading-edge  rivals;  one-third  already 
have  a  Web  site,  and  14%  have  sites 
enabled  for  e-commerce. 

And  you're  about  to  fall  fardier  be- 
hind as  companies  switch  to  broad-band 
Internet  access,  such  as  dsl.  Only 
5%  of  companies  have  dsl  right 
now,  but  17%  have  the  older 
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The  Date  Maker 

Receptionists  of  the  world,  watch  oi 
The  Net  is  after  your  job.  True,  jacl 
nabbit.com  and  Xtime  Scheduler  do 
smile  much.  But  they  can  schedule  a| 
pointments— and  handle  multiple  cu 
tomers  simultaneously  without  puttir 
any  of  them  on  hold.  You  can  even  ha\ 
this  automated  scheduler  give  priority 
special  customers,  e-mail  confirmatic 
of  appointments,  and  record  commen 
that  might  bear  on  whether  someor 
needs  more  than  the  standard-lengt 
session— be  it  dog  grooming  or  ta 
preparation. 

Jacknabbit.com,  which  charges  its  bus 
ness  customers  50<t  per  appointmen 
presents  visitors  with  an  actual  calend 
that  color-codes  its  vacant  and  close 
time  slots  for  quick  scanning.  Xtime,  < 
the  other  hand,  asks  for 
proposed  date  and  time 
then  tells  the  custome 
if  it's  open.  Xtim 
Scheduler  is  free- 
teaser  designed  t 
promote  the  compa 
ny's  higher-en 
"Xtime  Enterpris 
Solutions"  that  offer: 
customized  calender 
ing.  (www.xtime.com 


integrated-services  digita 
network  (isdn),  and  8°/ 
are   paying    for   higher 
speed,  higher-priced  Tl 
lines.  Spending  on  these 
services    will    jump    b) 
45%,    from    an    average 
of    $3,156     tc 
$4,500.       Get 
ready   to   shel 
out,  because  in- 
vesting in  band 
width  is  not  an 
option — it's   a  ne- 
cessity, says  John  Holobinko,  presi- 
dent of  Aplion  Networks  Inc.  in  Edi 
son,  N.J.  "We  accept  those  costs  or 
succumb  to  our  competition." 

Palmtops.  Is  this  a  fad,  or  do  your 

workers    really    need    a    handheld 

computer?  Chances  are,   they  need 
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The  Net  helped  him  change  the  rules  of  competition. 
ACCPAC  Online  helps  him  profit  from  them. 


Introducing  ACCPAC  Online  ...  solutions  for  the 
next  e-business  success  story.  Yours! 


Gaining  a  competitive  advantage  from  the  Net  has  never  been 
so  easy,  thanks  to  end-to-end  accounting  and  e-business  solutions 
from  ACCPAC  Online",  the  premier  ASP  and  e-business  resource 
center  for  small  and  medium-sized  enterprises,  providing  every- 
thing a  business  needs  to  enter  the  new  economy — fast. 

ACCPAC  Online  brings  you  easy-to-understand  e-business 
know-how,  quick  start  e-services,  and  even  complete  application 
hosting  of  the  ACCPAC eAdvantage  Suite" — a  comprehensive  set 
of  e-business  solutions  designed  to  enable  every  business  to  buy 
on  the  Web,  sell  on  the  Web,  and  empower  employees  on  the 


Web.  All  tightly  integrated  with  ACCPAC's  complete  line  of 
industry-leading  accounting  solutions.  All  adaptable  to  the  way 
businesses  do  business  today.  No  customization,  no  reinvention — 
just  flexible,  affordable  e-business  solutions  from  the  most  trusted 
name  in  the  industry.  Changing  the  rules  is  easy.  Now,  profiting 
from  them  is  too. 

Let  ACCPAC  Online  and  eAdvantage  Suite  put  the  promise  of 
e-business  in  your  business. 

www.accpaconline.com 
Toll  free  877.622.2722x1 7 
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them — or  will  soon — 
because  the  wireless  In- 
ternet is  the  next  big 
thing.  In  1999,  the  av- 
erage company  spent  a 
paltry  $288  on  wireless, 
but  the  figure  will  soar 
to  $2,000  this  year  as 
more  companies  provide 
employees  with  wireless 
e-mail  and  other  servic- 
es. It  won't  be  long  be- 
fore clients  want  you  to 
answer  their  inquiries 
immediately,  the  way 
they  expect  you  to  pick 
up  your  cellular  phone. 
Speaking  of  cell  phones, 
some  good  news:  Ex- 
penditures on  mobile 
telecom  are  expected  to 
decline,  from  $3,000  in 
1999  to  about  $2,500 
this  year. 


Networks.  Don't  think 
just  because  pes  have  gotten  cheap  as 
dirt  that  you're  going  to  get  to  skimp 
on  hardware  and  software.  The  trend 
toward  networking  will  continue,  be- 
cause it  offers  increasingly  critical 
services:  instant  e-mail,  officewide 
Web  access,  and  file  sharing  across 
the  company.  Already,  half  of  small 
companies  have  their  pes  on  a  local 
area  network,  and  ami  sees  a  15%  in- 
crease in  spending  on  servers,  hard- 


Tech  Benchmarks 

NEEDS  VARY,  BUT  ITS  HELPFUL  TO  KNOW  WHAT  YOUR  PEERS 
SPEND  ON  TECHNOLOGY.  HERE'S  THE  AVERAGE  FOR  COMPANIES 
WITH  20-49  EMPLOYEES  THAT  USE  EACH  OF  THESE  SERVICES. 


SERVICE 

1999 

2000* 

INTERNET 

Web  sites,  access, 
intranet,  wireless 

$39,240 

$53,000 

NETWORKING 

Servers,  hardware  and 
software  for  network 

$  8,477 

$  9,748 

PCS 

Hardware,  software, 
peripherals,  printers 

$19,707 

$20,692 

SUPPORT  AND  SERVICE 

PCs  and  network 

$  5,741 

$  6,602 

MOBILE/WIRELESS  COMMUNICATIONS 

Cell  phones,  pagers 

$  3,561 

$  3,703 

BASIC  TELEPHONE 

Long  distance  and  local 

$11,144 

$11,366 

TOTAL 

DATA:  AMI-PARTNERS  INC.  "PROJECTED 


ware,  and  software  this  year,  to  an 
average  of  $9,748.  Meanwhile,  PC 
hardware  and  software,  which  ate  up 
an  average  of  $19,707  last  year,  will 
gain  just  5%  to  $20,692.  Similarly, 
expect  small  increases  in  it  service 
and  support,  and  even  your  basic  tele- 
phone bill. 

E-Backlash.  Are  you  suffering  a  bit 
of  technology  fatigue  these  days?  Join 
the  crowd.  Bose 
says  there  are  still 
some  technophobes, 
but  more  impor- 
tant, he  sees  signs 
of  "e-backlash."  In 
focus  groups,  AMI 
hears  a  "throwing 
up  of  the  hands" 
that's  new.  In  sur- 
veys, 40%  of  small 
businesses  say  the 
cost  of  setting  up 
a  Web  site  makes 
it  prohibitive,  and 
60%  don't  think 
they  can  sell  on  the 
Web  anyway. 


The    Bottom    Line. 

According. to  Bose, 
the  average  compa- 
ny spent  a  hefty 
$87,870  on  tech- 
nology in  1999. 
This    year,    overall 


$87,870      $105,113 


expenditures    will    irj 
crease  by  about  20%, 
$106,000.  And  the  raj 
of    growth    shows 
signs  of  slowing. 

Cutting  the  Bills.  Do 

that  mean  you're  a  pri 
oner  of  tech  spendin 
Yes,  but  managers  ha 
discovered     plenty     c 
ways      to     soften     th 
impact. 

Outsource.  Some  comp 
nies  are  turning  to  ap 
plication  service  pro 
viders  (asps)  ,  whic 
charge  a  monthly  fee  t< 
access  programs  that  an 
far  too  cosdy  to  buy.  Bu 
be  careful.  Most  asp 
have  short  track  records 
Don't  outsource  anything 
that  is  critical  to  you 
core  business. 
Lease.  Leasing  can  pare 
costs  and  free  capital  for  new  invest 
ments.  "Virtually  all  of  our  equip 
ment  now  is  leased,"  says  Kevin  John 
son,  vice-president  for  operations  al 
Jackson-Dawson  Integrated  Marketing 
Communications  Inc.  in  Greenville 
S.  C.  "We've  been  able  to  upgrade  out 
systems  while  actually  decreasing  our 
monthly  costs." 

Try  Internet  Telephony.  Some  compa 
nies  are  cutting  telecommunications 
costs  by  chucking  their  pbxs  and 
switching  to  voice-over  Internet 
telephony.  For  example,  Bayley 
Construction  Co.,  a  3 5 -employee 
general  contractor  with  offices  in 
Seattle  and  Santa  Ana,  Calif,  and 
projects  throughout  the  West,  was 
able  to  link  far-flung  operations 
through  its  Internet  service  provider, 
using  leased  lines. 

Now,  most  of  the  traffic  between 
its  various  locations  is  billed  at  local 
rates  instead  of  long-distance.  Mark 
Nicholson,  vice-president  of  Terra 
Communications,  the  Redmond 
(Wash.)  company  that  installed  the 
system,  estimates  that  Bayley  will 
recoup  its  $145,000  investment  in 
two  years. 

If  that's  the  return  on  technology, 
20%  annual  hikes  could  look  like  a 
real  bargain.  —ALAN  HALL 

JHTj  For  more  on  efficient  tech 

spending,  click  Online  Extras  at 
i    J  frontier.businessweek.com 
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If  you  don't  need  ACT! 

10  manage  your  business  relationships, 

you  probably  don't  have  many 

relationships  to  manage. 
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This  fellow  isn't  one  of  the  3  million 
satisfied  users  of  the  world's  favorite 
contact  management  software. 

But  if  he  were,  he  would  tell  you 
what  an  indispensable  tool  ACT!  is, 
especially  for  people  who  make  their 
living  fishing  for  prospects. 

That's  because  it's  so  easy  to 
install,  use  and  personalize  so  it  works 
the  way  you  do'. 

ACT!  automatically  links  all  your 
calls,  meetings  and  correspondence  to 
the  appropriate  contact  record.  It  also 
maintains  complete  histories  of  all  your 
client  communications.  And  it  comes  with 
special  software  that  lets  you  transfer 
data  straight  into  your  Palm  or  cell  phone. 

Better  yet,  once  you  get  your  mitts  on  ACT!  2000,  you  can  plug 
into  lnteract.com;  the  exciting  new  set  of  Web  services  that  no  business 
person  should  be  without. 

Don't  be  left  out  in  the  cold.  Act  now.  For  more  information  or  a 
free  trial  CD,  visit  www.actsoftware.com/trial  or  call  888-265-1885. 

Interact  Commerce  Corporation 


^  '2000  Intend  Commerce  Corp.  ACT1  is  a  registered  trademarK  under  eirlusive  license  to  Interact  Commerce  Corp  By  its  owner.  Symantec  Core,  in  the  US  anil  ittn  cmitnes. 
(II  other  trademarks  are  the  property  of  their  respective  owners 
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Why  small  companie 
are  getting  hit  so  hard  am 
what  you  can  do  about  i| 


Healthcare 


risis 


by  Alison  Stein  Wellner  with  Joshua  Kendall  IT  WAS  ALMOST  LIKE  read- 
ing her  own  obituary.  One  morning  last  October,  as  Rochelle  Balch, 
owner  of  a  computer  programming  company  in  Glendale,  Ariz.,  pe- 
rused the  front  page  of  her  local  newspaper,  she  was  shocked  to  learn  that 
her  health  insurer  was  going  bankrupt. 


Ouch! 


^rmMPANIES  FACED  THE 


She  would  have  to  find  anoth- 
er insurance  carrier  for  RB  Balch 
&  Associates  Inc.,  her  20-employ- 
ee  company.  One  insurer  quoted 
a  rate  of  $45,000  a  year,  about 
what  she  had  been  paying  before. 
Then  they  reviewed  her  employ- 
ees' medical  records.  The  bid 
jumped  to  $245,000  because  one 
worker  had  a  child  on  a  medica- 
tion that  cost  $30,000  a  year.  An- 
other insurer  wanted  $130,000 
because  of  a  pregnant  employee. 

Meanwhile,  doctors  from  her 
existing  plan  were  refusing  to  schedule  appoint- 
ments with  her  employees  although  the  insurer, 
Premier  Insurance  Inc.,  was  contractually  obligated 
to  cover  claims  for  another  90  days.  In  a  low  point 
of  the  whole  mess,  one  employee's  wife  had  to  pull 
an  intravenous  line  out  of  her  own  arm  when  a 
home  nurse  refused  to  come  change  the  medicine 
bag,  says  Balch.  "I  was  still  paying  the  premium," 
Balch  marvels,  "but  I  was  paying  for  no  care.  I 


199» 
PRICE 
HIKE 


felt  like  I  was  getting  walked  all 
over  as  a  small-business  owner, 
and  there  was  nothing  I  could  do 
about  it." 

If  Balch' s  saga  sounds  shock- 
ing, it's  only  by  degree.  All  small 
businesses  are  suffering  from  a 
feverish  rise  in  premiums  these 
days.  Back  in  1996,  companies 
with  fewer  than  200  employees 
faced  average  increases  of  just  2% 
in  their  rates,  says  the  Kaiser  Fam- 
ily Foundation.  From  1998  to 
1999,  however,  premiums  rose 
7%,  vs.  just  4%  for  big  companies.  And  that's  the 
average;  it's  not  unusual  to  hear  of  hikes  topping 
15%  or  even  20%. 

In  fact,  the  smaller  your  company,  the  harder  you 
get  hit.  The  National  Federation  of  Independent 
Business  says  surveys  of  its  600,000  members,  who 
average  about  six  employees,  show  they're  experi- 
encing premium  hikes  as  steep  as  25%  a  year.  De- 
loitte  Consulting  predicts  no  relief  in  sight:  Health 
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insurance  for  small  companies  will  keep  climbing  at 
8%  to  12%  annually  for  at  least  the  next  two  years. 
No  wonder,  then,  that  many  small  companies  are 
dropping  health  care  altogether.  Despite  the  tight  la- 
bor market  and  worker  demands  for  health  insur- 
ance, the  percentage  of  small  companies  offering 
coverage  has  fallen  to  51%  from  63%  just  in  the 
past  two  years,  according  to  a  small-business  survey 
released  last  month  by  Arthur  Andersen.  The  study 
says  small-business  owners  now  rank  health  care  as 
their  No.  1  priority  for  legislative  reform. 


h 

A  decade  ago,  the  picture  seemed  less  bleal 
Managed  care  contained  costs  for  a  while  by  re 
ducing  inefficiencies.  But  now  a  new  explosion  i  mil* 
being  fueled  by  a  raft  of  pressures:  pricey  prescrip   I 
tion  drugs,  expensive  medical  technology,  and  ai  I 
aging  population.  And  analysts  say  that  the  declin 
in  Medicare  and  Medicaid  reimbursement  will  plac 
additional  burdens  on  the  privately  insured. 

_To  be  sure,  this  is  a  crisis  of  national  proportions 
The  U.  S.  already  spends  more  than  $  1   trillion     | 
year  on  health  care,  a  figure  expected  to  double  b 
2008.  That's  bad  for  everybody  but  worse  for  smal 
businesses  because  they  can't  wield  the  bargaining  y,n 
clout  of  their  corporate  brethren  when  negotiat  (jrnoi 
ing  rates.  What's  more,  small  companies  are  a  nat 
ural  target  for  higher  rates,  actuarially  speaking  mo  IT'! 
Fewer  people  produce  fewer  premiums  to  cove:  wym 
administrative  costs,  and  one  serious  illness  coulc  ^25; 
wipe  out  premiums  from  your  entire  staff — hardl)  m^.r 
an  attractive  risk  to  an  insurance  carrier. 

"It's  going  to  hit  small  companies  the  hardest  be  nef 
cause  they  have  very  limited  options  to  respond  tc  »g(  ] 
the  increase,"  says  Paul  Fronstin,  senior  research  imajns 
associate  at  the  Employee  Benefits  Research  Institute  h^\ 
in  Washington.  "If  they  were  to  drop  benefits  be-  ma[[ e< 
cause  of  the  rising  cost,  they  would  lose  a  lot  of 
workers.  And  they'd  also  find  it  difficult  to  shift  Lj'j 
costs  onto  employees."  re sujj 

Hopeless?  Well,  you  can't  solve  the  health-career; 
crisis  yourself,  but  there  are  strategies  you  can  use  Lra| 
right  now  to  fight  back.  The  five  prescriptions  that 
follow  may  be  your  best  bets.  But  we  won't  kid  j; 
you:  They're  no  more  than  a  Band-Aid  until  there's 
meaningful  system- wide  reform.  Meanwhile,  small 
business  owners  are  muddling  along,  often  setding  [me: 
for  poor  or  inadequate  solutions. 


TAKING  CHANCES 

Some  are  playing  what  amounts  to  Russian  roulette 
offering  no  insurance  at  all.  That  was  the  case  for 
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REMEDY   #1 


Rx:  Medical  Savings  Accounts 


HOW  IT  WORKS:  MSAs 
combine  a  high-de- 
ductible health  plan 
(the  threshold  can  be 
as  high  as  $4,600  for 
families)  with  a  tax- 
deferred  savings  ac- 
count similar  to  a 
4011k)  plan.  The  ac- 
count is  used  to  pay 
medical  expenses  not 
covered  by  the  insur- 
ance. Employees  get  a 
tax  break  on  funds  de- 
posited in  the  MSA,  earnings  d 
count  as  income,  and  unused  f 
can  roll  over  from  year  to  year. 


on't 
unds 
MSA 


money  can  be  invested  in  stocks  and 
bonds. 

WHO  IT'S  FOR:  Companies  with 
fewer  than  50  employees. 

WHERE  IT'S  OFFERED:  All  50 

states.  A  four-year  trial  pro- 
gram ends  this  year.  Even  if 
Congress  doesn't  reauthorize 
MSAs,  companies  that  sign  up 
now  can  keep  using  them. 

WHAT'S  GOOD:  You  save  1 5%  to  50% 
in  premiums. 

WHAT'S  NOT:  Less  attractive  for  older 


or  sicker  employees  because  of  the 
higher  out-of-pocket  expenses.  Since 
MSAs  aren't  being  actively  marketed, 
your  local  broker  may  not  be  able  to 
help  you  find  one.  The  complex  con- 
cept requires  employee  education. 

WHERE  TO  GO:  For  a  broker,  check 
the  National  Association  of  Alterna- 
tive Benefit  Consultants 
(www.room100.com/msa).  For  an  ad- 
ministrator, contact  Msaver  National 
Resource  Center  (888  367-6727),  the 
major  national  player.  For  a  directory 
of  insurers  and  guide  to  MSAs,  visit 
the  Health  Insurance  Association  of 
America's  Web  site  at  www.hiaa.org. 
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REMEDY   #2 


BUSINESSWEEK 


R   0   N  T  I   E   R 


Rx:  Self-Funding  With  Stop-Loss 


M 


'."Ih 


OW  IT  WORKS:  Instead  of 
aying  big  insurance  premiums 
our  company  spends  the 
loney  directly  on  employ- 
e  medical  bills.  To  pro- 
jct  against  unexpected 
r  catastrophic  illnesses 
ou  buy  less  costly 
top-loss  insurance, 
/hich  kicks  in  when 
laims  reach  a  pre- 
et  amount. 


a  m 
doit 

.  i 
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IfHO  IT'S  FOR:  Small 
ompanies  with  more 
nan  25  employees  who  are 
oung  and  in  good  health. 

VHERE  ITS  OFFERED:  In  all  50 

tates.  This  option  has  long  been 
mainstay  of  large  employers, 
ut  is  still  relatively  new  among 
mall  employers. 

VHAT'S  GOOD:  Since  these  plans 
re  subject  to  federal  rather  than 
tate  regulations,  you  have  more 
ontrol  over  coverage.  You'll  also 
ivoid  having  to  pay  the  2%  to  3% 
•tate  tax  on  premiums  for  fully 


insured  plans.  You  can  usually 
save  about  6%  to  12%  in  total 
outlays.  For  a  50-employee 
group,  fixed  costs  are 
typically  half  those  of 
a  fully  insured  plan. 

WHAT'S  NOT:  If  your 
workforce  includes 
older  employees  or 
some  with  chronic 
medical  conditions, 
your  risk  goes  up. 
The  smallest  compa- 
nies are  especially  vul- 
nerable, since  one  person's 
serious  illness  can  have  a  dispro- 
portionately large  impact  on  ex- 
penses and  premiums.  Compa- 
nies with  fewer  than  25 
employees  may  find  it  hard  to  get 
stop-loss  coverage. 

WHERE  TO  GO:  You'll  need  a 
third-party  administrator  to 
process  claims,  find  a  health- 
care network,  and  buy  stop- 
loss  insurance.  Contact  the  Self- 
Insurance  Institute  of  America 
Inc.  (800  851-7789). 


Cerren  Biggs,  owner  of  Cookies  by  Design,  a  12 -em- 
ployee specialty  bakery  in  San  Diego.  It  was  bad 
■nough  that  employee  productivity  suffered  because 
vorkers  didn't  seek  medical  attention  for  chronic 
nfections.  Then,  real  tragedy  struck  when  longtime 
mployee  Kelly  Underwood  learned  her  six-month- 


old  baby  had  canca    Employed 
but  uninsured,  Underwood  had  to 

go  on  Medi-Cal,  a  state  funded 
medical  welfare  program,  to  pay 
for  her  daughter's  treatment.  Un- 
happy accepting  public  assistance, 
Underwood  said  she  would  have 
to  quit  if  Biggs  couldn't  provide 
health  benefits.  "She'd  been  with 
me  a  long  time,  and  I  didn't  want 
to  lose  her,"  says  Biggs.  Last  No- 
vember, Biggs  hooked  up  with  fo- 
cus, a  health-insurance  program 
subsidized  by  the  Alliance  Health- 
care Foundation  in  San  Diego.  It 
provides  low-cost  health  insurance 
on  a  sliding  scale  for  local  compa- 
nies with  low-income  employees, 
defined  as  those  earning  no  more 
than  300%  of  the  federal  poverty 
level — about  $50,100  a  year  for  a 
family  of  four.  All  of  Biggs'  em- 
ployees, who  make  $10  an  hour 
or  less,  qualify.  Now,  Biggs  pays 
$30  a  month  per  employee,  the 
employees  kick  in  around  $15  a 
month,  and  focus  picks  up  the 
rest.  Underwood  stayed  at  the 
bakery,  her  daughter's  cancer  has 
gone  into  remission,  and  Biggs  has 
a  powerful  new  recruitment  tool. 
"I  was  interviewing  someone  for  a 
job,"  recalls  Biggs.  "He  said,  'So  I 
guess  you  have  no  medical  bene- 
fits at  a  place  like  this.'  And  I  said,  'Oh,  yes  we  do. 
We  have  great  medical  benefits.'"  ' 

TOUGH  CHOICES 

Going  without  insurance  probably  isn't  an  option  if 
you're  competing  for  skilled  workers.  To  afford  it, 


REMEDY   #3 


Rx:  Split  Funding 


HOW  IT  WORKS:  This  is  partial 
self-insurance.  You  tell  employees 
they're  responsible  for  expenses 
jp  to  a  preset  limit,  say  $500.  You 
then  purchase  a  low-cost  policy 
with  a  high-deductible,  say 
$2,000.  That  leaves  you  liable 
for  the  difference,  but  the  over- 
all cost  should  be  less  than  a 
conventional  policy. 

WHO  IT'S  FOR:  Works  best  for 
companies  that  have  more  than  10 
employees  who  are  generally  young 
and  healthy. 


WHERE  IT'S  OFFERED:  All  50  states. 


WHAT'S  GOOD:  Saves 
15%  to  50%  on  premiums.  Should 
hold  down  costs  in  the  long  run,  since 
premiums  on  these  policies  are  rising 
at  half  the  rate  of  standard  ones. 


WHAT'S  NOT:  Complex  to  set  up  and 
probably  not  worthwhile  for  very 
small  businesses.  You'll  need  help 
from  a  benefits  consulting  firm.  Total 
savings  will  depend  on  how  much 
health  care  employees  use  so 
firms  with  an  older  or  sicker  work- 
force could  get  hurt  by  the 
scheme. 

WHERE  TO  GO:  Your  best  bet  is  to  find 
a  consultant  who  specializes  in  small 
companies.  The  generally  acknowl- 
edged leader  is  Marsh  Advantage 
America  (800  U1-13U),  a  benefits 
consulting  firm  with  50  offices 
nationwide. 
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FILLING  A  NEED:  Bakery  owner  Biggs  (R)  began  offering  her  employees  health  insurance  through  a  subsidized  program  after 
learning  that  Underwood's  baby  daughter  had  been  diagnosed  with  cancer 


you  can  freeze  wages,  skimp  on  your  marketing 
budget,  or  raise  your  prices — but  at  what  cost?  For 
Steve  Salem,  owner  of  Rudy  Salem  Staffing  Ser- 
vices in  Sioux  City,  Iowa,  the  only  way  to  cope 
with  his  20%-a-year  premium  hikes  for  the  past 
few  years  has  been  to  cut  back 
on  tech  upgrades  and  adver- 
tising. He  can't  hold  his  own 
against  the  national  staffing 
agencies  if  he  raises  prices,  he 
says,  "and  if  I  shift  the  costs 
on  to  my  employees  too 
much,  I  scare  them  off  be- 
cause instead  of  health  insur- 
ance being  a  benefit,  it  be- 
comes a  burden  to  them." 

Soil,  some  companies  do  try 
to  reduce  coverage  or  make 
employees  pay  more.  DcVast,  a 
29-person  computer-services 
firm  in  Chicago,  opted  to  cut  its 
maternity  benefits,  which  its 


Who's  Covered 

WAGE  COMPANIES* 


"'^SofImployeIs  MAKE  LESS 


older  workforce  didn't  need.  But  then  the  growing 
company  went  on  a  hiring  spree  and  younger 
prospects  began  asking  why  maternity  coverage  was- 
n't included.  So  back  into  the  plan  it  went.  To  cover 
rising  costs,  President  Don  Swanson  has  raised  DcVast's 
prices  by  50%  over  the  past 
two  years.  That  worked,  as  his 
services  were  underpriced.  But 
future  price  hikes  could  hurt. 
"We're  still  looking  for  benefits 
to  trim,  but  we  haven't  found 
any  yet,"  he  says. 

CARRIER  CAROUSEL 

Other  companies,  such  as 
BAMnet  in  Hamilton,  N.J., 
are  choosing  another  bad  so- 
lution. They  switch  insurance 
carriers  every  year  to  take  ad- 
vantage of  typically  lower 
first-year  rates.  CEO  Michael 
Meighan,  who  has  enrolled 


anoi 
sore 


BUSINESS  WEEK  FRONTIER 


JULY  10,  2000 


m 


FRONTIER 


REMEDY   #4 


Rx:  Association  Health  Plans 


low  IT  WORKS:  You  pay  a  nomi- 
bl  fee  to  participate  in  a  health 
Ian  through  a  sponsoring  asso- 
ation— typically,  an  industry  or 
I  ade  group.  The  association  ad- 
ministers the  plans. 


J  'HO  IT'S  FOR:    Best  for 
hwer  than  15  people,  in- 
|luding  dependents. 

'HERE  IT'S  OFFERED:  All 

states. 

WAT'S  GOOD:  Often 
[rovides  better  and  more 
jffordable  coverage  than 
lou  could  get  on  your 


own,  with  discounts  averaging 
10%.  Saves  on  administrative 
costs.  Associations  can  serve  as 
your  advocate  in  disputes  with 
your  insurer  over  coverage. 


WHAT'S  NOT:  Nine  states  don't  al- 
low association  plans  to  offer  dis- 
counts (Colorado,  Connecticut, 
Florida,  Kentucky,  Maryland,  New 
York,  New  Jersey,  New  Hamp- 
shire, and  Washington).  Offers 
less  variety  than  a  con- 
sumer choice  health-pur- 
chasing group. 

WHERE  TO  GO:  The 

Association  Healthcare 
Coalition,  a  nonprofit 
representing  about 
40  associations, 
202  543-4455.  Also,  try 
your  local  Chamber  of 
Commerce. 


is  company  in  four  different  plans  in  four  years, 
ays  employees  hate  constantly  switching  systems 
nd  doctors.  This  tendency  of  small  companies  to 
•lay  musical  insurance  carriers  also  helps  drive 
ip  costs  by  making  them  even  less  attractive 
iusiness  prospects,  says  John  Nail,  ceo  of  Digital 
lenefits,  an  Internet  health-insurance  portal.  That's 
>ecause  insurers  don't  recoup  their  marketing 
osts  if  you  leave  after  the  first  year,  and,  often 

ey're  left  with  a  risk  pool  of  generally  sicker 

lployees. 

Fortunately  for  Rochelle  Balch  and  her  employees, 
he  finally  found  an  affordable  insurer  that  put  her 
:ompany  into  a  community-risk  pool.  But  she  still 
expects  her  rates 'to  rise  next  year,  based  on  the  ex- 
perience of  other  companies  in  the  plan.  For  now, 
.he's  paying  the  full  premium  for  her  employees 


and  their  families,  but  she  says  she  can  no  longer 
afford  to  offer  new  hires  the  same  deal.  "I'll  grand- 
fa  ther-in  the  employees  that  have  been  with  me," 
she  says.  "I  don't  want  to  sound  corny,  but  I  feel  a 
moral  and  ethical  obligation  to  them.  I  don't  think 
it's  right  for  me  to  break  that  promise." 

A  noble  sentiment,  to  be  sure,  but  one  that  does- 
n't leave  an  employer  a  lot  of  wiggle  room.  It's  a 
safe  bet,  unless  something  is  done  soon,  that  many 
more  small  companies  will  be  forced  to  choose 
between  the  health  of  their  employees,  and  the 
long-term  survival  of  their  business.  Is  there  a  doc- 
tor in  the  house? 


S 


For  more  on  choosing  a  health  insurance  plan 
and  controlling  costs,  click  Online  Extras  at 
frontier.businessweek.com 


REMEDY   #5 


Rx:  Consumer  Choice  Health  Purchasing  Group 


■I0W  IT  WORKS:  Small  companies  pay 
3  nominal  fee  to  join  an  alliance  spon- 
sored by  state  governments  or  creat- 
ed by  nonprofits.  Employees  gain  ac- 
:ess  to  a  wider  selection  of  health 
olans  than  the  companies  could  pro- 
vide on  their  own. 

WHO  IT'S  FOR:  Attractive  for  compa- 
nies with  2-10  employees. 

WHERE  IT'S  OFFERED:  North 
Carolina,  California.  Colorado, 
Connecticut,  New  York.  Ohio,  Utah, 
Washington,  Oregon,  and  Kansas. 


Under  development  in  Wisconsin, 
Florida,  Montana,  and  Michigan. 
WHAT'S  GOOD:  Lets  you  offer  a  wide 


choice  of  insurance  plans  without  ad- 
ministrative hassles  or  extra  cost. 
Employees  who  want  more  than  a  ba- 
sic plan  can  opt  to  pay  extra. 

WHAT'S  NOT:  In  most  states,  the 
groups  aren't  able  to  get  group  dis- 
counts. (In  a  few  states  such  as  Cali- 
fornia, where  discounts  are  allowed, 
you  might  save  a  couple  of  percent- 
age points  on  premiums.) 

WHERE  TO  G0«  Try  the  Institute  for 
Health  Policy  Solutions'  Web  site 
(www.ihps.org) 
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h  Gateway's  OnlineTraining  Subscription,  your  employees  can  learn  about  software  and  the 
st  technologies  right  at  their  computer.  They  can  control  the  pace  of  the  courses  to  match  their 
dule  and  even  take  as  many  classes  as  they  like  in  areas  including: 

•  Microsoft®  Office  Suite 

•  Internet/Networking 

•  Managing  Your  Business 

•  Desktop  Publishing 

you  have  to  pay  is  one  low  annual  subscription  price.  To  learn  more  about  Gateway's  Online 
Ulf  ining  Subscription  for  your  business,  contact  us  today. 


Gateway@Work 


call  1-888-888-0479  or  click  www.gatewayatwork.com 

or  visit  a  Gateway  Business  Solution5'1  center 

at  your  local  Gateway  Country    store 
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Search  fora  Cure 


SMALL  BUSINESS  MAY  be  more  affected  by  the  health- 
care crisis  than  any  other  sector  of  economy,  but  it 
can't  solve — or  even  ease — its  problems  without  some 
government  action.  The  fact  is,  some  current  laws  ac- 
tually make  the  situation  worse  by  banning  groups 
from  bargaining  for  better  rates.  Other  ostensibly  help- 
ful laws  are  either  flawed  or  due  to  expire. 

So  what  should  be  done?  There's  no  shortage  of 
proposals  knocking  around  in  Congress,  the  states  and 
the  Presidential  campaigns.  While  none  will  solve  the 
problem  alone,  each  could  help  ease  the  burden. 

□ear  the  way  lor  the  growth  of  Association  Health 
Plans.  Small  businesses  need  to  have  new  ways  to 
band  together  to  buy  insurance.  Right  now,  groups 
such  as  the  U.  S.  Chamber  of  Commerce  are  blocked 
by  state  regulation  from  using  their  leverage  on  a  na- 
tional scale  to  bring  down  pre- 
miums through  bulk  buying 
for  their  members.  Plus,  the  in- 
surance they  provide  must  be 
tailored  to  the  requirements  of 
each  state — ranging  from 
mandatory  chiropractic  cover- 
age to  dental  and  eyeglass  plans. 

While  mandated  coverage  of 
mental  health  or  bone-marrow 
transplants  may  help  some  em- 
ployees, it's  a  bad  trade-off  if  it 
means  many  companies  decide 
they  can't  afford  to  provide  ba- 
sic coverage.  Putting  these  plans 
under  federal  law  would  give 
small-business  associations  the 
same  rights  as  labor  unions  and 
large  corporations  to  offer  cov- 
erage nationwide,  notes  John  G.  Emling,  a  lobbyist  for 
the  National  Federation  of  Independent  Business. 

The  idea  is  gaining  traction.  The  U.S.  House  of 
Representatives  has  authorized  national  association 
plans,  and  negotiators  for  the  House  and  the  Senate 
are  trying  to  reconcile  differing  versions  of  the  Pa- 
tients' Bui  of  Rights.  Vice-President  Al  Gore  and 
Gov.  George  W.  Bush  differ  on  the  plans.  Gore 
would  accept  purchasing  cooperatives,  but  insists 
on  upholding  state  mandates.  Bush  would  tolerate 
scrapping  most  of  them  as  a  trade-off  for  the  national 
buying  clout. 

And  yet  associations  are  no  cure-all.  For  one, 
the  Congressional  Budget  Office  figures  that  rela- 
tively few  currently  uninsured  people — maybe  as 
few  as  330,000 — stand  to  gain  coverage  under 
current  proposals.  The  CBO  in  a  January  report  ar- 
gues that  interstate  associations  would  chiefly  help 
businesses  that  already  carry  pricey  conventional 


There's  no  panacea,  but  govern- 
ment can  act  now  to  make  healt 
care  more  affordable 

coverage.  It  cautions  that  many  firms  now  uncov 
ered  will  still  find  costs  onerous. 


Give  a  tax  credit  to  small  employers  who  join  pur 
chasing  groups.  To  really  make  association  plans  bios 
som,  the  federal  government  must  weigh  in — mainh. 
widi  cash.  Gore's  plan  for  a  25%  tax  credit  on  the  pre- 
miums for  each  worker  would  help.  Certainly,  such 
credits  would  be  more  palatable  than  outright  subsi 
dies,  and  they  might  just  tip  the  balance  for  companies 
on  the  fence  about  covering  their  staffers. 

Keep  Medical  Savings  Ac 
counts.  Republicans — and  some] 
Democrats — want  to  retain  the 
program  (Page  F20),  which  is 
set  to  expire  next  year,  and  it's 
part  of  both  the  House  and 
Senate's  Patients'  Bill  of  Rights 
Some  technical  problems  have 
made  msas — a  form  of  self-in- 
surance for  individuals — less  at- 
tractive than  they  should  be. 
msas  should  be  made  perma- 
nent and  more  accessible. 

Encourage  experimentation  in 
the  states.  With  Washington 
in  a  quagmire,  some  states 
have  taken  up  the  challenge, 
and  more  should  follow  their 
lead.  For  instance,  Kansas  legislators  this  spring  ap- 
proved a  statewide  insurance-purchasing  alliance  for 
businesses  of  50  employees  or  less.  Lawmakers  expect 
to  help  fund  the  effort  through  some  $2.3  billion  the 
state  will  get  from  tobacco-makers  to  setde  recent 
court  action.  "We  believe  you  can't  do  it  without  a 
subsidy  for  low-wage  workers,"  says  State  Senator 
Sandy  Praeger,  a  Republican  who  notes  that  the  issue 
crosses  party  lines. 

But  federal  action  is  still  needed.  Lawmakers  should 
liberalize  the  rules  for  associations  and  use  tax  breaks  to 
make  them  more  appealing  to  small  biz.  And  they 
need  to  chip  away  at  the  problem,  with  smaller  reforms, 
such  as  letting  workers  carry  over  the  balance  in  flexible 
savings  accounts  from  one  year  to  the  next.  Such  inno- 
vations at  least  would  tackle  parts  of  the  problem.  And 
for  now,  that  may  be  all  that  can  be  done. 

Weber  covers  health  care  for  BUSINESS  WEEK. 
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n  your  Local  phone  company. 


jed 


Local/Long  Distance 


High-speed  Internet 


for  Less 


For  every  business  that's  been  overlooked,  overcharged  and  underserved  by  the  phone  company  now 
there's  a  better  choice:  Teligent.  We've  built  our  own  local  phone  network,  so  you  can  leave  your 
current  carrier  and  finally  get  the  savings,  the  services  and  the  attention  you  deserve.  Like  unlimited 
local  calling  for  one  flat  monthly  rate  —  up  to  30%  less  than  you  currently  pay.  An  interactive  online 
billing  system  that  lets  you  sort,  track  and  analyze  your  expenses 

on  the  Web.  And  customer  service  that  treats  you  like  the  biggest  TRWI  |Mnj|l- 

company  in  the  world.  Call  us.  We  promise  you'll  want  to  stay  on  the  line.  B^^ll^j^rl  III 
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Women  are  launching  mor 
businesses  than  ever.  So 
why  aren't  they  getting  a 
fair  share  of  venture  funds 

by  Kevin  Ferguson 


SILICON  VALLEY  ENTREPRENEUR 


K  ihi 


led. 


talk  about  "two  degrees  of  separa 
tion" — everyone  knows  someone  p 

•  ills 

who  knows  a  venture  capitalist.  The 
problem  is,  two  degrees  don't 
always  get  you  funding.  Just  ask 
Punita  Pandey,  the  36-year-old 
founder  of  netCustomer.com  Inc., 
who,  like  many  women  entrepre- 
neurs, found  herself  one  degree  short 
of  what  really  matters — firsthand 
ties   to   the   financial   community. 

On  the  surface,  Pandey  had  everything  going 
for  her.  She  was  well-educated,  with  an  MBA  from 
the  University  of  California  at  Berkeley  and  an  en- 
gineering diploma  from  India's  prestigious  Birla 
Institute  of  Technology  &  Science.  She  also  had 
impressive  work  credentials,  including  15  years  of 
management  experience  at  Deloitte  Consulting, 
Healtheon,  and  McDonnell  Douglas.  What  she 
lacked  when  she  drew  up  her  business  plan  in 
late    1998   to  offer  customer-service  technology 
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[IKS  ver  trie  Internet  were  the  connections  that  would 
love  her  one  degree  closer  to  the  money.  In- 

eed,  the  entrepreneur  watched  as  two  of  her 
ompetitors — both,  as  it  happens,  men — raised 

75  million  and  $45  million  from  venture  capi- 
ilists.  "I  realized  early  on  that  as  a  first-time 
ntrepreneur,  it  would  be  hard  for  me  to  attract 
»ig  vc  attention,"  says  Pandey,  "no  matter  how 
ound    and    attractive    a    business    proposition 

had." 

By  all  accounts,  times  have  never  been  better 
or  women  entrepreneurs.  In  1998,  women  start- 
•d  36%  of  new  businesses,  according  to  the  Na- 
ional  Federation  of  Independent  Business.  As 
heir  numbers  grow  and  their  public  profiles  rise, 
hey're  creating  their  own  information  clearing- 
louses,  networking  groups,  and  investment  funds. 
:ven  so,  say  advocates,  women-owned  busi- 
lesses  have  lagged  woefully  behind  men  when 
t  comes  to  getting  the  capital  to  start  and  ex- 
pand their  companies. 


"PRETTY  FRIGHTENING" 

Women  business  owners  may  get  bank  loans  in 
ilmosi  the  same  proportion  as  men,  but  they 
nave  access  to  smaller  amounts,  according  to  a 
1998  study  by  National  Foundation  of  Women 
Business  Owners  and  Wells  Fargo  &  Co.  Only 
34%  of  the  women  had  credit  lines  of  $50,000  or 
more,  compared  with  58%  of  men.  "Woman- 
owned  businesses  are  still  pretty  frightening  to 
hanks,"  says  Robin  Hunt,  the  founder  amd  presi- 
dent of  H&w  Plastics  in  Bowling  Green,  Ky.,  whose 
bank  turned  down  her  request  for  a  second  loan, 
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citing  concerns  over  her  cash  flow.  "Those  that  are 
in  manufacturing  are  very,  frightening  because, 
unlike  a  dot-com,  every  cent  has  to  be  poured 
into  the  capital  equipment." 

Recent  anecdotal  information  suggests,  however, 
that  the  credit  gap  is  finally  narrowing.  Among 
the  encouraging  signs:  Major  U.S.  banks,  including 
FleetBoston  Financial  Corp.  and  Wells  Fargo,  have 
launched  multibillion-dollar  loan  programs  targeting 
women  entrepreneurs.  And  the  Small  Business  Ad- 
ministration, often  die  lender  of  last  resort,  is  back- 
ing fewer  loans  to  women,  a  sign  that  women  are 
having  more  success  getting  conventional  loans. 

"Our  real  capital  gap  now  is  in  equity  capital," 
says  Andrea  Silbert,  founder  of  the  Center  for 
Women  &  Enterprise,  a  Boston  nonprofit  group 
that  helps  businesswomen  find  funding.  Even  the 
venture  gap  is  beginning  to  close,  if  ever  so  slight- 
ly. Women  succeed  more  by  doing  what  it  takes — 
crafting  careful  business  plans,  assembling  strong 
boards  that  include  prominent  men,  and  network- 
ing like  crazy.  In  the  first  quarter  of  diis  year,  when 
a  record  $17.8  billion  in  venture  funds  poured  into 
new  companies,  women  nailed  down  12.7%  of 
the  total,  according  to  the  San  Francisco  research 
firm  VentureOne  Corp.  Contrast  that  with  their 
paltry  1.55%  share  in  all  of  1995. 

Also  a  sign  of  the  changing  times:  More  women 
are  taking  leadership  roles  in  venture  capital  firms 
and  angel  networks,  and  in  some  cases  they're 
starting  their  own  funds.  That  increases  the  like- 
lihood, say  advocates,  that  a  woman-run  compa- 
ny will  pop  onto  an  investor's  radar  screen.  Al- 
though some  people  say  you  don't  need  a 
gender-specific  source  of  funding,  Margaret 
H.   Wyant   disagrees.  Wyant  is  a  former 
Procter  &  Gamble  Co.   general  manager 
and  the  founder  of  Isabella  Capital  llc,  a 
$6-million  Cincinnati  vc  fund  that  tar- 


You've  Come  a  Long  Way, 


gets  women-owned  companies.  "I  think  it's  like  \m 
Wellesley  and  Radcliffe — if  it  hadn't  been  fo]  Lsi 
them,  Harvard  wouldn't  have  admitted  women  fat 
in  1975."  ever  u 

There  is  progress,  to  be  sure,  but  some  women  km 
ceos  still  feel  it's  an  uphill  slog  to  get  taken  seri- 
ously. "I  have  been  really  taken  aback  by  the  num- 
ber of  potential  investors  who  say  things  like,  'You 
sure  know  a  lot  for  someone  who's  so  >  pretty, 
says  Kathleen  Rege,  president  and  ceo  of  PlayStrobe 
Pacing  Solutions,  based  in  San  Jose,  whose  analyti- 
cal tools  allow  golf  courses  to  operate  more  effi- 
ciendy  "I'm  not  there  to  be  pretty.  I'm  there  to  talk 
about  my  business." 

Rege  says  she  has  become  so|m 

Maybe 
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Gender  Gap,  Part  I 

Despite  sharp  gains  this  year, 
women  received  only  a  sliver  of 
the  more  than  $100  billion  in 
venture  capital  invested  since 
1995. 


C     BY  WOMEN 


9  12  '' 

•  FIRST  QUARTER 


VENTUREONE  CORP 


No?  Why  Not? 

Common  reasons  women  don't 
get  as  much  venture  capital  as 
men: 

♦  Women  favor  service  and 
retail  companies,  which 
aren't  attractive  to  VC  firms 

♦  They  ask  for  less  money 
than  men,  so  potential  re- 
turns aren't  high  enough 

♦  Women  are  less  familiar 
with  the  rules  of  the  VC 
game 

♦  It's  an-  Old  Boy  network:  VCs 
depend  on  referrals,  and 
most  VCs  are  men 

♦  Too  many  male  VCs  still 
don't  take  women  seriously 


Next  to  Nothing 

1,237 

Number  of 
U.S.  venture 
capital  firms 


VC  firms 

that  seek 

women-owned 

companies 

(Data:  Forum 

for  Women 

Entrepreneurs) 
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•d  up  with  such  comments  she  lets  her  male  ad- 
.sors  screen  potential  investors.  Silbert  has  seen 
mder  bias  at  work  too.  "One  vc  told  me  he  would 
ever  invest  in  a  woman  CEO  who  was  of  child- 
earing  years.  That's  common." 

CLIMBING  THE  CURVE 

nother  more  benign  view  of  the  persistent  gender 
ap  in  venture  funding  is  that  women  are  late- 
omers  to  the  game.  "It  wasn't  until  1975  that 
orporations  started  to  hire  women,  and  it  was 
nly  in  the  1980s  that  that  translated  to  signifi- 
ant  numbers,"  says  Wyant.  Only  now  are  these 
masoned  businesswomen  start- 
ig  their  own  companies  in 


■I 


great  numbers.  And  many  are  still  climbing  the 
learning  curve,  as  they  figure  out  how  to  write 
business  plans  and  present  themselves  to  investors. 
Women  can  hobble  themselves  a  bit,  too.  They 
aren't  always  comfortable  ceding  control  to  in- 
vestors or  taking  other  people's  money,  whether  it 
be  in  the  form  of  debt  or  equity.  And  when  they 
do  ask  for  money,  they  tend  to  underestimate 
how  much  they  need.  "Women  really  need  to 
understand  leverage  better,"  says  Teresa  Cavanagh, 
director  of  Women  Entrepreneurs'  Connection, 
an  investment  program  targeting  women 
that's  run  by  FleetBoston  Financial. 

But     when     it 


Gender  Gap,  Part  II 

The  biggest  VC  fund  catering  to  women  is  dwarfed 
by  the  average  general  VC  fund. 


Who's  Calling  the  Shots 

)nly  287  of  the  nation's  active 
'C  firms  have  female  officers, 
icluding  managing  directors, 
lartners,  managing  partners, 
vFOs,  and  directors. 


WOMEN 
9.4% 


NAME 

ASSETS 
$  MILLIONS 

Viridian  Capital 

$30 

Women  First  Capital 

$30 

Capital  Across  America 

$25 

Isabella  Capital 

$6 

Average  U.S.  VC  Fund 

$217 

Gender  Gap,  Part  III 


NUMBER  OF  ACTIVE  VCs 

OArAVENTUREONECORP 


3.040 


400,000 
3 


Number  of  angel  investors 
in  the  U.S. 

Percentage  who 
are  women 

DATA   CENTER  FOR  VENTURE  RESEARCH 


comes  to  venture 


The  Only  Benefit 

Patty  Abramson, 
managing  director  of 
the  Women's  Growth 
Capital  Fund,  told 
delegates  to  the  S0H0 
Summit  in  California 
last  month  that  venture 
capital  conferences  are 
the  only  events  where 
you  can  be  sure  there 
won't  be  a  line  for  the 
women's  bathroom. 
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funds,  there  are  less  subtle  issues  at  play.  Most  vcs 
are  men  and  they  tend  to  lend  to  those  they 
know — the  Old  Boy  network  in  action.  "Tradition- 
al firms  historically  have  done  nothing  to  network 
into  women's  space,"  says  Wyant.  "That's  no  fault 
of  theirs.  They  didn't  go  to  Smith  and  Wellesley,  and 
they're  not  members  of  women's  forums."  Case  in 
point:  Wyant's  own  husband,  John  H.  Wyant, 
founder  of  Cincinnati-based  Blue  Chip  Venture  Co., 
has  a  $450  million  portfolio  of  more  than  100 
companies — and  only  one  is  woman-led.  "We 
men  don't  get  it,"  he  concedes. 

Allowing  for  the  pos- 
sibility they  never  will, 
a  new  generation  of 
women  entrepreneurs  is 
taking  matters  into  its 
own  hands.  Consider, 
for  example,  January's 
Springboard  2000  in 
San  Mateo,  Calif.,  the 
first  of  five  events  or- 
ganized this  year  by  the  Forum  for  Women  Entre- 
preneurs and  the  National  Women's  Business 
Council  in  Washington,  D.C.  There,  Pandey  and 
25  other  women  entrepreneurs,  selected  by  event 
organizers  from  among  350  applicants,  presented 
their  business  plans  to  300  angel,  corporate,  and 
venture  investors.  To  date,  24  of  those  presenters 
have  received  a  total  of  $165  million — although 


One  VC  says  he 
will  never  invest  in 
a  CEO  of  child- 
bearing  years 


Give  'em  Hell,  Jane  Wayne 

Math  whiz  and  sales-compensation-expert  Liz  C 
has  a  passion  for  numbers.  For  example,  ten.  Th 
the  percentage  of  revenue  busines 
typically  spend  in  sales  incentives. 
1,500.  That's  the  number  of  dollars  t 
can  save  per  sales  rep  by  better  m 
aging  their  compensation  plans.  And  t 
brings  Cobb  to  her  favorite  number:  3< 
million.  That's  the  number  of  dollars  s 
has  raised  from  investors. 

But  the  46-year-old  chairman  ai 
founder  of  70-employee  Incentive  Sy 
terns  Inc.  in  Bedford,  Mass.,  hasn't  < 
ways  been  right  on  the  money.  Althou 
she  contacted  15  to  20  venture  capita 
ists,  got  in  to  see  10,  and  initially  felt'*' 
cused  on  5,  they  all  turned  her  dow 
Some  vcs  questioned  whether  a  worn 
could  be  a  good  ceo,  she  says,  bristlin 
"What  do  they  expect,  John  Wayne?  We 
here  comes  Jane  Wayne." 

In  truth,  Cobb's  impressive  care 
spanned  more  than  20  years  in  hig 
tech,  including  co-founding  software  pu 
Usher  ViComp  Management  Inc.  But  sh 
had  only  run  one  company,  ViComp,  foj 
several  months,  before  forming  Incen 
tive  Systems  in  1997. 

Undaunted,  Cobb  recruited  two  im 
pressive  board  members,  Avid  Technolo 
gy  Inc.  founder  Bill  Warner  and  Polari 
Venture  Partners  general  partner  Thoma 
Herring.  Cobb  and  the  two  men  kicked  i 
$250,000,  and  soon  thereafter-with  Cob 
as  ceo— Incentive  Systems  closed  on  $ 
million  in  financing.  Did  her  investors'  gender  hel 
woo  the  vcs?  "I  can't  honestly  say  that  them  being1 
men  was  a  deciding  factor,"  says  Cobb.   "They  were) 
just  looking  for  highly  successful  people."  Cobb  has! 
since  appointed  a  man  as  ceo.  "I  didn't  consciously 
choose  a  male  ceo,"  she's  quick  to  say,  "just  someone 
who  is  well  connected  in  the  financial  market." 

That  leaves  one  unknown  number,  says  Cobb:  the 
initial  share  price  when  Incentive  Systems  finally 
goes  public. 


Pandey  was  not  among  the  successful  ones. 

Another  obstacle  to  vc  funding  is  that  women, 
for  the  most  part,  haven't  been  in  the  right  indus- 
tries at  the  right  time.  As  venture  capital  was  pour- 
ing into  information-technology  and  health-related 
fields  through  most  of  the  1990s,  women  entre- 
preneurs were  slow  to  shift  away  from  non- Internet 
service  industries,  where  their  ranks  were  stronger. 
And  just  as  women  entrepreneurs  have  brought 
many  service  firms  online — helping  them  land  huge 
vc  deals  in  1999  and  the  first  quarter  of  2000 — dot- 
com-weary investors  are  now  fleeing  so-called  pure 
Internet  plays,  regardless  of  who  starts  them.  "Now 
you  pretty  much  have  to  be  in  it  infrastructure 
and  communications,"  warns  Silbert. 

Does  that  mean  women  who  start  consumer 
Web  sites  are  out  of  luck7  Not  necessarily.  The  re- 
cent creation  of  four  women-owned  vc  funds 
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More  companies  are  easily  finding  the  right  kind  of  outside  help  they  need  with  bSource.  That's  because  we're 
more  than  just  a  business  directory,  we're  a  matchmaker,  dedicated  to  finding  you  the  right  firm  for  the  job.  We 
rank  companies  by  your  specific  needs  and  industry,  and  we  constantly  update  their  profiles.  So  you'll  have  all 
the  critical  information  about  each  business  from  thousands  in  our  system.  Whether  you're  looking  for  a  web 
studio,  some  accountants  at  tax  time  or  a  team  of  attorneys,  there  is  a  firm  out  there  that  is  just  perfect  for  you. 
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'or  Women  Only 


A  woman 

entrepreneur's 

most  effective 

weapon  is  a 

constantly 

expanding 

network 


should  help  women  with  a  great  con- 
sumer business  idea.  "A  lot  of  these 
men  don't  understand  women's  busi- 
nesses," says  Sheryl  Marshall,  managing 
director  of  one  such  fund,  Axxon  Cap- 
ital in  Boston,  that  just  invested  in  My- 
Maison.com,  a  Wilmington  (Del.) 
home  decor  business  founded  by  Lisa 
David.  Adds  Marshall: 
"Let's  say  you  were  talk- 
ing to  a  male  investor 
about  a  bridal  registry. 
He  wouldn't  understand 
it  in  a  million  years.  A 
woman  would  get  it  in 
a  nanosecond." 

For  the  immediate  fu- 
ture, many  women  will 
still,  of  necessity,  ap- 
proach traditional  vc  firms 
run  by  men.  Pandey,  lilce 
others,  knows  she  must 
strengthen  her  network. 
Despite  her  failure  to  get  funding  at  ^^^^ 

Springboard  2000,  she  pressed  on,  tire- 
lessly making  the  rounds  of  other  fo- 
rums. And  at  a  small  Silicon  Valley  conference,  she 
met  Murrali  Rangarajan,  president  and  ceo  of  iLo- 
gistix,  an  $800  million  supply-chain  management 
firm  in  Fremont,  Calif.  He  introduced  her  to  his 
customers.  Two  of  them,  Dell  Computer  Corp.  and 
Acer  America,  have  signed  on  to  use  netCustomer's 
customer-support  technology.  Thus  far,  Pandey  has 
funded  her  operations  with  under  $1  million — 
her  personal  earnings  in  the  stock  market,  she  says. 
However,  to  succeed  in  her  fast-changing  mar- 
ket, she  needs  more  money.  Like  other  entrepre- 


good  place  to  network  with  other  businesswomen 
gain  a  voice  in  Washington  is  the  National  Association 

omen  Business  Owners  (www.nawbo.org)... To  find  capi 
start  at  the   Small   Business  Administration's  Office 

omen's  Business  Ownership  (202  205-6673)  ...For  f; 
ime  with  a  vc,  contact  the  Forum  for  Women  Entrepr|( 
neurs  in  San  Mateo,  Calif.  It's  showcasing  women-run  coi 
panies  at  five  Springboard  2000  forums  (650  357-0333)... 

omen-.friendly   bank   loans,   try   FleetBoston   Financ 

omen's  Entrepreneurs'  Connection  (800  225-5353) 
the  Women's  Loan  Program  at  Wells  Fargo  National  Busine) 
Banking  Center  [800  359-3557,  ext.  120)... Three  SBA-backi 
small  business  investment  corporations  are  committed 
lending  to  women:  Capital  Across  America  in  Nashville  (6 
254-1515),  Women's  Growth  Capital  Fund  in  Washingto 
D.C.  (202  342-1431),  and  Viridian  Capital  in  San  Francis^ 
(415  391 -8950)... The  Angels'  Forum  in  Los  Altos  (Cali 
(650  857-0700)  gets  rave  reviews  from  women  who  say  thl 
founder  Carol  Sands  offers  invaluable  advice.. .  Looking  f< 
a  woman-led  vc  firm?  International  Venture  Fund  (650  85 
0116)  in  Menlo  Park,  Calif.,  is  very  approachable.  So 
Inroads  Capital  Partners  in  Evanston,  III.  (847  864-2001 
which  targets  women  and  minorities. 


neurs,  whether  male  or  female,  she  can  only  hop 
that  Nasdaq's  steep  decline  won't  dry  up  vc  fun 
ing  for  the  long  term.  She  has  begun  setting  u 
meetings  with  several  vc  firms,  including  Kleine: 
Perkins  Caufield  &  Byers,  Silicon  Valley's  mos 
successful  high-tech  investor.  And  that  moves  he 
one  degree  closer. 


r 


To  read  more  about  venture  capital  and 
women  entrepreneurs,  click  Online 
Extras  at  frontier.businessweek.com 


This  Raven  Really  Flies 


After  29  years  researching  cell  biology, 
Jennie  Mather  had  her  finger  on  the 
pulse  of  the  biotechnology  industry. 
That's  why  she  was  surprised  to  see 
investors  go  pale  when  she  approached 
them  with  her  business  plan  in  October, 
1998.  It  was  not  because  a  woman  was 
rattling  the  cup.  "The  pundits  were  say- 
ing that  biotech  was  over,"  recalls  Math- 
er, the  52-year-old  founder  of  Raven 
Biotechnologies  Inc.  "I  didn't  believe 
that.  I  think  biotechnology  is  just  en- 
tering its  second  phase." 

She  was  right.  By  December,  the 
biotech  market  had  turned  around  again. 
Unlike  many  women  entrepreneurs, 
Mather— who  became  biotech  giant 
Genentech's  first  female  staff  scientist  in 
1988— already  had  a  powerful  business 
network  to  tap.  Within  six  weeks,  she 
persuaded  former  colleagues  to  con- 
tribute $1.2  million,  and  venture  capi- 


talists $1.25  million  more 
that  she  was  offering  to 
for  a  year.)  The  individua 


(It  didn't  hurt 
work  for  free 
I  investors  in- 


cluded some  pretty  heavy  hitters:  the 
late  Robert  A.  Swanson,  founder  of 
Genentech  and  her  former  boss;  William 
Young,  chief  executive  of  Virologies  and 
former  Genentech  president;  and  Eu 
gene  Kleiner,  retired  co-founder  of  Sili 
con  Valley  investment  powerhouse 
Kleiner  Perkins  Caufield  &  Byers.  "I  had 
some  reservations  about  the  money  she 
raised,"  recalls  Kleiner.  "I  thought  it  was 
insufficient."  But  the  venture  capital 
money  persuaded  him  to  make  "a  rela- 
tively small  investment." 

Now,  18-month-old  Raven  is  ap- 
proaching its  next  round  of  funding,  and 
Mather  is  predicting  profitability  in  the 
next  four  to  five  years.  But  the  12-em- 
ployee  research  company  has  bigger 
challenges— among  them  finding  more 
productive  therapies  for  severe  diseases, 
including  cancer.  Given  her  track  record, 
the  long-term  prognosis  looks  good. 
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BEING  A  CEO 

A  self-nelp  auiae  for  Business  owners. 


Make  money  or  juggle  money?  It's  your  call.   Like  every 
other  business  owner  on  the  planet,  you'd  probably  rather  do  the 
things  you  need  to  do  to  build  your  business  than  sweat  over  your 
finances.  That's  exactly  where  we  can  help. 

You  have  more  important  things  to  worry  about  than  counting 
every  last  penny.  We  don't.  Our  business  revolves  around  your 
finances  and  making  them  easier  to  manage.  That's  why  we're  the 
leading  online  financial  resource  for  small  businesses.  From  one 
online  account,  you  can  access  all  of  the  financial  services  you 
need  plus  a  complete  suite  of  tools  that  will  keep  you  in  control. 
Tools  like  Alert  Services  that  email  you  and  tell  you  when  there's 
a  problem  before  it  becomes  a  problem.  Valuable  tools  that  make 
running  a  business  more  efficient  and  more  rewarding.  All  from  one 
point  of  contact.  All  from  OneCore. 

Go  ahead  and  take  risks.  Just  take  them  out  of  your  finances. 

Open  your  OneCore  Account  risk  free.  Visit  our  Web  site  to  learn  more 
about  our  commitment  to  your  privacy,  satisfaction  and  security. 
It's  our  Triple  Guarantee.  Simply  the  best  protection  you  can  get. 
And  it's  yours,  no  strings  attached.  Now  that  your  finances  are  taken 
care  of,  you  can  get  on  to  other  matters.  Like  being  CEO. 

www.onecore.com           1-888-663-2673 

Fire  yourself  from  the  finance  department. 
You  can  do  it,  you're  the  CEO. 

O  OneCore  Accounts  -  Cash  management 

^J  Merchant  Services  -  Credit  card  processing 

vJ             -  Financing  for  growth 

vJ  Payroll  -  On  your  schedule 

vJ  401  (k)  Plans  -  Built  for  employees  and  you 

L.                                                                                                                                                                                                      J 

Sign  up  for  any  OneCore  Account  at 

www.onecore.com/ceo  and  we'll  give  you 

5,000  frequent  flyer  miles. 

ONECORE 

At  the  center  of  your  company's  finances. 

'  See  Web  site  lor  more  details  OneCore  is  a  service  ol  OneCore  Securities.  Inc..  a  registered  broker-dealer.  Member  NASD/SIPC.  ©2000  OneCore  Financial  Network.  Inc. 
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Dearth  has  turned  to  deluge  for 
small-business  pension  plans. 
Here's  how  to  pick  the  right  one 


Wealth 
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THIS  USED  TO  BE  A  LOT  EASIER.  Only  a  few  years 
ago,  choosing  a  401  (k)  plan  didn't  take  much  work, 
because  the  few  plans  available  to  entrepreneurs 
weren't  very  good  and  cost  too  much.  The  re 
suit:  Most  small  businesses  simply  chose 
not  to  offer  a  plan  at  all. 

But  that's  changing,  thanks  to  a 
flood  of  new  offerings  from  well- 
known  financial  companies  that  prom- 
ise less  paperwork  and  a  break  on  fees. 
They  include  plans  offered  the  old-fash- 
ioned way,  through  human  sales  forces,  as 
well  as  new  Web-based  products.  Today,  half  of 
all  businesses  employing  5  to  100  workers  offer  a 
retirement  plan,  up  from  only  34%  three  years 
ago,  according  to  a  Fidelity  Investments-sponsored 
survey — and  almost  30%  of  those  who  don't  have 
a  plan  expect  to  add  one  within  three  years. 

Consider  Giage  Inc.  (an  acronym  for  "Guys  In  A 
GaragE"),  a  small  Cincinnati  software  company  with 
a  classic  dilemma.  The  fledgling  firm  had  been 
struggling  to  meet  its  12-person  payroll  and  show 
investors  a  profit,  so  Giage  thought  it  couldn't  afford 
a  top-tier  retirement  plan.  Still,  it  could- 
n't attract  top  talent  without  one.  "I     by  Lynn 


wanted  a  brand  name.  You  can't  use  a  mom-and 
pop  benefits  program  as  a  recruiting  tool,"  say 
Chief  Financial  Officer  Christopher  Baucom 
His  solution?  Baucom  signed  up  last  ye 
for  Fidelity's  e401k — a  plan  delivered 
and  serviced  entirely  online.  It  cost 
about  $2,500  a  year,  50%  off  the 
regular  Fidelity  corporate  plan. 
Internet-delivered  401  (k)s  are  the 
newest,  most  competitively  priced  prod- 
ucts in  a  market  that  offers  more  choice 
than  ever  before  to  small  companies.  Pur- 
veyors range  from  new  companies — such  as  Los 
Angeles-based  401  (k)  Pro,  marketer  of  the 
40 1  (k)  Easy — to  long-established  players  such  as 
Fidelity  and  the  Principal  Group,  whose  Im- 
pact401k.com,  introduced  last  month,  boasts  a  menu 
of  institutionally  priced  mutual  funds  from  such 
big  names  as  Fidelity,  Putnam,  T  Rowe  Price,  and 
Janus.  The  price?  A  modest,  one-time  $500  fee  and 
a  $700  annual  charge,  plus  $20  per  participant. 

Traditional  plans  have  been  upgraded,  too:  $3,000 

a  year  can  cover  the  cost  of  a  first-rate  40 1  (k) , 

complete  with  record-keeping,  Labor 

BrBnner      Dept.  and  regulatory  filings.  You  can 
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market,  but  performance  doesn't  always  live  up 
their  promises.  Entrepreneurs  say  service  ranj 
from  first-rate  to  abysmal,  and  costs  are  all  over 
map.  Yes,  the  new  electronic  401  (k)s  offer  1 
gain  prices,  features,  and  a  degree  of  flexibil 
that  were  once  available  only  to  big  custom* 
(table).  But  be  warned — these  are  self-manag 
plans,  requiring  a  lot  of  complex  administrati 
work  from  someone  at  your  company. 

If  you're  going  to  take  the  pension  plunge,  her 
what  you  need  to  think  about: 
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get  quarterly  statements,  daily  valuation,  employee 
communications,  Internet  access,  a  24-hour  toll- 
free  service  center,  a  dozen  solid  investments,  and 
top-notch  online  portfolio  analysis  and  advice  for 
each  participant. 

The  catch:  With  all  these  choices,  you  still  have 
to  know  what  to  look  for.  Almost  every  big  401  (k) 
provider  now  pays  lip  service  to  the  "microplan" 


COMPARE  COSTS 

There    are    four   charges   in   a 
401(k):  a  startup  fee,  annual 
administrative  expenses,  var 
ious  supplemental  fees,  and 
an  annual  investment-man- 
agement fee — a  percentage 
subtracted  from  plan  assets. 
A  savvy  shopper  has  to  ferret 
them  out  for  each  plan,  then 
compare  them  as  percentage  of 
total  assets.  One  shortcut:  Use  401  (k)  cost-disclosuAii 
worksheets,  downloadable  from  the  Profit  Shai 
ing/401(k)  Council  of  America  (www.psca.org" 
or  the  Labor  Dept.'s  fee-disclosure  form,  which  yo 
can  download  from  the  Investment  Company  Inst: 
tute's  Web  index  (www.ici.org). 

Search  as  you  may,  you  won't  find  any  free  lum 
A  low  administrative  charge  will  be  more  than  offsi 
by  high  investment-management  fees,  says  Josep 
Valletta  at  hr  Investment  Consultants  in  Baltimon 
which  publishes  a  40 1  (k)  directory  for  small  compa 
nies.  For  example,  a  plan  with  25  participants  am 
$750,000  in  assets  that  used  SunAmerica  Inc.'s  Cham 
berplan,  available  through  the  U.  S.  Chamber  of  Com 
merce,  would  pay  just  $1,200  a  year  in  a<iministrauve  ay 
fees — but  a  hefty  $10,836  in  investment  expenses  m,j 

net 


Do-It-Yourself  Pensions 


A  sampling  of  new  online  4011k)  plans  and  what  they  cost 

PROGRAM/PROVIDER/URL  SET-UP  FEES  ANNUAL  FEES  PER-MEMBER  FEES      OTHER  FEES 


IMPACT  401 K 

Principal 
www.impact401  k.com 

FIDELITY  e401(k) 

Fidelity 

www.fidelitye401k.com 

401  (k)  Easy 

401k  Pro 
www.401  keasy.com 


ez401k 

ez401k.com 
www.ez401k.com 


$500 


$750 


$500 


$700 


$1,750 


$20  ♦  $40  per  loan  plus  $8  per  quarter 

♦  0.70%  average  expense  ratio 


iple-fun 
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Often, 
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EMPLOYEES 

0-25 

$995 

26-50 

$1295 

51-75 

$1,495 

76-100 

$1,995 

$401 


$2,268 


$20  ♦  $75  per  loan 

♦  $25  per  distribution 

♦  0.77%  average  expense  ratio 

$0  ♦  Additional  charges  for  excess  phone  support 

♦  Assuming  use  of  no-load  mutual  funds,  0.93% 
average  expense  ratio,  plus  $995  to  $2,995 
annually  based  on  number  of  eligible 
employees 

$0  ♦  $125  per  loan 

♦  $90  per  distribution 

♦  Average  expense  ratio  approx.  0.93%  to  1.59%. 
Some  programs  charge  fees  per  participant. 

DATA:  PRINCIPAL  GROUP.  40IKSOURCE.C0M,  BW  FRONTIER 
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Service  ranges  from  first-rate  to  abysmal, 
and  costs  are  all  over  the  map 


scd  on  a  fee  equal  to  1.67%  of  assets.  By  contrast,  T. 

we  Price's  Century  Plan  charges  $4,700  in  admin- 

rative  fees,  but  only  0.68%  of  assets,  or  $5,119,  for 

vestment  management — a  $2,200  savings  overall. 

Of  course,  a  plan  with  big  asset-based  fees  may  be 

you  can  afford  as  a  startup.  "That's  better  than  no 

an  at  all,"  says  Bruce  Braker,  president  of  the  Tool- 

ig  &  ManufacUiring  Assn.  in  Park  Ridge,  111.,  which 

■ionsors  a  401  (k)  used  by  106  member  firms.  But 

,|k  up  front  if  the  provider  will  renegotiate  the  fee  as 

ll)ur  assets  grow.  Cairnstone  Inc.,  a  Miami  reinsur- 

>lice  underwriter,  started  its  401(k)  plan  in   1996 

■ith  8  employees.  It  has  since  grown  to  50,  and  the 

Pan's  investment  provider,  Massachusetts  Financial 

■rvices,  has  lowered  asset-based  fees  as  their  col- 

ctive  accounts  grew,  says  Jim  Elliott,  Cairnstone's  di- 

ctor  of  finance. 


401(k)  platform,  giving  employees  access  to  thou- 
sands of  funds. 


EXECUTION 


Small 


INVESTMENT  MENU 

Should  your  investment  choices 
come  from  a  single  fund  family, 
or  from  multiple  providers? 
The  answer  depends  on  how 
active — and  vocal — your  em- 
ployees tend  to  be  about  in- 
vesting. If  you  pick  a  provider 
who      offers      a 
strong  lineup  of  its 
funds,  you've  done 
ght  by  most  workers.  "But  if  this 
uy  likes  Janus  and  that  guy  likes 
tM,  and  you  want  to  keep  every- 
ne  happy,  you  may  want  a  mul- 
ple-fund    family    lineup,"    says 
alletta. 

Often,  plans  based  on  variable 
nnuities  are  the  only  platform  of- 
;ring  multiple-fund  families  to  a 
"  cartup  401  (k).  Just  one  problem: 
annuities  are  notorious  for  extra 
tyers  of  high  asset-based  fees.  One 
xception  is  Great-West  Life  Assur- 
nce,  which  offers  hundreds  of  retail  mutual  funds 
ti  its  group  annuities,  and  a  choice  on  how  to 
.ay  for  them:  either  a  flat  annual  $2,400  adminis- 
rative  fee,  or  no  annual  fee  with  all  administrative 
xpenses  subtracted  from  assets.  Since  costs  cut  di- 
ectly  into  your  investment  returns,  plans  with 
teep  asset-based  charges  are  likely  to  be  unpopular 
vith  your  workers.  "Increasingly,  we  find  employ - 
rs  are  choosing  to  pay  the  $2,400,"  says  Vice- 
•resident  Patricia  Neal  Jensen. 

Once  you  have  $1  million-plus  in  assets,  you 
lave  more  choice.  You're  big  enough,  for  example, 
o  sign  up  with  one  of  the  more  than  400  inde- 
)endent  third-party  administrators  who  use  Charles 
Ichwab  Corp.'s   mutual-fund  supermarket   as  a 


companies  are  more  tolerant  of  mediocre 
service  than  they  need  to  be  today,  says  Trisha 
Brambley,  a  Newton  (Pa.)  benefits  consultant.  Your 
employees  may  pay  more  attention  to  the  plan's 
investments  than  its  record-keeping — but  only  until 
their  statements  are  late  or  riddled  with  errors,  or 
their  trades  don't  go  through.  "Investments  are  easy. 
Record-keeping  is  hard,"  says  Braker.  "Look  for 
state-of-the-art  software  and  a  good  reputation." 

INVESTMENT  ADVICE 

Personal  advice  isn't  yet  a  staple 

in  big  company  401(k)  plans, 

but  it's  already  available  to  small 

plans.  This  summer,  Financial 

Engines    Inc.,    a    Palo    Alto 

(Calif.)  company  co-founded 

by   Nobel   laureate   William 

Sharpe,  starts  servicing  plans 

with  fewer  than  100  employees 

through  alliances  with  such  com- 
panies as  Principal  Group,  Great-West  Life,  and  Al- 
liance Benefit  Group.  Other  online 
advisers,  such  as  mPower  and  Mom- 
ingstar  Inc.,  are  likely  to  follow. 
"We  act  as  a  plan  fiduciary,  in- 
plan  with  two  k«""'  demnifying  the  sponsor  from  any 

c^so  000  IN  ASSETS.  /       5  i'  7 

*'   •    ^^  legal  action  as  a  result  ol  our  ad- 

vice," says  Brian  Fields,  a  vice-pres- 
ident at  Financial  Engines.  The  com- 
pany offers  individuals  the  same 
kind  of  portfolio  analysis  and  advice 
that  Sharpe  has  long  sold  to  corpo- 
rate pension  plans.  Based  on  per- 
sonal financial  data  and  computer 
analysis  of  thousands  of  possible  fu- 
ture market  scenarios,  each  partici- 
pant gets  specific  advice  on  how  to 

achieve  his  or  her  desired  retirement  income.  The 

annual  cost:  $15  a  person. 
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HAND-HOLDING 

What  about  you,  the  employer?  You're 
going  to  need  advice  about  running  this 
thing.  If  you  want  local  assistance,  says 
Valletta,  look  at  plans  serviced  by  a 
third-party  administrator — a  bro-    ^fl 
ker,  insurance  agent,  or  financial    J£ 
planner — rather  than  those  of- 
fered directly  by  big  providers. 
Expect   to  pay  more   for  such 
service  unless  you  bring  enough 
assets  to  the  table  to  negotiate  a 
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What  Could  be  Simpler? 

It  may  be  popular  with  employees,  but  a  401  (k)  may  not  be  the  best 
retirement  plan  for  your  company.  Says  who?  Theodore  Benna, 
the  Pennsylvania  consultant  who  created  the  popular  retirement 
plan  in  1981.  He  chose  a  less  complex  option  called  the  Simple  ira 
for  his  own  four-person  company,  and  others  are  following  his 

example:  In  1999,  the 
number  of  Simple  iras 
rose  59%,  vs.  a  mere 
6%  rise  for  small-com- 
pany 401(k)s. 

Benna  is  still  a 
strong  proponent  of 
401  (k)s.  But  users  have 
to  clear  two  regulatory 
"discrimination  tests" 
that  routinely  trip  up 
small  companies.  If  too 
much  of  the  plan's  as- 
sets belongs  to  top  ex- 
ecutives, or  if  too  few 
lower-paid  employees 
participate,  your  plan 
fails.  You'll  be  forced  to 
boost  contributions  for 
your  whole  staff  or  cut 
your  own  contributions. 
What's  more,  you  have 
to  test  the  plan  every 
year,  a  mind-numbing 
and  expensive  process. 
That's  why  some  entrepreneurs  turn  to  either  a  Simplified  Em- 
ployee Pension  (sep)  or  a  Simple  ira,  available  through  banks  and 
mutual  funds.  Like  individual  retirement  accounts,  you  can  use 
them  to  buy  a  wide  variety  of  investments.  But  unlike  401  (k)s, 
these  pension  plans  escape  regulatory  tests  and  filing  require- 
ments—and there  are  no  setup  or  administrative  expenses.  A  sep 
lets  the  employer  put  away  up  to  $25,500  per  employee  each  year. 
Contributions  aren't  subject  to  fica  tax,  and  you  can  skip  pay- 
ments some  years— say,  if  times  are  lean. 

With  a  Simple  ira,  employees  can  save  up  to  $6,000  a  year  re- 
gardless of  salary.  The  only  cost:  You  must  either  match  contribu- 
tions up  to  3%  of  pay  or  contribute  up  to  3%  of  pay  for  all  em- 
ployees in  two  out  of  five  years.  "You  can  contribute  just  1%  of 
payroll  in  the  first  two  years,"  says  Benna.  "Then  you  can  ratchet  up 
to  a  3%  automatic  contribution  for  all  employees  or  a  3%  matching 
contribution  for  plan  participants." 

Tom  Hauge,  president  of  Qualified  Productions  Ltd.,  a  20-person 
circuit-board  manufacturer  in  Hillsboro,  Ore.,  switched  from  a 
401  (k)  to  a  Simple  ira  after  just  one  year.  "The  401  (k)  discrimination 
rules  ate  us  up,"  he  says,  adding  that  he  has  been  able  to  plow  the 
money  he  has  saved  on  fees  into  employee  contributions.  "And 
more  of  them  participate  in  the  plan  because  we're  doing  a  match— 
which  we  couldn't  afford  in  the  401  Ik)." 

Bernadette  Burke,  co-owner  of  Brella  Productions,  a  10-per- 
son  video-production  company  in  Evanston,  III.,  crossed  a  401  (k)  off 
her  list  last  year.  "It  would  have  cost  $4,000  to  $6,000  just  to  set  up. 
We  were  aghast,"  she  says.  "The  Simple  ira  was  ideal.  It  cost  $10 
per  employee  to  set  up,  and  we  match  up  to  3%  of  salary,  which  we 
think  is  great.  It's  a  benefit  to  employees,  but  it  doesn't  kill  us."  Af- 
ter all,  if  there's  no  company,  there's  no  retirement. 


better  deal.  But  be  warned:  A  local  administraJ 
doesn't  always  mean  better  service.  When  Mich  J 
Boden,  comptroller  of  Associated  Printers,  a 
employee  Baltimore  company,  used  a  local  stoc 
broker  as  his  401(k)'s  administrator,  employees 
ceived  one  statement  a  year,  "typically  three  mond 
late,"  he  says.  Boden  fielded  constant  inquiri] 
about  how  the  plan  was  doing,  checked  its  inve^ 
ments  online  every  morning  and  evening,  "and 
I  had  a  fiduciary  monkey  on  my  back."  A  yel 
ago,  he  switched  to  T.  Rowe  Price,  where  he  sal 
he  pays  less  for  much  better  service.  "Employe] 
have  quarterly  statements  and  can  pick  up  a  phc 
any  time  and  get  their  account  balances  and  get 
formation  online  about  the  funds  and  their  hole] 
ings,"  says  Boden.  "And  I  sleep  better." 

The  ultimate  in  self-service  are  the  new,  all-eleJ 
tronic  401  (k)s  designed  for  tech-sawy,  cash-poc 
companies.  With  Fidelity's  e401k,  for  exampld 
you  design  and  administer  your  own  plan,  whic| 
offers  25  Fidelity  funds.  Enrollment,  account  mor 
itoring,  record-keeping  reports,  employee  commi 
nication,  and  education  all  are  provided  onlind 
The  cost:  a  $750  set-up  fee  and  $1,750  a  yeaij 
plus  $20  per  participant.  For  an  extra  $1,000 
year,  Fidelity  does  the  taxes  and  regulatory  work.l 

Giage's  Christopher  Baucom  likes  the  paperlesl 
plan,  but  he  finds  that  getting  information  requirea 
by  regulators  to  Fidelity  is  a  time-consuming  hassle 
Ideally,  he  says,  the  electronic  401  (k)  should  be 
tegrated  with  the  Web-based  HR  and  accounting 
systems  that  Giage  uses.  (Fidelity  says  it  plans  to  dc 
that  with  its  own  brand  of  online  payroll  system.) 

WHO  HANDLES  THE  RED  TAPE? 

In  other  words,  who  will  run  the 
government-required  compliance 
tests  that  ensure  your  employees  a 
are  being  treated  fairly?  This  M 
question  isn't  asked  often  fl 
enough.  If  you  flunk,  or  if  the  I 
tests  aren't  done  properly,  your  ' 
plan  can  be  disqualified,  which 
makes  all  contributions  and  earn 
ings  taxable.  Providers  such  as  Fidelity 
and  adp  don't  always  include  "compliance  services" 
in  their  annual  administrative  fees;  that's  extra. 
Even  then,  the  services  they  do  provide  fall  short  of 
what's  required  to  keep  your  plan  legal,  says 
Stephen  J.  Butler,  president  of  Pension  Dynamics 
Corp.,  a  Lafayette  (Calif.)  consultant:  "That's  why 
institutions  like  Fidelity,  Putnam,  and  Franklin  Tem- 
pleton  bury  'hold  harmless'  language  in  their  serv- 
ice agreements,  urging  that  you  consult  legal  and 
tax  experts  to  make  sure  your  plan  fully  complies 
with  the  law."  The  cost:  $1,000  to  $3,000,  a  big 
bite  out  of  the  savings  promised  by  this  year's 
flood  of  low-cost  plans.  Maybe  next  year,  someone 
will  figure  out  how  to  make  them  simpler,  too. 
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Click  Online  Extras  at 

frontier.businessweek.com  to  see  a  menu  of 
all  pension  plans  open  to  small  companies. 
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e'll  cut  to  the  chase  and  tell  you  that  for  about  $25  a  month,  you'll  get  everything  you  need  to 
|  doing  business  on  the  Internet.  Domain  name  registration*  (www.yourwebsiteaddress.com), 
■  il  addresses  for  your  employees  (you@yourwebsiteaddress.com)  and  a  company  Web  site. 
I  even  help  you  register  your  site  with  popular  search  engines.  And  every  step  of  the  way, 
you'll  get  smart,  supportive  people  ready  to  help  you  toll-free  24  hours  a 
day.  Visit  our  Web  site  or  call  1-800-21 1-4425.  And,  try  to  relax  a  little. 
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The  Roar  of  Inflation 


Price  hikes  are  sweeping  our  industry. 
Sop  we're  scrambling  to  innovate  while 
waiting  for  the  Fed's  medicine  to  work 

BY  KEVIN  KELLY 


EN  RECENT  MONTHS,  many  entrepre- 
neurs have  been  second-guessing  Fed- 
eral Reserve  Chairman  Alan  Greenspan's 
aggressive  inflation-fighting.  I'm  afraid 
I  can't  join  the  chorus.  Our  packaging 
business  is  awash  in  rising  costs.  The 
price  of  the  plastic  sheeting  we  convert 
into  bags  has  risen  more  than  20%  in 
the  past  18  months  thanks  to  a  rapid 
consolidation  among  suppliers  and  sky- 
rocketing oil  prices.  Other  basic  sup- 
plies like  boxes  have  jumped  over 
10%.  To  top  it  off  the  sizzling  San 
Francisco  Bay  Area  housing  market, 
combined  with  a  rock-bottom  jobless 
rate,  has  compelled  us  to  increase 
wages  5%  this  year. 

It  would  certainly  be  easier,  and 
would  make  the  inflation  that's  ram- 
paging at  the  producer  level  more  ev- 
ident to  consumers,  if  we  simply 
passed  along  our  cost  increases.  But 
consolidation  among  our  customers  in 
the  produce  industry  has  increased  the 
market  power  of  those  that  remain, 

The  toughest  problem 
we  face  is  the  rapid 
rise  in  wages  for  our 
skilled  workers 

and  they're  not  willing  to  pay  any 
more  for  their  raw  materials.  Our 
highly  fragmented  industry  gives  them 
ample  opportunity  to  shop  for  a  sup- 
plier that  will  sacrifice  profits  to  stay 
afloat.  My  customers'  resolve  is  also 
stiffened  by  their  customers — large 
food  retailers — who  fight  price  in- 
creases in  an  effort  to  hang  onto  their 
razor-thin  profit  margins. 

What's  the  genesis  of  all  this  price 
pressure?  Well,  let's  look  at  plastics. 
Last  year  the  price  of  polyethylene — 
the  plastic  that  we  use  to  make  bags — 
rose  18%,  thanks  to  galloping  demand. 
At  the  same  time,  a  lightning  fast  con- 
solidation among  resin  manufacturers 
halved  the  number  of  companies  that 


make  die  raw  materials  used  in  plastics 
and  increased  the  market  muscle  of 
the  survivors  at  an  opportune  moment. 
This  year  petrochemical  prices  rose  be- 
cause of  quickening  demand  in  the 
U.  S.  and  because  of  opec's  success  in 
limiting  production.  Together  these 
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factors  have  conspired  to  push  plastic 
prices  up  another  5%. 

We  have  responded  in  the  only  way 
we  can,  by  innovating.  Last  year  we 
began  using  a  new,  stronger  plastic 
which  allows  us  to  make  thinner,  less 
expensive  bags  without  sacrificing 
strength.  We've  introduced  this  mate- 
rial for  potato  bags,  and  have  cut  our 
price  increases  in  some  cases  in  half. 
We're  also  looking  for  sources  of  sup- 
ply overseas,  especially  in  Southeast 


I 


Asia,  where  several  new  resin  mai 
facturers  are  selling  product  at  st 
discounts.  Undoubtedly,  though, 
cost  of  labor  is  the  toughest  foe.  C 
manufacturing  is  extremely  labor 
tensive,  and  the  economics  of  maki 
things  in  the  Bay  Area  just  gets  wor 
For  the  first  time  in  years  we've  fa 
an  exodus  of  mechanical  talent.  I  j 
lost  a  maintenance  electrician,  wh 
pay  I  had  raised  to  $65,000  a  ye 
up  from  $57,500  last  year,  to  a  Silic 
Valley  firm,  where  he  got  $75,000 
plus  $10,000  for  college  tuition.  Tr 
..  year,   for  the  first  time, 

B|    hourly  employee  has  brok 
the  $20-an-hour  barrier. 

So,  even  with  labor  we' 
trying  some  new  paths.  F 
instance,  we're  hiring  les 
skilled  newcomers  and  trai 
ing  them  simply  to  set  up  h 
machines,  while  hiring  mo 
skilled  mechanics  to  fix  the: 
In   the  past,   we   demand 
that  the  set-up  people  ha- 
skills  to  assist  the  mechanic1 
But  today,  I  can't  afford  t 
semiskilled    employees.    S 
we're  making  a  clean  bre 
between  the  jobs.  This  wi 
allow  us  to  employ  more  un 
skilled  people  at  the  $10-tcw" 
$  1 3  -an-hour     level ,     whil  ■» 
shelling  out  the  $20-an-houos.tee 
pay    to    those    whose    skill 
demand  it. 

Certainly    we    have 
able  to  pass  some  price  in  ^vrr 
creases   along.   But   our  cus  «n.D 
tomers  have  dug  in  their  heels 
They're  bidding  out  busines  ^ 
more  often,  making  sure  we'n  I 
charging   a   competitive   rate  my^ 
Pressure  on  our  margins  ancti 
those  of  our  rivals  has  increasec 
in  recent  months,  fueling  the  kind  o:  K>) 
consolidation  that  has  swept  tliroughP" 
other  industries  in  recent  years.  But  tjf,,r 
think  our  steps  toward  innovation  will  je 
allow    us    to    remain    standing.    Of 
course,     a    little    help    from    Mr.  ^ 
Greenspan  won't  hurt  either. 

h 
Kelly  is  an  officer  of  Emerald  Packag-   fetll{|, 

ing  Inc.,  in  Union  City,  Calif.  Are  you, 

too,  grappling  with  inflation?  E-mail  ash 

at  frontier®  businessweek.com 
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hat  a  great 


Palm  Pilots".  Online  auctions.  Decaf  coffee. 
MP3  's.  Post-It  Notes.  Tupperware. 


They  re  the  kind  of  great  ideas  that  make  you  smack 
your  head  and  say,  "DARN,  wish  Id  thought  of  that! " 
Maybe  even  "Geeze,  my  idea  s  better  than  THAT." 

Time  to  put  your  cards  on  the  table,  'cause  MoneyHunt  's  looking 
for  the  entrepreneur  with  the  best  new  idea  in  America.  And 
we're  gonna  reward  you.  Handsomely.  With  a  ^iUU<  UUU  cash 
investment  in  your  company,  plus  a  boatload  of  prizes  and 
products  to  jump-start  your  business. 


slete  information  online 
vmoncyhunt.com 


'EO  University 
lew  York,  NY 


arly  Stage  East 
Vilmington,  DE 

4ava  Capital  Connection 
Washington  DC 

outh  West  VCC 
)allas.  TX 


Take  these  four  steps  today.. 


1 )  Submit  your  business 
plan  to  us  at 
www.moneyhunt.com, 

or  audition  at  a  MoneyHunt 
live  event. 

2)  Make  it  through  our  selection 
process. 

3)  Sweat  through  eight  minutes 
of  tough  questions  from  our 
panel  of  experts. 


*A11  contest  entrants  submitting  an  on- 
line application  must  pay  a  processing 
fee  to  he  considered  for  an  appearance 
on  MoneyHunt.  Only  one  entrant  will 
be  chosen  to  receive  the  %\ 00,000 
investment  in  his  or  her  business  plan. 
Entries  must  he  received  by  June  5, 
2000.  This  contest  is  restricted  to 


4)  Comply  with  all  the 
important  legal  stuff.* 

If  your  answer  is  "Ah,  HECK,  I 
can  do  all  THAT!"  go  straight  to 
MoneyHunt.com  right  now.  It's 
your  chance  to  prove  that  the 
next  great  idea  IS  YOURS! 


United  States  residents,  age  1 8  or 
older.  Void  in  Maryland  and  Vermont. 
For  a  complete  list  of  contest  rules,  log 
on  to  wwwjnoneyhunt.com,  or  send  a 
self  addressed,  stamped  envelope  lo: 
MoneyHunt  Properties,  Inc.,  P.O.  Box 
7S4  SoNo,  CT.  06856 
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Jordan  Industries,  inc. 
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lm  Pilots*  MP3\  Post-It  Notes*,  and  Tupperware*  are  all  registered  trademarks  of  their  respective  companies. 
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SMALL  BUSINESSES... 


a* 


KEY  AREAS: 


TECHNOLOGY 


FINANCE 


HUMAN 
RESOURCES 


BUSINESS  WEEK  TAKES 
SMALL  BUSINESS  SERIOUSLY. 

This  September  14-15,  Business  Week  and  Frontier  invite  you  to  Las  Vegas 
to  be  a  pioneer  in  the  world  of  small  business  in  the  new  millennium.  As  an 
attendee  at  the  magazine's  First  Annual  Small  Business  Summit,  you  will 
network  with  the  world's  most  successful  and  creative  entrepreneurs  during  two 
days  of  interactive,  solutions-oriented  seminars.  This  live  forum  for  entrepreneurs 
will  address  three  critical  areas  for  continued  growth:  raising  capital;  leveraging 
technology  for  competitive  advantage;  and  recruiting,  developing,  and  retaining 
talent.  The  summit  will  also  create  opportunities  for  the  profitable  exchange  of 
ideas,  strategies,  and  experiences.  Let  Business  Week  help  you  become  a  player  on 
the  small  business  frontier. 

Confirmed  speakers  to  date  include  David  Brancaccio,  Anchor  and  Senior  Editor, 
Public  Radio's  "Marketplace";  Miles  Spencer,  "Money  Hunt";  Quentin  Fleming, 
Author,  Keep  the  Family  Baggage  Out  of  the  Family  Business;  Patricia  Halo, 
Benefits  Consultant  and  Author,  Managing  Health  Benefits  in  Small  and  Mid  Sized 
Organizations;  Jack  Litman-Quinn,  President  and  CEO,  OneCore.com;  Terri  Lonier, 
Head,  Working  Solo  Inc.,  among  others. 

SPONSORED  BY  IKON  OFFICE  SOLUTIONS 
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SEPTEMBER  14-15,  2000  ■  THE  DESERT  INN  RESOR 


BusinessWeek 


SMALL 
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SUMMIT 
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TO  REGISTER  FOR  BUSINESS  WEEK'S  SMALL  BUSINESS  SUMMIT 

GO  TO:  www.conferences.businessweek.com/2000/smallbusiness 

E-MAIL:  smallbusiness@businessweek.com 

PHONE:  1-888-239-6878 

FAX  ON  DEMAND:  1-888-239-6878,  document  #190 
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S  VEGAS,  NV 


MONEYHUNT  LIVE 

sponsored  by  Business  Week 

Miles  Spencer,  host  of 

MoneyHunt,  will  assist  in 

the  selection  of  20  companies 

eligible  to  screen  test  for  a 

chance  to  appear  on  the 

nationally  televised  show. 

Two  companies  will  then  be 

chosen  to  appear  on 

MoneyHunt,  and  pitch  their 

business  plan  for  a  chance 

to  win  funding. 

Presentation  of  the 

MoneyHunt  TV  Winner 

Award  will  take  place 

during  the  Summit. 
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Anthony  Kirkland  is  the  city's 
preeminent  hip-hopreneur 

BOSTON  IS  TO  HIP  HOP  as  St.  Louis  is  to  the 
seashore.  Nowhere,  in  short.  That  didn't  stop 
Anthony  Kirkland.  True,  he  landed  in  Boston  to 
be  closer  to  his  family,  but,  with  10  years  ex- 
perience producing  music,  he  thought  he  saw  a 
unique  opportunity:  No  competition.  "I  looked 
in  the  Yellow  Pages,"  Kirkland  says.  "There 
were  no  studios  just  doing  hip  hop." 

In  two  years,  the  26-year-old  Atlanta  native 
has  set  himself  up  as  Beantown's  arbiter  of  ur- 
ban music,  successfully  luring  the  city's  under- 
ground rappers  to  lay  down  tracks  at  his  Mass 
Sound  Recording  studio  in  Dudley  Square,  and 
getting  them  to  sign  with  his  fledgling  label, 
United  Kingdom.  Mass  Sound  brought  in  about 
$105,000  in  studio  fees  during  the  first  quarter 
of  this  year,  compared  with  $203,000  in  all  of 
1999,  and  Kirkland  expects  to  gross  about 
$500,000  in  2000.  "A  lot  of  studios  are  dealing 
with  hip-hop  music,  but  they  don't  know  anything 
about  hip-hop,"  says  Crush  One,  a  Boston  rapper 
who  recently  signed  with  United  Kingdom. 

But  Kirkland  has  no  intention  of  remaining  a 
mere  producer.  He  and  his  staff  of  five  are  push- 
ing to  transform  United  Kingdom  into  a  player, 
arranging  tours  for  artists  and  scrambling  for 
more  exposure  on  college  radio  stations  and  in 
nightclubs.  In  the  world  of  underground  hip- 
hop,  an  album  doesn't  have  to  sell  millions  to 
make  a  splash.  While  no  United  Kingdom  artists 
have  hit  the  charts  yet,  Mass  Sound  clients  Uno 
The  Prophet  and  Twisted  Angles  have  become 
minor  hip-hop  celebrities  selling  just  25,000  CDs 
each.  And  if  an  act  does  reach  the  mainstream, 
anything  is  possible.  "My  feeling  is  he's  going  to 
be  huge,"  says  Eugene  McDaniels,  one  of  Mass 
Sound's  board  members  and  a  veteran  produc- 
er best  known  for  Roberta  Flack's  1974  hit, 
Feel  Like  Makin'  Love.  Kirkland  is  more  fo- 
cused on  the  next  line  of  Flack's  smash:  "I  feel 
like  making  dreams  come  true." 

—  KIMBERLY  WEISUL 
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At  the  Taipei  World  Trade  Center 
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Ever  hear  of  notebook  PCs? 
Carbon-fiber  bicycle  frames? 
Or  touch-screen  monitors? 


They  all  have  one  thing  in  common: 


Before  Taiwan,  they  were  just 
someone's  rough  idea. 


At  the  Taipei  World  Trade  Center 

we  can  help  turn  coffee  shop  inspirations 
into  affordable,  profitable  realities. 


So  don't  sneeze  away  your  inspirations. 
You'd  be  amazed  just  how  far  a  napkin  can  go. 


Taipei  World  Trade  Center 


'II  Sho 


Taipei  World        5  Hsin-yi  Rd.,  Sec.  5,  Taipei,        Tel:  886-2-2725-1111 
Trade  Center        Taiwan  1 1 0,  R.O.C.  Fax:  886-2-2725-1 31 4 


Operated  by  :   ^^  China  External  Trade 

4*4»  Development  Council  (CETRA) 

www.cetra.org.tw 
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You  eat  nails.  You  have  to.  It's  tough  out 
there.  If  you  don't  keep  the  pace,  you  might 
jail  behind.  Then  there  wouldn't  he  a  company 
with  your  name  on  it,  would  there? 
Ultimately,  however,  unless 
you're  a  one-person  hand, 
companies  are  about  people. 
And  the  people  who  work    j 
for  you  need  incentives  to 
keep  up  with  the  pace  you 
set.  Like  a  401  (k)  plan  that 
competitive  with  the  ones  that 
people  who  work  for  larger  companies  have. 
Yet,  who  wants  to  pay  that  kind  of  money? 
1^    Welcome  to  impact40lk.com.  As  plans 


go,  its  features  are  highly  competitive,  but  its 
cost  is  comparatively  low,  making  it  affordable 
to  smaller  companies  that  operate  fairly  "lean" 
(there  are  no  sales  charges,  nor  is 
there  a  penalty  should  you  choose 
to  leave  the  program).  /®3 
Additionally,  it's  empowered  by 
the  Principal  Financial  Group.* 
In  fact,  more  employers 
choose  The  Principal"  for  their 
401  (k)  plans  than  any  bank, 
tualfund  or  insurance  company* 
^^    And,  because  you're  not  interested  in 
wasting  time,  you  can  enroll  your  company  in 
the  time  it  takes  to  enjoy  a  quick  cup  of  caffeine. 

Principal  Life  Insurance  Company.  Des  Moines.  IA  50392.  Group  annuities  and  orher  products  and  services  offered  through  Principal 
Life  Insurance  Company  (The  Principal*   ,  its  subsidiaries  and  affiliates.  "CFO  Magazine,  April/May  2000,  Senior  Financial  Executive  Ranking. 


zmpact401k.com" 

Empowered  by  the  Principal  Financial  Croup 
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BLUE  CHIPS 


CREAM  OF 
THE  CROP 

Meet  this  year's  market-cap  monsters 


When  British  cellular  gi- 
ant Vodafone  Air- 
Touch  PLC  acquired 
Germany's  Mannes- 
mann  in  February,  it 
paid  about  $12,400  for 
each  of  its  rival's  telecom  customers. 
Analysts  thought  Vodafone  CEO  Chris 
Gent  way  overpaid — but  Gent  didn't 
stop  there.  Scarcely  three  months  af- 
ter the  $183  billion  hostile  takeover  of 
Mannesmann,  he  spent  an  eye-popping 
$8.7  billion  for  one  of  the  highly  coveted 
next-generation  mobile-phone  licenses 
in  Britain. 

A  few  years  ago,  such  profligate 
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spending  would  have  caused  investors  to 
flee.  But  not  in  this  exploding  telecom 
era.  Despite  the  huge  bets  Gent  is  plac- 
ing, shares  of  Vodafone  AirTouch  have 
risen  by  more  than  28%  in  the  12 
months  ending  May  31.  With  a  market 
capitalization  of  $278  billion,  Vodafone 
AirTouch  has  vaulted  into  the  global 
major  leagues,  ranking  sixth  by  mar- 
ket capitalization  in  business  week's 
Global  1000  list  this  year.  For  investors, 
Vodafone's  bets  seem  too  good  to  miss. 
The  triumph  of  the  high-flying  telcos 
is  one  of  the  big  themes  to  emerge  from 
this  year's  Global  1000  roster.  Using 
data  compiled  by  Geneva-based  Morgan 


TOKYO  SHOWROOM:  Hot  new  model 
have  given  Toyota  a  big  boost 
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Stanley  International  Inc.,  the  Glo 
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1000  ranks  companies  in  22  countr  a-bordei 
by  market  capitalization  in  dollars  as 
May  31.  Other  patterns  of  global 
vesting  become  clear  through  a  perujjfoffatt 
of  the  list — especially  the  strength 
global  oil  producers,  the  rebound 
the  Japanese,  and   the   weakness 
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ill  plaii 


America's  once  mighty  consumer-brai  h  large 
marketers. 

But  the  strength  of  those  who 
telecom  services  and  others  who  ma 
its  vital  equipment — handsets,  networi 
and  the  like — comes  through  most  cle; 
ly.  Of  the  top  25  companies  on  the  li 
10  come  from  the  telecommunicate 
field,  as  opposed  to  5  in  1999.  Th 
strength  is  all  the  more  remarkable  gi^ 
en  the  huge  sell-off  in  technology  stock  — 
that  occurred  in  early  spring. 
DIGITAL  DERBY.  European  companie  1  { 
dominate  this  roster:  Deutsche  Telekon  j , 
France  Telecom,  Ericsson,  and  Nokia,  a 
well  as  Vodafone.  In  the  next  thre 
years,  mobile  phones  and  interactivi  S 
televisions  will  become  the  predominan  j 
means  of  Internet  access  in  Europe  an( 
will  account  for  40%  of  all  e-commera 
transactions  in  the  region,  says  Petei  I 
Richardson,  a  principal  analyst  at  th«  j 
London  office  of  Gartner  Group  Inc., 
the  telecom  consultancy. 

The  scramble  for  position  in  this  dig 


-^ 


Global  1000 


«t 


I 


IING  LULL:  Profits  have  slipped, 
I  problems  have  mounted,  at  Coke 


Gloli  derby  has  triggered  an  increase  in 

is-border  consolidation.  "We  will  see 

eavage  between  a  few  clear  winners 

the  rest,"  says  Marco  De  Benedetti, 

«uf  *f  of  fast-growing  Telecom  Italia  Mo- 

(tim),  which  has  moved  from  No.  95 

year  to  No.  60  this  year.  "Lots  of 

ill  players  will  be  aggregated  with 

rath  larger  ones.'  Besides  Vodafone's 

chase  of  Mannesmann,  this  year  saw 

siince  Telecom's  (No.  25)  $37.5  billion 

iial 


acquisition  of  British  mobile-phone  op- 
erator Orange,  and  Dutch  telco  KPN 
(No.  130)  take  a  massive  stake  in  E- 
Plus  of  Germany. 

To  be  sure,  the  U.S.,  which  led  the 
way  in  the  first  phase  of  the  Internet's 
evolution,  is  still  a  mighty  presence  on 
the  Global  1000.  U.  S.  networking  giant 
Cisco  Systems  Inc.,  for  instance,  has 
jumped  from  ninth  place  to  third  in  this 
year's  rankings.  And  microprocessor 
maker  Intel  Corp.  (No.  2)  has  seen  a 
surge  in  market  value. 

But  the  Digital  Revolution  is  produc- 


ing a  new  crop  of  winners  in  Japan  as 
well  as  Europe.  Take  Japan's  leading 
wireless  operator,  NTT  DoCoMo,  which 
went  from  27th  position  last  year  to 
No.  8  in  2000.  DoCoMo's  i-mode",  a  mo- 
bile Internet  connection  service,  has  at- 
tracted nearly  8  million  subscribers  since 
February,  1999.  Beginning  in  May,  2001, 
cell-phone  customers  will  have  access 
to  a  new  high-speed  system  that  will 
offer  such  features  as  video  content. 
"Your  cell  phone  will  come  equipped 
with  agent  software  that  will  fetch  stock 
quotes  or  go  shopping  for  you,"  says 


How  the  Giants  Stack  Up 


SALES 

BILLIONS  OF  U.S.  DOLLARS 


PROFITS 

BILLIONS  OF  U.S.  DOLLARS 


SHARE-PRICE  GAIN 

PERCENTAGE  CHANGE  FROM  1999  IN  U.S.  DOLLARS 


RETURN  ON  EQUITY 

PERCENTAGE 


EXXON  MOBIL 
GENERAL  MOTORS 
WAL-MART  STORES 
FORD  MOTOR 
DAIMLERCHRYSLER 
MITSUI 

MITSUBISHI  CORP. 
TOYOTA  MOTOR 
ITOCHU 
GENERAL  ELECTRIC 


$185.53 
173.22 
166.81 
162.56 
151.04 
129.84 
127.05 
119.71 
112.75 
111.63 


1  HUTCHISON  WHAMPOA 

2  GENERAL  ELECTRIC 

3  CITIGROUP 

4  ROYAL  DUTCH/SHELL  GROUP    8.58 


5  EXXON  MOBIL 

6  BANK  OF  AMERICA 

7  MICROSOFT 

8  IBM 

9  PHILIP  MORRIS 
10  CHEUNG  KONG  HOLDINGS 

DATA:  MORGAN  STP 


$14.25 

10.72 

9.99 

P    8.58 

7.91 

7.88 

7.79 

7.71 

7.68 

7.62 

1  SDL  874% 

2  BROCADE  COMM.  SYSTEMS  631 

3  BEA  SYSTEMS  609 

4  12  TECHNOLOGIES  573 

5  APPLIED  MICRO  CIRCUITS  571 

6  PMC-SIERRA  531 

7  BROADVISION  520 

8  INTEGRATED  DEVICE  TECH.  498 

9  VERITAS  SOFTWARE  494 
0  ORACLE  479 


1  GENERAL  MILLS  531.7% 

2  PACIF.  CENT.  CYBERWORKS    377.5 

3  CAMPBELL  SOUP  308.5 

4  QUAKER  OATS  183.2 

5  IMPERIAL  CHEMICAL  INDS.  174.8 

6  REUTERS  GROUP  135.8 

7  EUROPOLITAN  HOLDINGS     131.4 

8  US  WEST  114.6 

9  SHELL  TRANSP.  &  TRADING  109.7 
10  SARA  LEE  93.5 
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Keiichi  Enoki,  director  of  DoCoMo's 
i-mode  operations. 

DoCoMo  is  one  of  many  Japanese 
companies  to  put  in  a  good  showing  this 
year.  Among  the  winners  are  the  coun- 
try's industrial  electronics  giants,  which 
are  enjoying  a  boom  in  exports,  a  surge 
in  demand  for  memory  chips  and  other 
high-tech  devices,  and  a  noticeable  pick- 
up in  high-tech  spending  in  Japan.  The 


biggest  winner  is  Fujitsu  Ltd.  (No.  96). 
Since  taking  over  two  years  ago,  Presi- 
dent Naoyuki  Akikusa  has  transformed 
the  company  from  a  stodgy  chip-  and 
mainframe-computer  maker  into  an  agile 
provider  of  Net-related  services,  which 
now  account  for  nearly  40%  of  revenue. 
Fujitsu  offers  its  customers  everything 
from  stock  trading  to  auctions  to  Inter- 
net connectivity. 


The  triumph  of  technology  and  | 
com  contrasts  sharply  with  the  fori 
of  many  leading  Old  Economy  phi] 
After  nearly  two  decades  of  restr 
ing,  most  of  the  cost  savings  havl 
ready  been  squeezed  out  at  big  el 
lished  companies.  And  a  low-infl{ 
environment  has  made  upping  \>\ 
difficult. 

These  conditions  have  sapped! 


Ericsson  may  be  a  124-year-old 
company,  but  it  is  a  big  player 
in  the  New  Economy.  The 
Stockholm  giant  is  the  world  leader 
in  designing  and  supplying  mobile- 
telephone  networks  for  operating 
companies  in  Europe  and  across  the 
globe.  The  operators  plan  huge  ex- 
penditures over  the  next  few  years 
to  boost  their  wireless  capacity  and 
to  enable  their  systems  to  carry  not 
only  voice  but  also  massive  volumes 
of  Internet  traffic  over  wireless. 
Ericsson  is  well-positioned  to  cash  in 
on  what  may  be  one  of  the  great 
business  booms  of  all  time. 

Recognition  of  its  network 
knowhow  is  the  main  reason  that 
Ericsson's  stock  price  has  more  than 


Global  1000 


doubled  since  last  year,  pushing  it 
from  No.  77  to  No.  22  in  the  Global 
1000.  "The  market  has  woken  up  to 
the  fact  that  Ericsson  is  a  very 
strong  mobile  infrastructure  compa- 
ny," says  Ian  Burgess,  an  analyst  at 
Credit  Suisse  First  Boston  in  Lon- 
don. Over  80%  of  Ericsson's  earnings 
before  interest  and  taxes  comes  from 
designing  and  supplying  the  radio 
bay  stations,  switches,  and  transmis- 
sion equipment  that  make  mobile  te- 
lephony possible. 

Ericsson  hasn't  always  gotten 
credit  for  this  forte.  A  year  ago,  in- 
vestors and  analysts  were  shunning 
the  company.  Even  the  board  lost  pa- 
tience with  its  sputtering  earnings 
and  problems  in  the  handset  and 
fixed-line  telephone  units.  On  July  7, 
ceo  Sven-Christer  Nilsson  was 
sacked  and  replaced  by  Kurt  Hell- 
strom, the  head  of  Asia  operations.  A 
year  later,  Hellstrom  looks  like  a 
miracle  worker.  Not  only  has  the 
share  price  been  on  a  tear,  but  earn- 
ings are  expected  to  nearly  double 
for  this  year,  to  $3.8  billion,  on  rev- 
enues of  $31.7  billion. 
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Hellstrom  is  given  credit  for  stop- 
ping the  losses  in  the  fixed-line  busi- 
ness and  tightening  financial  disci- 
pline. But  he  concedes 
TRYING  AGAIN:    that  a  shift  in  market 
Ericsson  is         perceptions  helped  th< 
also  mounting   company.  "A  year  ago 
a  new  assault     we  were  rather  under 
in  headsets         valued,"  he  says.  "I 
think  there  has  been 
correction."  In  1999,  investors  mistak 
enly  focused  on  Ericsson's  losing  bat 
tie  in  handsets  with  Finnish  rival 
Nokia  Corp.  This  year,  they  have  re- 
alized that  handsets,  while  significant 
are  not  such  a  big  deal  for  Ericsson, 
while  mobile  infrastructure  is. 

Infrastructure  now  looks  like  the 
place  to  be.  Telephone  operators  in 
Europe  and  elsewhere  are  planning 
to  spend  tens,  if  not  hundreds,  of  bil 
lions  of  dollars  over  the  next  few 
years  to  install  so-called  third-gener- 
ation mobile  networks.  These  will  of- 
fer users  not  only  voice  communica- 
tions but  also  easy  access  to  the 
Internet,  bringing  all  sorts  of  data 
and  entertainment  products  through 
the  airwaves.  Ericsson  could  pull  in 
50%  or  more  of  this  business,  csfb 
figures  that  could  push  up  earnings 
growth  by  an  additional  27%  in  2001. 
Ericsson  is  also  trying  to  address 
its  shortcomings  in  the 
BACKBONE:  handset  area.  It  is  a 

Mobile  leader  in  so-called  WAP 

infrastructure  (wireless  application 
is  where  the  protocol)  phones  for 
action  is  Internet  access.  The 

company  now  has  six 
such  phones  on  the  market.  It  re- 
cently launched  two  new  offerings  in 
Singapore— the  T36  and  R520.  Along 
with  WAP,  these  phones  also  feature  a 
headset  that  connects  to  the  phone 
unit  without  wires  through  so-called 
bluetooth  radio  technology.  Europe 
will  see  the  T36  in  the  fourth  quar- 
ter, says  a  spokeswoman.  It  looks 
like  there  is  plenty  of  life  in  old 
Ericsson  yet 
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By  Stanley  Reed  in  London 
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of  many  global  household  names. 

!ola  <  "o.,  suffering  management 
il  arid  a  profit  slump,  has  slipped 
rankings  from  1  1th  to  2(ith. 
mat  i's  Procter  &  <  famble  <  !o.  has 
forced  to  issue  profit  warnings — 
re  its  chairman.  Pood  companies 
?eling  the  heat,  too,  especially 
Consumers  won't  pay  any  more 
ell-known  brands.  "You  can  no 
;•  price  your  way  to  prosperity," 
ts  H.J.  Heinz  Co.  (No. 382)  Pres- 

and   CEO  William   R.  Johnson. 

;'s  shares  are  down  18%  for  the 

onths  ending  May  31.  Explains 

on:  "We  relied  on  pricing  too  long 

flushed  it  beyond  where  it  needs 

■■■ 

lfetjg  rrency  volatility  plays  its  part  in 

sting.  With  Europe  as  its  biggest 
t|iet  outside  the  U.S.,  McDonald's 
Vice-Chairman  and  President 
s  R.  Cantalupo  estimates  that  the 
i  decline  will  shave  more  than  $65 
pn  off  the  company's  net  income 
[rear. 

LY  BIG  OIL.  Yet  even  among  the 
Cconomy  companies,  some  individ- 
orporations  have  managed  to  turn 
perior  results.  Here  Toyota  Motor 
stands  out  with  its  dramatic  climb 
3  21st  spot.  Since  the  mid-'90s,  the 
any  had  been  fighting  a  decline  in 
-stic  market  share  and  battling  to 
rse  a  reputation  for  stodgy  models, 
strengthening  yen  has  eroded  earn- 
too.  But  Toyota  has  fought  back, 
ing  a  lock  on  42%  of  the  Japan- 
larket  with  a  string  of  new  rollouts 
;he  hot  Vitz  compact.  In  the  U.S., 
armaker's  Tundra  pickup  has  firmed 
narket  share,  too.  Investors  re- 
ted  the  carmaker  by  boosting  its 
;et  capitalization  by  70%,  to  $170 
n. 

deed,  it's  not  all  bad  news  for  glob 
ue  chips.  Consolidation  in  the  oil 
-try,  for  instance,  has  created  some 
monsters,  while  the  rising  price  of 
is  produced  windfall  profits.  Exxon 
il  Corp.,  formed  by  the  merger  of 
U.S.  heavyweights,  tops  the  list  at 
».  Meanwhile,  Exxon's  longtime  ri- 
Royal/Dutch  Shell  Group,  has  ac 
Wished  a  big  turnaround  in  the  past 
le  of  years.  The  company  suffered 
i  complacency  and  a  lack  of  financial 
pline,  but  Chairman  Mark  Moody- 
irt  has  shaken  up  the  ranks  and 
n  a  knife  to  costs. 
tumble  in  oil  prices  could  rearrange 
e  rankings  fast.  So,  for  that  mat- 
could  an  unexpected  delay  in  the 
om  revolution.  Investors  won't  tol- 
rje  billion-dollar  bungles  in  fast-mov 
global  markets.  But  they'll  rush  to 
i  arc!  the  bets  that  pay  off. 
y  Kerry  Capell  in  London,  with 
•(in  reports 


The  Top  100  Companies 

General  Electric  returns  to  the  No.  1  spot.  A  number  of  international  tel 

companies  made  slroni]  mores  up,  led  by  \bdafone  AirTouch  and  STT DaCo  Mo. 


RANK 

2000  1999 


MARKET  VALUE 

Billions  of  U.S.  dollars 


RANK 


MARKET  VALUE 


1  2  GENERAL  ELECTRIC 

2  8  INTEL 

3  9  CISCO  SYSTEMS 

4  1  MICROSOFT 

5  4  EXXON  MOBIt 

6  70  V0DAF0NE  AIRTOUCH 

7  6  WAL-MART  STORES 

8  27  NTT  DOCOMO 

9  38  NOKIA 

10  5  ROYAL  DUTCH/SHELL 

11  15  CITIGROUP 

12  10  BP  AMOCO 

13  122  ORACLE 


U.S.  520.25 
U.S.  416.71 
US  395.01 
U.S.  322.82 
U.S.  289.92 

Britain  277.95 

U.S.  256.66 

Japan  247.24 

Finland  242.19 

Neth./Britain  213.54 

U.S.  209.86 

Britain  207.51 

U.S.  204.01 

U.S.  192.49 


3  IBM 

13  NIPPON  TELEGRAPH  &  TELEPHONE  Japan  189.16 

23  DEUTSCHE  TELEKOM  Germany  187.25 

16  LUCENT  TECHNOLOGIES  U.S.  183.34 

17  AMERICAN  INTERNATIONAL  GROUP   U.S.  173.50 


12   MERCK 

18  PFIZER 

32  TOYOTA  MOTOR 
77  LM  ERICSSON 
84  NORTELNETWORKS 
31  SBC  COMMUNICATIONS 
43  FRANCE  TELECOM 

11    COCA-COLA 

82   EMC 

21  JOHNSON  &  JOHNSON 

20  AMERICA  ONLINE 

33  HEWLETT-PACKARD 

91   SUN  MICROSYSTEMS 
96  TEXAS  INSTRUMENTS 

33  141   T0TALFINAELF 

34  41   HOME  DEPOT 
37   DELL  COMPUTER 

7   AT&T 

19  BRISTOL-MYERS  SQUIBB 
14  WORLDCOM 

29  N0VARTIS 
76  WARNER-LAMBERT 

42  TIME  WARNER 

30  GLAXO  WELLCOME 
24  BANK  OF  AMERICA 
71  VIACOM 
26  BRITISH  TELECOMMUNICATIONS 


U.S.  172.87 

U.S.  171.52 

Japan  170.52 

Sweden  158.05 

Canada  152.39 

U.S.  149.03 

France  148.71 

U.S.  131.97 

U.S.  126.19 

U.S.  124.55 

U.S.  121.76 

U.S.  120.14 


31 
32 


35 

36 
37 
38 
39 
40 

41 
42 
43 
44 
45 


46  34  HSBC  HOLDINGS 

47  28  ROCHE  HOLDING 

48  25  BERKSHIRE  HATHAWAY 

49  36  BELLSOUTH 

50  69  WALT  DISNEY 


U.S.  119.62 

U.S.  118.23 

France  116.32 

U.S.  112.38 

U.S.  111.55 

U.S.  109.10 

U.S.  108.80 

U.S.  107.57 

Switzerland  105.96 

U.S.  105.92 

U.S.  103.65 

Britain  102.12 

U.S.  94.86 

U.S.  94.41 

Britain  93.70 

Britain  93.30 

Switzerland  92.38 

U.S.  89.13 

U.S.  87.88 

U.S.  87.66 


2000  1999 

Billions  ol  U  S  dollars 

51    22 

PROCTER  &  GAMBLE 

U.S 

8/49 

52    61 

ALLIANZ 

German/ 

87.13 

53  109 

SIEMENS 

Germany 

86  73 

54    58 

TELECOM  ITALIA 

Italy 

85.26 

55    45 

ELI  LILLY 

U.S. 

83.02 

56    40 

BELL  ATLANTIC 

U.S. 

82.10 

57    73 

MORGAN  STANLEY  DEAN  WITTER       U.S. 

81.42 

58  112 

SONY 

Japan 

80.36 

59    52 

TYCO  INTERNATIONAL 

U.S. 

79.44 

60    95 

TIM 

Italy 

75.92 

61     53 

ASTRAZENECA 

Britain 

75.07 

62    51 

NESTLE 

Switzerland 

74.89 

63    60 

WELLS  FARGO 

U.S. 

74.88 

64  118 

SEVEN-ELEVEN  JAPAN 

Japan 

73.72 

65    74 

AMERICAN  EXPRESS 

U.S. 

71.89 

66    48 

SMITHKLINE  BEECHAM 

Britain 

71.69 

67    59 

SCHERING-PLOUGH 

U.S. 

71.07 

68    46 

AMERICAN  HOME  PRODUCTS 

U.S. 

70.26 

69    NR 

UNITED  PARCEL  SERVICE 

U.S. 

67.95 

70    85 

MOTOROLA 

U.S. 

67.25 

71  228 

APPLIED  MATERIALS 

U.S. 

66.92 

72    80 

TELEFONICA 

Spain 

66.57 

73  175 

PHARMACIA 

U.S. 

65.93 

74  127 

AMGEN 

U.S. 

65.33 

75  191 

ALCATEL 

France 

64.91 

76  104 

VIVENDI 

France 

63.75 

77    56 

ABBOTT  LABORATORIES 

U.S. 

63.04 

78    98 

MEDTRONIC 

U.S. 

61.79 

79    54 

FANNIE  MAE 

U.S. 

61.68 

80    67 

CHASE  MANHATTAN 

U.S. 

61.58 

81    66 

GTE 

U.S. 

61.47 

82  148 

YAHOO 

U.S. 

61.42 

83  107 

TAKEDA  CHEMICAL  INDUSTRIES     Japan 

60.70 

84    35 

PHILIP  MORRIS 

U.S. 

60.44 

85    68 

CHEVRON 

U.S. 

60.25 

139  ROYAL  PHILIPS  ELECTRONICS  Netherlands 


50  LLOYDS  TSB  GROUP 

65  BANK  OF  TOKYO-MITSUBISHI 

55  FORD  MOTOR 

78  PEPSICO 


64  UBS 

81  INGGROEP 

99  AXA 

94  108  LIBERTY  MEDIA  GROUP 

95  366  CORNING 

96  136  FUJITSU 

97  39  DAIMLERCHRYSLER 

98  NR  ENEL 

99  816  JDS  UNIPHASE 

100  184  ENRON 


Britain 
Japan 

U.S. 

U.S. 

Switzerland 
Netherlands 

U.S. 
U.S. 

Japan 

Germany 

Italy 

U.S 

US. 


60.20 
59.25 
58.62 
58.52 
58.33 

57.71 
57.47 
57.22 
57.06 
55.67 

55.60 
54.25 
53.42 
52.48 
52.15 
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E  O  P  L  E     IN 


O  U  T  H  E  R  N 


A  L  I  F  O  R  N  I  A 


are     always     looking 


OR    RADI C A L 


i  E  W    W  A  Y 


i     m    rin1 


If  it's  new  and  It's  'j''1  • 
it  came  from  Southern  California   Peo 
aren't  just  content  to  walk;  they'd  rather  p< 
skate  or  scoot. 

Maybe    it's   great   weather   that   inspires 
Southern  Californians  to  design  so  many  ways 

^e  prlus  hybrid  Veblc/ 


Vot*'s   design   center-  ^ 


to  get  out  and  about.  Or  maybe  it's  the  wide- 
open  spaces.  Whatever  it  is,  innovation  is  no 
stranger  to  the  roads  and  pathways  of  this 
beautiful  corner  of  the  world. 

It's  probably  no  coincidence,  then,  that  the 
design  for  the  world's  first  mass-produced  hybrid 
vehicle  was  developed  in  Southern  California. 
In  Newport  Beach,  to  be  precise,  at  Toyota's 
futuristic  North  American  design  center,  known 
as  Calty. 

Here,  a  team  of  designers  created  the  look 
that  is  turning  heads  in  the  U.S.  and  overseas, 
for  Toyota's  breakthrough  alternative  fuel 
vehicle,  the  Prius. 

Calty  is  part  of  Toyota's  global  network  of 
operations.  It's  a  network  that  includes  facilities 
in  26  countries  and  provides  jobs  and  growth 
in  communities  around  the  world. 

Here  in  the  U.S.,  Toyota  directly  employs 
more  than  27,000  individuals.  In  fact,  more 
than  half  the  Toyotas  sold  in  America  are  built 
by  Americans,  using  many  U.S.  parts. 

Local  investment  helps  Toyota  develop 
vehicles  that  are  suited  to  the  special  needs  of 
the  communities  where  we  do  business.  It's  not 
such  a  radical  idea,  even  if  sometimes  the  results 
may  seem  that  way. 

TOYOTA  People  Drive  Us 
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MARKET  VALUE:  Share  price  on 
May  31,  2000,  multiplied  by 
latest  available  number  of 
shares  outstanding,  translated 
into  U.S.  dollars  at  May  month- 
end  exchange  rates.  Market  val- 
ue may  include  several  classes 
of  stock;  price  and  yield  data 
are  based  on  the  company's 
most  widely  held  issue. 

SHARE  PRICE  AND  ANNUAL 

change:  Closing  per-share 


price  on  May  31,  2000,  in  U.S. 
dollars.  Annual  percent  change 
from  May  31,  1999,  to  May 
31,  2000,  both  in  U.S.  dollars 
and  company's  local  currency. 

PRICE/BOOK  VALUE  RATIO:  The 

ratio  of  May  closing  price  to 
latest  available  net  worth  per 
share  or  common  shareholders' 
equity  investment. 

PRICE/EARNINGS  RATIO:  The 

ratio  of  May  31  closing  price 
to  latest  12-months'  earnings 
per  share. 


YIELD:  Latest  12-months'  divi- 
dends per  share  as  a  percent  of 
May  closing  price. 
SALES:  Net  sales  reported  by 
company, -translated  at  May  31 
exchange  rates;  revenues  for 
banks  and  other  financial 
institutions  are  not  included 
because  they  are  not  compara- 
ble to  those  of  industrial 
companies. 

PROFITS:  Latest  aftertax  earn- 
ings available  to  common 
shareholders,  translated  at 


May  31  currency  exchanj 
rates;  profits  are  from  co 
nies'  continuing  operations 
fore  extraordinary  or  speci; 
items.  Sales,  profits,  and  < 
sets  are  for  1999  fiscal  ye 
unless  noted. 

RETURN  ON  EQUITY:  Latest 

months'  earnings  per  share 
percent  of  most  recent  bool 
value  per  share. 
INDUSTRY  CODE:  For  key  to 


113 

men 


(WW  ■ 

BRITISH  SK> 


two-digit  code,  see  page  13  *>< 


Data  for  individual  companies:  Morgan  Stanley  Capital  International  Inc.,  unless  otherwise  indicated.  For  further  information  on  MSCI  data,  contact  Morgan  Stanley  Dean  Witter  at 
762-5790  (New  York)  or  44  20  7425  6660  (London)  or  41  22  817  9800  (Geneva).  Country  composites  and  rankings  calculated  by  BUSINESS  WEEK.  Additional  data  by  Compus 
provided  by  Standard  &  Poor's  Institutional  Market  Services,  if  footnoted. 
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15 

3.7 

4563 

374 

7195 

15.4 

22 

6  SCOTTISH  &  SOUTHERN  ENERGY 

711 

6826 

8 

-18 

-12 

2.9 

12 

5.0 

4250 

536 

5812 

24.3 

12 

7  RECKITT  BENCKISER 

715 

6798 

11 

-2 

5 

3.1 

22 

3.9 

3292a 

294a 

4017a 

14.0 

44 

8  PENINSULAR  &  ORIENTAL  STEAM  NAVIGATION 

725 

6735 

10 

-28 

-23 

1.6 

13 

4.5 

9172 

601 

9630a 

12.4 

58 
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THE  BUSINESS  WEEK  GLOBAL  1000 


COUNTRY 
RANK 


GLOBAL 
1000 
RANK 

MARKET 
VALUE 
U.S. 

SMIL. 

PRICE 

PER  SHARE 

U.S.  $ 

%  CHANGE 

FROM  1999 

(U.S.  $)  (LOCAL) 

PRICE/ 
BOOK 
VALUE 
RATIO 

P/E 
RATIO 

YIELD 
% 

SALES 
U.S. 
$  MIL. 

PROFITS 
U.S. 
$MIL. 

ASSETS 
U.S. 
SMIL 

RETURN 

ON 
EQUITY    HI 

% 

731 

6696 

9 

20 

29 

-5.6 

30 

2.8 

3567b 

237b 

2691 

NA 

755 

6451 

13 

-39 

-34 

1.3 

9 

3.2 

3846 

635 

10605 

14.0 

757 

6439 

14 

62 

74 

18.2 

61 

0.3 

2108 

106 

1124 

29.8 

759 

6411 

12 

-17 

-11 

0.8 

19 

3.9 

NA 

323 

11184 

4.1c 

767 

6322 

13 

23 

32 

6.6 

23 

2.6 

3245 

274 

4254 

28.8 

777 

6246 

6 

-42 

-38 

1.7 

11 

5.0 

5462 

583 

8642 

15.6 

779 

6238 

5 

-30 

-24 

1.8 

10 

4.1 

5640b 

691b 

10427 

18.9c 

781 

6178 

15 

11 

19 

22.6 

31 

0.7 

2421 

201 

2045 

73.9 

811 

5830 

8 

-27 

-22 

29.1 

17 

6.0 

12629 

347 

10432 

174.8c 

813 

5807 

5 

-25 

-19 

1.2 

55 

3.5 

13325 

308 

19168 

2.1 

826 

5730 

4 

-13 

-6 

1.9 

13 

3.0 

7091 

439 

10103 

15.2 

857 

5537 

4 

-16 

-10 

1.5 

15 

3.3 

6426 

360 

6906 

10.5 

869 

5457 

9 

21 

30 

10.3 

27 

1.0 

1931 

199 

2067 

37.7 

876 

5382 

9 

-26 

-20 

1.5 

15 

4.5 

4923 

356 

6098 

10.2 

894 

5242 

18 

21 

29 

4.9 

30 

1.5 

2647 

87 

1245a 

16.4c 

896 

5224 

7 

-13 

-7 

1.3 

14 

2.6 

6439 

408 

5535 

9.4 

900 

5207 

7 

-22 

-16 

2.0 

12 

2.8 

2871 

380 

6713a 

16.5c 

901 

5203 

5 

-12 

-6 

1.5 

8 

1.2 

6133 

632 

7460 

18.6    1 

903 

5186 

9 

-22 

-16 

1.5 

7 

7.2 

3403 

748 

9926 

21.6 

918 

5063 

6 

3 

10 

2.6 

17 

3.8 

3047 

297 

4531a 

15.1c 

941 

4920 

9 

3 

11 

-14.1 

35 

0.6 

870 

141 

304 

NA 

953 

4822 

22 

126 

142 

14.8 

123 

0.3 

489 

37 

335 

12.1 

958 

4790 

9 

-40 

-35 

1.9 

10 

4.9 

NA 

530 

45577 

19.4 

965 

4738 

16 

0 

8 

2.3 

13 

1.7 

NA 

366 

20032 

18.0 

984 

4562 

9 

-22 

-17 

-2.1 

10 

4.9 

6717 

429 

1955 

NA 

986 

4553 

1 

-11 

-5 

0.6 

NA 

NA 

9355 

-121 

8520 

NA 

69  EMI  GROUP 

70  RAILTRACK  GROUP 

71  SEMA  GROUP 

72  LAND  SECURITIES 

73  UNITED  NEWS  &  MEDIA 

74  GREAT  UNIVERSAL  STORES 

75  NATIONAL  POWER 

76  DAILY  MAIL  &  GENERAL  TRUST 

77  IMPERIAL  CHEMICAL  INDUSTRIES 

78  BRITISH  AIRWAYS 

79  ROLLS-ROYCE 

80  HILTON  GROUP 

81  NYCOMED  AMERSHAM 

82  SCOTTISH  &  NEWCASTLE  BREWERIES 

83  OCEAN  GROUP 

84  ASSOCIATED  BRITISH  FOODS 

85  HANSON 

86  ALLIED  DOMECQ 

87  UNITED  UTILITIES 

88  BLUE  CIRCLE  INDUSTRIES 

89  MISYS 

90  CAPITA  GROUP 

91  ALLIANCE  &  LEICESTER 

92  SCHRODERS 

93  IMPERIAL  TOBACCO  GROUP 

94  CORUS  GROUP 


CANADA 


COUNTRY  COMPOSITE 

1  NORTELNETWORKS 

2  SEAGRAM 

3  THOMSON 

4  BOMBARDIER 

5  ROYAL  BANK  OF  CANADA 

6  TORONTO-DOMINION  BANK 

7  BCE  (BELL  CANADA  ENTERPRISES) 

8  BANK  OF  NOVA  SCOTIA 


435036   30   23   25   3.6   29   1.6    158322   13953  1121633   12.6 


23 
266 
274 
306 

342 
347 
357 
433 


152394 
20360 
19992 
17829 

15822 
15562 
15044 
12303 


53   185 


47 
32 

26 

52 
25 
23 

25 


-12 

7 

68 

12 

-7 

104 

13 


189 

-11 

9 

70 

13 

-6 

106 

15 


11.2 
1.5 
2.9 
7.4 

1.9 
2.9 
5.6 
NM 


83 
83 

43 
38 

13 
15 
47 
12 


0.1 
1.4 
2.1 
0.6 

2.8 
2.2 
1.0 
2.6 


22217 
15344 
5752 
9093b 

NA 

NA 

9491 

NA 


1730  22597 

-208  35011 

461  12558 

480b  11374b 


1173 
1002 
1293 
1036 


182478 

121407a 

24678 

148689 


13.5 
1.7 
6.8c 

19.3 

14.0 
19.9c 
12.0 
15.0 


9 

CANADIAN  IMPERIAL  BANK  OF  COMMERCE 

485 

10816 

27 

10 

11 

1.8 

16 

3.3 

NA 

687 

167144    , 

11.3 

0 
6I 

US 

10 

BANK  OF  MONTREAL 

486 

10808 

40 

5 

6 

1.7 

12 

3.1 

NA 

923 

153979 

14.9 

6 

PtU 

11 

IMPERIAL  OIL 

509 

10466 

24 

29 

31 

3.8 

27 

2.1 

6850 

389 

6296a 

14.1c 

1 
3 

12 

CELESTICA 

555 

9411 

47 

NA 

NA 

3.9 

97 

0.0 

5297 

68 

2656 

4.0 

[111 

13 

MANULIFE  FINANCIAL 

589 

8659 

18 

NA 

NA 

2.1 

15 

1.5 

13399 

578 

37863 

13.6 

6 

MS 

14 

LOBLAW 

619 

8092 

29 

12 

13 

4.7 

31 

0.6 

12541 

251 

4744a 

15.0c 

5 

UK 

15 

CANADIAN  PACIFIC 

648 

7616 

24 

3 

4 

1.5 

11 

1.6 

7590 

598 

13566 

13.3 

7 

it 

16 

ALCAN  ALUMINIUM 

667 

7341 

34 

17 

19 

1.4 

13 

1.8 

7324 

460 

9849 

10.8 

c  IK 

17 

BARRICK  GOLD 

673 

7237 

18 

8 

9 

1.9 

23 

1.1 

1421 

331 

5353 

8.4c 

8 

3;:. 

18 

SUN  LIFE  FINANCIAL  SERVICES  OF  CANADA 

735 

6645 

16 

NA 

NA 

1.6 

NA 

NA 

NA 

NA 

32086b* 

NA 

e:  0  TH 

19 

BALLARD  POWER  SYSTEMS 

744 

6533 

74 

NA 

NA 

17.9 

-125 

0.0 

22 

-50 

413 

NEG 

3' 

I II 

20 

SHELL  CANADA 

753 

6462 

22 

17 

19 

2.9 

15 

2.2 

3592 

428 

3881a 

18.9c 

1:im 

21 

GREAT-WEST  LIFECO 

764 

6344 

17 

NA 

NA 

2.9 

17 

2.4 

NA 

380 

35559 

17.1 

6; 

6^ 

3  . 

22 

POWER  FINANCIAL 

766 

6327 

18 

-1 

0 

2.1 

14 

2.6 

NA 

557 

37823 

14.8 

(  \ 

23 

TELUS 

817 

5768 

25 

3 

5 

2.0 

14 

3.8 

3921 

236 

5215 

14.2 

55 

Ei 

24 

PANCANADIAN  PETROLEUM 

830 

5716 

23 

68 

70 

2.8 

17 

1.2 

2592 

231 

4263 

16.4 

11 

1111 

25 

GEORGE  WESTON 

859 

5513 

42 

3 

4 

3.2 

22 

1.0 

13922 

234 

6710 

14.5 

5-! 

W. 

26 

ALBERTA  ENERGY 

870 

5456 

39 

33 

35 

2.2 

30 

0.7 

1866 

116 

5112 

7.3 

11 

1  . 

27 

CANADIAN  NATIONAL  RAILWAY 

872 

5443 

27 

-15 

-14 

1.6 

11 

1.7 

2752a 

380a 

9853 

14.8 

57 

I 

28 

ROGERS  COMMUNICATIONS 

888 

5293 

26 

23 

25 

4.7 

-47 

0.0 

2075 

-77 

4254 

NEG 

51 

$ 

4 

29 

PETRO-CANADA 

904 

5183 

19 

57 

59 

1.9 

32 

1.4 

4104 

156 

5783 

6.0 

11 

! 

30 

TELEGLOBE 

906 

5169 

20 

-33 

-32 

3.6 

339 

1.1 

2868 

20 

3143a 

1.0c 

55 

J 

5 

31 

SUNCOR  ENERGY 

935 

4945 

22 

20 

22 

4.9 

25 

1.0 

1594 

134 

2740a 

19.1c 

11 

] 

32 

ABITIBI  CONSOLIDATED 

993 

4485 

10 

1 

3 

1.1 

-43 

2.6 

2697 

-43 

4559 

NEG 

23 

S 

DENMARK 

S 

COUNTRY  COMPOSITE 

57077 

5362 

34 

51 

13.9 

69 

1.1 

7415 

1539 

85390 

18.5 

ill 

n 

1 

TELE  DANMARK 

354 

15192 

70 

38 

56 

5.7 

35 

1.8 

4746 

436 

6785 

16.4 

55 

i! 

2 

NOVO-NORDISK 

430 

12416 

165 

61 

83 

5.5 

38 

0.7 

2599 

299 

3852 

14.3 

45 

13 

3 

DAMPSKIBSSELSKA8ET  AF  1912 

450 

11738  10869 

33 

51 

30.4 

134 

0.3 

71 

88 

542 

22.8 

58 

14 

4 

DAMPSKIBSSELSKABET  SVENBORG 

455 

11617  15589 

29 

46 

26.2 

128 

0.3 

NA 

91 

571 

20.4 

58 

1! 

5 

DEN  DANSKE  BANK 

786 

6114 

116 

7 

21 

1.6 

9 

2.7 

NA 

625 

73640a 

18.8c 

61 

16 
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MARKE I 

GIOBAI           VAlUf  PRICE         %  CHANGE  BOOK 

1000              US  PER  SHARE     FROM  1999  VALUE       P/f 

RANK             t  MIL  US$      (USJHIOCAU  RATIO      RATIO 


YIEID 

% 

J  Mil 

(Mil 

ILAND 

NTRY  COMPOSITE 

NOKIA 
SONERA 
STORA  ENSO 
UPM-KYMMENE 


293277 

9  242185 

147  37199 

680  7156 

724  6736 


34       81     104     16.9      56       2.3 


37530         4353        42199       25.7 


52 
50 

10 
25 


188     223     42.0       91 

156     188     22.9     120 

-5         7        1.4         9 


-13 


1.2 


0.4 
0.2 
3.9 
4.6 


18290 
1715 
9864 
7661 


2390 
343 
698 
922 


13242 

3347 

10739 


22.3 


23 


ANCE 


'NTRY  COMPOSITE 

FRANCE  TELECOM 
TOTALFINAELF 
ALCATEL 
VIVENDI 

AXA 

STMICROELECTRONICS 
AVENTIS 
CARREFOUR 


1153932   182   48   67 


25  148711 

33  116318 

75  64913 

76  63749 


145 

157 

55 

107 


93 

101 
107 
111 


57222  147 

51324  59 

50291  65 

48911  70 


86  109 

27  43 

129  158 

45  63 

27  42 

204  242 


38 
6 


55 
19 


8.0 

8.5 
4.7 
5.4 
6.1 

3.2 

12.5 

4.5 

8.7 


43   1.6 


544698 


58 
35 
67 

48 

31 
75 
70 
59 


1.0 
2.1 

1.1 
1.2 

1.9 
0.0 
1.0 
0.9 


28450  2135946 

2567    50131 


25256 

69587  3242  75103 

21352  597  31723 

29433a  1039a  45426a 

NA  1730  470637 

5056  547  6434a 

17070  691  39273 

47759  833  16121a 


14.7 

14.6 

13.5 

8.0 

12.8 


:    : 


SANOFI-SYNTHELABO 
PINAULT-PRINTEMPS-REDOUTE 
SOCIETE  GENERALE 
CANAL  PLUS 

CAP  GEMINI 

BOUYGUES 
i   GROUPEDANONE 
i   CREDIT  LYONNAIS 

TF1  TELEVISION  FRANCAISE  1 
:    SAGEM 

I    COMPAGNIE  DE  SAINT-GOBAIN 
|    L'AIR  LIQUIOE 

i  RENAULT 

i  SCHNEIDER  ELECTRIC 

'  CREDIT  COMMERCIAL  DE  FRANCE 

I  CHRISTIAN  DIOR 


' 


i 
615 


CASTORAMA  DUBOIS  INVESTISSEMENTS 

LAGARDERE 

AGF 

PEUGEOT 

EQUANT 

DASSAULT  SYSTEMES 

CASINO,  GUICHARD-PERRACHON 

LAFARGE 

AEROSPATIALE  MATRA 

ACCOR 

ALTRAN  TECHNOLOGIES 

THOMSON-CSF 

LEGRAND 
ALSTOM 

SODEXHO  ALLIANCE 
HERMES  INTERNATIONAL 


177 
207 
221 
222 

231 
273 
313 
373 

392 
435 
442 
456 

472 
493 
511 
518 

538 
551 
560 
564 

583 

593 
611 
621 

635 
653 
728 
751 

824 
833 

877 
934 


31700  43 

25499  214 

23856  57 

23753  189 

22629  186 

20008  616 

17177  233 

14383  43 

13514  640 

12289  1168 

12096  139 

11567  140 

11231  47 

10689  66 

10420  141 

10296  227 


4 
21 
25 


17 
36 

41 


163  196 

26   41 
136  166 


-16 
30 


-6 
46 


175  209 
383  443 


9790 
9551 
9327 
9281 

8756 
8540 
8204 
8082 

7903 
7500 
6709 
6471 

5739 
5668 
5377 
4950 


251 
70 
51 

204 

43 
76 
89 
77 

20 

40 

224 

39 

205 
27 

161 
134 


-14 
-10 

23 
12 
26 
61 

3 
74 

3 
36 


-3 

1 

38 
25 
42 
81 

15 
96 
16 
53 


-40  -40 

118  145 


-5 
-17 


7 
-6 

NA 


NA 

-18  -8 

198  235 

17  32 


-1 

-14 

-1 

48 


11 
-3 
11 
66 


9.7 

7.9 

2.3 

25.1 

6.1 
5.1 
3.2 
2.0 

32.1 

14.0 

1.4 

2.7 

1.5 
2.8 
3.9 
2.9 

7.0 
4.1 
1.8 
1.3 

10.8 

27.8 

4.0 

1.6 

5.4 

2.4 

54.9 

3.1 

5.4 

4.7 

8.5 

11.1 


55 

44 

13 

-189 

59 

328 

27 

27 

91 
90 
11 
22 

23 
24 
23 
42 

33 
38 
15 
14 

-250 

94 
36 

14 

280 
23 

124 
25 

30 
18 
44 
45 


1.0 
1.2 
3.8 
0.6 

0.8 
0.6 
2.1 

1.6 

1.0 
0.2 
3.6 
2.6 

2.3 
2.8 
2.2 
1.7 

1.4 
1.6 
4.5 
1.8 

0.0 
0.5 
2.0 
3.7 

0.5 
3.1 
0.1 
2.2 

1.2 
2.6 
1.5 
0.6 


4962 

17539 

NA 

3052 

3997 
14706 
12328 

NA 

1720 

3163 

21286 

6063 

34863 

7770 

NA 

8123 

6813bf 
11393 
12484 
35062 

1050 

468 

14503 

9764 

11962 

5662 

570 

6389 

2133 

15051b 

8376 

860 


580  6009a 

580  18895 

1836  377027 

-126  6091 

247  3651 

58  15435 

632  13925 

513  160202 


149 

136 

1137 

522 

495 
446 
417 
244 

318bf 
224 
618 
676 

-35 

93 

243 

569 

28 
326 

53 
255 

189 
324b 
122 
110 


1606 

2678 

25889 

10153 

44032 

9545 

58214a 

24418 

3421b 
12563 
84089a 
33296a 

1149 

535 

9819 

13428 

16308 
10250 
301a 
10300 

2868a 
21256 
5592 
870a 


17.8c 
17.9 

17.6 
NEG 

10.5 
1.5 

11.6 
7.3 

35.3 
15.5 
12.9 
12.0 

6.5 
11.9 
16.5c 

6.9 


1.9 
10.7 
44.1c 
12.1 

17.8c 
27.0c 
19.3 
24.8c 


55 
11 
34 
52 


10.3  63 

16.5c  35 

6.4  45 

14.8  54 


l.'OREAL 

120 

46302 

685 

12 

26 

9.2 

60 

0.7 

9970 

767 

9873 

15.3 

45 

BNP  PARIBAS 

139 

40390 

90 

6 

19 

2.1 

17 

2.7 

NA 

2425 

301250a 

12.4c 

61 

LVMH  MOET  HENNESSY  LOUIS  VUITTON 

142 

39718 

405 

59 

79 

7.2 

58 

1.2 

7926 

684 

14846a 

12.4c 

46 

SUEZ  LYONNAISE  DES  EAUX 

169 

33125 

167 

0 

12 

3.4 

25 

2.5 

29178 

1347 

71314 

13.6 

52 

45 

54 
61 
51 

52 
32 
44 
61 

51 
34 
21 
22 

42 
34 
61 
46 


21.0  54 

10.8  71 
12.2c  63 

9.5c  42 

NEG  52 

29.6  52 

11.1  54 

10.9  21 


31 
53 

71 
31 

34 
34 
52 
46 


11 


ERMANY 


UNTRY  COMPOSITE 

1  DEUTSCHE  TELEKOM 

2  ALLIANZ 

3  SIEMENS 

4  DAIMLERCHRYSLER 

MUNCHENER  RUECK. 

6  SAP 

7  DEUTSCHE  BANK 

8  BAYER 

9  HYPOVEREINSBANK 

0  VEBA 

1  BASF 

2  DRESDNERBANK 

3  BMW 

4  RWE 

5  COMMERZBANK 

6  VOLKSWAGEN 


16 
52 
53 
97 

103 
117 
118 
192 

200 

210 
213 
243 

270 
2§0 
297 
355 


896470 

187247 
87128 
86729 
54246 

51046 
47516 
47071 
28041 

26877 
25273 
24976 
21150 

20231 
19588 
18109 
15157 


158 

62 
356 
146 

54 

289 

413 
77 
38 

65 
50 
41 
41 

30 
36 
37 
40 


13 

47 
32 


27   6.0   30   2.3 


65 
48 


115  142 
-38  -30 


71 
21 
46 
-1 

21 

-12 

4 

15 

23 
-17 

32 
-36 


93 

37 
64 
11 

36 
-1 
17 
30 

39 

-7 

48 

-28 


8.1 
9.5 
5.4 
1.5 

14.6 

19.4 

2.3 

2.6 

2.4 
2.4 
2.0 
2.1 

3.8 
3.6 
1.8 
1.9 


75 

47 

117 

9 

63 
78 
18 
14 

28 
10 
20 
25 

34 

20 
21 

15 


1.3 
0.5 
0.7 
5.8 

0.2 
0.5 
2.0 
4.5 

1.7 
2.8 
3.7 
2.8 

1.8 
3.7 
2.9 
2.5 


738523 

33126a 
49152 
63602 
151035 

19197a 
4739 
NA 
25337 

NA 
36069a 
27333 

NA 

31904 

35626 

NA 

69709 


28170  3110466 

1568a  73582a 

1855  317807a 

1730  57030 

5730  175889 

432a  107747a 

557  4476 

2384  778893 

1857  27130a 

972  466760 

1110a  39942a 

1147  27830 

977  368035 

615  28414a 

1066  51379 

845  302527a 

783  62245 


16.0 

10.8 

20.1c 

4.7 

15.9 

23.2 
25.0 
12.9 


55 
63 
34 
42 

63 
52 
61 


17.9c      22 


8.7 

61 

23.7 

12 

10.0 

22 

8.3 

61 

11.3c  42 

18.1  12 
8.5c  61 

13.2  42 
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THE  BUSINESS  WEEK  GLOBAL  1000 


COUNTRY 
RANK 


MARKET  PRICE/ 

GLOBAL  VALUE         PRICE         %  CHANGE  BOOK 

1000  US.  PER  SHARE      FROM  1999  VALUE        P/E 

RANK  SMIL.         U.S.S      (U.S.  $)  (LOCAL)  RATIO      RATIO 


SALES 
U.S. 
SMIL. 


PROFITS 
U.S. 
SMIL. 


RETURN 
ASSETS  ON 

U.S.  EQUITY    If, 

S  MIL  % 


17  VIAG 

381 

13926 

20 

16 

30 

2.1 

32 

2.1 

18072 

441 

31505 

6.7 

18  METRO 

516 

10358 

32 

-49 

-42 

3.5 

21 

4.2 

43483a 

272a 

17585a 

16.9 

19  SCHERING 

523  ' 

10083 

149 

42 

60 

5.7 

41 

1.3 

3047a 

227a 

4237a 

13.9 

20  DEUTSCHE  LUFTHANSA 

568 

9169 

24 

15 

29 

3.3 

19 

3.1 

10742a 

678a 

11399a 

17.3 

21  THYSSENKRUPP 

588 

8732 

17 

-12 

-1 

1.2 

35 

5.6 

27631 

248 

30279 

3.5 

22  ERGO  VERSICHERUNGSGRUPPE 

618 

8100 

107 

-13 

-2 

4.0 

19 

1.3 

11001 

427 

61762a 

20.8c 

23  EM  TV  &  MERCHANDISING 

622 

8072 

67 

NA 

NA 

47.3 

NM 

0.1 

39a 

5a 

201a 

3.0 

24  HENKEL 

632 

7940 

52 

-12 

-1 

2.9 

20 

2.2 

10536 

338 

9140 

14.4 

25  FRESENIUS  MEDICAL  CARE 

668 

7332 

83 

71 

93 

3.3 

-26 

1.1 

3840 

-249 

5752 

NEG 

26  BEIERSDORF 

752 

6466 

77 

17 

32 

7.4 

44 

1.2 

3374 

163 

2031a 

17.0c 

27  PREUSSAG 

805 

5858 

35 

-33 

-24 

3:6 

24 

2.3 

16667a 

256a 

7829a 

15.1 

28  HEIDELBERGER  DRUCKMASCHINEN 

847 

5593 

65 

22 

37 

4.4 

28 

3.5 

1879 

200 

2378 

15.7 

29  MERCK  KGAA 

30  FRESENIUS 

31  WCM  BETEILIGUNGS-  UND  GRUNDBESITZ 

32  MAN 

33  LINDE 

34  DEGUSSA-HUELS 

35  PORSCHE 


863 
919 
920 
957 

960 
964 
985 


5487  32 

5054  253 

5045  28 

4790  34 

4779  40 

4747  30 

4554  2602 


-6 
66 

NA 
11 

-27 

-18 

10 


6 
87 
NA 
25 

-18 
-8 
24 


3.2 

12.7 
8.3 
2.6 

1.7 
2.2 
9.1 


28 
27 
22 
17 

16 
21 
26 


3.5 
0.8 

0.3 
2.2 

3.7 
3.9 
0.7 


4959 
4592 
57a 
12294 

5092a 

11457 
2932 


196 
188 
191a 
319 

226a 

241 
177 


7294 
4599a 
1052a 
8744 

4443a 

8772 

1777 


11.6 
47.2c 
37.4 
15.4 

10.8 
10.7 
35.3 


HONG  KONG 


COUNTRY  COMPOSITE 

1  HUTCHISON  WHAMPOA 

2  CABLE  &  WIRELESS  HKT 

3  PACIFIC  CENTURY  CYBERWORKS 

4  CHEUNG  KONG  HOLDINGS 

5  HANG  SENG  BANK 

6  SUN  HUNG  KAI  PROPERTIES 

7  CITIC  PACIFIC 

8  CLP  HOLDINGS 

9  SWIRE  PACIFIC 

10  HONGKONG  ELECTRIC  HOLDINGS 

1 1  JOHNSON  ELECTRIC  HOLDINGS 

12  HENDERSON  LAND  DEVELOPMENT 

13  CATHAY  PACIFIC  AIRWAYS 

14  HONG  KONG  &  CHINA  GAS 

15  LI  &  FUNG 


216762 


19       19       6.4       50       3.0 


32111       29583      206541       47.8 


109 

49244 

12 

52 

53 

1.6 

3 

1.8 

7115 

14249 

48206 

45.1 

195 

27780 

2 

-1 

-1 

5.6 

81 

4.8 

4160 

1477 

6927 

7.0 

244 

21118 

2 

NA 

NA 

NM 

397 

0.0 

17 

45 

45a 

377.5c 

251 

21009 

9 

11 

12 

1.9 

3 

1.9 

1051 

7620 

14510a 

69.5c 

334 

16194 

8 

-16 

-16 

3.2 

15 

6.2 

NA 

1066 

56734 

21.0 

364 

14636 

6 

-26 

-25 

1.1 

12 

3.4 

3039 

1191 

20512 

9.2 

500 

10600 

5 

104 

105 

1.8 

27 

2.0 

3391 

381 

8780a 

6.8c 

543 

9669 

5 

-4 

-3 

1.7 

11 

4.5 

3096 

821 

7488 

15.4 

575 

8963 

6 

25 

26 

1.1 

16 

2.4 

2164 

569 

11596a 

7.1c 

695 

6984 

3 

5 

5 

2.5 

11 

5.7 

1188a 

637a 

5013a 

23.5 

714 

6807 

7 

102 

103 

12.9 

58 

0.6 

366 

105 

609 

22.4 

727 

6719 

4 

-24 

-23 

1.1 

6 

4.4 

NA 

696 

11917 

18.1 

787 

6080 

2 

31 

31 

1.8 

22 

2.1 

3684 

281 

10929 

8.1 

849 

5583 

1 

-16 

-16 

2.4 

15 

4.2 

750 

372 

2735 

16.0 

878 

5376 

4 

NA 

NA 

51.4 

73 

1.1 

2092 

74 

540 

70.6 

IRELAND 


COUNTRY  COMPOSITE 


38783        15 


3.6       38 


1.8 


8951 


2405      123437    '   17.5 


ELAN 

ALLIED  IRISH  BANKS 

CRH 

EIRCOM 

BANK  OF  IRELAND 


466 

11365 

41 

51 

51 

4.6 

29 

0.0 

1004 

350 

3799a 

16.0c 

4  1 

631 

7953 

9 

-31 

-22 

2.4 

111 

3.4 

NA 

706 

60623 

2.1 

6 

720 

6753 

17 

1 

13 

3.3 

17 

1.1 

6120 

385 

6157 

18.9 

2 

741 

6552 

3 

NA 

NA 

5.3 

26 

1.4 

1826b 

249b 

2487 

20.0c 

51 

783 

6159 

6 

-36 

-28 

2.3 

8 

3.1 

NA 

715 

50371 

30.2 

6 

ITALY 


COUNTRY  COMPOSITE  587933  11 

1  TELECOM  ITALIA  54  85258  14 

2  TIM  60  75917  10 

3  ENEL  98  53418  4 

4  ENI  128  43058  5 

5  ASSICURAZIONI  GENERAL!  146  37650  30 

6  UNICREDITO ITALIANO  239  22000  4 

7  TECNOST  242  21315  4 

8  BANCAINTESA  260  20615  4 

9  SANPAOLO-IMI  267  20343  15 

10  SEAT  PAGINE  GIALLE  283  19286  4 

11  MEDIASET  298  18106  15 

12  OLIVETTI  325  16618  3 

13  BIPOP-CARIRE  361  14798  9      123 

14  BANCA  FIDEURAM  389  13671  15      163 

15  FIAT  GROUP  443  11987  25     -23 

16  FINMECCANICA  458  11515  1        50 

17  ALLEANZA  ASSICURAZIONI  576  8927  11 

18  CONCESSIONI  E  COSTRUZIONI AUTOSTRADE  592  8618  7 

19  BANCA  COMMERCIALE  ITALIANA  596  8495  5 

20  TISCALI  625  8038  50 


31   47   8.3   52   1.6    194850   16102  1380426   15.9 


33 

80 

NA 

-15 

-16 
-8 
21 

-23 

9 

172 

82 

21 


2 

-1 
-34 
NA 


49 

102 

NA 

-4 

-5 
3 

36 
-14 

23 
206 
105 

36 

150 

196 

-13 

69 

15 

11 

-26 

NA 


7.2 

45.0 

3.3 

3.1 

6.2 
4.1 
2.1 

4.6 

2.7 
35.3 
10.6 
13.2 

10.5 
23.3 

1.4 
3.8 

5.6 
5.1 
1.9 
NM 


63 
60 
25 
20 

52 

110 

19 

33 

21 

144 

58 

89 

61 

94 

42 

188 

34 
31 
27 
NM 


2.1 
1.5 
2.5 
3.1 

0.7 
2.7 
0.0 
2.0 

3.3 
0.6 
1.1 
0.8 

0.5 
0.6 
2.3 
0.0 

0.9 
2.0 
2.3 
NA 


25136 

6909 

1.9438 

29009 

35068 

NA 

77a 

NA 

NA 
913 
1900 
3573a 

NA 
NA 
44629 
5393  a 

1888 

1839 

NA 

1 


1611  41964a 

1434  6257 

2175  43384a 

2159  38691a 

759  167377a 

1172  156663 

12a  160a 

789  141963a 

973  146797a 

139  1610 

315  2792a 

119a  7179a 

239  12445 

146  3747a 

327  60271a 

-224a  22374a 

283  19942 

276  5726 

314  116159 

0  88 


11.4c 
75.3 
13.4c 
15.6c 

12.0 

3.7 

11.4 

13.9 

13.1c 
24.4 
18.4c 
14.8 

17.2 
24.9c 
3.4c 
2.0c 

NA 

16.3 

7.2 

7.9 


21 

BANCA  MONTE  DEI  PASCHI  Dl  SIENA 

644 

7778 

4 

NA 

NA 

2.3 

19 

0.0 

22 

ROLO  BANCA  1473 

665 

7349 

17 

-30 

-21 

3.6 

13 

4.9 

23 

AEM 

676 

7195 

4 

95 

119 

7.7 

69 

1.4 

24 

BANCA  NAZIONALE  DEL  LAVORO 

698 

6948 

3 

6 

20 

3.4 

19 

1.7 

NA 

417 

90256 

12.5 

NA 

508 

32451a 

27.5c 

581 

105 

1017 

11.2 

NA 

372 

78780 

18.1 

5 

11 

63! 
61 
55  3 
61' 

61 
52  6 
51 
55*1 
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MARKLt 

GLOBAL 

VALU1    1 

BOOK 

RV 

1000 

VALUf. 

ram 

HANK 

SMIL.    US$   (US  $) (LOCAL) 

HA.IIO 

RAH') 

% 

%m. 

MS 

BANCA  01  ROMA 

EDISON 

GRUPPO  EDITORIALE  L'ESPRESSO 

LUXOTTICA  GROUP 

PIRELLI 

MEDIOBANCA 


710 
820 
832 

841 

908 
924 
927 


6827 
5746 
5673 
5610 

5167 
5015 
4993 


9  14 

I  26 

9  2 

13  164 


23 
3 
8 


46 
-10 
-26 


1/ 

14 

196 

46 

1 

-16 


2.2 

11 
3.9 


18 

13 

VI 
14/ 


10.0  37 
3.1  18 
1.7   25 


2.6 

11 
1.3 
0.6 

0.5 
3.0 
1.3 


8526 

NA 
1436 

787 

1738 

6010 

NA 


208    2896a   14.44 

38     589a   15.2c  51 


141 
283 
189 


5698 
22553 


17  1 
6.8 


45 
37 
61 


'AN 


NTRY  COMPOSITE 

NTT  DOCOMO 

NIPPON  TELEGRAPH  &  TELEPHONE 

TOYOTA  MOTOR 

SONY 

SEVEN-ELEVEN  JAPAN 
TAKEDA  CHEMICAL  INDUSTRIES 
BANK  OF  TOKYO-MITSUBISHI 
FUJITSU 

SOFTBANK 

MATSUSHITA  ELECTRIC  INDUSTRIAL 

NOMURA  SECURITIES 

MURATA  MFG. 

HITACHI  LTD. 

NEC 

SUMITOMO  BANK 

CANON 

ROHM 

TOKYO  ELECTRIC  POWER 

HONDA  MOTOR 

KYOCERA 

TOSHIBA 
SAKURA  BANK 
JAPAN  TELECOM 
FUJI  BANK 

ITO-YOKAOO 
SANWA  BANK 
TOKYO  ELECTRON 
I    DAI-ICHI  KANGYO  BANK 

)    NTT  DATA 
J   )    DDI 
1    EAST  JAPAN  RAILWAY 
MITSUBISHI  ELECTRIC 

i    NINTENDO 
1    ADVANTEST 

FANUC 

NISSAN  MOTOR 


2891680  970   56   38   3.5   47   0.7   2270452   25245  7858894 


7.2 


8  247237  25818 

15  189156  11888 

21  170520   45 

58  80359   91 


133  106 


64 
83 


73716  89 

60703  68 

88    58620  13 

96    55602  28 


21 

71 
96 

104 
55 
-5 
72 


7 

51 
74 

80 

37 

-16 

52 


105  50527  153 

112  48745  24 

122  45030  23 

133  41433  173 


134 
135 
137 
140 

149 
166 
173 
178 

179 
184 
191 
202 

215 
218 
220 
225 

227 
229 
230 

245 


41354  12 

41252  25 

41190  13 

40159  46 

36725  312 

33798  25 

32126  33 

31603  166 

31091  10 

30223  7 
2808143928 

26643  8 

24668  59 

24204  8 

23979  137 

23489  8 

23263  8293 
2323110216 

22809  5702 

21098  10 


302  255 

32  16 

128  102 

216  180 

68  49 

130  104 


12 
82 


-1 
61 


138  111 

15  2 

-19  -29 

214  177 


15.7 
29 
2.9 

4.4 

16.9 
7.2 
2.4 
4.9 

18.2 
1.5 
3.7 
8.4 

1.6 
5.2 
2.5 
3.6 

8.5 
2.3 
2.0 
4.3 


130 

34 
45 
58 

127 
55 
49 

140 

138 
388 
-36 
110 

262 

-28 

-8 

62 

76 

42 

13 

120 


59 
125 


40 
99 


218  182 
26   11 


3.2  -120 

1.4  -6 

6.2  184 

1.3  54 


-1 
-15 


-13 
-24 


146  118 
6   -7 


23 

121 
5 


9 
95 
-7 


199  165 


2.7 

1.3 

10.0 

1.1 

6.8 

10.8 

3.2 

4.2 


56 
-6 

130 
36 

154 

-239 

37 

-141 


0.0 

0.4 
0.5 

0.3 

0.3 
0.4 
0.6 
0.3 

0.0 
0.5 
0.4 
0.1 

0.5 
0.3 
0.4 
0.3 

0.1 
1.9 
0.6 
0.3 

0.3 
0.7 
0.1 
0.8 

0.5 
0.7 
0.1 
0.9 

0.1 
0.2 
0.8 
0.2 


28976 

90457 

119712b 

63103 

16259a 
8573b 
NA 
48805b 

4905 

70954 

NA 

3409 

74309b 
44207 
NA 
24354 

3052 
47272b 
56652b 

6736 

53401b 
NA 
4356b 
NA 

29941b 
NA 
4093b 

NA 

6595 
14172b 
23245b 
35199 


1902  30937 

5597  161711 

3778b  137017 

1662  58501 

567a  5967 

1111b  13623b 

1188b  689211 

397b  47479 

349  8847 

126  73724 

-3692  134633 

268  6149 


12.1 

55 

8.7 

55 

6.5c 

42 

7.6 

41 

158b 
-1467 
-5283 

652 

485 

812b 

2437b 

262 

-260b 
-4451 
153b 
491b 

442b 
-4370 
184b 
658b 

151 
-97b 
622b 
-414 


91360b 
46218 
510554 
24031 

5112 

133805 
46754 
10561 

55942 

449497 

5607 

538036 

19534b 
454551 
3853 
509775 

9313 
14728 
67676 
38902 


13.3 
13.2c 
4.8c 
3.5c 

13.2 
0.4 

NEG 
7.6 

0.6 
NEG 
NEG 

5.8 

11.3 
5.5c 

14.9c 
3.5 

NEG 

NEG 
3.4c 
2.4c 

4.8 
NEG 
7.7c 
2.9c 

4.4 
NEG 

8.7c 
NEG 


54 
45 
61 
33 

52 
41 
62 
35 

34 
34 
61 
33 

35 
12 
42 
35 

34 
61 

55 
61 

54 
61 
35 
61 

52 
55 
57 
34 


247 

21051 

149 

25 

10 

3.2 

26 

0.8 

5320 

797 

8297 

12.3 

46 

250 

21017 

211 

171 

140 

11.3 

101 

0.2 

1552b 

208b 

2648 

11.2c 

35 

253 

20887 

87 

105 

81 

4.0 

57 

0.3 

1941b 

366b 

5518 

7.1c 

35 

254 

20870 

5 

22 

7 

1.2 

-51 

0.0 

61110 

-257 

64245 

NEG 

42 

1    DENSO 

257 

20761 

23 

24 

10 

2.0 

36 

0.6 

17492b 

575b 

17805 

5.5c 

37 

3  INDUSTRIAL  BANK  OF  JAPAN 

262 

20592 

8 

11 

-2 

1.4 

31 

0.8 

NA 

657b 

428757 

4.5c 

61 

3  SHIN-ETSU  CHEMICAL 

265 

20437 

49 

61 

42 

3.8 

50 

0.2 

5970 

403 

9853 

7.7 

22 

3  SHARP 

268 

20297 

18 

61 

42 

2.3 

472 

0.6 

16211 

43 

18778 

0.5 

41 

1  MATSUSHITA  COMMUNICATION  INDUSTRIAL 

269 

20270 

108 

69 

49 

7.2 

61 

0.1 

8276 

249 

5265 

11.8 

34 

2  BRIDGESTONE 

277 

19671 

23 

-10 

-21 

2.6 

24 

0.6 

19410 

824 

17871a 

10.9c 

37 

3  KAO 

289 

18865 

30 

12 

-1 

4.5 

39 

0.6 

7866b 

484b 

6981 

11.5c 

44 

4  FUJI  PHOTO  FILM 

303 

17971 

35 

-3 

-14 

1.3 

23 

0.6 

13019b 

788b 

19684 

5.8c 

46 

5  NIPPON  TELEVISION  NETWORK 

311 

17408 

686 

298 

252 

8.9 

72 

0.2 

3074 

241 

2942 

12.3 

51 

6  TOKIO  MARINE  &  FIRE 

319 

16911 

11 

2 

-10 

2.7 

59 

0.7 

11952b 

284b 

49891 

4.5c 

63 

7  KANSAI  ELECTRIC  POWER 

321 

16869 

17 

-14 

-24 

1.4 

35 

2.7 

24054b 

486b 

66652 

4.1c 

12 

6  TDK 

328 

16402 

123 

47 

30 

3.3 

35 

0.5 

6264b 

471b 

7137b 

9.5c 

35 

9  FUJI  TELEVISION  NETWORK 

330 

1635815231 

200 

165 

5.8 

82 

0.1 

3829b 

199b 

3892 

7.1c 

51 

0  YAMANOUCHI  PHARMACEUTICAL 

332 

16300 

46 

29 

14 

3.0 

31 

0.5 

4027b 

531b 

7331 

9.7c 

45 

t  DAIWA  SECURITIES  GROUP 

333 

16202 

12 

120 

94 

2.7 

17 

1.0 

NA 

979b 

58218 

16.5c 

62 

2  SECOM 

343 

15782 

68 

48 

31 

5.2 

16 

0.5 

3268 

464 

5976 

31.9 

52 

3  TAKEFUJI 

345 

15595 

106 

15 

2 

2.7 

15 

0.5 

NA 

1058b 

17638b 

18.2 

62 

4  JAPAN  TOBACCO 

350 

15324 

7662 

-24 

-32 

1.1 

32 

0.9 

40585b 

472b 

20697 

3.5c 

43 

5  MITSUBISHI  ESTATE 

351 

15287 

12 

22 

8 

3.4 

74 

0.6 

5250 

207 

21210 

4.6 

64 

6  NIKKO  SECURITIES 

356 

15053 

9 

115 

90 

3.4 

21 

0.3 

NA 

837b 

40834b 

NEG 

62 

7  NIPPON  STEEL 

358 

14919 

2 

6 

-7 

1.8 

140 

0.6 

25633 

107 

50985 

1.3 

25 

8  RICOH 

371 

14452 

21 

84 

62 

3.0 

51 

0.5 

13281 

285 

15120 

5.8 

33 

■9  SANYO  ELECTRIC 

377 

14077 

7 

125 

99 

2.2 

-59 

0.6 

16886 

-240 

24727 

NEG 

41 

.0  MITSUBISHI  CORP. 

402 

13012 

8 

39 

23 

1.5 

55 

0.9 

127049 

235 

78380 

2.7 

59 
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THE  BUSINESS  WEEK  GLOBAL  1000 


MARKET  PRICE/ 

GLOBAL           VALUE  PRICE         %  CHANGE  BOOK 

1000              US  PER  SHARE     FROM  1999  VALUE       P/E 

RANK              SMIL.  U.S.  $      (U.S.  $)  (LOCAL)  RATIO      RATIO 


YIELD 


SALES 
U.S. 
SMIL. 


RETURN 
ASSETS  ON 

U.S.  EQUITY 

SMIL  % 


61 

DAI  NIPPON  PRINTING 

403 

12957 

17 

15 

2 

1.6 

36 

1.0 

11950b 

363b 

13423 

4.3c  1 

62 

CHUBU  ELECTRIC  POWER 

407 

12920 

18 

4 

-8 

1.5 

18 

2.7 

20131b 

716b 

57483 

8.3c  1 

63 

ASAHI  BANK 

419 

12529 

4 

-3 

-14 

1.0 

43 

1.3 

NA 

292b 

272078 

2.3c  1 

64 

CENTRAL  JAPAN  RAILWAY 

425 

12482 

5572 

6 

-6 

2.8 

36 

0.8 

11346b 

350b 

55663 

8.0c  1 

65 

KEYENCE 

428 

12438 

300 

121 

96 

8.6 

69 

0.1 

732b 

180b 

1572 

12.4c  1 

66 

KIRIN  BREWERY 

429 

12424 

12 

4 

-8 

1.8 

39 

0.9 

13481 

309 

13281 

4.6 

67 

SMC 

436 

12286 

175 

97 

75 

5.9 

81 

0.2 

1533 

144 

3413 

7.2 

68 

FUJISAWA  PHARMACEUTICAL 

447 

11917 

37 

134 

107 

5.3 

56 

0.3 

2685b 

213b 

4122 

9.5c  1 

69 

MITSUBISHI  HEAVY  INDUSTRIES 

453 

11716 

3 

-7 

-18 

0.9 

70 

2.7 

27026 

168 

44083 

1.4 

70 

ORIX 

457 

11531 

148 

115 

90 

3.8 

38 

0.1 

NA 

238 

49665 

9.9 

71 

MITSUI  &  CO. 

476 

11134 

7 

10 

-3 

1'.8 

40 

1.1 

129835 

277 

61890 

4.4 

72 

TOKAI  BANK 

477 

10980 

5 

-16 

-26 

0.7 

28 

1.3 

NA 

387b 

295702 

2.4c 

73 

SUMITOMO  ELECTRIC  INDUSTRIES 

479 

10927 

15 

34 

18 

1.8 

56 

0.6 

11898 

189 

13880 

3.1 

74 

ASAHI  GLASS 

480 

10904 

9 

45 

28 

1.9 

89 

0.9 

11675b 

122b 

17168 

2.2c 

75 

HOYA 

490 

10774 

93 

91 

69 

6.9 

56 

0.4 

1868b 

192b 

2161 

12.4c 

76 

ACOM 

491 

10772 

73 

-6 

-17 

2.7 

16 

0.7 

NA 

691b 

15863b 

17.3 

77 

SANKYO 

501 

10589 

23 

1 

-11 

2.0 

17 

1.0 

5714 

620 

8086 

11.8 

78 

MITSUBISHI  TRUST  &  BANKING 

505 

10522 

8 

-10 

-20 

1.4 

-7 

0.9 

NA 

-1512 

163647 

NEG 

79 

TAISHO  PHARMACEUTICAL 

507 

10496 

31 

-4 

-16 

2.9 

22 

0.6 

2556b 

471b 

4427* 

12.8c' 

80 

SUMITOMO  TRUST  &  BANKING 

510 

10449 

7 

73 

53 

1.6 

-8 

0.8 

NA 

-1270 

139852 

NEG 

81 

YAMATO  TRANSPORT 

512 

10391 

23 

43 

26 

3.5 

55 

0.6 

7544b 

190b 

5667 

6.4c 

82 

NIKON 

520 

10204 

28 

113 

88 

6.8 

-60 

0.1 

2840 

-169 

4411 

NEG 

83 

PROMISE 

525 

10054 

84 

64 

45 

3.0 

27 

0.7 

NA 

377 

12543 

11.2 

84 

ORIENTAL  LAND 

529 

9968 

100 

71 

51 

3.4 

71 

0.1 

1744* 

140* 

4675* 

4.8 

85 

SUMITOMO  CORP. 

531 

9886 

9 

32 

17 

1.9 

-87 

0.8 

105678 

242 

50052 

NEG 

86 

FURUKAWA  ELECTRIC 

565 

9281 

14 

252 

211 

4.7 

28 

0.4 

6469b 

327b 

8176 

16.6c  :  1 

87 

TAIYO  YUDEN 

571 

9080 

76 

475 

408 

8.3 

58 

0.1 

1544b 

155b 

1848b 

14.1c  . 

88 

ASAHI  CHEMICAL  INDUSTRY 

573 

8977 

6 

17 

3 

2.1 

47 

0.9 

11093b 

191b 

11008 

4.4c   .1 

89 

KDD 

590 

8644 

108 

96 

74 

3.1 

121 

0.4 

5547b 

68b 

9710 

2.5c   I 

90 

WEST  JAPAN  RAILWAY 

600 

8451 

4226 

4 

-8 

2.9 

-101 

1.1 

11192 

-84 

23907 

NEG  m\ 

91 

MITSUI  FUDOSAN 

604 

8384 

10 

24 

10 

1.7 

-25 

0.5 

10587 

-332 

29742 

NEG   M- 

92 

MATSUSHITA  ELECTRIC  WORKS 

608 

8303 

11 

14 

1 

1.7 

64 

1.0 

10216 

130 

11234 

2.7c   W 

93 

MITSUBISHI  CHEMICAL 

615 

8175 

4 

45 

28 

2.1 

-32 

0.5 

14209 

-256 

18448 

NEG   ;  J 

94 

AJINOMOTO 

639 

7859 

12 

14 

1 

2.1 

48 

0.8 

7703b 

164b 

7501 

4.5c   4  f 

95 

SUMITOMO  CHEMICAL 

642 

7832 

5 

20 

6 

2.6 

42 

1.0 

8615 

187 

12175 

6.2  :  W 

96 

SHIZUOKA  BANK 

655 

7485 

9 

-11 

-21 

1.6 

49 

0.6 

NA 

154 

72173 

3.3  el 

4.5c   '1 

97 

TOPPAN  PRINTING 

660 

7418 

11 

-8 

-19 

1.2 

26 

1.3 

11516b 

283b 

11770 

98 

BENESSE 

687 

7082 

67 

52 

35 

5.2 

44 

0.4 

2413 

149 

2606 

11.8   5B 

99 

SEKISUI  HOUSE 

697 

6956 

10 

-10 

-20 

0.9 

33 

1.7 

12210 

212 

14597 

2.8   3l 

100 

TOKYO  GAS 

704 

6890 

2 

-4 

-15 

1.8 

28 

1.9 

9215b 

248b 

15857  » 

6.3c   il 

101 

MARUI 

717 

6762 

18 

22 

8 

1.8 

42 

1.1 

4846b 

161b 

6122 

4.3c   bl 

102 

TERUMO 

723 

6737 

32 

37 

21 

4.6 

116 

0.3 

1590b 

58b 

2035 

4.0c   4-1 

103 

NITTO  DENKO 

732 

6690 

42 

118 

93 

4.1 

105 

0.3 

2759 

63 

2945 

3.9   2l 

104 

OJI  PAPER 

733 

6660 

6 

21 

7 

1.6 

-58 

1.2 

11238 

-115 

16319 

NEG   2 

105 

OMRON 

737 

6638 

26 

88 

66 

2.2 

137 

0.5 

5157 

20 

5392 

1.6   3 

106 

TOKYO  BROADCASTING  SYSTEM 

749 

6498 

37 

208 

172 

3.4 

51 

0.3 

2421b 

127b 

3240b 

6.7c   5 

107 

KINKI  NIPPON  RAILWAY 

750 

6472 

4 

-19 

-28 

3.3 

-152 

1.2 

10587b 

-42b 

14929 

NEG   5 

108 

EISAI 

761 

6387 

22 

17 

3 

2.2 

61 

1.3 

2809b 

105b 

4304 

3.7c  4! 

109 

OSAKA  GAS 

763 

6363 

3 

-23 

-32 

1.8 

32 

1.8 

7721 

201 

10944 

5.7   l:  J 

110 

TOHOKU  ELECTRIC  POWER 

769 

6305 

13 

-19 

-29 

1.0 

31 

3.7 

14674b 

204b 

40232b 

3.3c   i;  ' 

111 

KYUSHU  ELECTRIC  POWER 

776 

6249 

13 

-14 

-24 

1.0 

26 

3.5 

13282 

240 

38298 

39   i:e? 

112 

NIPPON  PAPER  INDUSTRIES 

778 

6246 

7 

36 

20 

2.0 

629 

1.1 

8419 

10 

10728 

0.3   2: H 

113 

ASAHI  BREWERIES 

780 

6183 

12 

-4 

-15 

1.7 

163 

0.9 

12973 

38 

13053 

1.1  4;ie* 

114 

TOYODA  AUTOMATIC  LOOM  WORKS 

789 

6051 

21 

22 

8 

2.2 

63 

0.7 

5190 

96 

5731 

3.5   3J 

115 

NIPPON  MITSUBISHI  OIL 

793 

6018 

4 

5 

-7 

1.0 

67 

1.6 

22382 

90 

27069 

1.5   1]! 

116 

NIPPON  EXPRESS 

795 

5986 

6 

0 

-12 

1.9 

26 

2.0 

15231 

233 

10662 

7.3   5/ 

117 

KOMATSU 

797 

5966 

6 

3 

-9 

1.3 

48 

0.9 

9844b 

124b 

14159 

sQ 
2.7c   38 

118 

SUZUKI  MOTOR 

798 

5948 

12 

-14 

-24 

1.5 

26 

0.6 

13521 

226 

10512 

5.6    42  ;a 

119 

ITOCHU 

819 

5758 

4 

76 

55 

1.8 

-7 

0.0 

112747b 

-820b 

62531 

NEG   59 

120 

SHISEIDO 

821 

5745 

14 

-5 

-16 

1.5 

60 

0.9 

5612 

96 

5702 

2.5   45  ic 

121 

KONAMI 

838 

5623 

53 

207 

171 

13.0 

33 

1.0 

1362b 

170b 

1090 

39.2c   52  . 

122 

JUSCO 

844 

5602 

17 

-8 

-19 

1.9 

40 

1.2 

23404b 

141b 

16285 

4.7c  54  : 

123 

SEIBU  RAILWAY 

846 

5594 

13 

-41 

-48 

13.5 

-152 

0.4 

3548 

-37 

10545 

NEG   57. 

124 

SHIONOGI  &  CO. 

850 

5576 

16 

84 

63 

2.5 

61 

0.5 

3456 

91 

3800 

4.0   45 : 

125 

HIROSE  ELECTRIC 

852 

5563 

140 

60 

42 

5.1 

40 

0.1 

743b 

141b 

1354 

12.9c  35 

126 

FUJI  HEAVY  INDUSTRIES 

854 

5545 

7 

13 

0 

1.6 

16 

1.0 

12353b 

291b 

9113 

10.0c  42 

127 

BANYU  PHARMACEUTICAL 

855 

5541 

21 

22 

8 

2.9 

•35 

0.5 

1509b* 

159b* 

2448* 

8.2c  45  - 

128 

MITSUI  CHEMICALS 

860 

5512 

7 

38 

22 

1.7 

77 

0.8 

7949 

72 

11221 

2.2   22 

129 

PIONEER 

865 

5487 

31 

87 

65 

2.0 

45 

0.3 

5539b 

121b 

5502 

4.4c   41 

130 

CHUGOKU  ELECTRIC  POWER 

875 

5393 

15 

-4 

-15 

1.2 

21 

3.8 

9746b 

256b 

27847 

5.7c   12 

131 

JAPAN  AIRLINES 

879 

5369 

3 

-2 

-13 

2.7 

29 

0.9 

14860b 

183b 

18162 

9.1c   56 

132 

TORAY  INDUSTRIES 

883 

5336 

4 

-20 

-29 

1.2 

-9 

1.7 

9199b 

-610b 

13349 

NEG   22  ■ 

120  BUSINESS  WEEK  /  JULY  10,  2000 

Hurry,  I'm  on  Internet  time,  nashcom,  one  of  the  nation's 

fading  broadband  service  providers,  wanted  a  more  innovative  and  cost-effective  communications 
letwork  that  adapts  as  their  company  expands. They  also  wanted  to  manage  the  solution  in 
.  Web  environment.  AT&T  Business  Network  provided  Flashcom  an  integrated  network 
olution  consisting  of  a  full  range  of  data,  IR  wireless,  local,  international  and  long  distance 
ervices.  All  through  one  contract,  one  monthly  bill  and  a  single  point  of  contact  for  cus- 
omer  care.  And,  AT&T  Business  Network  allows  Flashcom  to  order  services,  track  maintenance 
•equests  and  pay  charges  -  all  online.  If  your  company  wants  simplicity  and  cost-effectiveness  from 
i  company  that  can  grow  with  you,  let  AT&T  Business  Services  take  you  there  -  now. 


AT&T 


Business  Services    |    I  800  ATT- 3  1 99    |   www.att.com/business__services 


THE  BUSINESS  WEEK  GLOBAL  1000 


COUNTRY 
RANK 


MARKET  PRICE/ 

GLOBAL           VALUE  PRICE         %  CHANGE  BOOK 

1000              U.S.  PER  SHARE     FROM  1999  VALUE       P/E 

RANK              $  MIL.  U.S.  $      (U.S.  $)  (LOCAL)  RATIO      RATIO 


YIELD 


SALES 
US 
SMIL 


PROFITS 
U.S. 
$  MIL- 


ASSETS 

U.S. 
$  MIL. 


RETURN 
ON 

EQUITY    IN  | 
% 


133  OAIKIN  INDUSTRIES 

134  NIPPON  YUSEN 

135  DAIWABANK 

136  DAIICHI  PHARMACEUTICAL 

137  KUBOTA 

138  KAWASAKI  STEEL 

139  MABUCHI  MOTOR 

140  HITACHI  CHEMICAL 

141  BANK  OF  YOKOHAMA 

142  NIDEC 

143  TAKARASHUZO 

144  TOKYU 

145  MINEBEA 

146  YASUOA  FIRE  &  MARINE  INSURANCE 

147  OLYMPUS  OPTICAL 

148  OKI  ELECTRIC  INDUSTRY 

149  ONO  PHARMACEUTICAL 


891 
892 
902 
929 

931 
940 
943 
945 

947 
949 
951 
952 

971 
983 
988 
992 
997 


5255  20  125 
5250  4  9 
5187    3   29 


4992 


19   20 


4975  4  20 

4922  2  -19 

4894  104  32 

4891  24  146 

4864  4  53 

4856  77  8 

4848  22  220 

4835  4  61 

4703  12  21 

4578  5  -9 

4544  17  38 

4486  7  111 

4452  36  -1 


99 

-3 

14 

6 

6 

-29 

17 

117 

35 

-A 

183 

42 

7 

-19 

22 

87 

-12 


3.8  86 

2.1  45 

0.6  19 

1.7  23 


1.3 
1.4 
2.8 
5.2 

1.3 
7.6 
7.8 
3.0 

3.5 
1.8 
2.6 
3.4 
1.9 


33 
43 
28 
42 

19 

90 

102 

-19 

44 
35 
55 
-10 
17 


0.5 
0.9 

1.1 
1.0 

1.6 
0.9 
0.2 
0.4 

1.1 
0.1 
0.3 
1.1 

0.6 
1.3 
0.7 
0.0 
0.6 


4312 
10030 
NA 
2791b 

9169b 

11702b 

1092 

5060b 

NA 
1231 
1786b 
5325 

2836 

8401b 

3842 

6252 

1128* 


58  4033 

115  13938 

276b  143580 

223b  4385 


153b 
115b 
175 
117b 

259b 
53 
47b 
-259 

107 

130b 

82 

-440 

258* 


12801 
18313 
1929a 
3885 

104570 
1384 
1417b 
21922 

4396 
34934 
4956 
7429 
2903* 


4.4 
4.7 
3.2c 
7.6c 

3.9c 

3.3c 

10.0c 

12.5c 

6.9c 
8.5 
7.7c 
NEG 

7.9 

5.0c 

4.7 

NEG 

11.1 


NETHERLANDS 


COUNTRY  COMPOSITE 

NR 

86 

92 

115 

555032 

131309 
60201 
57474 
47931 

41 

61 
44 
59 
36 

13 

10 

98 

11 

-13 

27 

24 

123 

25 

-2 

7.9 

33 

21 
26 
12 
30 

1.5 

2.3 
0.6 
2.5 
1.6 

276861 

28004 

1716455 

26.1 

1  ROYAL  DUTCH  PETROLEUM  (1) 

2  ROYAL  PHILIPS  ELECTRONICS 

3  INGGROEP 

4  AEGON 

5  KONINKLIJKE  KPN 

6  ABN  AMRO  HOLDING 

7  UNILEVER  NV  (2) 

8  KONINKLIJKE  AHOLD 

3.9 
4.4 
1.8 
3.8 

105366 

29175 

NA 

13892 

8584 
1673 
4565 
1456 

113883 

27355 

457037 

212197 

18.2 
16.8 

15.0 
12.9 

6 
6 

130 

167 

NR 

256 

42780 
33359 
28863 
20783 

90 
23 
51 
28 

88 

3 

-24 

-20 

112 

16 

-15 

-10 

7.8 
3.0 
9.1 
4.7 

56 
14 
20 
26 

1.1 
2.5 
2.3 
1.4 

7457a 

NA 
37999 
31124 

638a 
2383 
2551 

698 

12640a 
424642 
25863 
13249 

14.0c 
21.4 
45.9 
17.9 

5 
6 

i. 
5 

9    HEINEKEN 

10  ASM  LITHOGRAPHY  HOLDING 

11  FORTIS  (NL)  (4) 

12  TNT  POST  GROEP 

339 

352 

NR 

462 

16010 

15265 
12881 
11454 

51 
37 
26 
24 

-7 
146 
-20 

-6 

5 
177 
-10 

6 

6.6 
26.9 

2.5 
5.7 

33 
204 

15 
29 

0.6 
0.0 
2.2 
1.4 

6629 

1110 

NA 

7853 

479 

75 

2148 

389 

5580 

1573 

376625 

5770 

19.7 
13.2 
17.0 
19.4 

4 
3 
6 
5;| 

13  VERENIGDE  NEDERLANDSE  ULTGEVERSBEDRI 

14  UNITED  PAN-EUROPE  COMMUNICATIONS 

15  AKZO  NOBEL 

16  GUCCI  GROUP 

465 
473 
484 
584 

11373 

11219 

10847 

8755 

51 
26 
38 
86 

20 
NA 
-8 
30 

34 

NA 

3 

46 

6.7 
8.4 
6.4 
8.7 

50 

-15 

14 

15 

0.7 
NA 
2.4 
0.5 

2597 
415 
13384 
1236b 

227 
-727 
704 
330b 

3533a 

4499 

11092a 

934 

13.4c 
NEG 
44.5c 
57.2c 

5J 
5i 
2l 

41 

! 

17  WOLTERS  KLUWER 

18  ELSEVIER  (6) 

19  KONINKLIJKE  NUMICO 

721 

NR 

785 

6752 
6237 
6119 

24 

9 

43 

-41 

-28 
20 

-34 

-19 

35 

4.9 
4.5 
6.8 

20 
18 
31 

1.8 
2.7 
1.3 

2857 
5067 
2132 

332 
788 
177 

5282 
7880 
3738 

,  24.1 
25.4 
21.5 

51 
5) 

\ 

20  GETRONICS 

21  HEINEKEN  HOLDING 

22  RANDSTAD  HOLDING 

837 
912 
974 

5625 
5136 
4664 

17 
33 
40 

30 
-19 

-4 

47 

-9 

8 

29.3 

4.2 
13.7 

54 
21 
24 

0.4 
0.9 
1.6 

3401 

NA 

5166 

104 
239 
192 

586a 
1253 
1244a 

54.2c 

19.7 
56.3c 

52 
43 

53 

NEW  ZEALAND 

COUNTRY  COMPOSITE 

784 

6150 

6150 

4 

-17 

-3 

12.4 

17 

6.0 

387 

92 

2394 

74.3 

1    TELECOM  CORP.  OF  NEW  ZEALAND 

4 

-17 

-3 

12.4 

17 

6.0 

387d 

92d 

2394 

74.3 

55 

NORWAY 

COUNTRY  COMPOSITE 

10657 

38 

-A 

9 

2.1 

18 

2.3 

11430 

386 

19729 

11.2 

1    NORSK  HYDRO 

497 

10657 

38 

-A 

9 

2.1 

18 

2.3 

11430 

386 

19729 

11.2 

» 

PORTUGAL 

COUNTRY  COMPOSITE 

26604 

11 

1 

14 

3.3 

19 

2.8 

5834 

1335 

52131 

18.4 

1  PORTUGAL  TELECOM 

2  ELECTRICIDADE  DE  PORTUGAL  (EDP) 

3  BANCO  COMERCIAL  PORTUGUES  (BCP) 

468 
513 
946 

11339 

10378 

4887 

11 

17 

5 

21 

-7 

-11 

36 
5 
0 

4.8 
1.9 
3.2 

24 
21 
12 

1.7 
3.7 
2.9 

2985 

2849 

NA 

459 
477 
399 

7899 
11496a 
32736 

19.7 

8.8 

26.6 

55 
12 
61 

SINGAPORE 

COUNTRY  COMPOSITE 

76853 

8 

5 

6 

3.4 

20 

1.4 

8226 

2688 

139097 

13.6 

1  SINGAPORE  TELECOMMUNICATIONS 

2  DBS  GROUP  HOLDINGS 

3  CHARTERED  SEMICONDUCTOR  MFG. 

4  SINGAPORE  AIRLINES 

252 
388 

401 
495 

20950 
13711 
13057 
10678 

1 
10 
10 

9 

-16 
30 
NA 
22 

-16 
31 
NA 
23 

4.5 
2.1 
7.0 
1.6 

19 
25 
NA 
17 

1.7 

1.1 
NA 
1.4 

2818 
NA 
423a 

4498 

1128 
128 

-190a 
596 

7464 

57107a 

1488a 

9923 

24.1 
8.4 
NA 
9.4 

55 
61 
35 
56 

5  OCBC  OVERSEAS  CHINESE  BANK 

6  UNITED  OVERSEAS  BANK 

7  SINGAPORE  PRESS  HOLDINGS 

674 
831 
858 

7228 

5707 
5523 

6 

5 

15 

-8 
-5 

7 

-8 

-4 
7 

1.9 
1.8 
4.7 

18 
13 
30 

1.2 
1.6 
1.6 

NA 

NA 

487 

398 
439 
188 

32159a 

29120a 

1835 

10.2c 
13.6c 

15.8 

61 
61 
51 
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OPEN  SAN  SOFTWARE  SOLUTIONS  FROM  COMPAQ. 
BET  YOU  WEREN'T  EXPECTING  THAT,  HUH? 

Watch  out!   Here  comes  Compaq  SANworks"   When  the  number  one  storage  system 

provider  and  a  leader  in  SAN  solutions  applies  its  open-computing  expertise 

to  create  open  storage  solutions,  you  have  to  sit  up  and  take  notice. 

Ready  for  more?  See  www.compaq.com/sanworks 


COMPAQ. 


THE  BUSINESS  WEEK  GLOBAL  1000  ^■■■■■■■■■■■1 

MARKET                                             PRICE/ 

GLOBAL           VALUE        PRICE         %  CHANGE         BOOK 

COUNTRY                                                                                              1000              U.S.      PER  SHARE     FROM  1999        VALUE 

RANK                                                                                                  RANK             SMIL.         U.S.  $      (U.S.  $) (LOCAL)     RATIO 

P/E        YIELD 
RATIO         % 

SALES 
U.S. 
SMIL 

PROFITS 
U.S. 
SMIL. 

ASSETS 
U.S. 
SMIL. 

RETURN  1 

ON 
EQUITY  ■ 

% 

SPAIN 

COUNTRY  COMPOSITE                                                             252511       20          1       13       3.6 

16       2.1 

66425 

9017 

573257 

18.7  1 

1  TELEFONICA 

2  BANCO  BILBAO  VIZCAYA  ARGENTARIA  (BBVA) 

3  BANCO  SANTANDER  CENTRAL  HISPANO 

4  REPSOLYPF 

5  ENOESA 

6  TERRA  NETWORKS 

7  IBERDROLA 

8  GAS  NATURAL  SOG 

9  BANCO  POPULAR  ESPANOL 

10  UNION  ELECTRICA  FENOSA 

1 1  AMADEUS  GLOBAL  TRAVEL  DISTRIBUTION 

12  ALTADIS 


72 
127 
141 
212 


66571 
43359 
39966 
25197 


20 
14 
10 
21 


30 
-4 
-6 
17 


240  21818  21  -4 

420  12519  45  NA 

461  11455  13  -14 

638  7869  18  -33 


46 
8 
5 

32 

8 

NA 

-3 

-24 


689  7047  32  -12  -1 

768  6315  21  56  76 

887  5306  9  NA  NA 

915  5089  15  -26  -17 


5.2 
3.1 
4.0 
2.4 

2.9 

NA 
•1.7 
3.5 

6.7 
2.9 

NA 
NA 


38 

24 
25 
16 

18 
-62 

16 
19 

17 
11 
49 
17 


0.0 
1.9 
2.2 
1.8 

2.7 

NA 
3.6 
1.1 

3.1 
1.7 

NA 
2.9 


21290 
NA 
NA 

17610a 

12178 

73 

5796 

2931 

NA 
2858 
1258 
2431 


1674  45935a 

1619  209799 

1461  218795a 

811a  15935a 

1185  25887a 

-160  NA 

677  16629a 

395  6151a 

401  24419 

548  6832a 

108  923a 

297  1954a 


13.8c| 
13.0 
16.0c| 
14.3c 

16.7c  | 

NA 
10.0c  I 
18.5c1 

39.7 
26.0c 

NA 
NA 


SWEDEN 


COUNTRY  COMPOSITE 

1  LM  ERICSSON 

2  SKANDIA  FORSAKRING 

3  HENNES  &  MAURITZ 

4  NORDIC  BALTIC  HOLDING 

5  INVESTOR 

6  VOLVO 

7  SVENSKA  HANDELSBANKEN 

8  SECURITAS 

9  FOERENINGSSPARBANKEN 

10  SKANDINAVISKA  ENSKILDA  BANKEN 

11  NETCOM 

12  EUROPOLITAN  HOLDINGS 

13  ASSAABLOY 

14  ELECTROLUX 

15  SANDVIK 

16  SCANIA 

1 7  SVENSKA  CELLULOSA  AKTIEBOLAGET 

18  ATLAS  COPCO 


326316   22   44   51   9.9   33   2.0 


22 
204 
255 
272 

481 
514 
526 
610 

640 

646 
670 
745 

772 
782 
836 

928 

976 
980 


158048 
26119 
20842 
20058 

10885 

10374 

10050 

8282 

7847 
7675 

7317 
6529 

6269 
6175 
5640 

4993 
4612 
4600 


20  201 
26  201 


25 

7 

14 
23 
14 
23 


11 
8 

30 
-8 
17 
60 


15  6 
11  1 
70  131 

16  85 


19 
17 
22 

25 
20 
22 


78 

-12 
2 

-3 
-10 
-6 


215 

215 
16 
13 

36 
-4 
23 
68 

10 

6 

141 

93 

87 


24.1 

13.4 

18.3 

2.7 

2.5 
0.9 
2.4 
8.3 

2.3 
1.9 

9.4 
66.9 

11.4 
2.3 

3.1 

3.7 
1.3 
3.4 


92 

66 
61 

13 

8 

11 
12 
90 

16 
12 
16 
51 

76 
13 

12 

15 
10 
17 


0.3 
0.2 
0.6 
2.9 

2.4 
3.4 
2.4 
0.5 

3.7 
3.6 
0.0 
0.6 

0.4 
2.3 
4.1 

3.1 
3.8 
2.4 


80461 

23899 

254 

3094 

NA 

NA 

13871 

NA 

2735 

NA 

NA 

909 

487 

1140 

13264 

4360 

5227 
7200 

4020 


9501   516621   27.7 


1346 
383 
341 

1074 

1200 

833 

739 

89 

509 
509 
418 
120 

76 
463 
402 

349 
400 
249 


18579a 

54199 

1575 

98780 


26.1c 
20.3 
29.9 
20.5 


7893  30.8 

21703  8.3 

102385  18.9 

2305  9.2 

92486  14.4 

78803  15.6 

1630  57.6 

312a  131.4c 


1253 
9058 
4460 

5790 
9455 
5953 


15.0 
18.2 
25.1 

24.8 
12.0 
19.9 


SWITZERLAND 


COUNTRY  COMPOSITE 

1  NOVARTIS 

2  ROCHE  HOLDING 

3  NESTLE 

4  UBS 

5  CREDIT  SUISSE  GROUP 

6  ABB 

7  SWISS  RE 

8  SWISSCOM 

9  ZURICH  ALLIED  (3) 

10  SERONO 

11  ADECCO 

12  COMPAGNIE  FINANCIERE  RICHEMONT 

13  HOLDERBANK  FINANCIERE  GLARUS 

14  SWATCH  GROUP 

15  RENTENANSTALT 

16  BALOISE  HOLDING 

17  CLARIANT 

18  SYNTHES-STRATEC 


576896  1502   18   31   6.8   28   1.2    204132   24811  1567746   22.7 


39 
47 
62 
91 

104 
148 
198 
206 

NR 
383 
384 

406 

534 
617 
726 

866 
880 
955 


105961  1469 
9237511622 

74892  1900 

57713  134 

50890  186 

37080  124 

27409  1916 

25732  350 

23804  490 

13909  873 

13869  786 

12935  2478 

9851  1168 

8103  1218 

6722  572 

5471  933 

5363  369 

4816  442 


-1 

-34 

4 

-9 

3 
43 
-1 
-3 


10 

-26 

16 

1 

14 

59 

10 

7 


6.8 
8.1 
5.9 
2.8 

2.8 
6.6 
4.2 
6.5 

1.8 


24 
29 
27 
16 

17 
22 
17 
20 


138  164 
48  65 
53   70 


40 
18.8   70 

12.5   43 
3.7   29 


-2 
79 
-9 

27 

-19 

NA 


9 

99 

2 

42 
-10 
NA 


2.3 
6.6 
1.3 

1.4 

2.7 

27.7 


19 
31 
29 

18 
16 
38 


1.3 
0.4 
1.2 
2.2 

2.2 

1.4 
1.5 
1.9 

1.6 
0.1 
0.6 
0.8 

1.1 
0.5 
1.1 

1.5 
1.6 
0.4 


19153 

16264 

44047 

NA 

NA 
34681 
9640a 
6584 

25398a 
1054 

10897 
6887 

7194 

2139 

10543 

3649 

5403 

598 


3945  32646a 

3401  32967a 

2785  33299a 

3717  579099 

3080  426399 

1614  29516 

1475a  52096a 

1303  12341 

802a  214651a 

184  1546a 

310  3308a 

484  10417 

469  10841a 

260  2458a 

228  91250 

301  28073 

326  6478 

128  362a 


27.7c 
27.6c 
21.9c 

18.1 

17.0 
30.2 
25.1c 
33.0 

4.5 
26.8c 
29.3c   51 
12.4   7| 


12.1c 

21.6c 

4.2 

7.7 
16.4 
73.5c 


UNITED  STATES 


COUNTRY  COMPOSITE 

1  GENERAL  ELECTRIC 

2  INTEL 

3  CISCO  SYSTEMS 

4  MICROSOFT 

5  EXXONMOBIL 

6  WAL-MART  STORES 

7  CITIGROUP 

8  ORACLE 


13112304     176       48      48       7.8       31        1.2      4481317     382226    14677243     22.7 


1 

520247 

53 

55 

55 

13.3 

55 

0.9 

111630 

10717 

405200 

24.1c 

71 

2 

416713 

125 

131 

131 

12.8 

46 

0.1 

29389 

7314 

43849 

27.8 

39 

3 

395011 

57 

109 

109 

31.9 

121 

0.0 

12154 

2548 

14725 

26.3 

39 

4 

322824 

63 

-22 

-22 

11.5 

28 

0.0 

19747 

7785 

37156 

41.4 

52 

5 

289919 

83 

4 

4 

4.6 

31 

2.0 

185527 

7910 

144521 

15.0 

11 

7 

256664 

58 

35 

35 

9.9 

48 

0.4 

166809b 

5377b 

70349b 

20.8 

54 

11 

209864 

62 

41 

41 

5.2 

21 

0.9 

NA 

9994 

716937 

24.8c 

62 

13 

204011 

72 

479 

479 

56.2 

95 

0.0 

8827 

1290 

7260 

59.3 

52 

124  BUSINESS  WEEK  /  JULY  10,  2000 


SURROUND  YOUR   SITE 
WITH  WINNING   PERFORMANCE, 


THE   BUSINESS   HOSTING   CHAMPION 


•H 


'gox,  Inc.  All  trademarks,  tradenames  and 
arks  mentioned  and/or  used  belong  to 
pective  owners.  All  rights  reserved 


Where  managed  hosting  beg 
Where  managed  hosting  is  goi 


Keep,-* 


WVyW.DIGEX.COM/BW 

1-B88-312-4843 
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TH 

MARKET 

PRICE/ 

RETURN 

GLOBAL 

VALUE 

PRICE 

%  CHANGE 

BOOK 

SALES 

PROFITS 

ASSETS 

ON 

COUNTRY 

1000 

U.S.       f 

'ER  SHARf 

FROM  1999 

VALUE 

P/E 

YIELD 

U.S. 

U.S. 

U.S. 

EQUITY    « 

RANK 

RANK 

SMIL. 

U.S.S 

(U.S.  $)  (LOCAL! 

RATIO 

RATIO 

% 

SMIL. 

SMIL 

SMIL 

% 

9 

INTERNATIONAL  BUSINESS  MACHINES 

14 

192493 

107 

-7 

-7 

9.4 

23 

0.5 

87548 

7712 

89495 

41.3 

10 

LUCENT  TECHNOLOGIES 

17 

183341 

57 

1 

1 

12.8 

35 

0.1 

38303 

3833 

38775 

36.7 

11 

AMERICAN  INTERNATIONAL  GROUP  (7) 

18 

173501 

113 

23 

23 

5.1 

33 

0.2 

40656 

5055 

268238 

15.3 

12 

MERCK 

19 

172874 

75 

10 

10 

13.2 

29 

1.6 

32714 

5891 

35635 

46.1 

13 

PFIZER 

20 

171521 

45 

25 

25 

19.4 

47 

0.8 

16204 

3199 

20574 

41.1 

14 

SBC  COMMUNICATIONS 

24 

149035 

44 

-15 

-15 

5.6 

20 

2.2 

48960 

7439 

83215 

27.4 

15 

COCA-COLA 

26 

131967 

53 

-22 

-22 

13.9 

54 

1.3 

19805 

2431 

21623 

25.4 

16 

EMC  (7) 

27 

126194 

116 

132 

132 

21.5 

107 

0.0 

6716 

1011 

7173 

20.1 

17 

JOHNSONS.  JOHNSON 

28 

124553 

90 

-3 

-3 

8.9 

29 

1.2 

27471 

4167 

26211a 

30.8c    1 

18 

AMERICA  ONLINE 

29 

121762 

53 

-11 

-11 

34..0 

86 

NA 

4777 

762 

5348 

39.4 

19 

HEWLETT-PACKARD 

30 

120138 

120 

27 

27 

6.7 

36 

0.5 

42370 

3491 

35297 

18.3 

20 

SUN  MICROSYSTEMS 

31 

119620 

77 

156 

156 

24.4 

59 

0.0 

11726 

1031 

8420 

41.1 

21 

TEXAS  INSTRUMENTS  (7) 

32 

118229 

72 

164 

164 

10.6 

74 

0.1 

9468 

1406 

15028 

14.2 

22 

HOME  DEPOT 

34 

112384 

49 

29 

29 

12.4 

47 

0.2 

38434b 

2320b 

13465 

26.1c 

23 

DELL  COMPUTER 

35 

111554 

43 

25 

25 

21.0 

65 

0.0 

25265b 

1666b 

11471b 

32.2 

24 

AT&T 

36 

109104 

35 

-38 

-38 

1.4 

16 

2.5 

62391 

5450 

169406 

9.0        I 

25 

BRISTOL-MYERS  SQUIBB 

37 

108796 

55 

-20 

-20 

14.5 

25 

1.6 

20222 

4167 

17114 

57.2c 

26 

WORLDCOM  (7) 

38 

107568 

38 

-35 

-35 

2.0 

24 

0.0 

37120 

3950 

91072 

8.6   ,   1 

27 

WARNER-LAMBERT 

40 

105917 

122 

97 

97 

23.0 

NM 

0.8 

12929 

1733 

11442 

NEG 

28 

TIME  WARNER  (7) 

41 

103646 

79 

16 

16 

10.1 

60 

0.2 

27333 

1960 

51239 

16.9 

29 

BANK  OF  AMERICA 

43 

94855 

56 

-14 

-14 

2.1 

12 

3.6 

NA 

7882 

632574 

18.1c      ■ 

30 

VIACOM 

44 

94413 

62 

61 

61 

NA 

NA 

NA 

12859 

372 

24486 

NA 

31 

BERKSHIRE  HATHAWAY  (7) 

48 

8913158600 

-19 

-19 

1.6 

49 

0.0 

24028 

1557 

131416 

3.2 

32 

BELLSOUTH 

49 

87881 

47 

-1 

-1 

5.7 

23 

1.6 

25224 

3448 

39410a 

24.2c 

33 

WALT  DISNEY 

50 

87657 

42 

45 

45 

4.2 

68 

0.5 

23402 

1532 

43679 

6.1 

34 

PROCTER  &  GAMBLE 

51 

87495 

67 

-29 

-29 

8.5 

23 

1.9 

38125 

3763 

32113 

36.6 

35 

ELI  LILLY 

55 

83016 

76 

7 

7 

18.8 

28 

1.2 

10003 

2547 

12596a 

67.0c      . 

36 

BELL  ATLANTIC 

56 

82104 

53 

-3 

-3 

5.3 

22 

2.9 

33174 

4202 

62614 

24.3        ! 

37 

MORGAN  STANLEY  DEAN  WITTER 

57 

81420 

72 

49 

49 

4.7 

15 

1.1 

NA 

4791 

366967 

31.2       e 

38 

TYCO  INTERNATIONAL  (7) 

59 

79441 

47 

8 

8 

5.8 

30 

0.1 

22497 

1031 

32362 

19.2        1 

39 

WELLS  FARGO 

63 

74885 

45 

13 

13 

3.3 

19 

1.9 

NA 

3747 

218102 

17.3       t 

40 

AMERICAN  EXPRESS 

65 

71889 

54 

33 

33 

7.2 

28 

0.6 

NA 

2475 

148517 

25.4       I 

41 

SCHERING-PLOUGH 

67 

71067 

48 

7 

7 

17.8 

34 

1.0 

9176 

2110 

7840a 

52.9c      i 

42 

AMERICAN  HOME  PRODUCTS 

68 

70264 

54 

-7 

-7 

11.3 

36 

1.7 

13550 

2333 

23906 

31.3       4 

43 

UNITED  PARCEL  SERVICE 

69 

67953 

60 

NA 

NA 

5.8 

60 

1.1 

27052 

883 

23043 

9.6       E 

44 

MOTOROLA 

70 

67246 

94 

13 

13 

3.5 

47 

0.2 

30931 

1209 

37327 

7.5       3 

45 

APPLIED  MATERIALS  (7) 

71 

66924 

84 

204 

204 

12.2 

49 

0.0 

4859 

726 

6707 

24.7       3 

46 

PHARMACIA  (7) 

73 

65926 

52 

25 

25 

3.0 

82 

0.2 

9146 

503 

16535 

3.7       4 

47 

AMGEN 

74 

65328 

64 

101 

101 

21.4 

58 

0.0 

3340 

1096 

4078 

36.7       4 

48 

ABBOTT  LABORATORIES 

77 

63042 

41 

-10 

-10 

8.5 

25 

1.9 

13178 

2446 

14471 

33.3       AM 

49 

MEDTRONIC 

78 

61790 

52 

45 

45 

16.5 

66 

0.3 

4134 

468 

4870 

25.1          1 

50 

FANNIE  MAE 

79 

61682 

60 

-12 

-12 

4.3 

16 

1.8 

NA 

3834 

575167 

26.8c        I 

51 

CHASE  MANHATTAN 

80 

61580 

75 

3 

3 

2.6 

11 

2.6 

NA 

5394 

406105 

23.5       6M 

52 

GTE 

81 

61466 

63 

0 

0 

7.0 

15 

3.0 

25336 

4033 

43615a 

46.2c      bl 

53 

YAHOO 

82 

61423 

113 

53 

53 

41.3 

595 

0.0 

589 

67 

1470 

6.9        5JJJ 

54 

PHILIP  MORRIS 

84 

60438 

26 

-32 

-32 

4.0 

8 

7.4 

61751 

7675 

61381 

51.6       4jl 

55 

CHEVRON 

85 

60253 

92 

0 

0 

3.4 

20 

2.8 

31538 

2286 

40668 

16.9        ll 

56 

FORD  MOTOR  (7) 

89 

58517 

49 

-15 

-15 

2.1 

8 

4.1 

162558 

7237 

276229 

25.3       AM 

57 

PEPSICO 

90 

58326 

41 

15 

15 

8.7 

27 

1.4 

20367 

2050 

17551 

32.0       4-1 

58 

LIBERTY  MEDIA  GROUP 

94 

57062 

44 

33 

33 

1.5 

-23 

NA 

729e 

-2022e 

58594 

NEG        51 

59 

CORNING 

95 

55674 

193 

254 

254 

10.8 

97 

0.4 

4741 

511 

6526 

11.1        3E 

60 

JDS  UNIPHASE 

99 

52483 

88 

163 

163 

7.9 

164 

0.0 

588 

125 

4096 

4.8       3E 

61 

ENRON 

100 

52150 

73 

104 

104 

5.5 

48 

0.7 

40112 

893 

33381 

11.4        12 

62 

DUPONT 

102 

51318 

49 

-25 

-25 

4.1 

123 

2.9 

27892 

219 

40777 

3.3       22 

63 

SPRINT  PCS  GROUP  (7) 

106 

50451 

55 

145 

145 

18.3 

-22 

0.0 

3180 

-2481 

17924 

NEG        55 

64 
65 

QUALCOMM 

110 

49190 

66 

173 

173 

14.9 

127 

0.0 

3937 

201 

4535 

11.7       34 

MCDONALD'S 

113 

48340 

36 

-7 

-7 

5.0 

24 

0.5 

13259 

1948 

20983 

20.8       53 

66 

SPRINT  FON  GROUP  (7) 

116 

47818 

61 

7 

7 

4.1 

30 

0.8 

17016 

1736 

21803 

14.0        55 

67 

VERITAS  SOFTWARE  (7) 

119 

46445 

117 

494 

494 

14.1 

-60 

0.0 

596 

-503 

4233 

NEG        52 

68 

COMPAQ  COMPUTER  (7) 

123 

44573 

26 

11 

11 

3.0 

71 

0.4 

38525 

569 

27277 

4.2        33 

69 

GENERAL  MOTORS  (7) 

124 

43901 

71 

2 

2 

2.0 

8 

2.8 

173215 

5576 

274730 

24.5       42  l 

70 

HONEYWELL  INTERNATIONAL 

126 

43484 

55 

-6 

-6 

5.8 

21 

1.2 

23735 

1541 

23527 

28.1        71  : 

71 

MEOiAONE  GROUP 

129 

42798 

67 

-10 

-10 

2.4 

9 

0.0 

2695 

3514 

39786 

27.9        55 

72 

HUGHES  ELECTRONICS  (7) 

136 

41196 

98 

79 

79 

4.0 

NA 

0.0 

5560 

-391 

18597 

NA       34 

73 

SCHLUMBERGER 

138 

40448 

74 

36 

36 

5.6 

80 

1.0 

8395 

458 

14365a 

7.0c      36 

74 

MICRON  TECHNOLOGY 

144 

38801 

70 

269 

269 

8.8 

83 

0.0 

3764 

-69 

6964 

10.7       35 

75 

BANC  ONE 

145 

37919 

33 

-42 

-42 

1.9 

i2 

5.1 

NA 

3479 

269425 

16.2        61 

76 

U  S  WEST 

150 

36533 

72 

34 

34 

28.9 

25 

3.0 

13182 

1342 

23216 

114.6        55 

77 

BOEING 

151 

36505 

39 

-7 

-7 

3.2 

16 

1.4 

57993 

2309 

36147 

20.4        31 

78 

MERRILL  LYNCH 

152 

36271 

99 

17 

17 

2.9 

12 

1.2 

NA 

2618 

328071 

24.0       62 

79 

GILLETTE 

153 

35800 

33 

-35 

-35 

8.6 

29 

1.8 

9897 

1260 

11786 

29.8       45 

80 

CHARLES  SCHWAB 

154 

35361 

29 

-18 

-18 

24.2 

48 

0.1 

NA 

589 

22264a 

50.4c      62 
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WE MAKE JT    SJM PLE 


NTT  Communications 


Your  Trusted  Partner  In  Network  Solutions 


.rcstar 


«  liom  NfT  Cummunicjtioni 


Our  network  solutions  in  Asia  open 
the  way  to  clear  communication. 

Your  business  just  isn't  global  without  a 
presence  in  Asia.  To  get  ahead,  you  need 
a  reliable  partner  who  can  provide  a 
network  that  lets  you  communicate  with 
no  margin  of  error.  That's  why  you  need 
NTT(  ommunications.  [apan's  largest 
telecommunications  company  with  over 
60  years  of  experience  in  Asia,  t  )ur  Arcstar 
global  data  communications  service 
provides  one  stop  network  solutions  that 
can  even  satisfy  your  communication 
needs  between  Asia  and  other  parts  ol  the 
world.  And  our  cutting-edge  digital  net- 
work infrastructure  is  strategically  placed 

to  minimize  votir  communications  costs. 

Make  vour  business  in  Asia  simple.  With 

help  from  Nil*  ommunications 


■  TOKYO  •  OSAKA  •  BANGKOK  ■  BEIJING  •  HANOI  •  MONG  KONG  •  JAKARTA  ■  KUALA  LUMPUR 

SINGAPORE  ■  SYDNEY  •  TAIPEI  ■  AMSTERDAM  •  BRUSSELS  •  DUSSELDORF  ■  FRANKFURT  •  GENEVA 

•  NEW  YORK  ■  MOUNTAIN  VIEW  ■  LOS  ANGELES  ■  WASHINGTON  D  C 


■  MANILA  -  SEOUL  •  SHANGHAI 

■  LONDON  ■  MADRID  ■  MILAN  ■  PARIS 
RIO  OE  JANEIRO  ■  SAO  PAULO 


www.ntt.com  /world 


N'l'l  Communications  Group:  N'lT  America,  Inc. 
N TT  do  Krasil  Ictccomunicacocs  I.Ida. 


'.iik  V, 

%   Paulistn.  8 


mi,  Ust  Floor,  New  York.  NY101   8  I  1   f.61-0810  Fax  I    212 

I  ir.mJ.,.  coni   ill  SaoPaulo  SP.Bras  ■      i 
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COUNTRY 
RANK 

GL08AL 

1000 
RANK 

MARKET 
VALUE 
U.S. 
$MIL 

PRICE    %  CHANGE 
>ER  SHARE  fROM  1999 
U.S.  $  (U.S.  $)  (LOCAL) 

PRICE/ 
BOOK 
VALUE 
RATIO 

P/E 
RATIO 

YIELD 
% 

SALES 
U.S. 
$  MIL. 

PROFITS 
U.S. 
SMIL. 

ASSETS 
U.S. 
SMIL. 

RETURN  1 

ON 
EQUITY  ■ 

% 

81 

ANHEUSER-BUSCH 

155 

35081 

78 

6 

6 

9.1 

25 

1.6 

11704 

1402 

12640 

36.3  1 

82 

FIRST  UNION 

157  % 

34756 

35 

-24 

-24 

2.1 

11 

5.3 

NA 

3223 

253024 

19.8  1 

83 

NEXTEL  COMMUNICATIONS 

158  ' 

34642 

93 

165 

165-463.6 

-25 

0.0 

3326 

-1270 

11573a 

NA  1 

84 

BANK  OF  NEW  YORK 

159 

34565 

47 

31 

31 

6.7 

20 

1.2 

NA 

1739 

63503a 

33.4c  1 

85 

AUTOMATIC  DATA  PROCESSING 

160 

34457 

55 

33 

33 

8.6 

42 

0.6 

5540 

711 

5825 

20.7  1 

86 

COMCAST 

161 

34347 

38 

4 

4 

2.8 

59 

0.0 

6209 

781 

28686 

4.8  I 

87 

FLEETBOSTON  FINANCIAL  (7) 

162 

34141 

38 

-8 

-8 

2.4 

15 

3.2 

19976 

2038 

190692 

15.7 

88 

MINNESOTA  MINING  &  MFG. 

163 

34055 

86 

0 

0 

5.4 

19 

2.7 

15659 

1763 

13896 

29.3 

89 

INFINITY  BROADCASTING 

165 

33931 

32 

24 

24 

3.1 

72 

0.0 

2449 

377 

10798a 

4.2c  1 

90 

AGILENT  TECHNOLOGIES  (7) 

168 

33299 

74 

0 

0 

7.2 

52 

0.0 

8331 

512 

5444 

13.8 

91 

KIMBERLY-CLARK  (7) 

170 

32918 

61 

3 

3 

5.7 

19 

1.8 

13007 

1668 

12816 

31.0 

92 

GOLDMAN  SACHS  GROUP  (7) 

171 

32477 

74 

8 

8 

2.9 

14 

0.7 

25363 

2708 

250491 

21.5 

93 

QWEST  COMMUNICATIONS 

174 

31865 

42 

-1 

-1 

4.5 

368 

0.0 

3928 

73 

11058 

1.2   { 

94 

TEXACO  (7) 

176 

31708 

57 

-12 

-12 

2.6 

20 

3.1 

34975 

1177 

28972 

13.0   . 

95 

FREDDIE  MAC 

180 

31001 

45 

-24 

-24 

3.9 

15 

1.4 

NA 

2223 

386684 

25.6c  1 

96 

COLGATE-PALMOLIVE 

181 

30410 

53 

5 

5 

20.8 

34 

1.2 

9118 

937 

7423 

61.9   1 

97 

COMPUTER  ASSOCIATES  INTERNATIONAL 

182 

30305 

52 

9 

9 

10.1 

19 

0.2 

5253 

1301 

8070 

52.2 

98 

ELECTRONIC  DATA  SYSTEMS 

183 

30277 

64 

14 

14 

6.7 

42 

0.9 

18534 

421 

12522 

15.9  ,  1 

99 

GAP 

185 

29835 

35 

-16 

-16 

13.4 

27 

0.3 

11635b 

1127b 

5189b 

50.3  '  1 

100 

marsh  &  Mclennan 

186 

29546 

110 

51 

51 

7.1 

37 

1.6 

NA 

726 

13021 

19.3 

101 

UNITED  TECHNOLOGIES 

189 

28653 

60 

-3 

-3 

5.0 

33 

1.3 

24127 

1531 

24366 

15.3   i 

102 

WALGREEN  (7) 

190 

28581 

28 

22 

22 

7.5 

42 

0.5 

17839 

624 

5907 

17.9 

103 

BROADCOM  (7) 

193 

27987 

130 

172 

172 

42.6 

243 

0.0 

518 

83 

585 

17.5  • 

104 

GENENTECH  (7) 

194 

27960 

107 

145 

145 

5.2 

-23 

0.0 

1332 

-1145 

6554 

NEG 

105 

JUNIPER  NETWORKS  (7) 

196 

27515 

175 

0 

0 

58.5 

NM 

0.0 

103 

-9 

513 

NEG 

106 

TARGET 

197 

27468 

63 

-1 

-1 

5.5 

25 

0.6 

33212b 

1144b 

15666 

22.4c 

107 

ANALOG  DEVICES  (7) 

199 

27244 

77 

301 

301 

14.6 

79 

0.0 

1450 

197 

2218 

18.6 

108 

COX  COMMUNICATIONS 

201 

26690 

44 

13 

13 

2.3 

15 

0.0 

2318 

882 

26615 

14.9 

109 

TELLABS  (7) 

203 

26592 

65 

11 

11 

12.4 

45 

0.0 

2319 

559 

2353 

27.2 

110 

LEVEL  3  COMMUNICATIONS 

205 

26028 

76 

-3 

-3 

6.4 

-40 

0.0 

515 

-487 

5525a 

NEG 

111 

EMERSON  ELECTRIC 

208 

25433 

59 

-8 

-8 

4.5 

18 

2.4 

14270 

1314 

13624 

25.6c 

112 

CLEAR  CHANNEL  COMMUNICATIONS 

209 

25373 

75 

13 

13 

4.4 

468 

0.0 

2678 

86 

16822 

0.9c 

113 

ALCOA 

211 

25218 

58 

6 

6 

3.4 

18 

1.7 

16446 

1054 

17066 

19.0 

114 

FIRSTAR  (7) 

214 

24796 

26 

-11 

-11 

4.0 

28 

2.5 

6424 

875 

72788 

14.1 

115 

XILINX  (7) 

216 

24458 

76 

243 

243 

13.8 

37 

0.0 

1021b 

652b 

2349b 

37.3 

116 

VOICESTREAM  WIRELESS  (7) 

217 

24389 

115 

319 

319 

6.6 

-20 

0.0 

454 

-455 

2222 

NEG 

117 

DOW  CHEMICAL 

219 

24126 

107 

-12 

-12 

2.9 

17 

1.1 

18929 

1331 

25499 

17.1 

118 

FIRST  DATA 

224 

23494 

56 

25 

25 

6.7 

32 

0.1 

NA 

770 

16587a 

21.1c  l| 

119 

SAFEWAY 

226 

23468 

46 

-1 

-1 

7.3 

25 

0.0 

28860 

971 

11390a 

29.7c  ! 

120 

SIEBEL  SYSTEMS  (7) 

228 

23260 

117 

414 

414 

28.8 

154 

0.0 

791 

122 

1227  > 

18.7   ! 

121 

HALLIBURTON 

232 

22529 

51 

23 

23 

5.3 

36 

1.0 

14898 

438 

10728 

14.6   : 

122 

MBNA  (7) 

233 

22350 

28 

1 

1 

5.2 

21 

1.1 

6470 

1024 

30859 

24.7   t 

123 

J. P.  MORGAN 

234 

22292 

129 

-8 

-8 

1.8 

11 

3.1 

NA 

2055 

259877 

16.3   ( 

124 

HOUSEHOLD  INTERNATIONAL 

236 

22097 

47 

8 

8 

3.7 

15 

1.5 

NA 

1486 

52892a 

25.1c  i\ 

125 

PMC-SIERRA  (7) 

238 

22002 

153 

531 

531 

80.9 

204 

0.0 

262 

90 

342 

39.6   ; 

126 

DUKE  ENERGY 

241 

21405 

58 

-3 

-3 

2.4 

23 

3.8 

21742 

847 

33409 

10.1   1 

127 

FIFTH  THIRD  BANCORP 

248 

21034 

68 

0 

0 

5.7 

36 

1.2 

NA 

668 

41589 

16.0c  e 

128 

GLOBAL  CROSSING 

258 

20646 

25 

-47 

-47 

21.8 

132 

0.0 

945 

-12 

8322 

16.5   5 

129 

ALLTEL 

259 

20631 

65 

-9 

-9 

4.9 

25 

2.0 

6302 

784 

10774 

19.4   5 

130 

ADC  TELECOMMUNICATIONS  (7) 

261 

20606 

67 

175 

175 

11.6 

102 

0.0 

1927 

88 

1673 

11.4   5 

131 

SYCAMORE  NETWORKS  (7) 

264 

20448 

84 

0 

0 

13.2 

-88 

0.0 

11 

-19 

58 

NEG   5 

132 

ASSOCIATES  FIRST  CAPITAL 

275 

19984 

27 

-33 

-33 

2.0 

14 

1.0 

NA 

1490 

82957 

14.9   6 

133 

ALLSTATE 

276 

19733 

27 

-27 

-27 

1.3 

13 

2.6 

20390 

2145 

98119 

9.5   6 

134 

NETWORK  APPLIANCE  (7) 

278 

19664 

65 

448 

448 

41.1 

258 

0.0 

579b 

74b 

592b 

15.9   3k 

135 

SOLECTRON 

279 

19595 

33 

21 

21 

6.0 

50 

0.0 

8391 

294 

4835 

11.9   sl 

136 
137 

U.S.  BANCORP 

281 

19516 

26 

-20 

-20 

3.2 

13 

3.0 

NA 

1507 
779 

76438a 
9644 

24.7c  em 

29.9   al 

BAXTER  INTERNATIONAL  (7) 

282 

19366 

67 

3 

3 

7.2 

24 

1.8 

6380 

138 

SUNTRUST  BANKS 

284 

19118 

60 

-11 

-11 

1.5 

17 

2.5 

NA 

1124 

93170a 

9.0c  eT 

139 

MELLON  FINANCIAL 

285 

19074 

39 

8 

8 

4.8 

21 

2.3 

NA 

963 

47946 

23.3   61 

140 

AES 

286 

19066 

87 

76 

76 

5.6 

39 

0.0 

3253 

245 

20880 

14.2   ll 

141 

FOX  ENTERTAINMENT  GROUP 

287 

18918 

26 

2 

2 

2.5 

97 

0.0 

8057 

205 

13163 

2.6   s:f 

142 

EASTMAN  KODAK 

290 

18857 

60 

-12 

-12 

4.8 

13 

3.0 

14089 

1392 

14370 

38.1   41 

143 

ECHOSTAR  COMMUNICATIONS  (7) 

291 

18740 

40 

178 

178 

-96.0 

-29 

0.0 

1603 

-524 

3898 

NM   51 

144 

LINEAR  TECHNOLOGY  (7) 

293 

18374 

59 

123 

123 

17.0 

72 

0.2 

507 

194 

1047 

23.5   3e 

145 

WILLIAMS 

294 

18352 

42 

-20 

-20 

3.3 

90 

1.4 

8593 

162 

25289 

3.6   11 

146 

CARDINAL  HEALTH 

296 

18249 

65 

7 

7 

5.1 

28 

0.2 

21481 

574 

8289 

18.5   41 

147 

XEROX 

299 

18062 

27 

-52 

-52 

3.7 

■15 

3.0 

19228 

1386 

28814 

23.9   33 

148 

GANNETT 

300 

18050 

65 

-10 

-10 

4.5 

11 

1.3 

5260 

919 

9006 

43.1c   51 

149 

BESTFOODS 

302 

17991 

65 

29 

29 

22.1 

25 

1.6 

8637 

717 

6435a 

86.6c   44 

150 

MAXIM  INTEGRATED  PRODUCTS  (7) 

304 

17890 

63 

137 

137 

15.9 

69 

0.0 

607 

196 

1022 

23.0   35 

151 

STATE  STREET 

305 

17837 

112 

46 

46 

6.8 

35 

0.5 

NA 

489 

60896 

19.6   61 

152 

LOWE'S  (7) 

307 

17818 

47 

-10 

-10 

3.7 

24 

0.3 

15906b 

673b 

9012b 

15.1   54 
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How  can  something  so  simple  to  use  be  so  powerful  and 
productive?  With  WebFOCUS,  the  business  intelligence 
software  solution  from  Information  Builders,  all  your 
critical  data  is  just  one  click  away.  That  means  more  than 
85  different  relational,  legacy,  and  ERP  data  sources— in 
warehouses  or  in  production  systems,  inside  or  outside 
the  enterprise.  WebFOCUS  transforms  all  your  data  into 
real-time  information  and  delivers  it  any  way  you  need 
it— wireless,  web,  e-mail,  Microsoft  Office— you  name  it. 
Experience  the  power  and  flexibility  of  i-business.  It  puts 
the  intelligence  in  your  e-business.  And  to  everyone  from 
executives  to  employees  to  partners  to  customers  alike, 
that's  downright  genius. 

i-business  changes  everything 


Information 
Builders 

www.informationbuilders.com/i4Nisiness 

1.800.969.INFO 


©2000  Information  Builders.  Inc.  All  trademarks,  registered  marks  and  service 
mark*  are  the  property  of  their  respective  owners.  All  rights  reserved. 
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COUNTRY 
RANK 


MARKET  PRICE/ 

GLOBAL           VALUE  PRICE         %  CHANGE  BOOK 

1000              U.S.  PER  SHARE     FROM  1999  VALUE       P/E 

RANK             SMIL.  U.S.$      (U.S.  $)  (LOCAL)  RATIO      RATIO 


YIELD 
% 


SALES 
U.S. 
SMIL. 


PROFITS 
U.S. 
SMIL. 


ASSETS 
U.S. 
SMIL 


RETURN 

ON 
EQUITY    IN 

% 


153  ILLINOIS  TOOL  WORKS  (7) 

154  CONOCO 

155  SOUTHERN  CO. 

156  SDL  (7) 


308 
309 
310 
312 


17508 
17485 
17458 
17343 


157  ALTERA  (7) 

314 

17095 

158  WILLIAMS  COMMUNICATIONS  GROUP  (7) 

315 

17009 

159  AMAZON.COM 

316 

16995 

160  KOHL'S  (7) 

317 

16979 

161  CVS 

162  CIENA  (7) 

163  METROMEDIA  FIBER  NETWORK  (7) 

164  AXA  FINANCIAL 

165  12  TECHNOLOGIES  (7) 

166  KROGER  (7) 

167  CARNIVAL 

168  LSI  LOGIC  (7) 


318 
320 
322 
323 


16973 
16896 
16838 
16831 


324 

16753 

326 

16596 

329 

16396 

331 

16327 

58  -24  -24  3.5  19 

27  -1  -1  3.7  21 

26  -9  -9  1.9  14 
227  874  874  33.0  423 

86  147  147  13.9  68 

37  0  0  8.3  -41 

48  -19  -19  62.6  -34 

52  52  52  9.4  62 

44  -5  -5  5.0  26 

120  316  316  27.4  630 

31  53  53  6*  -92 

39  11  11  3.4  13 

106  573  573  26.6  434 

20  -32  -32  6.2  26 

27  -34  -34  2.8  16 

53  187  187  8.1  66 


1.2 
2.8 
5.2 
0.0 


9333 

27309 

11585 

187 


841 

782 

1276 

25 


9060  19.0 

16375  17.2 

38396  13.7c 
461    7.8 


0.0 

837 

224 

1440 

20.6 

0.0 

2023 

-360 

6378 

NEG 

0.0 

1640 

-390 

2472 

NEG 

0.0 

4557b 

258b 

2915b 

15.2 

0.5 
0.0 
0.0 
0.3 


18098 

482 

75 

NA 


635 

-4 

-115 

1126 


7275 

678 

3960 

207554 


19.1 

4.4 

NEG 

26.4c 


0.0 

571 

24 

862 

6.1 

0.0 

45352b 

638b 

17966b 

24.0 

1.6 

3497 

1027 

8286 

17.6 

0.0 

2089 

159 

3207 

12.3 

177  GUIDANT 

178  ALBERTSON'S 

179  HCA-THE  HEALTHCARE  CO. 

180  OMNICOM  GROUP 

181  TERADYNE(7) 

182  PNC  FINANCIAL  SERVICES  GROUP 

183  AMFM 

184  NORTHERN  TRUST  (7) 

185  EXODUS  COMMUNICATIONS  (7) 

186  PHILLIPS  PETROLEUM 

187  CIGNA 

188  INTERNATIONAL  PAPER 

189  3COM 

190  COSTCO  WHOLESALE 

1 91  COMVERSE  TECHNOLOGY  (7) 

192  WACHOVIA 

193  SEARS,  ROEBUCK 

194  H.J.  HEINZ  (7) 

195  SYSCO 

196  AFLAC 

197  APPLE  COMPUTER  (7) 

198  ADOBE  SYSTEMS 

199  CATERPILLAR 

200  CMGI 

201  BEA  SYSTEMS  (7) 

202  COASTAL 

203  HARTFORD  FINANCIAL  SERVICES  GROUP 

204  CAMPBELL  SOUP 

205  IMMUNEX(7) 

206  PAYCHEX 

207  BEST  BUY  (7) 

208  AMD0CS(7) 

209  WASTE  MANAGEMENT 

210  BROCADE  COMMUNICATIONS  SYSTEMS  (7) 

211  PROVIDIAN  FINANCIAL 

212  INTERPUBLIC  GROUP 

213  SEAGATE  TECHNOLOGY 

214  E-TEK  DYNAMICS  (7) 

215  ADVANCED  MICRO  DEVICES  (7) 

216  INKTOMI 

217  KELLOGG 

218  ARIBA(7) 

219  CHUBB 

220  NABISCO  HOLDINGS 

221  REDBACK  NETWORKS  (7) 

222  UNITEDHEALTH  GROUP 

223  NATIONAL  CITY 

224  GENERAL  MILLS 
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348 

15560 

51 

1 

1 

27.5 

35 

0.0 

2352 

341 

2250 

51.4 

349 

15519 

37 

-32 

-32 

2.7 

16 

2.1 

37478b 

955b 

15131b 

16.8 

353 

15234 

27 

15 

15 

2.7 

24 

0.3 

16657 

657 

16885 

11.3 

359 

14911 

84 

20 

20 

10.1 

33 

0.8 

5131 

363 

9018 

30.4 

360 

14852 

86 

226 

226 

11.5 

52 

0.0 

1791 

192 

1568 

22.0 

362 

14737 

50 

-12 

-12 

2.5 

12 

3.6 

NA 

1264 

75413 

20.7 

363 

14694 

68 

33 

33 

3.1 

-71 

0.0 

1978 

-181 

12866 

NEG 

365 

14630 

66 

46 

46 

6.9 

35 

0.8 

2804 

405 

28708 

19.7 

366 
367 
368 

372 

375 
376 
378 
379 

380 
382 
385 
387 

390 
393 
395 
396 

397 
398 
399 
400 

404 
405 
409 
410 

411 
412 
414 
416 

421 
422 
424 
431 

432 
434 
437 
438 


14548 
14512 
14463 
14415 

14314 
14205 
14055 
14004 

13961 
13913 
13840 
13720 

13665 
13477 
13435 
13382 

13185 
13130 
13103 
13098 

12952 
12946 
12824 
12790 

12780 
12778 
12673 
12587 

12519 
12499 
12485 
12324 

12314 
12291 
12247 
12225 


71  276  276  62.8  -73 

57  9  9  3.1  20 
89  -5  -5  2.5  22 

35  -30  -30  1.4  29 

42  53  53  4.7  34 

32  -12  -12  4.0  26 

91  170  170  19.8  77 

69  -22  -22  2.5  14 

37  -23  -23  2.0  9 
40  -18  -18  7.7  20 

42  41  41  11.2  33 
52  1  1  4.3  25 

84  91  91  3.4  18 

113  204  204  27.2  51 

38  -30  -30  2.5  14 
48  -8  -8  8.6  71 

36  609  609  27.7  -466 

61  58  58  3.3  24 
59  -7  -7  2.2  13 
31  -30  -30  56.6  18 

26  19  19  28.0  177 

35  77  77  29.7  80 

64  41  41  11.7  38 

62  170  170  32.6  107 

20  -61  -61  2.9  -17 

118  631  631  118.1  518 

89  -7  -7  9.5  21 

43  13  13  7.8  37 

58  92  92  4.1  12 
184  407  407  34.2  334 

82  341  341  5.7  54 

112  117  117  245.0  -438 


30 
52 
70 
46 


-12  -12 

0  0 

0  0 

10  10 


14.2  37 

6.9  -48 

.2.0  20 

3.1  '32 


0.0 

2.4 
1.4 
2.9 

0.0 
0.0 
0.0 
3.1 

2.5 
3.7 
1.1 
0.7 

0.0 
0.1 
3.4 
0.0 

0.0 
0.4 
1.6 
2.9 

0.0 
0.7 
0.0 
0.0 

0.1 
0.0 
0.2 
0.9 

0.0 
0.0 
0.0 
0.0 

3.2 
0.0 
1.9 

1.6 


242 

13852 
15079 
24573 

5772 

27456 
872b 
NA 

41071 
9300 

17423 
7264 

6134 

1015 

19702 

176 

464b 
8197 
11616a 
6424 

542 

1175 

12494b 

627 

13127 

69 

NA 

4562 

6802 

173 

2858 

71 

6984 

45 

5701 

8268 


-130 
609 
699 
183 

398 

515 
170b 
1011 

1453 
474 
362 
545 

601 
238 
946 
424 

-20b 

499 

1015a 

766 

44 
139 
347b 

99 

-395 

2 

550 

322 

1176 

28 

-89 

-24 

338 
-29 
621 
360 


1743 
15201 
95333 
30268 

4495 
7505 
1352b 
67351 

36954 
8054 
4097 

37041 


NEG 

15.5 

11.3 

4.9 

13.6 
15.4 
25.5 
17.8 

22.7 
38.5 
34.0 
17.5 


5161  18.7 

804  53.0 

25128a  17.3 

2405  12.1 

1259b  NEG 

15123  13.7 

167051  16.0c 

5522  308.5 

941  15.9 

1873  37.1 

2995b  31.1 

430  30.6 


22681 

117 

14341 

8727 


NEG 
22.8 
46.0 
13.7c 


7072  34.6 

230  10.2 

4378  10.5 

72a  NEG 


1 


169  EBAY 

335 

16184 

63 

-29 

-29 

185.6 

NM 

0.0 

225 

11 

964 

5.9c 

170  METLIFE 

336 

16129 

21 

NA 

NA 

1.2 

NA 

0.0 

NA 

617 

225232 

NA   J 

171  COMPUTER  SCIENCES 

337 

16054 

96 

48 

48 

6.4 

39 

0.0 

7660 

341 

5008 

16.4  i  li 

172  WASHINGTON  MUTUAL 

338 

16052 

29 

-25 

-25 

1.8 

9 

3.9 

NA 

1817 

186513 

20.7   1 

173  SARA  LEE 

340 

15992 

18 

-25 

-25 

12.6 

13 

3.0 

20012 

1179 

10521 

93.5   * 

174  AMERICAN  GENERAL 

341 

15913 

64 

-11 

-11 

2.5 

13 

2.8 

3772 

1166 

115447 

18.8   1 

175  GATEWAY 

344 

15668 

50 

63 

63 

7.7 

36 

0.0 

8646 

428 

3955 

21.1   1 

176  VERISIGN  (7) 

346 

15589 

135 

357 

357 

8.5 

-732 

0.0 

85 

4 

341 

NEG  I 

5052a 

38.7c 

4^ 

170 

NEG 

1 

23537 

9.6 

1 

11707 

9.8 

439 

12202 

84 

206 

206 

2.8 

-80 

0.0 

64 

-8 

95 

NEG   5| 

440 

12175 

75 

28 

28 

3.4 

21 

0.0 

19562 

568 

9701a 

16.6c  » 

441 

12125 

20 

-40 

-40 

2.1 

9 

5.7 

NA 

1405 

87122 

23.8   61 

445 

11951 

40 

-1 

-1 

74.8 

14 

2.8 

6246 

567 

4141 

531.7   4* 

)0 

4 


h 


T 
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ution 


Yes,  it's  causing 
quite  a  buzz. 


The  premier  solution  to  distribute  your  rapidly  changing  content 
in  a  widely  distributed  server  environment  is  here.  Let's  get  busy. 


marimbaT 


www.marimba.com/timbale1 
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THE  BUSINESS  WEEK  GLOBAL  1000 


COUNTRY 
RANK 


MARKET  PRICE/ 

GLOBAL           VALUE  PRICE         %  CHANGE  BOOK 

1000              U.S.  PER  SHARE     FROM  1999  VALUE       P/E 

RANK             SMIL  U.S.S      (U.S.  $)  (LOCAL)  RATIO      RATIO 


YIELD 
% 


SALES 
U.S. 

SMIL 


PROFITS 
U.S. 
SMIL. 


RETURN 
ASSETS  ON 

U.S.  EQUITY    ll| 

$  MIL.  % 


225  BAKER  HUGHES 

226  GENERAL  DYNAMICS 

227  EL  PASO  ENERGY 

228  INTIMATE  BRANDS 

229  NIKE 

230  PE  BIOSYSTEMS  GROUP 

231  McLE0DUSA(7) 

232  PITNEY  BOWES 

233  CONAGRA 

234  WEYERHAEUSER 

235  HARLEY-DAVIDSON 

236  DOMINION  RESOURCES 

237  CABLEVISION  SYSTEMS 

238  MEDIMMUNE(7) 

239  DYNEGY  (7) 

240  BURLINGTON  NORTHERN  SANTA  FE 

241  APPLIED  MICRO  CIRCUITS  (7) 

242  BMC  SOFTWARE 

243  BOSTON  SCIENTIFIC 

244  ESTEE LAUDER 

245  FEDEX 

246  UNIVISION  COMMUNICATIONS  (7) 

247  TIBCO  SOFTWARE  (7) 

248  UNION  PACIFIC 

249  LIMITED 

250  BB&TC7) 

251  TRANSOCEAN  SEDCO  FOREX 

252  DELPHI  AUTOMOTIVE  SYSTEMS 


446 
448 
449 
451 

452 
459 
460 
463 

467 
469 
470 
475 

483 
487 
488 

489 

492 
496 
498 
502 

503 
504 
506 
508 

515 
519 
521 
522 


11934 
11870 
11758 
11729 

11724 
11510 
11510 
11405 

11352 
11298 
11273 
11161 

10861 
10807 
10801 
10795 

10742 
10663 
10627 
10582 

10562 
10529 
10500 
10487 

10372 
10214 
10194 
10169 


36  16  16  3.8  NM 

59  -10  -10  3.4  18 

52  43  43  4.0  184 

24  -5  -5  18.9  30 


43 
56 
20 
44 

23 

50 
37 
46 

63 

155 

77 

24 

99 
44 
26 
45 

35 

103 

56 

42 

24 
29 
49 
18 


-30  -30  3.7 

99  99  20.7 

124  124  3.8 

-32  -32  7.1 

-12  -12  3.7 

-20  -20  1.6 

46  46  9. 7 

6  6  1.4 

-21  -21  -3.5 

144  144  15.1 

211  211  4.9 

-24  -24  1.3 

571  571  10.6 

-11  -11  6.0 

-33  -33  6.2 

-2  -2  11.4 


-35 

74 

0 

-26 


-35 

74 

0 

-26 


2.3 
18.7 
75.3 

1.4 


5  5  4.9 

-20  -20  2.9 

100  100  2.5 

-8  -8  3.2 


22 

58 

-35 

17 

10 
14 
46 

16 

-15 

83 

47 

9 

221 
30 
28 
38 

12 

108 

-278 

13 

23 

15 

93 

9 


1.3 
1.6 
NA 
1.2 

1.1 
0.3 
0.0 
2.6 

3.5 
3.2 
0.2 
5.6 

0.0 
0.0 
0.8 
2.0 

0.0 
0.0 
0.0 
0.5 

0.0 
0.0 
0.0 
1.9 

1.2 
2.7 
0.2 
1.6 


4547 

8959 

10581 

3886 

8777 

1222 

909 

4433 

24594 

12262 

2453 

5520 

3943 

383 

15430 

9100 

172b 
1719b 
2842 
3962 

16773 

693 

96 

11273 

9723b 
3877 
648 
29192 


33 

880 

-255 

400 

451 

148 

-220 

659 

696 
527 

267 
551 

-801 

93 

152 

1133 

49b 
243b 
371 
273 

631 

84 

-19 

849 

461b 
613 
58 
1083 


7633 

7774 

16657 

1448 


0.2 
18.9 

2.2 
62.7 


5248  16.9 

1348  35.8 

4203  NEG 

8223  41.0 

12146  37.9 

18339  11.3 

2112  21.1 

29059a  8.8c 

7130  NA 

648  18.2 

6525  10.3 

23700  14.2 

1047b  4.8 

2283  19.8 

3572  22.1  ' 

2747  30.3 

10648  18.8 

974  17.3 

180  NEG 

29374a  10.6c 

4550  21.3c 

43481  19.1 

5777a  2.7c 

18350  34.6 


253  McGRAW-HILL 

524 

10058 

51 

-1 

-1 

6.0 

23 

1.8 

3992 

426 

4089 

25.9   i 

254  NETWORK  SOLUTIONS  (7) 

527 

10020 

148 

365 

365 

14.0 

274 

0.0 

221 

27 

625 

5.1 

255  PG&E 

528 

9981 

26 

-23 

-23 

1.4 

72 

4.6 

20820 

13 

29715 

2.0   1 

256  CIRCUIT  CITY  GROUP  (7) 

530 

9939 

49 

36 

36 

4.8 

30 

0.1 

10599b 

328b 

3537b 

16.2   5 

257  TXU 

258  INFOSPACE  (7) 

259  BURLINGTON  RESOURCES  (7) 

260  AVON  PRODUCTS 


532 

533 
535 
537 


9882 
9878 
9849 
9809 


36 

43 
46 
41 


-21  -21  1.2 

269  269  15.3 

7  7  3.0 

-16  -16  -24.2 


10 
-92 
124 

25 


6.7 
0.0 
1.2 
1.8 


17118 

37 

2065 

5289 


985 

-22 

1 

424 


39514a 

353 

7191 

2529 


12.2c 

NEG 

2.4 

NA 


265  CENDANT 

266  MAY  DEPARTMENT  STORES 

267  QUAKER  OATS 

268  NEXTLINK  COMMUNICATIONS  (7) 

269  M0LEXC7) 

270  NATIONAL  SEMICONDUCTOR  (7) 

271  DOVER 

272  AETNA 

273  KEYCORP 

274  CLOROX 

275  TEXTRON 

276  UNOCAL 

277  LEHMAN  BROTHERS  HOLDINGS 

278  CAPITAL  ONE  FINANCIAL  (7) 

279  KLA-TENCOR  (7) 

280  TRIBUNE 

281  WM.  WRIGLEY  JR.  (7) 

282  AON 

283  SCIENTIFIC-ATLANTA  (7) 

284  BROADVISION  (7) 

285  LEXMARK  INTERNATIONAL  GROUP 

286  ALLERGAN(7) 

287  FPL  GROUP 

288  MASCO 

289  MARRIOTT  INTERNATIONAL 

290  OCCIDENTAL  PETROLEUM 

291  PPG  INDUSTRIES 

292  ST.  PAUL 

293  ATMEL(7) 

294  UNISYS 

295  NTL(7) 

296  USX-MARATHON  GROUP 


544 
546 
547 
548 

549 
553 
554 
556 

557 
558 
559 
561 

562 
566 
567 
569 

570 
572 
574 
577 

578 
579 
580 
582 

586 
587 
591 
594 

598 
599 

601 
602 


9660 
9624 
9619 
9573 

9573 
9489 

9440 
9407 

9393 
9372 
9333 
9326 

9324 
9242 
9218 
9149 

9127 
8987 
8972 
8915 

8909 
8907 
8867 
8808 

8744 
8732 
8632 
8522 

8470 
8457 
8393 
8391 


13 
30 
74 
70 

49 
54 
47 
67 

21 
40 
63 
38 

77 
47 
50 
39 

80 
35 
56 
36 


-28  -28   3.9 

-31  -31   2.6 

11  11  49.2 

83  83-100.8 


99  99 

177  177 

23  23 

-27  -27 

-40  -40 

-21  -21 


-30 
-3 

41 
-6 


-30 
-3 

41 
-6 


118  118 

-2  -2 

-8  -8 

-18  -18 

219  219 

520  520 


5.3 
6.4 
4.6 
0.9 

1.5 
5.9 
3.3 
4.1 

1.7 
6.0 
6.3 

4.4 

8.2 

3.0 

9.7 

24.5 


12 

12 

27 

-18 

47 

-28 

21 

13 

8 
40 
15 
39 

7 
24 
47 
25 

30 

16 

61 

343 


0.0 
3.1 
1.6 
0.0 

0.3 
0.0 
1.0 
1.2 

5.0 
2.0 
2.1 
2.1 

0.5 
0.2 
0.0 
1.0 

1.7 
2.5 
0.1 
0.0 


5402 

13869b 

4725 

274 

1712 

1957 

4446 

20901 

NA 

4003 

11579 

6057 

NA 

3966 

843 

3222 

2062 

6493 

1243 

116 


813 
927b 
455 
-559 

178 

-1010 

405 

667 

1107 
246 
623 

113 

1132 

363 

39 

415 

308 
546 
102 

19 


15100  32.1 

10935b  22.7 

2396  183.2 

4597  NM 


1902 

2044 

4132 

112839 

83395 
4132 

13721a 
8967 

192244 
13336 
1585 
5936a 

1548 

21132 

1062 

406 


11.3 

NEG 

21.9 

6.7 

18.6 
15.0 
22.3c 
10.5 

23.2c 
24.7 
13.3 
18.1c 

27.6 

18.3 

15.8 

7.1 


36 
24 
50 
38 

38 
27 
59 
27 


-5 

12 

-18 

5 


-5 

12 

-18 

5 


287  287 

-29  -29 

-2  -2 

-9  -9 


3.2 

2.5 
2.8 

1.3 

5.9 

4.3 
5.1 
1.9 


23 

10 
.15 

11 

73 
16 
-8 

10 


0.7 
4.2 
3.2 
2.9 

0.0 
0.0 
0.0 

3.1 


8700 
7610 
7757 
5290 


iry4 
24327 


424 
568 
568 
636 

82 
523 

-733 
654 


7324 
14125 

8914 
38323a 

2015 

5890 

12212 

14544a 


14.0 
26.0 
18.8 
12.6c 

8.0 
27.0 

NEG 
20.0c 


261  CITRIX  SYSTEMS  (7) 

539 

9728 

53 

113 

113 

14.2 

73 

0.0 

403 

117 

1038 

19.6 

\ 

262  DEERE 

540 

9727 

42 

9 

9 

2.4 

42 

2.1 

9701 

239 

17578 

5.6 

3| 

263  LOCKHEED  MARTIN 

541 

9701 

25 

-39 

-39 

1.5 

13 

3.6 

25530 

737 

29799 

12.0 

3 

264  SOUTHWEST  AIRLINES 

542 

9679 

19 

-10 

-10 

4.0 

21 

0.1 

4736 

474 

5652 

18.9c 

& 

5 
5 
4 
5 

3 
3! 
7' 
5. 

4 
7 
U 

6, 
6. 
3 
5 

44 
63 
55 
52 


70 

2 

2 

13.7 

28 

0.0 

3452 

319 

1703 

48.3 

33] 

69 

48 

48 

13.8 

46 

0.5 

1452 

188 

1339 

29.8 

41 

50 

-15 

-15 

1.8 

14 

4.2 

6438 

697 

12029a 

12.6c 

12 

20 

-31 

-31 

2.8 

15 

2.4 

6307 

570 

6635 

18.5 

211 

53, 
111 

22 
63 

35 
33 
55 
111 
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m  underestimate  the  importance  of  people. 
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Improving  Business  Results  Through  People 


THE  BUSINESS  WEEK  GLOBAL  1000 


COUNTRY 
RANK 


MARKET  PRICE/ 

GLOBAL           VALUE  PRICE         %  CHANGE  BOOK 

1000              U.S.  PER  SHARE     FROM  1999  VALUE       P/E 

RANK             $  MIL.  U.S.  $      (U.S.  $)  (LOCAL)  RATIO      RATIO 


YIELO 
% 


SALES 
U.S. 
$MIL 


PROFITS 
U.S. 

SMIL 


ASSETS 
U.S. 
SMIL. 


RETURN 

ON 
EQUITY 

% 


297  RF  MICRO  DEVICES  (7) 

605 

8380 

105 

393 

393 

28.3 

181 

0.0 

289b 

50b 

340b 

15.6 

298  VITESSE  SEMICONDUCTOR  (7) 

606 

8318 

51 

84 

84 

8.1 

181 

0.0 

282 

70 

523 

4.5 

299  GEMSTAR  INTERNATIONAL  GROUP 

609  " 

8289 

42 

37 

37 

45.7 

83 

0.0 

166 

74 

253 

55.0 

300  RADIOSHACK 

612 

8204 

42 

3 

3 

11.1 

28 

0.5 

4126 

304 

1994a 

40.1c  1 

301  BIOGEN 

613 

8204 

55 

0 

0 

8.4 

37 

0.0 

794 

220 

1274 

22.6 

302  SANMINA 

614 

8202 

64 

70 

70 

14.9 

73 

0.0 

1215 

94 

658a 

20.5c  1 

303  CONEXANT  SYSTEMS  (7) 

616 

8161 

38 

94 

94 

3.5 

-470 

0.0 

1444 

13 

1842 

NEG 

304  FEDERATED  DEPARTMENT  STORES 

620 

8083 

39 

-29 

-29 

1.2 

10 

0.0 

18217b 

795b 

17692b 

12.1 

305  PUBLIC  SERVICE  ENTERPRISE  GROUP 

306  RELIANT  ENERGY 

307  TENET  HEALTHCARE 

308  PECO  ENERGY 

309  VASTAR  RESOURCES 

310  AIR  PRODUCTS  &  CHEMICALS 

311  C0MERICA(7) 

312  RAYTHEON 

313  TV  GUIDE  (7) 

314  ROCKWELL  INTERNATIONAL 

315  MILLENNIUM  PHARMACEUTICALS  (7) 

316  LINCOLN  NATIONAL 

317  ROHM  &  HAAS  (7) 

318  FOREST  LABORATORIES  (7) 

319  KANSAS  CITY  SOUTHERN  (7) 

320  INGERSOLL-RAND 

321  EDISON  INTERNATIONAL 

322  UNICOM 

323  CINTAS(7) 

324  STRYKER(7) 

325  UNION  CARBIDE 

326  BECTON,  DICKINSON 

327  INTUIT  (7) 

328  FRANKLIN  RESOURCES  (7) 

329  XL  CAPITAL 

330  ARCHER  DANIELS  MIDLAND 

331  JEFFERSON-PILOT 

332  COCA-COLA  ENTERPRISES 

333  FOUNDRY  NETWORKS  (7) 

334  NABISCO  GROUP  HOLDINGS  (7) 

335  INTERNET  CAPITAL  GROUP  (7) 

336  HERSHEY  FOODS  (7) 

337  AMSOUTH  BANCORPORATION  (7) 

338  CHAMPION  INTERNATIONAL 

339  JOHN  HANCOCK  FINANCIAL  SERVICES  (7) 

340  HARTFORD  LIFE  (7) 

341  ENTERGY 

342  NEWELL  RUBBERMAID 

343  LOEWS 

344  SEPRAC0R(7) 

345  APACHE  (7) 

346  CONSOLIDATED  EDISON 

347  AMERICAN  ELECTRIC  POWER 

348  CHIRON 

349  AMERICAN  POWER  CONVERSION 

350  C0NVERGYS(7) 

351  PROGRESSIVE  (7) 

352  USA  NETWORKS  (7) 

353  DANAHER(7) 

354  NORFOLK  SOUTHERN 

355  STAPLES 

356  ANADARKO  PETROLEUM 

357  CALPINE(7) 

358  AT  HOME 

359  MERCURY  INTERACTIVE  (7) 

360  TJX 

361  EQUITY  OFFICE  PROPERTIES 

362  LYCOS  (7) 

363  PRAXAIR 

364  PANAMSAT(7) 


623 
624 
628 
629 

630 
633 
634 
636 

641 
643 
647 
651 

654 
656 
657 
658 

659 
661 
662 

663 

664 
666 
671 
672 

675 
677 
678 
679 

681 
682 
683 
684 

686 
688 
690 

691 

692 
693 
694 
696 

699 

700 
701 
703 

705 
706 
707 
708 

709 
712 
713 
716 

718 
719 
722 
729 


8062  37  -11  -11  1.9 

8059  29  -7  -7  1.6 

7993  26  5  5  2.1 

7972  44  -10  -10  4.3 


7956 
7940 
7918 
7892 

7844 
7781 
7646 
7575 

7485 
7477 
7465 
7453 

7422 
7411 
7368 
7366 

7352 
7342 
7311 
7307 

7220 
7188 
7187 
7179 

7125 

7120 
7120 
7115 

7085 
7051 
7031 
7028 

6997 
6996 
6986 
6960 

6919 
6915 
6903 
6891 

6869 
6862 
6853 
6846 

6827 
6824 
6817 
6797 

6758 
6757 
6741 
6706 


81  48  48  9.8 

35  -16  -16  2.5 

51  -16  -16  2.4 

24  -65  -65  0.7 


34  -15  -15 

89  86  86 

67  20  20 

46  -28  -28 


21 
42 
44 
38 

55 
29 
36 
30 

60 
12 
69 
17 

63 
22 
27 
52 

18 
73 
22 
50 

29 
26 
66 
96 

61 
33 
36 
38 

35 
45 
94 
19 

48 
18 
15 
53 

106 
19 
85 
22 


-22  -22 

-1  -1 

4  4 

27  27 


7 

-25 

34 

-31 

-2 

-16 

1 

-53 

0 

-30 

0 

-4 

-36 

42 
0 
6 


7 

-25 

34 

-31 

-2 

-16 

1 

-53 

0 

-30 

0 

-4 

-36 

42 
0 
6 


-11  -11 

-35  -35 

-19  -19 

200  200 


69 

-33 
-18 
80 


69 
-33 
-18 

80 


82   82 
155  155 


-33 
-5 


-33 
-5 


-20  -20 

-46  -46 

-49  -49 

42  42 

291  291 

-71  -71 

416  416 

-28  -28 


2.1 
8.8 
5.0 
2.8 

1.5 

1.7 

7.2 

10.5 

2.8 
4.6 
3.5 
2.7 

1.3 
1.2 
2.6 
2.5 

34.1 
2.2 
4.1 
6.6 

2.4 
2.3 
1.4 
2.9 

1.0 

2.7 

0.7 

-72.2 

2.8 

1.3 
1.4 
4.1 

7.6 
7.1 
2.5 
2.5 

4.0 
1.2 
3.8 
4.4 

6.9 

0.8 

30.9 

6.0 


10 

5 

13 

13 

29 
16 
12 
27 


26  28  28  5.3  NM 

41  -26  -26  3.0  13 

84  342  342  17.6  -15 

39  -24  -24  1.5  16 


29 
66 
16 
12 

13 
13 
46 
80 

23 
24 

13 
14 

16 
33 
15 
61 

126 
25 
24 
23 

21 

24 

0 

14 

12 

29 

10 

-31 

23 

10 
15 
61 

29 

46 

48 

-118 

25 
85 
35 

61 

55 

-4 

175 

13 


5.8 
5.3 
0.0 
2.3 

0.4 
2.2 
3.2 
3.4 

0.0 
2.5 
0.0 
2.8 

2.2 

0.0 
0.2 
1.5 

5.1 
3.8 
0.6 
0.2 

1.7 
1.2 
0.0 
0.8 

3.0 
1.7 
1.9 
0.9 

0.0 
2.2 
0.0 
2.0 

4.4 
0.8 
0.0 
0.8 

4.1 
3.1 
1.5 
0.0 

0.5 
6.7 
6.8 
0.0 

0.0 
0.0 
0.3 
0.0 

0.1 
4.5 
0.0 
0.4 

0.0 
0.0 
0.0 
0.7 


6497 
15303 
10880 

5437 

1176 

5020 

3390 

19841 

1135 

7043 

184 

1882 

5339 

546 

1814 

7667 

9670 
6848 
1752 
2104 

5870 

3418 

848 

2326 

2470 

14283 

NA 

14406 

134 

8268 

17 

3971 

3780 
5268 
7792 
5536 

8773 

6413 

15906 

23 

1298 

7133 

6315 

763 

1337 
1763 
6119 
3236 

3197 

5195 

8937b 

701 

811 

421 

188 

8795b 


723 

1666 

517 

619 

213 
451 
673 
457 

5 

582 

-352 

461 

249 

77 

323 

591 

623 

570 

139 

19 

291 
276 
377 
427 

471 
225 
494 
162 

23 
255 
-30 
460 

340 
237 
257 
467 

552 

95 

673 

-183 

201 
714 
520 

117 

206 
137 
295 
-28 

262 

239 

315b 

47 

96 
-15 

33 
527b 


19015 
26221 
13771 
13120 

2710 

8239 

38653 

28110 

3315 

6704 

542 

93836a 

11256 
875 
3089 
8310a 


19.1 
33.0 
15.8 
32.8 

33.6 
15.8 
20.3 

2.7 

NEG 
23.3  I 
NEG 
9.3c 

7.2 
13.3 
30.2 
23.5c 


24698a  11.8c 

23406  13.4 

1408  15.8 

2581  13.0 

7957  12.1 

3846a  19.0c 

2328  27.6 

3667  19.3 


15091 
14030 
26446 
22706 


8.4 

3.7 

17.0 

4.1 


213  27.0 

11961  >  9.1 

2050  16.8 

3347  28.1 

43407  11.5 

8318  9.4 

84456  0.0 

139033  20.7 

22848a  8.4c 

6724  9.4 

69464  7.1 

407  NM 


5503 
15531 
21488 

2459 


12.4 

13.3 

9.3 

6.7 


1107  26.1 

1580  15.5 

9705  5.3 

9253  NEG 


3047 

19250 

3179 

4098 

3992 

9893 

297 

2805b 


16.0 
1.4 

10.9c 
7.2 

12.5 
NEG 
17.7 
46.0 


730 

6698 

27 

-6 

-6 

1.0 

21 

6.3 

1942 

431 

14046 

4.6 

734 

6650 

61 

20 

20 

4.5 

178 

0.0 

136 

-52 

875 

2.5 

1 

736 

6641 

42 

-15 

-15 

2.9 

15 

1.5 

4639 

441 

7722 

19.5 

22 

738 

6632 

44 

37 

37 

2.3 

45 

0.0 

796 

122 

5985 

5.1 

55 
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Legroom.  Brought  to  you  by  Nextel. 

WIRELESS   INTERNET  SERVICES 

Two-way  text  message  from  VP  reads,  "Can  you  be  in  Detroit  tomorrow?" 

You  select  a  preprogrammed  response  and,  with  the  touch  of  a  button,  answer,  "Sure." 

Next,  you  access  MSN  Hotmail  and  email  co-workers  that  you'll  be  out  the  rest  of  the  week. 


NEXTEL  DIRECT  CONNECT8 

Digital,  two-way  radio  feature  lets  you  instantly  contact  assistant 
to  forward  Midwest  report. 

DIGITAL  CELLULAR 

You  call  your  travel  agent  to  confirm  a  seat  in  the 
highly  prized  emergency-exit  row. 


ntroducing 

NEXTE 


ne 


i  services 


BUSINESS  JUST  GOT  EASIER.  THANKS  TO  NEXTEL'S  NEW  WIRELESS  INTERNET  SERVICES,  YOU  HAVE  EVEN  MORE 
WAYS  TO  KEEP  YOU  CONNECTED  TO  THE  CRITICAL  INFORMATION  YOU  NEED  TO  DO  BUSINESS  BETTER  AND  FASTER. 

Nextel  phones  are  manufactured  by  Motorola,  Inc. 


NEXTEL  How  business  gets  done.  1 -8  00- N  EXTE  L9     nextel.com 


foi  Nextel  Online  availability  in  your  area.  To  sign  up  for  Nextel  Online  services,  you  must  also  have  Nextel  digital  cellular  service.  Some  restrictions  may  apply 
:<>  K)  Nextel  Comm  fni    All  rights  reserved.  Nextel,  the  Nextel  logo,  Nextel  Direct  Connect,  Nextel  Online  and  How  business  gets  done  are  registered 

tr  emarks  and/or  service  marks  of  Nextel  Communications.  ^'Motorola  ancTilOOOplus  are  trademarks  and/or  registered  trademarks  of  Motorola,  Inc.  MSN,  MSN 
Mobile  and  Hotmail  and/or  other  Microsoft  products  referenced  herein  are  either  trademarks  or  registered  trademarks  of  Microsoft  Corporation. 


THE  BUSINESS  WEEK  GLOBAL  1000 


COUNTRY 
RANK 

GLOBAL 
1000 

RANK 

MARKET 

VALUE   PRICE 
U.S.   PER  SHARE 
$  MIL.    U.S.  $ 

%  CHANGE 

FROM  1999 

(U.S.  $)  (LOCAL) 

PRICE/ 
BOOK 
VALUE 
RATIO 

P/E 
RATIO 

YIELD 
% 

SALES 
U.S. 
$  MIL 

PROFITS 
U.S. 
SMIL. 

ASSETS 
U.S. 
SMIL. 

RETURN 

ON 
EQUITY  1 

% 

365  RATIONAL  SOFTWARE  (7) 

739 

6616 

73 

117 

117 

14.5 

76 

0.0 

572b 

85b 

1226b 

19.2 

366  GOLDEN  WEST  FINANCIAL  (7) 

740  , 

6571 

42 

31 

31 

2.0 

14 

0.5 

2961 

480 

42142 

14.7 

367  CNA  FINANCIAL 

742 

6541 

36 

-18 

-18 

0.8 

188 

0.0 

13282 

47 

61219 

0.4 

368  PAINEWEBBER  GROUP 

743 

6537 

45 

-4 

-4 

2.2 

11 

1.1 

NA 

629 

61612 

19.2 

369  NEW  YORK  TIMES 

746 

6522 

38 

12 

12 

4.6 

20 

1.2 

3131 

310 

3496 

22.9 

370  PRICELINE.COM 

747 

6516 

38 

-66 

-66 

13.9 

-5 

0.0 

482 

-1055 

442 

NEG 

371  SCI  SYSTEMS  (7) 

748 

6507 

45 

117 

117 

5.0 

35 

0.0 

6711 

138 

2323 

14.2 

372  CINCINNATI  FINANCIAL  (7) 

754 

6454 

40 

-3 

-3 

1.3 

24 

1.9 

2128 

255 

11380 

5.6 
17.8 

373  JABIL  CIRCUIT  (7) 

756 

6443 

37 

51 

51 

9.9 

56 

0.0 

2000 

91 

921 

374  TELEPHONE  &  DATA  SYSTEMS  (7) 

758 

6431 

106 

57 

57 

2.6 

20 

0.5 

1963 

314 

5376 

12.8 

375  LIBERTY  DIGITAL  (7) 

760 

6399 

32 

0 

0 

10.1 

-11 

0.0 

65 

-456 

1734 

NEG 

376  PORTAL  SOFTWARE  (7) 

762 

6366 

40 

64 

64 

30.5 

NM 

0.0 

103b 

-8b 

266b 

0.4 

377  STARBUCKS  (7) 

765 

6334 

34 

-8 

-8 

5.9 

54 

0.0 

1680 

102 

1253 

11.0 

378  DELTA  AIR  LINES 

770 

6300 

51 

-10 

-10 

1.6 

5 

0.2 

14711 

1101 

16544 

29.9 

379  NOVELLUS  SYSTEMS  (7) 

771 

6294 

48 

196 

196 

7.2 

46 

0.0 

593 

77 

910 

15.7 

380  AKAMAI  TECHNOLOGIES  (7) 

773 

6261 

67 

43 

0 

0 

14.3 

0 

0.0 
0.0 

4 

-54 

301 

0.0 

381  NABORS  INDUSTRIES  (7) 

775 

6252 

115 

115 

3.8 

165 

639 

28 

2398 

« 

382  VISHAY  INTERTECHNOLOGY  (7) 

788 

6073 

71 

323 

323 

5.5 

39 

0.0 

1760 

83 

2324 

14.2 

383  AVERY  DENNISON 

790 

6046 

61 

2 

2 

7.5 

23 

1.8 

3768 

258 

2593 

32.5 

384  DOW  JONES 

791 

6029 

68 

30 

30 

11.0 

24 

1.5 

2002 

221 

1531 

46.6 

385  SYMBOL  TECHNOLOGIES  (7) 

792 

6021 

44 

98 

98 

7.5 

47 

0.0 

1139 

116 

1048 

16.1 

386  AMERADA  HESS 

794 

6014 

66 

11 

11 

2.0 

12 

0.9 

7039 

307 

7728 

16.9 

387  WATERS  (7) 

796 

5980 

95 

92 

92 

18.1 

45 

0.0 

704 

122 

584 

40.0 

388  BJ  SERVICES  (7) 

799 

5941 

72 

160 

160 

5.3 

143 

0.0 

1131 

-30 
469 

1825 

3.7 

389  TRW 

800 

5898 

49 

-3 

-3 

3.1 

10 

2.7 

16969 

7169a 

32.5c 

390  TIME  WARNER  TELECOM  (7) 

801 

5892 

56 

119 

119 

13.7 

-79 

0.0 

261 

-89 

1043 

NEG 

391  UNION  PACIFIC  RESOURCES  GROUP  (7) 

802 

5867 

24 

70 

70 

5.7 

43 

0.8 

1728 

89 

6147 

13.3 

392  AMKOR  TECHNOLOGY  (7) 

803 

5863 

45 

384 

384 

7.5 

59 

0.0 

1910 

77 

1755 

12.8 

393  IVAX(7) 

804 

5861 

38 

320 

320 

15.6 

68 

0.0 

656 

70 

635 

22.8 

394  FIRSTENERGY 

806 

5855 

25 

-21 

-21 

1.3 

10 

6.0 

6320 

568 

18064a 

13.5c 

395  SAPIENT  (7) 

807 

5847 

100 

214 

214 

17.6 

149 

0.0 

277 

30 

343 

11.8   ! 

396  AMERICAN  TOWER  (7) 

808 

5846 

37 

65 

-12 

65 

2.7 

-76 

0.0 

258 

-49 

3019 

NEG   ! 

397  ACE  (7) 

810 

5843 

27 

-12 

1.3 

13 

1.6 

3017 

365 

30123 

9.6   1 

398  NOBLE  DRILLING  (7) 

814 

5794 

43 

139 

139 

4.0 

60 

0.0 

706 

95 

2432 

6.7   ; 

399  TIMES  MIRRORt 

815 

5789 

97 

64 

64 

12.4 

21 

0.9 

3029 

249 

4218a 

59.8c  j 

400  DOLLAR  GENERAL  (7) 

816 

5782 

18 

-18 

-18 

6.4 

24 

0.6 

3888b 

219b 

1451b 

26.2   E 

401  TD  WATERHOUSE  GROUP  (7) 

818 

5764 

15 

0 

0 

2.7 

31 

0.0 

1153 

97 

8592 

8.6   ( 

402  DONALDSON,  LUFKIN  &  JENRETTE  (7) 

822 

5743 

39 

-41 

-41 

1.5 

8 

0.6 

10396 

601 

109012  ' 

18.7   6 

403  FISERV{7) 

823 

5741 

47 

25 

25 

5.0 

39 

0.0  ' 

1408 

138 

5308 

12.8   5 

404  MATTEL 

825 

5730 

14 

-49 

-49 

2.9 

-57 

2.7 

5515 

-86 

5127 

NEG   4 

405  METRO-GOLDWYN-MAYER  (7) 

827 

5719 

28 

83 

83 

2.7 

-19 

0.0 

1142 

-531 

3424 

NEG   5 

406  ALLEGIANCE  TELECOM  (7) 

828 

5717 

53 

114 

114 

5.2 

-23 

0.0 

99 

-215 

1034 

NEG   5 

407  MBIA 

829 

5717 

58 

-15 

-15 

1.7 

13 

1.4 

454 

321 

12264 

12.7   6 

408  SYNOVUS  FINANCIAL  (7) 

834 

5646 

20 

-1 

-1 

4.5 

24 

2.2 

1622 

225 

12547 

18.9  i 

409  EQUITY  RESIDENTIAL  PROPERTIES 

835 

5641 

45 

-7 

-7 

1.0 

19 

6.8 

NA 

394 

11716 

5.4   6 

410  KERR-McGEE 

840 

5619 

60 

28 

28 

2.1 

459 

3.0 

2696 

146 

5899 

33.6 

411  GLOBESPAN  (7) 

842 

5609 

88 

0 

0 

22.9 

-170 

0.0 

56 

-6 

71 

NEG   3! 

412  REALNETWORKS  (7) 

843 

5607 

36 

2 

2 

12.1 

-559 

0.0 

131 

7 

411 

NEG   51 

413  GEORGIA-PACIFIC  GROUP 

845 

5600 

33 

-24 

-24 

1.5 

7 

1.5 

17790 

716 

15380 

22.9   2; 

414  STARWOOD  HOTELS  &  RESORTS  WORLDWIDE 

848 

5593 

30 

-10 

-10 

1.2 

5 

2.0 

3391 

303 

16101a 

27.4c   3 

415  UNIONBANCAL  (7) 

851 

5569 

34 

-7 

-7 

1.9 

12 

2.9 

2749 

442 

33685 

15.9   6] 

416  COMMERCE  ONE  (7) 

853 

5548 

36 

0 

0 

13.2 

-31 

0.0 

34 

-63 

385 

NEG   1 

417  DIAMOND  OFFSHORE  DRILLING  (7) 

856 

5540 

41 

50 

50 

3.0 

41 

1.2 

821 

156 

2681 

7.3   3| 

418  PH0NE.COM  (7) 

861 

5505 

70 

0 

0 

4.0 

-38 

0.0 

13 

-21 

139 

NEG   a 

41 9  CAROLINA  POWER  &  LIGHT 

864 

5487 

34 

-21 

-21 

1.6 

13 

6.0 

3358 

382 

9494 

12.0   J 

420  U.S.  CELLULAR  (7) 

867 

5470 

62 

29 

29 

2.4 

17 

0.0 

1417 

301 

3500 

13.9     a 

421  UNUMPROVIDENT 

868 

5458 

23 

-58 

-58 

1.1 

-38 

2.6 

6843 

-183 

38448 

NEG   61 

422  ADELPHIA  COMMUNICATIONS  (7) 

871 

5453 

42 

-44 

-44 

1.4 

-11 

0.0 

1288 

-230 

17268 

NEG   5! 

423  INFONET  SERVICES  (7) 

874 

5401 

12 

0 

0 

6.2 

-192 

0.0 

303 

3 

182 

NEG   51 

424  SLM  HOLDING 

881 

5359 

34 

-19 

-19 

8.5 

11 

1.9 

NA 

501 

37210a 

78.8c  5l 

425  NORTHROP  GRUMMAN 

882 

5349 

77 

13 

13 

1.6 

10 

2.1 

8995 

467 

9285 

16.4   3l 

426  RALSTON  PURINA  (7) 

884 

5321 

19 

-32 

-32 

4.5 

11 

1.5 

4721 

505 

5361 

41.2   41 

427  VIGNETTE  (7) 

885 

5311 

28 

179 

179 

5.4 

739 

0.0 

89 

-42 

515 

NEG  m 

428  EATON 

889 

5287 

73 

-17 

-17 

2.0 

8 

2.4 

8402 

617 

8437 

25.6   31 

429  ROBERT  HALF  INTERNATIONAL 

890 

5258 

59 

109 

109 

8.5 

36 

0.0 

2081 

141 

777 

23.8   52 

430  MGIC  INVESTMENT  (7) 

895 

5239 

50 

3 

3 

2.7 

11 

0.2 

999 

470 

3104 

25.4   61 

431  COLUMBIA  ENERGY  GROUP 

897 

5218 

65 

21 

21 

2.6 

15 

1.4 

3222 

355 

7096 

16.6   12 

432  ALZA(7) 

898 

5215 

51 

42 

42 

7.2 

45 

0.0 

796 

91 

1853 

16.0   45 
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have  to  hear  "i'll  get  back  to  you"  again. 


It's  just  pa 


less  integration.  It  means  your  employees  can  access 

customers'  data  immediately.  And  give  them  the  right  answers  quickly, 
hat  happens  when  you  combine  IBM's  leadership  in  e-business  solutions  with 

Siebel's  leadership  in  e-customer  relationship  applications. 


§SJE 


jason  becton,  busy  ci 


w 


b 


f88.917.8884       ibm-siebel.com 
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COUNTRY 
RANK 

MARKET 
GLOBAL           VALUE        PRICE         %  CHANGE 
1000              U.S.       PER  SHARE     FROM  1999 
RANK             SMIL.         U.S.$      (U.S. $)  (LOCAL 

PRICE/ 
BOOK 
VALUE 
RATIO 

P/E 
RATIO 

YIELD 
% 

SALES 
U.S. 
SMIL. 

PROFITS 
US 
SMIL. 

ASSETS 
U.S. 

SMIL 

RETURN 

ON 
EQUITY    II 

% 

433 

AETHER  SYSTEMS  (7) 

899            5209 

137 

( 

D          0 

2.2 

-58 

0.0 

6             -31 

103 

NEG 

434 

DEVON  ENERGY  (7) 

905  .         5175 

60 

72       72 

2.4 

31 

0.3 

734                95 

4623 

8.0 

435 

BED  BATH  &  BEYOND  (7) 

907            5169 

37 

1 

i          8 

9.2 

39 

0.0 

1878b           131b 

866b 

23.6 

436 

DOUBLECLICK  (7) 

909            5158 

42 

-13     -13 

5.4 

-72 

0.0 

258             -56 

729 

NEG 

437 

MGM  GRAND  (7) 

910            5148 

33 

55       55 

3.5 

31 

1.2 

1386               95 

2761 

11.2 

438 

CONCORD  EFS  (7) 

911            5147 

24 

1          1 

6.9 

34 

0.0 

830             102 

1097 

20.0 

439 

CONSTELLATION  ENERGY  GROUP 

913            5133 

34 

10       10 

1.7 

16 

4.9 

3786             326 

9684 

10.7c 

440 

TMP  WORLDWIDE  (7) 

914            5092 

55 

126     126 

5.4 

NM 

0.0 

766               -7 

945 

NEG 

441 

COW  COMPUTER  CENTERS  (7) 

916            5069 

117 

169     169 

10.7 

44 

0.0 

256] 

98 

506 

24.2 

442 

SUMMIT  BANCORPORATION  (7) 

917            5067 

29 

-30     -30 

1.7 

11 

4.6 

2753             443 

36379 

15.6 

443 

MARSHALL  &  ILSLEY  (7) 

921             5044 

49 

-31     -31 

2.4 

14 

2.2 

2342             355 

24370 

16.9 

444 

AMEREN 

923            5034 

37 

-10     -10 

1.6 

13 

6.9 

3524            385 

9178 

12.7 

445 

PARKER  HANNIFIN 

925            5008 

42 

_ 

3        -5 

2.5 

13 

1.6 

4959             311 

3706 

19.2 

446 

AVX  (7) 

926           4993 

29 

180     180 

5.4 

32 

0.5 

1245              42 

1058 

17.2 

447 

REGIONS  FINANCIAL  (7) 

930           4987 

23 

-40     -40 

1.6 

9 

4.8 

3392             525 

42714 

17.2 

448 

DUN  &  BRADSTREET 

932            4972 

31 

-12     -12 

-11.9 

19 

2.4 

1972            256 

1786 

NA 

449 

ECOLAB  (7) 

933            4961 

38 

-10     -10 

6.3 

27 

1.3 

2080             176 

1586 

23.2    ] 

450 

GLOBAL  MARINE 

936            4938 

28 

101      101 

4.4 

77 

0.0 

791 

90 

2265 

5.7 

451 

DTE  ENERGY 

937            4931 

35 

-2 

I      -21 

1.3 

10 

6.0 

4728            483 

12316 

12.4 

452 

CYPRESS  SEMICONDUCTOR  (7) 

938            4928 

42 

280     280 

6.2 

34 

0.0 

705               91 

1117 

18.0       , 

453 

IMS  HEALTH 

939           4923 

17 

-26     -26 

6.7 

94 

0.5 

1398            276 

1451 

7.1c     ! 

454 

FORT  JAMES 

942           4895 

23 

-38     -38 

4.8 

10 

2.7 

682; 

'              343 

7792a 

47.8c     i 

455 

FLORIDA  PROGRESS  (7) 

944            4894 

50 

18       18 

2.4 

15 

4.5 

3845            316 

6528 

15.9       1 

456 

JOHNSON  CONTROLS 

948           4863 

57 

-10     -10 

2.7 

12 

1.8 

16139             420 

7942a 

22.9c     i 

457 

BROADWING  (7) 

950            4850 

24 

-2       -2 

2.4 

-198 

1.7 

1131 

38 

6509 

NEG        E 

458 

GENZYME  GENERAL  (7) 

954            4818 

57 

40       40 

4.3 

26 

0.0 

635             177 

1400 

16.6        4 

459 

ENSCO  INTERNATIONAL  (7) 

956           4814 

35 

97       97 

3.9 

-499 

0.3 

364                 7 

1978 

NEG       3 

460 

HUMAN  GENOME  SCIENCES  (7) 

959            4787 

88 

315     315 

10.0 

-44 

0.0 

25             -42 

528 

NEG        4 

461 

CHARTER  ONE  FINANCIAL  (7) 

962            4766 

23 

-16     -16 

1.9 

13 

3.2 

235? 

)             336 

31819 

15.2       6 

462 

CSX 

963            4754 

22 

-54     -54 

0.8 

16 

5.5 

10811 

339 

20720 

5.2       5 

463 

WASHINGTON  POST 

966           4722 

501 

-10     -10 

3.5 

25 

1.1 

2216 

>            225 

2987 

14.1        5 

464 

J.C.  PENNEY 

967            4721 

18 

-65     -65 

0.7 

12 

6.3 

32510b          336b 

20888b 

5.3       5 

465 

DST  SYSTEMS  (7) 

969            4711 

75 

39       39 

3.1 

30 

0.0 

120; 

1              138 

2326 

10.6       5; 

466 

VULCAN  MATERIALS 

970           4710 

47 

3         3 

4.1 

20 

1.8 

2356 

»             240 

1659a 

20.5c      2. 

467 

SEALED  AIR 

972            4677 

56 

-10     -10 

10.7 

30 

0.0 

284C 

)             211 

3855 

35.1c      2( 

468 

WEATHERFORD  INTERNATIONAL  (7) 

973           4672 

43 

30       30 

2.5 

205 

0.0 

124C 

)                16 

3514 

1.2       3< 

469 

McKESSON  HBOC 

975           4631 

16 

-52      -52 

1.6 

6 

1.5 

36734b          724b 

9082 

25.1c      52 

470 

T.  ROWE  PRICE  (7) 

977            4610 

38 

- 

-1 

5.5 

18 

1.4 

1036 

.            239 

998 

30.9       62 

471 

RELIASTAR  FINANCIAL  (7) 

978           4609 

52 

24        24 

2.3 

17 

1.7 

3037 

254 

24927 

13.6       63 

472 

VERIO  (7) 

979           4606 

57 

110      110 

24.6 

-20 

0,0 

25£ 

1          -182 

1764 

NEG       52 

473 

CIT  GROUP  (7) 

981             4596 

18 

-37      -37 

0.8 

8 

2.2 

2917 

389 

45081 

9.9       62 

474 

UNITEDGLOBALCOM  (7) 

982            4594 

48 

33        33 

23.0 

-13 

0.0 

72C 

1            636 

9003 

NEG       51 

475 

SOUTHTRUST  (7) 

987           4549 

27 

-31 

-31 

1.5 

10 

3.7 

335C 

443 

43263 

15.4       61 

476 

E*TRADE  GROUP 

989           4539 

16 

-65     -65 

4.0 

-68 

0.0 

W 

i             -54 

3927 

NEG       62 

477 

WELLPOINT  HEALTH 

990           4496 

73 

-12     -12 

3.7 

20 

0.0 

748E 

297 

4226a 

19.0c      52 

478 

R&B  FALCON  (7) 

991            4488 

23 

152     152 

3.9 

-29 

0.0 

919 

-68 

4916 

NEG       36 

479 

SANTA  FE  INTERNATIONAL  (7) 

994           4469 

39 

92       92 

3.2 

40 

0.3 

614 

150 

1564 

8.0       36 

480 

SUNGARD  DATA  SYSTEMS  (7) 

995           4464 

34 

-3       -3 

3.5 

27 

0.0 

144E 

73 

1565 

12.8       52 

481 

ROYAL  CARIBBEAN  CRUISES  (7) 

996           4453 

25 

-3; 

'      -37 

1.4 

11 

1.8 

2546 

384 

6381 

13.1        53 

482 

VITRIA  TECHNOLOGY  (7) 

998            4444 

35 

0         0 

19.3 

-175 

0.0 

32 

-14 

86 

NEG        52 

483 

MICROCHIP  TECHNOLOGY  (7) 

999           4437 

57 

94       94 

7.1 

43 

0.0 

406 

50 

505 

16.7        35 

484 

INTEGRATED  DEVICE  TECHNOLOGY  (7) 

1000            4437 

47 

498     498 

6.5 

33 

0.0 

54C 

-284 

675 

19.8        35 

KEY  TO  INDUSTRY  CODES  Left-hand  digit  represents  broad  economic  sector  as  defined  by  Morgar 
within  each  economic  sector. 

Stanley  Capital  International.  Right-hand  digit  is  industry  classification  code 

1.  ENERGY 

32. 

Construction  &  housing 

1 

44. 

Food  &  household  products 

57.  Transportation-road  &  rail 

11 
12 

.  Energy  sources 

.  Utilities-electrical  &  gas 

33. 
34. 

Data  processing  &  reproduction 
Electrical  &  electronics 

45. 
46. 

Health  &  personal  care 
Recreation,  other  consumer 

58.  Transportation-shipping 

59.  Wholesale  &  international 

2.  MATERIALS 

35. 

Electronic  components 

& 

goods 

trade 

21 

22 

22 

.  Building  materials  &  compo- 
nents 
.  Chemicals 
.  Forest  products  &  paper 

36. 
37. 
38. 

instruments 

Energy  equipment  &  services 
Industrial  components 
Machinery  &  engineering 

47.  Textiles  &  apparel 
5.  SERVICES 

51.  Broadcasting  &  publishi 

ng 

6.  FINANCE 

61.  Banking 

62.  Financial  services 

24 
2E 
26 

.  Metals-nonferrous 

.  Metals-steel 

.  Misc.  materials  &  commodities 

4.  CONSUMER  GOODS 

41.  Appliances  &  household 
durables 

52. 
53. 
54. 

Business  &  public  services 
Leisure  &  tourism 
Merchandising 

63.  Insurance 

64.  Real  estate 
7.  OTHER 

3.  CAPITAL  EQUIPMENT 

42. 

Automobiles 

55. 

Telecommunications 

71.  Multi 

industry 

31 

.  Aerospace  &  military  technology 

43. 

Beverages  &  tobacco 

56. 

Transportation- 

-airlines 

81.  Gold 

mines 
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Then  one  day, 

there  was  e-business  integration 

throughout  the  land. 


2.4 

5.0 

i9 


The  fairy  tale  has  come  true. 

A  vast  array  of  intelligent  agent  adapters  to  link  front-office  e-business  systems 

with  back-office  databases,  legacy  applications,  and  supply  chain, 

CRM  and  ERP  software  packages. 

Flexible.  Scalable.  Extensible.  Sagavista'." 


sagavista 

Enabling  the  E-conomy.™ 


Jht®  SAGA  SOFTWARE.  Inc.,  2000  All  rights  reserved 

Sagavista.  the  Sagavista  logo,  the  SAGA  logo.  FY  I  sprite.  Free  Your  Information  and  Enabling  the  E-conomy 
er  registered  trademarks  or  trademarks  ol  SAGA  SOFTWARE.  Inc  in  the  United  States  and/or  other  countries 
product  and  company  names  may  be  trademarks,  service  marks  or  trade  names  of  their  respective  owners 
products,  programs  and  services  are  subject  to  availability 


free  your  informaticr    f 

www.  sag  asoftware .  com 


In  the  next  generation 

of  e-business, 
will  you  be  a  driver? 


BusinessWeek 


PRESENTS 


in  San  Jose 

July  24,  2000 
The  Fairmont  Hotel 
San  Jose,  CA 


Silicon  Valley  Garage: 
Inventing  the  Next  Generation  of  E-business. 

If  you  plan  to  survive  the  next  wave  of  e-business,  you'll  need  to  understand  the  emel 
technologies,  innovative  business  models,  and  bold  new  financing  strategies  behind  the 
hottest  trends  in  e.biz  -  from  exchanges  to  the  mobile  Net 

Find  out  how  to  gobble  up  market  share  -  before  your  competition  does  -  at  the  e.b 
Conference  in  San  Jose.  You'll  hear  plans  and  strategies  for  the  New  Economy  from  Sili 
Valley  pioneers.  You'll  explore  case  studies  from  e.biz  peers  and  visionaries  who've  alrea 
changed  the  rules.  And  you'll  interact  with  top  strategists,  marketers,  technologists,  finar 
and  logistics  experts  to  create  and  implement 


i 

ic 


the  strategies  that  will  ensure  your  success. 
Only  a  limited  number  of  executives  will 
be  able  to  take  part  in  this  event.  Reserve 
your  space  by  July  14, 2000  to  save  $50  off 
the  registration  fee. 


TO  RESERVE  YOUR  SPACE,  GO  TO 

http://conferences.businessweek.com/2000/eti 

e-mail:  ebiz_sanjose@businessweek.coni 

Phone:800-821-1329 

fax  on  demand:  800-821-1 329,  document 


Or  just  along 
for  the  ride? 


Mam  R.  Hambrecht, 
<er,  Chairman  and  CEO, 
R  Hambrecht  +  Co. 


Julie  Wainwright, 

Chairperson  and  CEO, 

Pets.com 


Nick  Earle,  President, 

e-services.solutions, 

Hewlett-Packard  Company 


Mary  Modahl, 
Vice  President,  Marketing, 
Forrester  Research,  Inc. 


Dean  DeBiase, 

Chairman  &  CEO. 

Autoweb.com 


Margaret  C  Whitman. 

President  and  CEO, 

eBay,  Inc. 


Additional  Speakers:  Mark  Goldstein,  President  and  CEO,  BlueLight.com  •  Danny  Rimer,  Partner,  The  Barksdale  Group  ■  T.  Kent  Elliott,  President, 
Nokia  Internet  Communications  ■  Chris  Larsen,  CEO  and  Co-founder,  E-LOAN,  Inc.  ■  David  Carlick,  Partner,  VantagePoint  Venture  Partners  ■ 
Jeff  Stiefler,  Vice  Chairman  and  Director,  Walker  Digital  ■  Roger  Black,  Chief  Creative  Officer,  Circle.com 


PRESENTED  BY: 


BusinessWeek 


no/  /l#Mrf;ra«'Hi/l fm 


S 


CO-PRODUCED   BY: 


m 

marchFIRST 


sponsored  by  BMC  Software  ■  Compaq  Computer  Corporation  ■  Cyveillance  ■  SAS  Institute  Inc.  •  UUNET 

with  the  support  of    IDA  Ireland  marketing  contribution  from:  San  Jose  Mercury  News  ■  SiliconValley.com 
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ALPHABETICAL  LIST  OF  COMPANIES 


148  ABB  (SWI-6) 
288  Abbey  National  (BR-24) 
77  Abbott  Laboratories  (US48) 
993  Abitibi-Consolidated  (CA-32) 
167  ABN  AMRO  Holding  (NE-6) 
653  Accor (FR-38) 
810  ACE  IUS-397) 
491  Acorn  IJA-76) 

261  ADC  Telecommunications  (US- 130) 
384  Adecco  ISWI-11) 
871  Adelphia  Communications  (US422) 
393  Adobe  Systems  (US- 198) 
424  Advanced  Micro  Devices  (US-215) 
250  Advantest  (JA-34) 
115  Aegon(NE4) 
676  AEM  (IT-23) 
635  Aerospatiale  Matra  (FR-37) 
286  AES(US-WO) 
899  Aether  Systems  (US-433) 
556  Aetna  (US-272) 
387  AFLAC  (US-196) 
560  AGF  (FR-31) 
168  Agilent  Technologies  (US-90) 
456  Air  Liquide (L)  (FR-24) 
633  Ait  Products  &  Chemicals  (US-310) 
639  A|inomoto  (JA-94) 
773  Akamai  Technologies  (US-380) 
484  Akzo  Nobel  (NE-15) 
870  Alberta  Energy  (CA-26) 
349  Albertson's  (US-178) 
667  Alcan  Aluminium  (CA-16) 
75  Alcatel  (FR-3) 
211  Alcoa  (US- 11 3) 
576  Alleanza  Assicurazroni  (IT-17) 
828  Allegiance  Telecom  (US-406) 
579  Allergan  (US-286) 
958  Alliance  &  Leicester  (BR-91) 
52  Allianz  1GE-2) 
901  Allied  Domecq  (BR-86) 
631  Allied  Irish  Banks  (IR-2) 
NR  Allied  Zurich  (BR-27) 
276  Allstate  (US- 133) 
259  Alltel  (US-129) 
637  Almami  (BE-5) 
833  Alstom  (FR  42) 
915  Altadis  (SP-12) 
314  Altera  (US-157) 
728  Allran  Technologies  (FR-39) 
898  Alza  (US432) 

887  Amadeus  Global  Travel  Distnb  (SP-11) 
316  Amazon  com  (US- 159) 
410  Amdocs  (US-208) 
794  Amerada  Hess  (US-386) 
923  Ameren  (US444) 
29  America  Online  (US-18) 
701  American  Electric  Power  (US-347) 
65  American  Express  (US-40) 
341  American  General  (US-174) 
68  American  Home  Products  (US-42) 
18  American  International  Group  (US-11) 
705  American  Power  Conversion  (US- 349) 
808  American  Tower  (US-396) 
363  AMFM  (US-183) 
74  Amgen  (US-47) 
803  Amkor  Technology  (US-392) 
552  AMP  Ltd.  (AS-9) 
686  AmSouth  Bancorporation  (US-337) 
581  Amvescap  (BR-50) 
716  Anadarko  Petroleum  (US-356) 
199  Analog  Devices  (US-107) 
155  Anheuser-Busch  (US-81) 

572  Aon  (US-282) 
699  Apache  (US- 345) 
390  Apple  Computer  (US-197) 

71  Applied  Materials  (US45) 
492  Applied  Micro  Circuits  (US-241) 
677  Archer  Daniels  Midland  (US-330) 
434  Anba  (US-218) 
603  ARM  Holdings  (BR-54) 
419  Asahi  Bank  (JA-63) 
780  Asahi  Breweries  (JA-113) 

573  Asahi  Chemical  Industry  (JA-88) 
480  Asahi  Glass  (JA-74) 
352  ASM  Lithography  Holding  (NE-10) 
772  Assa  Abloy  (SWE-13) 
146  Assicurazioni  General!  (IT-5) 
896  Associated  British  Foods  (BR-84) 
275  Associates  First  Capital  (US-132) 

61  AslraZeneca  (BR-7) 
719  At  Home  (US-358) 
36  AT&T  (US-24) 
980  Atlas  CopcolSWE- 18) 
596  Atmel  (US-293) 

499  Australia  &  New  Zealand  Banking  (AS-7) 
160  Automatic  Data  Processing  (US-85) 
592  Autostrade  (IT-18) 
107  AventisllR  7) 
790  Avery  Dennison  (US-383) 
537  Avon  Products  (US-260) 
926  AVX  (US-446) 


93  AXA  (FR-5) 
323  AXA  Financial  (US- 164) 


645  BAA  (BR-58) 
295  BAE  Systems  (BR-26) 
446  Baker  Hughes  (US-225) 
744  Ballard  Power  Systems  (CA-19) 
966  Baloise  Holding  (SWI-16) 
145  Banc  One  (US-75) 
596  Banca  Commerciale  Italiana  (IT-19) 
820  Banca  di  Roma  (IT-26) 
389  Banca  Fideuram  (IT-14) 
260  Banca  Intesa  (IT-8) 
644  Banca  Monte  dei  Paschi  di  Siena  (IT-21) 
698  Banca  Nazionale  del  Lavoro  (IT-24) 
127  Banco  Bilbao  Vizcaya  Argentana  (SP-2) 
946  Banco  Comercial  Portugues  (BCP)  (PO-3) 
689  Banco  Popular  Espanol  (SP-9) 
141  Banco  Santander  Central  Hispano  (SP-3) 
862  Bank  Austria  (AT- 1) 
43  Bank  ot  America  (US-29) 
783  Bank  ot  Ireland  (IR-5) 
486  Bank  of  Montreal  (CA- 10) 
159  Bank  ol  New  York  (US-84) 
433  Bank  ot  Nova  Scotia  (CA-8) 
454  Bank  of  Scotland  (BR40) 
B8  Bank  of  Tokyo-Mitsubishi  (JA-7) 
947  Bank  of  Yokohama  (JA-141) 
855  Banyu  Pharmaceutical  (JA-127) 
143  Barclays  Bank  IBR-12) 
673  BarnckGold  (CA-17) 
213  BASF  (GE-11) 
550  8ass(BR48) 
282  Baxter  International  (US-137) 
192  Bayer (GE-8) 
519  8B&T  (US-250) 

357  BCE  (Bell  Canada  Enterprises)  (CA-7) 
397  BEA  Systems  (US-201) 
666  Becton,  Dickinson  (US-326) 
907  Bed  Bath  &  Beyond  (US435) 
752  Beiersdort  (GE-26) 
56  Bell  Atlantic  (US-36) 
49  BellSouth  (US-32) 
687  Benesse (JA-98) 
48  Berkshire  Hathaway  (US-31) 
409  Best  Buy  (US-207) 
302  Bestfoods  (US- 149) 
249  BG  Group  (BR-21) 
613  Biogen(US-301) 
361  Bipop-Canre  (IT-13) 
799  BJ  Services  (US-388) 
918  Blue  Circle  Industries  (BR-88) 
496  BMC  Software  (US-242) 
270  BMWIGE-13) 
139  BNP  Paribas  (FRIO) 
702  BOC  Group  (BR-65) 
151  Boeing  (US-77) 
306  Bombardier  (CA-4) 
652  Boots  (BR-6D 
498  Boston  Scientific  (US-243) 
273  Bouygues (FR-18) 
12  BP  Amoco  (BR-2) 
774  Brambles  Industries  (AS-10) 
277  Bndgestone  (JA-42) 
37  Bristol-Myers  Squibb  (US-25) 
613  British  Airways  (BR-78) 
413  British  American  Tobacco  (BR-35) 
156  British  Sky  Broadcasting  Group  (BR-13) 
45  British  Telecommunications  (BR4) 
193  Broadcom  (US- 103) 
577  BroadVision  (US-284) 
950  Broadwing  (US457) 
412  Brocade  Communicators  Systems  (US-210) 
301  Broken  Hill  Proprietary  (AS4) 
489  Burlington  Northern  Santa  Fe  (US-240) 
535  Burlington  Resources  (US-259) 


121  Cable  &  Wireless  (BRIO) 

195  Cable  &  Wireless  HKT  (HK-2) 

517  Cable  &  Wireless  Optus  (AS-8) 

483  Cablevision  Systems  (US-237) 

394  Cadbury  Schweppes  (BR-33) 

718  Calpme  (US-357) 

400  Campbell  Soup  (US-204) 

485  Canadian  Imperial  Bank  of  Commerce  (CA-9) 

872  Canadian  National  Railway  (CA-27) 

648  Canadian  Pacific  (CA-15) 

222  Canal  Plus  (FR-16) 

140  Canon  UA-16) 

231  Cap  Gemini  (FR-17) 

953  Capita  Group  (BR-90) 

566  Capital  One  Financial  (US-278) 

296  Cardinal  Health  (US-146) 

669  Carlton  Communications  (BR-63) 

329  Carnival  (US-167) 

864  Carolina  Power  &  Ught  (US419) 

111  Carrefour  (FR-8) 

611  Casino.  Guichard-Perrachon  (FR-35) 

538  Castorania  Dubois  Investjssements  (FR-29) 

395  Caterpillar  (US-199) 


787  Cathay  Pacific  Airways  (HK- 13) 

916  CDW  Computer  Centers  (US-441) 

555  Celesta  (CA-12) 

544  Cendant  (US-265) 

425  Central  Japan  Railway  (JA-64) 

370  Centrica  (BR-31) 

1(4  CGNU  (BR-14) 

688  Champion  Inlernational  (US-338) 

962  Charter  One  Financial  (US461) 

401  Chartered  Semiconductor  Mfg  (SI-3)  . 

80  Chase  Manhattan  (US-51) 
251  Cheung  Kong  Holdings  (HK4) 

85  Chevron  (US-55) 
703  Chiron  (US-348) 
518  Christian  Dior  (FR-28) 
437  Chubb  (US-219) 
407  Chubu  Electric  Power  (JA-62) 
875  Chugoku  Electric  Power  (JA-130) 

320  Ciena  (US- 162) 

368  Cigna  (US-187) 

754  Cincinnati  Financial  (US-372) 

662  Cintas  (US-323) 

530  Circuit  City  Group  (US-256) 
3  Cisco  Systems  (US-3) 

981  CIT  Group  (US473) 

500  CITIC  Pacific  (HK-7) 

11  Citigroup  (US- 7) 

539  Citnx  Systems  (US-261) 

8B0  Clanant  (SWI-17) 

209  Clear  Channel  Communications  (US-112) 

558  Clorox  (US-274) 

543  CLP  Holdings  (HK-8) 

607  CMG  (BR-55) 

396  CMGI  (US-200) 

742  CNA  Financial  (US-367) 

398  Coastal  (US-202) 
26  Coca-Cola  (US-15) 

679  Coca-Cola  Enterprises  (US-332) 

181  Colgate-Palmolive  (US-96) 
223  COLT  Telecom  Group  (BR-18) 
B97  Columbia  Energy  Group  (US431) 
161  Comcast  (US-86) 
634  Comenca  (US-31 1) 
853  Commerce  One  (US416) 
297  Commerzbank  (GE-15) 
374  Commonwealth  Bank  of  Australia  (AS-5) 
123  Compaq  Computer  (US-68) 
649  Compass  Group  (BR-59) 

182  Computer  Associates  Intl  (US-97) 
337  Computer  Sciences  (US-171) 
378  Comverse  Technology  (US-191) 
467  ConAgra  (US-233) 
911  Concord  EFS  (US438) 
616  Conexant  Systems  (US-303) 
309  Conoco  (US-154) 
700  Consolidated  Edison  (US-346) 
913  Constellation  Energy  Group  (US-439) 
706  Convergys  (US-350) 

95  Corning  (US-59) 
986  Corus  Group  (BR-94) 
376  Costco  Wholesale  (US- 190) 
201  Cox  Communications  (US-108) 
511  Credit  Commercial  de  France  (FR-27) 
373  Credit  Lyonnais  (FR-20) 
104  Credit  Suisse  Group  (SWI-5) 
720  CRH  (IR-3) 
963  CSX  (US462) 
318  CVS  (US-161) 
938  Cypress  Semiconductor  (US-452) 


403  Dai  Nippon  Printing  (JA-61) 
225  Dai-lchi  Kangyo  Bank  (JA-28) 
929  Daiichi  Pharmaceutical  (JA-136) 
891  Daikin  Industries  (JA- 133) 
781  Daily  Mail  &  General  Trust  (BR-76) 
97  DaimlerChrysler  (GE-4) 
902  Daiwa  Bank  (JA-135) 
333  Daiwa  Securities  Group  (JA-51) 
450  Oampskibsselskabet  Af  1912  (DE-3) 
455  Dampskibsselskabet  Svenborg  (DE4) 
709  Danaher  (US-353) 
593  Dassault  Systemes  (FR-34) 
388  DBS  Group  Holdings  (SI-2) 
229  DDI  (JA-30) 
540  Deere  (US-262) 
964  Degussa-Huels  (GE-34) 
35  Dell  Computer  (US-23) 
522  Delphi  Automotive  Systems  (US-252) 
770  Delta  Air  Lines  (US-378) 
786  Den  Danske  Bank  (DE-5) 
257  Denso(JA-37) 
118  Deutsche  Bank  (GE-7) 
568  Deutsche  Lufthansa  (GE-20) 
16  Deutsche  Telekom  (GE-1) 
905  Devon  Energy  (US434) 
476  Dexia  (BE4) 
188  Diageo(BR-17) 

856  Diamond  Offshore  Drilling  (US417) 
627  Dixons  Group  (BR-57) 
816  Dollar  General  (US400) 
475  Dominion  Resources  (US-236) 


822  Donaldson,  Lufkin  &  Jenrette  (US402) 

999  Doubleclick  (US436) 

554  Dover  (US-271) 

219  Dow  Chemical  (US-1 17) 

791  Dow  Jones  (US-384) 

243  Dresdner  Bank  (GE-12) 

969  DST  Systems  (US465) 

937  DTE  Energy  (US-451) 

241  Duke  Energy  (US- 126) 

932  Dun  8.  Bradslreef  (US448) 

102  DuPonf  (US-62) 

488  Dynegy  (US-239) 


989  E'Trade  Group  (US476) 
230  East  Japan  Railway  (JA-31) 

290  Eastman  Kodak  (US- 142) 
689  Eaton  (US-428) 

335  eBay  (US-169) 

291  EchoStar  Communications  (US-143) 
933  Ecolab  (US-449) 

632  Edison  (IT-27) 

659  Edison  International  (US-321) 

741  Eircom(IR4) 

761  Eisai  (JA-108) 

449  El  Paso  Energy  (US-227) 

466  Elan  (IR-1) 

427  Electrabel  (BE-3) 

686  Electrafma  (BE-9) 

513  Electncidade  de  Portugal  (EDP)  (PO-2) 

782  Eledrolux(SWE-14) 

183  Electronic  Data  Systems  (US-98) 

55  Eli  Lilly  (US-35) 

NR  Elsevier  (NE-18) 

622  EM  TV  &  Merchandising  (GE-23) 

27  EMC  (US-16) 

208  Emerson  Electric  (US-1 11) 

731  EMI  Group  (BR-69) 

240  Endesa (SP-5) 

98  Enel  (IT-3) 

474  Energis  (BR-43) 

128  ENI  (IT4) 

100  Enron  (US-61) 

956  ENSCO  Inlernational  (US459) 

692  Entergy  (US-341) 

583  Equant (FR-33) 

730  Equity  Office  Properties  (US-361) 

835  Equity  Residential  Properties  (US409) 

618  ErgoVersicherungsgruppe  (GE-22) 
22  Ericsson  (LM)  (SWE-1) 

502  Estee  Lauder  (US-244) 

422  E-TEK  Dynamics  (US-214) 

745  Europolitan  Holdings  (SWE- 12) 

366  Exodus  Communications  (US- 185) 
5  Exxon  Mobil  (US-5) 


79  Fannie  Mae  (US-50) 
253  Fanuc  (JA-35) 

620  Federated  Department  Stores  (US-304) 
503  FedE;.  (US-245) 
443  Fiat  Group  (IT-15) 
248  Fifth  Third  Bancorp  (US-127) 
406  Fmanciere  Richemont  (Cie.)  (SWI-12) 
458  Fmmeccanica  (IT- 16) 
224  First  Data  (US-118) 
157  First  Union  (US-82) 
214  Firstar  (US-114) 
806  FirstEnergy  (US-394) 
823  Flserv  (US-403) 
162  FleetBoston  Financial  (US-87) 
944  Florida  Progress  (US455) 
640  Foereningssparbanken  (SWE-9) 

89  Ford  Motor  (US-56) 
656  Forest  Laboratories  (US-318) 
942  Fort  James  (US-454) 
175  Fortis  (NE/BE-NR) 

NR  Fortis  (B)  (BE-1) 

NR  Fortis  (NO(NE-ll) 

681  Foundry  Networks  (US-333) 

287  Fox  Entertainment  Group  (US- 141) 

580  FPL  Group  (US-287) 

25  Fiance  Telecom  (FR-1) 

672  Franklin  Resources  (US-328) 

180  Freddie  Mac  (US-95) 

626  Freeserve  (BR-56) 

919  Fresemus  (GE-30) 

668  Fresemus  Medical  Care  (GE-25) 

202  Fuji  Bank  (JA-24) 

854  Fu|i  Heavy  Industries  (JA-126) 

303  Fu|i  Photo  Film  (JA44) 

330  Fuji  Television  Network  (JA-49) 

447  Fu|isawa  Pharmaceutical  (JA-68) 
96  Fuiitsu  (JA-8) 

565  Furukawa  Electric  (JA-I 


W«W 


194  Genentech  (US-104) 

448  General  Dynamics  (US-226) 

1  General  Electric  (US-1) 
445  General  Mills  (US-224) 
124  General  Motors  (US-69) 
954  Genzyme  General  (US458) 
859  George  Weston  (CA-25) 
845  Georgia  Pacific  Group  (US413) 
837  Getronics  (NE-20) 
153  Gillette  (US-79) 
536  GKN  (BR46) 
42  Glaxo  Wellcome  (BR-3) 
258  Global  Crossing  (US-128) 
936  Global  Marine  (US450) 
842  GlobeSpan  (US411) 
740  Golden  West  Financial  (US-366) 
171  Goldman  Sachs  Group  (US-92)  ■ 
327  Granada  Group  (BR-28) 
777  Great  Universal  Stores  (BR-74) 
764  Great-Wesf  Lifeco  (CA-21) 
809  Gioupe  Bruxelles  Lambert  (BE-6)  |j 
313  Groupe  Danone  (FR-19) 
873  Groupe  UCB  (BE-8) 
841  Gruppo  Editonale  LEspresso (IT-29 

81  GTE  (US-52) 
584  Gucci  Group  (NE-16) 
348  Guidanl(US-177) 


237  Halifax  Group  (BR-19) 
232  Halliburton  (US-121) 
334  Hang  Seng  Bank  (HK-5) 
900  Hanson  (BR-85) 
470  Harley-Davidson  (US-235) 
399  Hartford  Financial  Servces  Group  (US 
691  Hartford  Life  (US-340) 
545  Hays  (BR47) 

353  HCA-The  Healthcare  Co.  (US-179)  I 
847  Heidelberger  Druckmaschinen  (GE-] 
339  Hemeken  (NE-9) 
912  Hemeken  Holding  (NE-21) 
362  Heinz  (H.J  MUS-194) 
727  Henderson  Land  Development  (HK-J 
632  Henkel  (GE-24) 
255  Hennes  &  Mauritz  (SWE-3) 
934  Hermes  International  (FR-44) 
684  Hershey  Foods  (US-336) 
30  Hewlett-Packard  (US-19) 
857  Hilton  Group  (BR-80) 
852  Hirose  Electric  (JA-125) 
945  Hitachi  Chemical  (JA-140) 
134  Hitachi  Ltd.  (JA-13) 
534  Holderbank  Fmanciere  Glarus  (SWI-| 
34  Home  Depot  (US-22) 
173  Honda  Motor  (JA-19) 
126  Honeywell  International  (US-70) 
849  Hong  Kong  &  China  Gas  (HK-14) 
695  Hongkong  Electric  Holdings  (HK-10)| 
236  Household  International  (US-124) 
490  Hoya  (JA-75) 
46  HSBC  Holdings  (BR-5) 
136  Hughes  Electronics  (US-72) 
959  Human  Genome  Sciences  (US460)  J 
109  Hutchison  Whampoa  (HK-1) 
200  HypoVereinsbank  (GE-9) 

324  i2  Technologies  (US-165) 

461  Iberdrola  (SP-7) 

308  Illinois  Tool  Works  (US-153) 

404  Immunex  (US-205) 

811  Imperial  Chemical  Industries  (BR-77)| 

509  Imperial  Oil  (CA-11) 

984  Imperial  Tobacco  Group  (BR-93) 

939  IMS  Health  (US453) 

262  Industrial  Bank  of  Japan  (JA-38) 

165  Infinity  Broadcasting  (US-89) 

874  Infonet  Services  (US423) 

533  InfoSpace  (US-258) 

92  ING  Groep  (NE-3) 

658  Ingersoll-Rand  (US-320) 

431  Inktomi  (US-216) 
1000  Integrated  Device  Technology  (US-' 
2  Intel  (US-2) 

14  International  Business  Machines  (US-| 

372  International  Paper  (US- 188) 

683  Internet  Capital  Group  (US-335) 

416  Interpublic  Group  (US-212) 

451  Intimate  Brands  (US-228) 

671  Intuit  (US-327) 

418  Invensys  (BR-37) 

481  Investor  (SWE-5) 

819  ITOCHUUA-119) 

215  Ito-Yokado  (JA-25) 
WAX  (US-393) 


300  Gannett  (US-148) 

185  Gap  (US-99) 

638  Gas  Natural  SDG  (SP-8) 

344  Gateway  (US- 175) 

609  Gemstar  International  Group  (US-299) 


756  Jabil  Circuit  (US-373) 
679  Japan  Airlines  (JA-131) 
191  Japan  Telecom  (JA-23) 
350  Japan  Tobacco  (JA-54) 
99  JDS  Uniphase  (US-60) 


'e  practice  what 
ey  preach. 

sn't  it  interesting  that  those  companies 

)lling  the  benefits  of  being  an  e-business 

ft  one  themselves? 

Ate  are.  In  fact,  not  only  bib  we  pioneer 

ig  birect,  weVe  become  a  mobel 

how  to  bo  business  on  the 

met.  Everything  from  being 

;grateb  with  suppliers  to 

'ommerce  to  customer sup- 

t-creating  efficiencies  that 

j It  in  business  to  business  at  its 

t.  Online. 

Shoulbn't  the  company  that  gives  you 

tools  you  neeb  to  be  an  e-business  be 

e-business? 

No  wonber  companies  like  Monster.com, 

KM  anb  NaviSite  partner  with  Dell.  Anb 

I  Dell  PowerEbge  servers  featuring 

?l  Pentium'  III  Xeorf  Processors  to  power 
■ir  business. 

II  knows  how  E  works.  Visit  www.bell.com 
learn  more  or  call  l-877-How-E-Works. 

K4.LO 


jltfWy       Dell  offers  a  complete  line  of  Intel'-  based  systems.  Expand  your  e-business  with  robust 

PowerEdge*  servers  based  on  the  Intel  Pentium"  III  Xeon"  Processor,  including  the  Powertoge 

Pentium"/       8450  with  up  to  eight  processors  and  expandable  to  32GB  RAM. 
xeon."' 

•te  Intel  inside  logo  ana  Pentium  are  registered  trademarks,  and  Pentium  lit  Xeon  fi  a  trademark  01  inlet  Corporation  DeB  PowerEdge  and  the  Den  logo  are  registered  trademarks  of  CWI  Gomputef  Corpm  - 
low  E  Works  ore  trademarks  of  Den  Computer  Corporoton  ©2(XX)r>(l  Computer  Ccirporaton  All  Pjgnts  Reserved. 
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678  Jefferson-Pilot  (US-331) 

690  John  Hancock  Financial  Services  (US-339) 

28  Johnson  &  Johnson  (US-17) 

948  Johnson  Controls  (US-45o) 

714  Johnson  Electric  Holdings  (HK-1 1) 

196  Juniper  Networks  (US- 105) 

844  JuscoUA-122) 


321  Kansai  Electric  Power  (JA-47) 

657  Kansas  City  Southern  (US-319) 

289  Kao  (JA-43) 

940  Kawasaki  Steel  (JA-138) 

415  KBC  Bancassurance  Holding  (BE  2) 

590  KDDUA-89) 

432  Kellogg  (US-217) 

840  Kerr-McGee  (US410) 

557  KeyCorp  (US-273) 

428  Keyence  UA-65) 

170  Kimberly-Clark  (US-91) 

417  Kingfisher  (BR-36) 

750  Kinki  Nippon  Railway  (JA-107) 

429  Kinn  Brewery  (JA-66) 
567  KLA-Tencor  (US-279) 
317  Kohl's  (US-160) 

797  Komatsu(JA-117) 

838  Konami  (JA-121) 

256  Konmkli|ke  Ahold  (NE-8) 

130  KoninWijke  KPN  (Mt  5] 

785  Koninklyke  Numico  (NE-19) 

326  Kroger  (US-166) 

931  KubotalJA-137) 

178  Kyocera  (JA-20) 

776  Kyushu  Electric  Power  (JA  111) 


621  Lafarge  (FR-36) 
551  Lagardere  (FR-30) 

759  Land  Securities  (BR-72) 

408  Legal  &  General  Group  (BR-34) 

824  Legrand  (FR-41) 

562  Lehman  Brothers  Holdings  (US-277) 

812  Lend  Lease  (AS-11) 

205  Level  3  Communs  (US-110) 

578  Lexmark  International  Group  (US-285) 

878  Li&Fung(HK-15) 

760  Liberty  Digital  (US-375) 

94  Liberty  Media  Group  (US- 58) 
515  Limited  (US-249) 
651  Lincoln  National  (US-316) 
960  Linde  (GE-33) 
293  Linear  Technology  (US- 144) 

87  Lloyds  TSB  Group  (BR-9) 
619  Loblaw  (CA-14) 
541  Lockheed  Martin  (US-263) 
694  Loews  (US-343) 
482  Logica  (BR-44) 
307  Lowes (US-152) 
331  LSI  Logic  (US-168) 

17  Lucent  Technologies  (US-10) 
908  Luxottica  Group  (IT-29) 
142  LVMHMbetHennessyLouisVuitton(FR-ll) 
734  Lycos  (US-362) 


943  Mabuchi  Motor  (JA- 139) 

957  MAN  (GE-32) 

589  Manulite  Financial  (CA-13) 

172  Marconi  (BR-15) 

494  Marks  &  Spencer  (BR-45) 

586  Marriott  International  (US-289) 

186  Maish  &  McLennan  (US-1O0) 

921  Marshall  4  llsley  (US-443) 

717  Marui  (JA-101) 

582  Masco  (US-288) 

269  MatsushteCommuncaton  Industrial  (JA41) 

112  Matsushita  Electric  Industrial  (JA-101 
608  Matsushita  Electric  Works  (JA-92) 
825  Mattel  (US4C4) 

304  Maxim  Integrated  Products  (US-150) 
546  May  Department  Stores  (US-266) 
829  MBIA(US-407) 
233  MBNAIUS-122) 

113  McDonald's  (US-65) 
524  McGraw-Hill  (US-253) 

975  McKesson  HBOC  (US469) 
460  McLeodUSA(US-231) 
129  MediaOne  Group  (US-71) 
298  Mediaset(IT-ll) 
487  Medlmmune  (US-238) 
927  Mediobanca  (IT-31) 

78  Medtronic  (US-49) 
285  Mellon  Financial  (US-139) 

19  Merck  (US-12) 
863  Merck  KGAA  (GE-29) 
722  Mercury  Interactive  (US-359) 
152  Merrill  Lynch  (US-78) 
336  Met  Life  (US- 170) 
516  Metro  (GE-18) 
827  Metro-Goldwyn  Mayer  (US-405) 
322  Metromedia  Fiber  Network  (US-163) 
895  MGIC  Investment  (US-430) 
910  MGM  Grand  (US-437) 
999  Microchip  Technology  (US  483) 
144  Micron  Technology  (US- 74) 

4  Microsoft  (US-4) 
64)  Millennium  Pharmaceuticals  (US-315) 
971  Minebea  (JA-145) 
163  Minnesota  Mining  &  Mfg.  (US-88) 
941  Misys(BR-89) 
615  Mitsubishi  Chemical  (JA-93) 


402  Mitsubishi  Corp.  (JA-60) 

245  Mitsubishi  Electric  (JA-32) 

351  Mitsubishi  Estate  (JA-55) 

453  Mitsubishi  Heavy  Industries  (JA-69) 

505  Mitsubishi  Trust  &  Banking  (JA-78) 

476  Milsui&Co.  (JA-71) 

860  Mitsui  Chemicals  (JA-128)  . 

604  Mitsui  Fudosan  (JA-91) 

549  Molex  (US-269) 

234  Morgan  (J  P  )  (US-123) 

57  Morgan  Stanley  Dean  Witter  (US-37) 

70  Motorola  (US-44) 
103  Munchener  Ruck  (GE-5) 
133  Murata  Mfg  (JA-12) 


682  Nabisco  Group  Holdings  (US-334) 

438  Nabisco  Holdings  (US-220) 

775  Nabors  Industries  (US-381) 

235  National  Australia  Bank  (AS-3) 

441  National  City  (US-223) 

464  National  Gnd  Group  (BR41) 

779  National  Power  (BR-75) 

553  National  Semiconductor  (US-270) 

135  NEC  (JA  14) 

62  Nestle  (SWI-3) 
670  NetCom  (SWE- 11) 
278  Network  Appliance  (US-134) 
527  Network  Solutions  (US-254) 
746  New  York  Times  (US-369) 
693  Newell  Rubbermaid  (US-342) 
125  News  Corp  (AS-2) 
158  Nextel  Communications  (US-83) 
548  Nextlmk  Communications  (US  268) 
949  NIDEC  (JA-142) 
452  Nike  (US-229) 
356  Nikko  Securities  (JA-56) 
520  Nikon  (JA-82) 
247  Nintendo  (JA-33) 
795  Nippon  Express  (JA- 116) 
793  Nippon  Mitsubishi  Oil  (JA- 11 5) 
778  Nippon  Paper  Industries  (JA-1 12) 
358  Nippon  Steel  (JA-57) 

15  Nippon  Telegraph  &  Telephone  (JA-2) 
311  Nippon  Television  Network  IJA-45) 
892  Nippon  Yusen  (JA-134) 
254  Nissan  Motor  (JA-36) 
732  NittoDenko(JA103) 
814  Noble  Drilling  (US- 398) 

9  Nokia  (Fl-l) 
122  Nomura  Securities  (JA-1 1) 
272  Nordic  Baltic  Holding  (SWE-4) 
712  Norfolk  Southern  (US-354) 
497  Norsk  Hydro  (NO-1) 
23  Nortel  Networks  (CAT) 
365  Northern  Trust  (US-184) 
882  Northrop  Grumman  (US-425) 
39  Novartis(SWI-l) 
771  Novellus  Systems  (US-379) 
430  Novo-Nordisk  (DE-2) 
601  NTLIUS-295) 
227  NTT  Data  (JA-29) 

8  NTT  DoCoMo  (JA-1) 
869  Nycomed  Amersham  (BR-81) 


674  OCBC  Overseas  Chinese  Bank  (SI-5) 
587  Occidental  Petroleum  (US-290) 
894  Ocean  Group  (BR-83) 
733  Oji  Paper  (JA- 104) 
992  Oki  Electric  Industry  (JA-148) 
325  Olivetti  (IT-12 
988  Olympus  Optical  (JA- 147) 
359  Omnicom  Group  (US- 180) 
737  Omron(JA-105) 
997  Ono  Pharmaceutical  (JA- 149) 
13  Oracle  (US-8) 
120  Oreal (L) (FR-9) 
529  Oriental  Land  (JA-84) 
457  Orix  (JA-70) 
763  Osaka  Gas  (JA-109) 


244  Pacific  Century  CyberWorks  (HK-3) 
743  PaineWebber  Group  (US-368) 
738  PanAmSat  (US-354) 
830  PanCanadian  Petroleum  (CA-24) 
925  Parker  Hannifin  (US445) 
405  Paychex  (US-206) 
459  PE  Biosystems  (US-230) 
292  Pearson  (BR-25) 
629  PECO  Energy  (US-308) 
725  Peninsular  &  Oriental  Steam  (BR-58) 
967  Penney  LLC.)  (US-464) 
90  PepsiCo  (US-57) 
904  Petro-Canada  (CA-29) 
564  Peugeot  (FR-32) 
20  Pfizer  (US-13) 
528  PG&E  (US-255) 
73  Pharmacia  (US-46) 
84  Philip  Morris  (US-54) 
367  Phillips  Petroleum  (US-186) 
861  Phone  com  (US-418) 
207  Pinault-Prmtemps-Redoute  (FR-14) 
865  Pioneer  (JA-129) 
924  Pirelli  (IT-30) 
463  Pitney  Bowes  (US-232) 
238  PMC-Sierra  (US-125) 
362  PNC  Financial  Svcs  (US-182) 
985  Porsche  (GE-35) 
762  Portal  Software  (US-376) 


468  Portugal  Telecom  (PO-1) 
766  Power  Financial  (CA-22) 
591  PPG  Industnes  (US-291) 
736  Praxair  (US-363) 
805  Preussag  (GE-27) 
977  Price  (T  Rowe)  (US-470) 
747  Pricehne  com  (US-370) 
51  Procter  &  Gamble  (US-34) 
707  Progressive  (US-351) 
525  Promise  (JA-83) 
414  Providian  Financial  (US-211) 
187  Prudential  (BR-16) 
623  Public  Service  Enterprise  Group  (US-305) 
961  Publishing  and  Broadcasting  (AS-13) 
547  Quaker  Oats  IUS-267) 
110  Qualcomm  (US-64) 
174  Qwest  Communications  (US-93) 


991  R&B  Falcon  (US-478) 
612  RadioShack  (US-300) 
755  Railtrack  Group  (BR-70) 
884  Ralston  Purina  (US-426) 
974  Randstad  Holding  (NE-22) 
710  RAS  (IT-25) 
739  Rational  Software  (US-365) 
636  Raytheon  (US-312) 
843  RealNetworks  (US412) 
715  Reckitt  Benckiser  (BR-67) 
439  Redback  Networks  (US-221) 
386  Reed  Elsevier  (NE/BR-NR) 
NR  Reed  International  (BR-62) 
930  Regions  Financial  (US447) 
624  Reliant  Energy  (US-306) 
978  ReliaSlar  Financial  (US471) 
472  Renault  (FR-25) 
726  Renlenanstalt(SWI-15) 
597  Rentokil  Initial  (BR-53) 
212  Repsol  YPF  (SP-4) 
246  Reuters  Group  (BR  20) 
605  RF  Micro  Devices  (US-297) 
371  Ricoh  (JA-58) 
271  Rio  Tmto  (AS/BR-NR) 
ffl  Rio  Tmto  Ltd  (AS-15) 
NR  Rio  Tmto  PLC  (BR-29) 
890  Robert  Half  International  (US429) 
47  Roche  Holding  (SWI-2) 
643  Rockwell  International  (US-314) 
888  Rogers  Communications  (CA-28) 
149  Rohm(JA-17) 
654  Rohm  &  Haas  (US-317) 
826  Rolls-Royce  (BR-79) 
665  Rolo  Banca  1473  (IT-22) 
595  Royal  &  Sun  Alliance  Insurance  Group  (BR-52) 
342  Royal  Bank  of  Canada  (CA-5) 
131  Royal  Bank  of  Scotland  Group  (BR-11) 
996  Royal  Caribbean  Cruises  (US-481) 
NR  Royal  Dutch  Petroleum  (NE-1) 
10  Royal  Dutch/Shell  Group  (NE/BR-NR) 
86  Royal  Philips  Electronics  (NE-2) 
280  RWE  (GE-14) 


226  Safeway  (US- 119) 
435  Sage  Group  (FR-22) 
585  Sainsbury  (J )  (BR-51) 
442  Saint-Gobain  (Compagnie  de)  (FR-23) 
184  Sakura  Bank  (JA-22) 
267  San  Paolo-IMI  (IT-9) 
836  Sandvik  (SWE-15) 
501  Sankyo (JA-77) 
614  Sanmina  (US-302) 
177  Sanoli-Synthelabo  (FR-13) 
994  Santa  Fe  Infernational  (US-479) 
218  Sanwa  Bank  (JA-26) 
377  Sanyo  Electric  (JA-59) 
117  SAPIGE-6) 
807  Sapient  (US-395) 
340  SaraLee(US-173) 
24  SBC  Communications  (US-14) 
928  Scania  (SWE- 16) 
523  Schenng (GE-19) 
67  Schering-Plough  (US-41) 
138  Schlumberger  (US-73) 
493  Schneider  Electric  (FR-26) 
965  Schroders  (BR-92) 
154  Schwab  (Charles)  (US-80) 
748  SCI  Systems  (US-371) 
574  Scientific-Atlanta  (US-283) 
876  Scottish  &  Newcastle  Breweries  (BR-82) 
711  Scottish  &  Southern  Energy  (BR-66) 
369  Scottish  Power  (BR-30) 
312  SDHUS-156) 
421  Seagate  Technology  (US-213) 
266  Seagram  (CA-2) 
972  Sealed  Air  (US-467) 
380  Sears,  Roebuck  (US-193) 
283  SEAT  Pagine  Gialle  (IT-10) 
343  Secom  (JA-52) 
610  Secuntas  (SWE-8) 
846  Seibu  Railway  (JA-123) 
697  Sekisui  House  (JA-99) 
757  Sema  Group  (BR-71) 
696  Sepracor  (US-344) 
383  Serono(SWI-lO) 
64  Seven-Eleven  Japan  (JA-5) 
268  Sharp  (JA40) 
753  Shell  Canada  (CA-20) 
NR  Shell  Transport  &  Trading  (BR-6) 
265  Shin-Etsu  Chemical  (JA-39) 
850  Shionogi(JA-124) 


821  Shiseido  (JA-120) 
655  Shizuoka  Bank  (JA-96) 
228  Siebel  Systems  (US-120) 

53  Siemens  (GE-3) 
495  Singapore  Airlines  (SI-4) 
858  Singapore  Press  Holdings  (SI-7) 
252  Singapore  Telecommunications  (Sl-l) 
204  Skandia  Foisakring  (SWE-2) 
646  SkandinaviskaEnskildaBanken(SWE-lO) 
881  SLM  Holding  (US424) 
436  SMC  (JA-67) 

66  SmilhKline  Beecham  (BR-8) 
893  Societe  Europeenne  Des  Satellites  (BE- 10) 
221  Societe  Generate  (FR-15) 
877  Sodexho  Alliance  (FR-43) 

105  Softbank  (JA-9) 
279  Solectron  (US-135) 
839  Solvay  (BE  7) 

147  Sonera  (FI-2) 
58  Sony  (JA-4) 
310  Southern  Co  (US-155) 
987  SouthTrust  (US475) 
542  Southwest  Airlines  (US-264) 
116  Sprint  FON  Group  (US-66) 

106  Sprint  PCS  Group  (US-63) 
594  SI  Paul  (US-292) 

391  Standard  Chartered  (BR-32) 
713  Staples  (US-355) 
765  Starbucks  (US-377) 
848  Starwood  Hotefe  &  Resorts  WorWwde(US4 14) 
305  State  Street  (US-151) 
101  STMicroelectronics  (FR-6) 
680  Stora  Enso  (FI-3) 
663  Stryker  (US-324) 
169  Suez  Lyonnaise  des  Eaux  (FR-12) 
137  Sumitomo  Bank  (JA-15) 
642  Sumitomo  Chemical  (JA-95) 
531  Sumitomo  Corp,  (JA-85) 
479  Sumitomo  Electric  Industries  (JA-73) 
510  Sumitomo  Trust  &  Banking  (JA-80) 
917  Summit  Bancorporalion  (US442) 
364  Sun  Hung  Kai  Properties  (HK-6) 
650  Sun  Life  &  Provincial  Holdings  (BR-60) 
735  Sun  lie  Financial  Seracesot  Canada  (CA- 18) 
31  Sun  Microsystems  (US-20) 
935  Suncor  Energy  (CA-31) 
995  SunGard  Data  Systems  (US-480) 
284  SunTrust  Banks  (US- 138) 
798  Suzuki  Motor  (JA-1 18) 
976  Svenska  Cellulosa  Aktiebolaget  (SWE- 17) 
526  Svenska  Handelsbanken  (SWE-7) 
617  Swatch  Group  (SWI-14) 
575  Swire  Pacific  (HK-9) 
198  Swiss  Re  (SWI-7) 
206  Swisscom  (SWI-8) 
264  Sycamore  Networks  (US-131) 
792  Symbol  Technologies  (US-385) 
834  Synovus  Financial  (US408) 
955  Synthes-Stratec  (SWI-18) 
385  Sysco  (US-195) 


507  Taisho  Pharmaceutical  (JA-79) 

571  Taiyo  Yuden  (JA-87) 

951  Takara  Shuzo  (JA-143) 

83  Takeda  Chemical  Industries  (JA-6) 
345  Takefuji  (JA-53) 

197  Target  (US- 106) 

818  TD  Waterhouse  Group  (US-401) 

328  TDK  (JA48) 

242  Tecnost  (IT-7) 

354  Tele  Danmark  (DE-1) 

784  Telecom  Corp  of  New  Zealand  (NZ-1) 

54  Telecom  Italia  (IT-1) 

72  Telefonica  (SP-1) 
906  Teleglobe  (CA-30) 
758  Telephone  &  Data  Systems  (US-374) 
444  Telewest  Communications  (BR-39) 
203  Tellabs  (US-109) 
108  Telstra  (AS-1) 
817  Telus(CA-23) 
628  Tenet  Healthcare  (US-307) 
360  Teradyne(US-181) 
420  Terra  Networks  (SP-6) 
723  Terumo(JA-102) 
263  Tesco  (BR-22) 
176  Texaco  (US-94) 

32  Texas  Instruments  (US-21) 
559  Textron  (US-275) 
392  TF1  Television  Francaise  1  (FR-21) 
423  The  Sage  Group  (BR-38) 
274  Thomson  (CA-3) 
751  Thomson-CSF  (FR-40) 
375  3Com  (US-189) 
471  3i  Group  (BR-42) 
588  ThyssenKrupp(GE-21) 
506  TIBCO  Software  (US-247) 

60  TIM  (IT-2) 

41  Time  Warner  (US-28) 
801  Time  Warner  Telecom  (US-390) 
815  Times  Mirror  (US-399) 
625  Tiscali  (IT-20) 
729  TJX  (US-360) 
914  TMP  Worldwide  (US440) 
462  TNT  Post  Groep  (NE-12) 
769  Tohoku  Electric  Power  (JA-1 10) 
477  Tokai  Bank  (JA-72) 
319  Tokio  Marine  &  Fire  (JA-46) 
749  Tokyo  Broadcasting  System  (JA-106) 
166  Tokyo  Electric  Power  (JA-18) 


220  Tokyo  Electron  ( IA-27) 

704  Tokyo  Gas  (JA-IOO) 

952  Tokyu(JA-144) 

660  Toppan  Printing  (JA-97) 

883  Toray  Industries  (JA-132) 

347  Toronto-Dominion  Bank  (CA  I  | 

179  Toshiba  (JA-21) 

33  TotalFinaEII  (FR-2) 
789  Toyoda  Automatic  Loom  Works 

21  Toyota  Motor  (JA-3) 
521  Transocean  Sedco  Forex  (US-2 
569  Tribune  (US-280) 
800  TRW  (US-389) 
641  TV  Guide  (US-313) 
532  TXU  (US-257) 

59  Tyco  International  (US-38) 


281  U.S.  Bancorp  (US-136) 

867  US  Cellular  (US420) 
91  UBS(SWI4) 

661  Unicom  (US-322) 
239  Unicredito  Italiano  (IT-6) 
114  Unilever  (NE/BR-NR) 
NR  Unilever  NV  (NE-7) 
NR  Unilever  P(.C  (BR-23) 
664  Union  Carbide  (US-325) 
768  Union  Electrica  Fenosa  (SP-10) 
508  Union  Pacific  (US-248)        I 
802  Union  Pacific  Resources  Group 
851  UmonBanCal  (US415) 
599  Unisys  (US-294) 
767  United  News  &  Media  (BR-73) 
831  United  Overseas  Bank  (SI-6) 
473  United  Pan-Europe  Communs.  ( 
69  United  Parcel  Service  (US43) 
189  United  Technologies  (US-101) 
903  United  Utilities  (BR-87) 
982  UmtedGlobalCom  (US474) 
440  UnitedHealth  Group  (US-222) 
504  Univision  Communications  (US-; 
561  Unocal  (US-276) 

868  UnumProvident  (US421) 
724  UPM-Kymmene  (FI4) 
150  U  S  West  (US- 76) 

708  USA  Networks  (US-352) 

602  USX-Marathon  Group  (US-296) 


630  Vastar  Resources  (US-309) 
210  VEBA  (GE-10) 
465  Verenigde  Nedenandse  UKgeversbedn 
979  Verio  (US-472) 
346  VeriSign  (US-176) 
119  Veritas  Software  (US-67) 
44  Viacom  (US-30) 
381  VIAG  (GE-17) 
885  Vignette  (US-42«7) 
788  Vishay  Intertechnology  (US-382) 
606  Vitesse  Semiconductor  (US-298) 
998  Viiria  Technology  (US482) 
76  Vivendi  (FR-4) 

6  VodafoneAirTouch(BR-l) 

217  VoiceStream  Wireless  (US-1 16) 

355  Volkswagen  (GE-16) 

514  Volvo  (SWE-6) 

970  Vulcan  Materials  (US466) 

CT  I  I  1IIIIW 

379  Wachovia  (US-192) 
190  Walgreen  (US-102) 

7  Wal-Mart  Stores  (US-6) 
50  Walt  Disney  (US-33) 

40  Warner-Lambert  (US-27) 
338  Washington  Mutual  (US-172) 
966  Washington  Post  (US463) 
411  Waste  Management  (US-209) 
796  Waters  (US-387) 
920  WCM  Beteiligungs-  und  Grundbesb( 
973  Weatherford  International  (US-468: 
990  WellPoint  Health  (US-477) 

63  Wells  Fargo  (US-39) 
600  West  Japan  Railway  (JA-90) 
426  Weslpac  Banking  (AS-6) 
469  Weyerhaeuser  (US-234) 
294  Williams  (US-145) 
315  Williams  Communications  Group  (US 
968  WMC(AS-14) 
721  Wolters  Kluwer  (NE-17) 
922  Woodside  Petroleum  (AS-12) 
685  Woolwich  (BR-64) 

38  WorldCom  (US-26) 
563  WPP  Group  (BR-49) 
570  Wngley(Wm.)Jr.  (US-281) 
299  Xerox  (US-147) 
216  Xilmx(US-115) 
675  XL  Capital  (US-329) 

82  Yahoo!  (US-53) 
332  Yamanouchi  Pharmaceutical  (JA-50 
512  Yamato  Transport  (JA-81) 
983  Yasuda  Fire  &  Manne  Insurance  (JA-1* 
NR  Zurich  Allied  (SWI-9) 
132  Zurich  Financial  Services  Group  (BR/SWl 
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Welcome  to  the  new  economy.  And  welcome  to  the  new  Fannie  Mae.  We're  using  the 
power  of  the  Internet  to  quickly  become  one  of  the  world's  largest  e-businesses. 
With  the  click  of  a  mouse,  we  can  span  continents  and  leap  oceans  to  find 
low-cost  mortgage  funds. 


Of  course,  we're  old  hands  at  searching  the  international  capital  markets 
for  the  lowest-cost  financing  for  American  home  buyers.  During  the 
1990s,  we  raised  over  $145  billion  from  international  investors.  And 
moving  these  processes  to  the  Internet  will  continue  to  help  us  ensure 
affordable  mortgage  funds  for  American  families. 

In  fact,  last  year  alone,  we  issued  $48  billion  of  debt  securities  through  our 
Web  site.  Which  explains  why  we're  among  the  world's  largest  e-businesses. 
Fanniemae.com.  It's  how  we  do  business.  Period. 


&\Fu 


'annieMae 

www.fanniemae.com 


if 


You  may  think  it  takes  a  bloodhound  to 

track  down  global  sources  of  low-cost  funds, 
But  it's  amazing  what  you  can  do  with  a  mouse. 
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Announcing  a  serious  blow  to  the  Puritan  work  ethic.  It's  called  FairMarket:SM  a  powerful 
suite  of  no-sweat  selling  tools  to  supercharge  your  Web  site.  FairMarket  delivers  auctions, 
automatic  price  markdowns  and  other  e-commerce  functions — on  jyoz/rsite,  with  your 
brand,  effortlessly  and  quickly.  We  handle  security,  customer  support,  the  works.  And, 
with  the  exclusive  FairMarket  Network,""  your  goods  sell  not  only  on  your  site,  but  on 
MSN,  Lycos,  Excite*  and  other  primo  Web  addresses.  Kick  back  with  a  copy  of  our 
white  paper,  at  fairmarket.com.  Or  call  800-531-0529. 

How   the    e-world    sells    more    stuff.5' 
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MERGING  MARKETS: 
SIA  CALLING 

,  leads  the  way,  as  investors  regain  their  enthusiasm  for  venturing  abroad 


A-Belecom  and  tech:  The  same  big 
Mj     themes  that  dominate  this  year's 
Y\      BUSINESS  WEEK  Global  1000  list 
V     also  largely  determine  the  rank- 
1  '  >f  the  top  emerging-market  com- 
5.  The  lesson:  Investors  will  ven- 
into  the  riskiest  and   murkiest 
its  to  get  a  piece  of  the  world- 
tech/telecom  bonanza, 
nsider  the  fact  that  China  Telecom 
Hong  Kong)  went  public  just  over 
ind  a  half  years  ago.  Today,  this 
Kong-traded  subsidiary  of  China 
m\  is  ranked  No.  1  by  market  cap- 
ation  in  the  list  of  the  top  200 
ging-market  companies  compiled 
organ  Stanley  Capital  Intemation- 
s  easy  to  see  why:  Investors  can 
>n  China's  7%  economic  growth 
gh  China  Telecom  (Hong  Kong), 


i 


R  SIGNAL:  A  number  of  Asian 
|)w  companies  experienced 
omenat  growth  in  the  past  year 


which  has  more  than  90$  of  the  main- 
land's mobile-phone  market,  and  a  sub- 
scriber base  that  could  double,  to  27 
million,  by  2003. 

China  Telecom  (Hong  Kong)  isn't  the 
only  Asia  play  to  figure  high  on  the  list. 
Two  Taiwanese  companies,  Taiwan  Semi- 
conductor Manufacturing  Co.  and  Unit- 
ed Microelectronics — No.  2  and  No.  5  on 
the  list,  respectively — have  benefited 
from  massive  investment  in  the  latest 
technologies,  the  global  shortage  in 
chips,  and  heavy  outsourcing  by  U.S. 
companies.  Third-ranked  Samsung  Elec- 
tronics of  South  Korea  jumped  from  the 
11th  spot  last  year,  thanks  to  buoyant 
prices  of  memory  chips.  First-quarter 
profits  quadrupled,  to  $2  billion,  and 
earnings  seem  ready  to  expand  further. 
"We'll  continue  to  set  historic  records," 
vows  Park  Sang  Ho,  the  company's  vice- 
president  and  treasurer. 

He's  not  the  only  one  feeling  confi- 
dent in  South  Korea.  Managers  at  sixth- 


ranked  SK  Telecom  Co.  are  reaping  big 
profits  from  the  company's  58%  share  of 
the  South  Korean  mobile-phone  market, 
which  translates  to  16  million  sub- 
scribers. With  6  out  of  every  10  Koreans 
owning  mobile  phones,  the  company  is 
poised  to  benefit  from  the  anticipated 
spike  in  demand  for  wireless  Internet 
services. 

NO  FREE  RIDE.  But  while  North  Asia 
has  won  back  the  hearts  of  many  in- 


Global  1000 


ternational  investors,  Southeast  Asia 
has  suffered  neglect.  Political  strife  in 
Indonesia,  kidnappings  and  weak  lead- 
ership in  the  Philippines,  and  ongoing 
concerns  over  the  pace  of  corporate  re- 
structuring and  financial  reform  have 
left  these  markets  in  the  doldrums. 
Thailand's  highest-ranking  company  on 
the  list,  Krung  Thai  Bank,  dropped  from 
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Even  in  emerging-market  banking,  the  ones  with  th( 
greatest  focus  on  technology  prospered  most 


25th  to  106th  because  of  fears  that  the 
country's  financial  woes  still  linger.  The 
Philippines'  leading  company,  brewer 
San  Miguel  Corp.,  fell  from  No.  64  to 
No.  132:  Investors  are  fleeing  the  politi- 
cal uncertainty  created  by  the  missteps 
of  Philippines  President  Joseph  Estrada. 
And  Indonesia's  largest  company,  Pe- 
rusahaan  Perseroan  (Persero)  Teleko- 
munikasi  Indonesia,  plunged  from  63rd 
to  120th,  as  doubts  about  the  govern- 


by  Telesp,  which  jumped  from  35th  to 
21st.  Geoffrey  Dennis,  Salomon  Smith 
Barney's  New  York-based  Latin  Amer- 
ican strategist,  says  these  are  "classic 
growth  stocks"  set  to  benefit  from 
Brazil's  better-than-expected  recovery 
following  the  currency  devaluation  of 
January,  1999.  GDP  grew  1%  "in  1999  and 
is  forecast  to  grow  3.5%  this  year. 

Given  the  performance  of  telecom  and 
high-tech    companies    in    the    major 


ment's  economic  program  grew. 
Fortunately,  political  uncertainties  are 
not  infecting  all  markets  equally.  In- 
vestors have  been  a  little  jittery  about 
the  Mexican  market  as  a  hotly  contest- 
ed presidential  election  looms.  But  Mex- 
ican consumers  are  spending,  boosting 
results  of  the  country's  largest  retailer, 
Wal-Mart  de  Mexico,  which  is  part- 
owned  by  the  U.S.  retailing  colossus. 
And  the  market  still  favors  Telefonos 
de  Mexico,  which  continues  to  be  the 
top-ranked  Latin  American  company 
and  Mexico's  dominant  telecom.  Its  drop 
from  third  to  fourth  place  this  year  re- 
flects the  strength  of  Asian  tech  com- 


Global  1000 


panies — not  any  problems  with  Telmex. 
"It's  solid,  it's  broadening  its  businesses, 
and  its  management  is  showing  that  it 
can  compete,"  says  Carlos  Samano,  di- 
rector of  analysis  at  brokerage  Casa  de 
Bolsa  Bancomer. 

Brazil's  telecom  sector  has  caught  fire, 
too.  Six  telecom  companies  moved  up 
the  rankings  in  the  past  12  months,  led 


emerging  markets,     RETAIL  BONANZA: 

it's  not  surprising     Wat-Mart  de 
that  they  dominat-     Mexico's  sales 
ed      the      smaller    are  growing 
boards  as  well.  In     despite  political 
eight        countries    uncertainty 
with  only  one  com- 
pany ranked  in  the  top  200 — Poland, 
Egypt,  the  Czech  Republic,  Hungary, 
Pakistan,  Peru,  Poland,  and  Venezuela — 
each  entry  was  from  one  of  these  two 
sectors. 

VAST  IMPROVEMENTS.  Israel  has  also 
been  quick  to  embrace  the  New  Econo- 
my, and  no  company  better  illustrates 
the  transformation  of  the  economy  and 
its  booming  high-tech  sector  than  Check 
Point  Software  Technologies  Ltd.,  the 
creator  of  software-security  systems  for 
blue  chips  worldwide.  Though  it  didn't 
make  last  year's  list,  this  year  it  ranks 
13th  thanks  to  a  staggering  749%  price 
gain.  "Israel  is  similar  to  the  U.S., 
where  technology  companies  have  taken 
over  as  the  market-cap  leaders,"  says 
Joel  Maryles,  managing  director  of  Is- 
rael banking  for  Salomon  Smith  Bar- 
ney. Founded  in  the  early  '90s  by  three 
former  members  of  an  elite  army-intel- 
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ligence  unit,  Check  Point  has 
the  world  leader  in  Internet  sec 

Even  in  emerging-market  bai 
ones   that  embrace  technolog 
scored  the  biggest  gains.  The  top 
bank  on  the  list  this  year:  Tur 
Bankasi,  which  catapulted  fro: 
11.  The  Turkish  bank,  which  was 
tized  two  years  ago,  has  been 
sively  diversifying  into  the  teleco! 
tor,  having  paid  $2.53  billion,  ttij 
with  Telecom  Italia,  for  a  potenti 
crative  GSM  license. 

One  other  factor  influencing  in 
decisions  this  year  was  the  sea: 
companies  with  solid  accounts  an 
est  managers — attributes  inv 
tended  to  downplay  in  the  headj 
before  the  Asian  and  Russian  fir 
crises.  Now,  says  emerging-marke 
Mark  Mobius,  "this  is  a  big,  big 
for  us  and  other  portfolio  manager 
we  are  gravitating  towards  com} 
with  good  corporate  governance." 

For  Mobius,  president  of  the 
pleton    Emerging    Stock    Fund, 
means  staying  clear  of  companie 
Russia's  oil-and-gas  giant  oao  Gaz 
which  has  been  dogged  by  a  reput   i 
for  murky  dealings  and  accusations   I  mi 
it  canceled  the  bills  of  politically" 
nected  customers  inside  Russia, 
a  more-than-20%  increase  jn  oil  pri 
the  past  12  months  hasn't  been  a 
prevent  Gazprom's  skid  from  third 
last  year  to  the  No.  12  spot.  "W< 
lieve  that  Gazprom  is  the  most  sh 
stock  in  the  market,"  says  analyst 
Wigertz  from  Brunswick  Warwick 
search  in  Moscow. 

Luckily,  Gazprom  is  a  poor  prox 
Russia's  prospects.  The  country    ' 
bounced  back  from  the  crisis  ind 
by  the  ruble  devaluation  in  Au£ 
1998,  and  its  economy  is  projecte 
grow  6.2%  in  real  terms.  That  c 
translate  into  15%  nominal  growt 
U.  S.  dollars,  thanks  to  the  expectec 
preciation  of  the  ruble,  accordinj  gjjj 
United  Financial  Group,  a  Moscow     is 
vestment  bank.  Other  Russian  con     H 
nies  have  benefited  from  the  boom 
company  oao  Lukoil,  which  moved  1 rc 
from  33rd  to  20th  on  the  list,  is  rur     ;i 
president  Vagit  Y.  Alekperov,  know  I 
the  financial  crowd  as  "a  good  oligai 
and  one  of  the  few  Russian  business 
tans  to  pursue  a  long-term  strategy 
far,  he's  not  a  player  in  high-tech 
telecom:  It's  good  to  see  somebody 
bucking  the  trend. 

By  Frederik  Balfour  in  Hong  Kt 
with  bureau  reports 
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Top  200  Emerging-Market  Companies 


COUNIHY 


MAKKI I 
'/All  II 
US 
SMIL 


PRICE 

PER  iHARI 

US  $ 


%CHANGE 

FROM  1999 

(US  %)  (LOCAL) 


PRICLV 
BOOK 
VALUI 
RATIO      RATIO 


yield 
% 


{Mil 


PROIII-. 
(MIL 


{MIL 


OH 
EQUITY 

% 


2  CHINA  TELECOM  (HONG  KONG) 

4  TAIWAN  SEMICONDUCTOR  MFG. 

1  SAMSUNG  ELECTRONICS 

1  TELEFONOSDE  MEXICO  (TELMEX) 

7  UNITED  MICROELECTRONICS 


China 
Taiwan 

Korea 
Mexico 
Taiwan 


102464  7 

50034  5 

47453  273 

36383  2 

32954  3 


248  250 

124  111 

290  272 

21  19 

140  126 


14.9 

15.9 

4.0 

2.9 

9.3 


177 
62 

17 
11 
70 


0.0 
0.0 
0.8 
1.5 
0.0 


4666 

2374 

23123* 

10112 

946* 


580 

797 

2807' 

2638 

341* 


NA 

NA 

21877' 

18759 

NA 


8.4 
25.8d 
24.0 
26.5 
13.3d 


14  HELLENIC  TELECOMMUNICATIONS  ORGANIZATION  Greece  12349  25 
16  ASUSTEK  COMPUTER  Taiwan  11572  10 
10  TENAGA  NASIONAL  Malaysia  11339  4 
19  TELEKOM  MALAYSIA  Malaysia  10984  4 
33  LUKOIL  HOLDING  Russia  10915  14 

35  TELECOMUNICACOES  DE  SAO  PAULO  (TELESP)  Brazil  10670  25 

15  NATIONAL  BANK  OF  GREECE  Greece  10620  47 
95  WINBOND  ELECTRONICS  Taiwan  10518  3 
38  NAN  YA  PLASTIC  Taiwan  10421  2 
50  INFOSYS  TECHNOLOGIES  India  10383  157 


13  32 
18  11 
91  63 
26  7 
50  50 

14  21 
-7  9 

188  172 

67  57 

313  329 


3.9 
8.1 
3.4 
3.4 
4.9 

1.6 
4.2 
6.6 
3.8 
55.5 


19 
19 
31 
51 
19 

31 
16 
68 
21 
162 


2.3 
0.7 
0.2 

0.7 
0.1 

5.1 
1.4 
0.0 
0.9 
0.1 


3018 
NA 
3199 
2061 
2890a 

2903 
NA 
1050 
4063a 
198b 


659 

NA 

204 

216 

4a 

403 
678 
144 
356a 
64b 


NA 

NA 

11510a 

6795a 

NA 

9914b 
NA 
NA 
NA 
NA 


20.8 
42.0 
10.7d 
6.7d 
25.4 

5.2 
26.8 

9.7d 
18.0 
34.3 


HON  HAI  PRECISION  INDUSTRIES 

Taiwan 

10068 

9 

TELEKOMUNIKACJA  POLSKA  (TPSA) 

Poland 

10023 

7 

III, 

47 

MALAYAN  BANKING 

Malaysia 

9768 

4 

28 

VALE  DO  RIO  DOCE 

Brazil 

9693 

25 

bo 

WIPRO 

India 

9526 

42 

104 
18 
80 
38 


92 

31 
53 
46 


118  126 


35 
35 
55 
35 


SK TELECOM 

Korea 

30388 

341 

233 

217 

8.6 

106 

0.1 

3789* 

269* 

5501 

8.1 

55 

PETROBRAS 

Brazil 

24463 

230 

57 

67 

2.6 

26 

1.9 

16224 

963 

31060 

10.0 

11 

KOREA  TELECOM 

Korea 

23218 

74 

45 

38 

1.9 

68 

0.6 

8490* 

339* 

NA 

2.8 

55 

ANGLO  AMERICAN 

South  Africa 

17711 

43 

-4 

8 

1.1 

14 

1.8 

NA 

1308 

26597 

8.1 

71 

KOREA  ELECTRIC  POWER  (KEPCO) 

Korea 

17171 

27 

-15 

-19 

0.6 

13 

2.0 

13737* 

1300' 

56795 

4.8 

12 

19   TURKIYE  IS  BANKASI 

Turkey 

15487 

0 

193 

344 

11.0 

37 

1.6 

NA 

408* 

NA 

29.4 

61 

3    GAZPROM 

Russia 

14796 

6 

-40 

-40 

0.6 

-10 

0.0 

6063a 

-1504a 

NA 

NEG 

12 

IR    CHECK  POINT  SOFTWARE  TECHNOLOGIES 

Israel 

13632 

188 

749 

749 

77.6 

195 

0.0 

142a 

70a 

NA 

39.8 

52 

9    CATHAY  LIFE  INSURANCE 

Taiwan 

12829 

3 

-9 

-15 

5.4 

27 

1.8 

NA 

NA 

NA 

20.3 

63 

12    HINDUSTAN  LEVER 

India 

12635 

58 

7 

12 

29.8 

63 

1.0 

2127a* 

188a* 

978a* 

47.0d 

44 

55 
35 
12 
55 

11 

55 
61 
35 
22 
52 


17.2 

49 

0.0 

1253a 

179a 

NA 

35.3 

35 

4.6 

39 

0.1 

2474a 

218a 

NA 

11.9 

55 

4.0 

28 

0.6 

NA 

255 

30915 

14.4 

61 

1.7 

14 

6.1 

3826 

686 

10836 

11.9 

25 

98.2 

152 

0.0 

NA 

NA 

NA 

NA 

52 

23 

WAL-MART  DE  MEXICO 

Mexico 

9364 

2 

18 

16 

3.2 

25 

0.0 

6381 

369 

4457 

12.8 

54 

,.  36 

BANCO  ITAU 

Brazil 

9026 

75 

48 

57 

2.8 

9 

3.8 

NA 

1025 

NA 

31.6 

61 

MR 

KOREA  TELECOM  FREETEL 

Korea 

8892 

62 

NA 

NA 

10.1 

-170 

0.0 

2000* 

-52* 

NA 

NEG 

55 

13 

ELETROBRAS 

Brazil 

8654 

17 

-21 

-17 

0.3 

29 

8.8 

5997 

318 

46545 

1.0 

12 

A 

DE  BEERS  CONSOLIDATED  MINES 

South  Africa 

8654 

22 

1 

13 

2.4 

22 

2.9 

NA 

363a 

4147 

10.9 

26 

GRUPO  TELEVISA 

Mexico 

8622 

3 

35 

32 

4.7 

75 

0.0 

1886 

112 

4528 

6.2 

51 

7"  18 

QUANTA  COMPUTER 

Taiwan 

8279 

7 

-8 

-14 

14.6 

27 

0.2 

NA 

'     NA 

NA 

53.4 

33 

JliP82 

RELIANCE  INDUSTRIES 

India 

8125 

8 

97 

105 

2.6 

13 

1.2 

4554b* 

539b* 

6316* 

19.4d 

22 

h\  74 

SURGUTNEFTEGAZ 

Russia 

7913 

0 

90 

90 

2.9 

60 

0.1 

912a 

153a 

NA 

4.9 

11 

HYUNDAI  ELECTRONICS  INDUSTRIES 

Korea 

7697 

16 

40 

33 

1.0 

38 

0.0 

5323* 

199* 

NA 

2.6 

35 

:  30 

CHINA  DEVELOPMENT  INDUSTRIAL  BANK                        Taiwan 

7667 

2 

5 

-1 

2.6 

21 

0.0 

NA 

371* 

NA 

12. 5d 

62 

li'K    NR 

LEGEND  HOLDINGS 

China 

7520 

1 

NA 

NA 

18.7 

200 

0.2 

1493 

35 

NA 

9.4 

33 

51 

FORMOSA  PLASTICS 

Taiwan 

7342 

2 

31 

23 

3.2 

29 

1.1 

1334 

258 

NA 

11. 2d 

22 

Oj 

24 

POHANG  IRON  &  STEEL (POSCO) 

Korea 

7261 

75 

-7 

-11 

0.9 

5 

2.1 

11245 

1376 

17440* 

17.1 

25 

!'V 

NR 

OLD  MUTUAL 

South  Africa 

7245 

2 

NA 

NA 

NA 

NA 

NA 

NA 

NA 

NA 

NA 

63 

nd 

•NR 

BILLITON 

South  Africa 

7183 

3 

12 

20 

1.6 

18 

3.1 

4622 

383 

8174 

8.4 

24 

in. 

20 

GRUPO  MODELO 

Mexico 

7169 

2 

-16 

-17 

2.9 

24 

1.5 

2580 

302 

NA 

12.1 

43 

V 1  i. 

39 

MATAV 

Hungary 

7140 

7 

19 

40 

7.8 

25 

0.5 

1376 

281 

NA 

30. 6d 

55 

cte 

29 

TELEFONICA  DE  ARGENTINA 

Argentina 

7066 

3 

2 

2 

2.1 

17 

4.2 

3400 

456 

7321b 

12.0 

55 

57 

TELE  NORTE  LESTE  PARTICIPATES 

Brazil 

6870 

20 

30 

37 

1.2 

140 

1.9 

3411 

52 

9898 

0.8 

55 

;v! 

toil 

31 

ALPHA  BANK 

Greece 

6826 

42 

-7 

8 

7.6 

28 

1.9 

NA 

NA 

NA 

27. Id 

61 

180 

MOSELVITELIC 

Taiwan 

6702 

3 

226 

207 

6.4 

-42 

0.0 

419a 

-66a 

NA 

NEG 

35 

in| 

no 

TEVA  PHARMACEUTICAL  INDUSTRIES 

Israel 

6654 

50 

106 

109 

9.5 

46 

0.4 

1282 

136 

NA 

20.6d 

45 

■,i« 

54 

BANCO  BRADESCO 

Brazil 

6614 

7 

30 

38 

1.9 

11 

7.1 

NA 

606 

44037 

16.3 

61 

J* 

NR 

MACRONIX  INTERNATIONAL 

Taiwan 

6595 

3 

270 

249 

6.7 

221 

0.0 

539 

29 

NA 

3.0d 

35 

IE 

141 

DIMENSION  DATA  HOLDINGS 

South  Africa 

6576 

7 

75 

97 

20.6 

62 

0.0 

962 

78 

NA 

33.0 

52 

'd 

131 

TELESP  CELULAR  PARTICIPATES 

Brazil 

6477 

15 

60 

69 

4.1 

82 

0.4 

1213 

62 

2990 

5.0 

55 

ii] 

73 

EMBRATEL  PARTICIPATES 

Brazil 

6425 

21 

44 

53 

2.2 

20 

1.3 

2842 

226 

5754b 

10.7 

55 

78 

ACER 

Taiwan 

6408 

2 

62 

53 

3.6 

23 

0.0 

5885 

237 

NA 

15.9d 

33 

:ii 

4  A 

CHINA  STEEL 

Taiwan 

6372 

1 

13 

7 

1.5 

12 

11.0 

NA 

NA 

NA 

12.4 

25 

34 

PANAFON  HELLENIC  TELECOM 

Greece 

6349 

12 

0 

16 

38.3 

58 

0.7 

713c 

136c 

NA 

65.7 

55 

,'.-,• 

41 

CEMEX 

Mexico 

6261 

4 

-5 

-7 

1.3 

7 

3.7 

4820 

971 

11781b 

18.7 

21 

iii 

114 

YAPI  VE  KREDI  BANKASI 

Turkey 

6182 

0 

105 

211 

8.0 

16 

1.8 

NA 

343* 

NA 

49.4 

61 

; 

62 

ADVANCED  SEMICONDUCTOR  ENGINEERING  (ASE)           Taiwan 

6041 

3 

34 

26 

7.6 

37 

0.0 

NA 

NA 

NA 

20.5 

35 

ed  on  nonconsolidated  results,  a)  Based 

on  1998  data,  b)  Based  on 

2000  data. 

c)  Results  are 

for  15  months. 

d)  Difference  between  earnings  and 

book 

i 

!  between  12  and  18  months.  NA  =  Not 

available.  NEG  = 

Negative  return. 

NM  =  Not  Meaningful 

Data 
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PRICE/ 
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PRICE 

%CHANGE 
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ASSETS 

ON 

RANK 

U.S. 

PER  SHARE 

FROM  1999 

VALUE 

P/E 

YIELD 

U.S. 

U.S. 

US 

equityB 

2000     1999 

CQUNTRY 

SMIL 

U.S.S 

(U.S.  $)  (LOCAL) 

RATIO 

RATIO 

% 

SMIL. 

SMIL 

SMIL 

%  1 

65     45 

CESKY TELECOM 

Czech  Republic 

6030 

19 

9 

17 

2.4 

35 

0.0 

1332 

158 

NA 

7. oil 

66     68 

ANGLO  AMERICAN  PLATINUM 

South  Africa 

5981 

28 

48 

66 

6.7 

16 

3.6 

1223 

370 

1532 

41.  ■ 

67     NR 

M-CELL 

South  Africa 

5940 

5 

244 

286 

29.8 

75 

0.1 

NA 

NA 

NA 

39.  ■ 

68   144 

UNIFIED  ENERGY  SYSTEM 

Russia 

5907 

0 

140 

140 

2.3 

37 

0.2 

NA 

NA 

NA 

6    ■ 

69  113 

HACI  OMER  SABANCI  HOLDING 

Turkey 

5766 

0 

84 

179 

5.9 

94 

1.0 

NA 

NA 

NA 

h.m 

70     50 

FIRSTRAND 

South  Africa 

5723 

1 

10 

24 

3.3 

15 

2.3 

NA 

356 

NA 

22.  » 

71      67 

COPEC 

Chile 

5653 

4 

39 

48 

1.3 

13 

1.5 

3208 

284 

6569 

9.9l 

72   154 

KOC  HOLDING 

Turkey 

5406 

0 

125 

241 

19.7 

60 

0.1 

14 

69 

3307a 

32. ■ 

73     94 

GRUPO  FINANCIER!)  BANAMEX-ACCIVAL  (BANACCI)          Mexico 

5223 

3 

60 

57 

1.5 

7 

0.0 

NA 

366a 

31411 

,:o   1 

74     92 

STANDARD  BANK  INVESTMENT 

South  Africa 

5027 

4 

29 

45 

2.7 

15 

2.7 

NA 

NA 

NA 

is-  ■ 

75     NR 

SAMSUNG  ELECTRO-MECHANICS 

Korea 

4867 

63 

197 

183 

3.7 

-36 

0.0 

2681* 

-125* 

NA 

negI 

76     44 

TELECOM  ARGENTINA 

Argentina 

4864 

5 

-13 

-13 

1.8 

16 

5.5 

3183 

358 

6977b 

11.81 

77   185 

UNIBANCO 

Brazil 

4856 

49 

10 

17 

2.2 

15 

4.6 

NA 

324 

NA 

i-nl 

78     NR 

RELIANCE  PETROLEUM 

India 

4785 

1 

118 

127 

2.3 

NA 

NA 

NA 

NA 

NA 

na! 

79     NR 

ZEE  TELEFILMS 

India 

4784 

12 

230 

243 

50.3 

75 

0.1 

109b 

60b 

NA 

66.9:1 

80     42 

SOUTH  AFRICAN  BREWERIES 

South  Africa 

4721 

6 

-24 

-14 

3.1 

14 

2.6 

5450 

336 

3793 

22.1 1 

81      53 

TELECOMUNICACIONES  DE  CHILE  (CTC) 

Chile 

4688 

5 

-9 

-2 

2.0 

-50 

0.5 

1622 

-96 

5831 

negI 

82     58 

COMMERCIAL  BANK  OF  GREECE 

Greece 

4600 

54 

-8 

7 

5.1 

43 

0.9 

NA 

102a* 

NA 

12.1  1 

83     80 

REMBRANDT  GROUP 

South  Africa 

4557 

9 

22 

37 

1.9 

10 

1.8 

NA 

411 

2780 

18  9  I 

84  104 

FORMOSA  CHEMICALS  &  FIBRE 

Taiwan 

4534 

1 

43 

35 

2.3 

15 

0.9 

NA 

NA 

NA 

15.1  1 

85     56 

NEDCOR 

South  Africa 

4529 

19 

-5 

7 

3.2 

14 

2.4 

NA 

330 

NA 

23.5  I 

86     97 

CERVFJARIA  BRAHMA 

Brazil 

4466 

721 

43 

52 

5.7 

28 

3.1 

1781 

177 

NA 

20.1  1 

87   109 

FAR  EASTERN  TEXTILE 

Taiwan 

4463 

2 

41 

32 

2.8 

262 

0.6 

NA 

NA 

NA 

l.lcl 

88  111 

BEZEQ  ISRAEL  TELECOMMUNICATION 

Israel 

4309 

6 

36 

39 

2.4 

46 

1.6 

2230a 

181a 

NA 

5.2c5)l 

89     75 

ANGLOGOLD 

South  Africa 

4252 

40 

1 

14 

2.7 

15 

7.2 

1934 

351 

NA 

17.9  1 

90     NR 

EGYPTIAN  CO.  FOR  MOBILE  SERVICES  (MOBINIL) 

Egypt 

4096 

41 

167 

170 

14.6 

100 

0.0 

435 

41 

NA 

14.6 

91      NR 

OIL  &  NATURAL  GAS  (ONGC) 

India 

4075 

3 

-18 

-15 

0.8 

7 

4.3 

3252b 

618b 

NA 

11.4 

92     98 

NACIONAL  TELEFONOS  DE  VENEZUELA  (CANTV) 

Venezuela 

4049 

4 

22 

39 

1.1 

26 

4.2 

1813a 

211a 

NA 

4.0d 

93   118 

INTRACOM 

Greece 

4046 

41 

28 

50 

25.8 

105 

0.6 

NA 

NA 

NA 

24.6      || 

94     86 

FEMSA 

Mexico 

4038 

4 

13 

11 

2.5 

14 

1.4 

4055 

308 

NA 

17.8 

95     55 

TUPRAS-TURKIYE  PETROL  RAFINERILERI 

Turkey 

4001 

0 

-18 

25 

7.3 

11 

7.1 

2527* 

345* 

NA 

65.7 

96     37 

ITC 

India 

3986 

16 

-34 

-32 

8.0 

22 

0.8 

857b* 

178b* 

1068* 

35. 5d 

97     90 

SASOL 

South  Africa 

3985 

7 

13 

27 

1.7 

10 

3.2 

2754 

350 

3483 

17.7 

98     60 

KIMBERLY-CLARK  DE  MEXICO 

Mexico 

3974 

3 

-8 

-9 

4.1 

13 

4.8 

1456 

303 

2081 

32.1 

99     70 

AKBANK 

Turkey 

3852 

0 

-4 

46 

3.5 

8 

3.5 

NA 

NA 

NA 

46.1 

100    NR 

HCL  TECHNOLOGIES 

India 

3837 

28 

NA 

NA 

16.5 

NA 

NA 

66 

23 

NA 

NA 

101  122 

TELE  CENTRO  SUL  PARTICIPATES 

Brazil 

3651 

12 

16 

23 

1.2 

34 

2.1 

1677 

120 

5220 

3.5 

102  107 

COMPAL  ELECTRONICS 

Taiwan 

3649 

2 

15 

8 

4.6 

22 

0.4 

NA 

NA 

NA 

21.1 

103    46 

FIRST  COMMERCIAL  BANK 

Taiwan 

3635 

1 

-33 

-37 

1.4 

31 

2.9 

NA 

199* 

NA 

4.7d 

104  106 

BANK  HAPOALIM 

Israel 

3587 

3 

14 

16 

1.5 

11 

3.3 

NA 

NA 

NA 

14.5d 

105    NR 

PETROCHINA 

China 

3543 

0 

NA 

NA 

1.3 

NA 

NA 

22583 

3262 

NA 

NA 

106    25 

KRUNG  THAI  BANK 

Thailand 

3535 

0 

-53 

-51 

1.5 

-1 

0.0 

NA 

-2346 

25171* 

NEG 

107  157 

DELTA  ELECTRONICS 

Taiwan 

3505 

5 

42 

34 

7.4 

36 

1.4 

NA 

NA 

NA 

20.4 

108  148 

LG  ELECTRONICS 

Korea 

3503 

28 

44 

37 

1.3 

2 

3.2 

9337* 

1775* 

8050 

64.9 

109    NR 

KOREA  TOBACCO  &  GINSENG 

Korea 

3466 

18 

NA 

NA 

1.4 

12 

6.1 

1326* 

281* 

NA 

11.0 
7.6 

110    72 

TATUNG 

Taiwan 

3460 

1 

-13 

-18 

2.0 

26 

1.7 

1383a 

-14a 

NA 

111    NR 

PC  HOLDINGS 

Argentina 

3431 

2 

-27 

-27 

1.3 

53 

2.0 

NA 

36a 

5013b 

NA 

112  196 

RESORTS  WORLD 

Malaysia 

3419 

3 

94 

65 

3.7 

20 

1.1 

573 

170 

1202a 

18.3d 

113  124 

CHINATRUST  COMMERCIAL  BANK 

Taiwan 

3377 

1 

21 

14 

2.1 

20 

0.0 

NA 

NA 

NA 

NA 

114    81 

UNITED  WORLD  CHINESE  COMMERCIAL  BANK 

Taiwan 

3356 

1 

-9 

-15 

2.5 

16 

3.5 

NA 

NA 

NA 

15.2d 

115    NR 

PUBLIC  BANK 

Malaysia 

3332 

1 

65 

40 

2.7 

15 

0.4 

NA 

162 

11039a 

18. 7d   1 

116  177 

TURKIYE  GARANTI  BANKASI 

Turkey 

3331 

0 

64 

149 

3.1 

10 

0.0 

NA 

294 

NA 

30.9 

117    NR 

COMMERCE  ASSET-HOLDING 

Malaysia 

3323 

3 

60 

36 

2.5 

33 

0.4 

NA 

21a 

6426a 

7.6d   1 

118  168 

COMPEOMFG. 

Taiwan 

3322 

6 

56 

47 

9.4 

45 

0.0 

566a 

97a 

NA 

21.1 

119    91 

TELEFONICA  DEL  PERU 

Peru 

3322 

1 

-3 

2 

2.5 

15 

2.6 

1211 

196 

3268 

16.5 

120    63 

TELEKOMUNIKASI  INDONESIA 

Indonesia 

3315 

0 

-26 

-21 

2.3 

13 

3.8 

907 

253 

3065 

17.8 

121     48 

HUA  NAN  COMMERCIAL  BANK 

Taiwan 

3290 

1 

-38 

-41 

1.9 

35 

3.1 

NA 

173* 

NA 

5.5d     ' 

122  117 

ENDESA 

Chile 

3219 

0 

8 

16 

1.5 

-10 

1.0 

1642 

-337 

10953 

NEG 

123    88 

KOOKMIN  BANK 

Korea 

3210 

11 

-27 

-31 

1.1 

33 

0.4 

NA 

96* 

NA 

3.2        h 

124  123 

MALAYSIAN  INTERNATIONAL  SHIPPING 

Malaysia 

3206 

2 

14 

-3 

2.0 

11 

2.8 

1347 

303 

3913a 

18.7d 

125  198 

DACOM 

Korea 

3190 

133 

82 

74 

2.6 

213 

0.0 

665* 

15* 

NA 

1.2 

126    NR 

BANK  NEGARA  INDONESIA 

Indonesia 

3182 

0 

-69 

^67 

-26.6 

-2 

0.0 

NA 

-1544 

NA 

NA 

127    99 

ADVANCED  INFO  SERVICE 

Thailand 

3100 

11 

-6 

0 

'  5.4 

36 

0.0 

643 

70 

1245b 

15.2 

128  169 

GRUPO  FINANCIERO  BANCOMER 

Mexico 

3091 

1 

46 

44 

1.1 

11 

0.8 

NA 

360 

27634 

10.0 

129    69 

BANCO  DO  BRASIL 

Brazil 

3084 

4 

-23 

-19 

0.8 

7 

4.5 

NA 

462 

NA 

11.6 

130  140 

BANK  LEUMI  LE-ISRAEL 

Israel 

3081 

2 

19 

21 

1.3 

10 

5.1 

NA 

NA 

NA 

13.3d 

131  102 

INTERNATIONAL  COMMERCIAL  BANK  OF  CHINA 

Taiwan 

3059 

1 

-6 

-11 

1.7 

21 

2.4 

NA 

NA 

NA 

8.2 

132     64 

SAN  MIGUEL 

Philippines 

3022 

1 

-26 

-17 

2.3 

20 

1.7 

1773 

141 

3222 

11.3 
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1»W.  Our  job  is  to  simplify  yours. 


Let's  face  it. Technology  challenges  don't  stop  after  you  purchase 

your  computing  products.  That's  why  successful  businesses  place  such 

value  on  their  personal  CDW  account  manager.  Together  with  a  team  of 

experts,  your  account  manager  will  custom-configure  best-of-breed  solutions  from 

hundreds  of  top  name  brands.  Respond  to  your  every  need.  And  save  you  time  and  money. 

Add  CDW.com,  our  award-winning  site,  and  you  have  a  total  computing  solutions  resource  from 

the  industry's  only  Direct  Solutions  Provider™  Call  us.  We're  a  trusted  Fortune®  1000  Company.  And 

give  you  the  24x7  attention  you  need  to  rest  easy. 


Computing  Solutions  Built  for  Business™ 

1-888-239-8283  www.cdw.com 


CDW  Computer  Centers,  Inc. 
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The  Top  200  Emerging-Market  Companies 


RANK 
2000    1999 


i  UUNTR> 


MARKET  PRICE/ 

VALUE  PRICE  %CHANGE  BOOK 

U.S.  PER  SHARE  FROM  1999  VALUE        P/E 

SMIL.  U.S.  $  (U.S.  $)  (LOCAL)  RATIO      RATIO 


RETURN 
SALES         PROFITS  ASSETS  ON 

YIELD  US  U.S.  U.S.  EQUITY 

%  SMIL.  SMIL  SMIL.  % 


133  89  PHILIPPINE  LONG  DISTANCE  TELEPHONE  Philippines 

134  170  HELLENIC  PETROLEUM  Greece 

135  139  SIME  DARBY  Malaysia 

136  NR  TURK  HAVA  YOLLARI  Turkey 

137  NR  SATYAM  COMPUTER  SERVICES  India 

138  125  HYUNDAI  MOTOR  Korea 

139  NR  PAODEACUCAR  Brazil 

140  134  ENERSIS  Chile 

141  NR  TELECOMASIA  Thailand 

142  136  SANLAM              —          -•-       .  -  South  Africa 

143  83  PETRONASGAS  Malaysia 

144  160  PETROL  OFISI  Turkey 

145  96  SHIN  KONG  LIFE  INSURANCE  Taiwan 

146  NR  PACIFIC  ELECTRIC  WIRE  &  CABLE  Taiwan 

147  79  GRUPOCARSO  Mexico 

148  NR  HANS0LM.COM  Korea 

149  183  VIDESH  SANCHAR  NIGAM  India 

150  NR  PETKIM  PETROKIMYA  HOLDING  Turkey 

151  NR  INDIAN  OIL  India 

152  165  GENTING  Malaysia 

153  126  INVESTEC  GROUP  South  Africa 

154  100  INVENTEC  Taiwan 

155  NR  ARCELIK  Turkey 

156  NR  WALSINLIHWA  Taiwan 

157  NR  GLOBOCABO  Brazil 

158  121  MAHANAGAR  TELEPHONE  NIGAM  India 

159  71  CHANG  HWA  COMMERCIAL  BANK  Taiwan 

160  77  GUDANGGARAM  Indonesia 

161  137  SAVIA  Mexico 

162  85  ERGO  BANK  Greece 

163  103  ECI  TELECOM  Israel 

164  190  BRITISH  AMERICAN  TOBACCO  (MALAYSIA)  Malaysia 

165  143  PAKISTAN  TELECOMMUNICATIONS  Pakistan 

166  NR  KIA MOTORS  Korea 

167  93  CEMIG  Brazil 

168  195  ITAUSA  Brazil 

169  NR  DISCOUNT  INVESTMENT  Israel 

170  138  BANK  OF  THE  PHILIPPINE  ISLANOS  Philippines 

171  116  STATE  BANK  OF  INDIA  India 

172  NR  ICICI  India 

173  NR  VIOHALCO  Greece 

174  NR  CIA.SIDERURGICANACIONAL(CSN)  Brazil 

175  NR  MALAYSIAN  PACIFIC  INDUSTRIES  Malaysia 

176  112  ABSA  GROUP  South  Africa 

177  194  ELETROPAULO  METROPOLITANA  Brazil 

178  153  GRUPO  MEXICO  Mexico 

179  197  SILICONWARE  PRECISION  INDUSTRIES  Taiwan 

180  NR  RHB  CAPITAL  Malaysia 

181  NR  TELE  SUDESTE  CELULAR  PARTICIPATES  Brazil 

182  NR  CMPC  Chile 

183  178  YTL  Malaysia 

184  84  LIBERTY  GROUP  South  Africa 

185  200  BANCO  RiO  DE  LA  PLATA  Argentina 

186  66  HELLENIC  BOTTLING  Greece 

187  163  UNI-PRESIDENT  ENTERPRISES  Taiwan 

188  129  COCA-COLA  FEMSA  Mexico 

189  105  SIAM  CEMENT  Thailand 

190  NR  EMPRESA  BRASILEIRA  DE  AERONAUTICA  (EMBRAER)         Brazil 

191  186  ARIMA  COMPUTER  Taiwan 

192  142  ARAB  BANK  Jordan 

193  NR  IMPALA  PLATINUM  HOLDINGS  (IMPLATS)  South  Africa 

194  161  LG  CHEMICAL  Korea 

195  NR  EMPRESA  NACI0N1AL  TELECOMUNICACIONES  (ENTEL)         Chile 

196  NR  UNITED  ENGINEERS  (MALAYSIA)  Malaysia 

1 97  1 66  COMPANHIA  SANEAMENTO  BASICO  SAO  PAUL  (SABESP) 

198  NR  FALABELLA 

199  NR  EREGLI  DEMIR  VE  CELIK  FABRIKALARI  (ERDEMIR) 

200  NR  JOHNNIC  HOLDINGS 


3021 
3020 
3011 
2980 
2967 

2942 
2940 
2905 
2896 
2870 

2866 
2838 
2758 
2739 
2730 

2720 
2717 
2704 
2633 
2632 

2629 
2627 
2621 
2621 
2581 

2557 
2546 
2509 
2500 
2492 

2488 
2480 
2474 
2459 
2449 

2429 
2426 
2422 
2405 
2383 

2373 
2360 
2355 
2354 
2351 

2344 
2341 
2341 
2341 
2327 

2322 

2289 
2282 
2259 
2249 

2229 
2216 
2190 
2187 
2178 

2157 
2157 
2120 
2104 


18 

12 

1 

0 

57 

11 

30 

0 

1 

1 

2 

0 
1 

1 
3 

17 

29 

0 

3 

4 

33 
2 
0 

1 

1 

4 
1 
1 
5 
20 

27 
9 

0 

5 

15 

1 

53 

2 

5 
3 

12 
33 

11 

4 

56 

3 
2 
1 
9 
12 


7 
16 

1 

2 

18 

5 

4 

248 

33 

19 

9 

3 


-39  -31 

34  56 

17  0 

68  154 

245  258 


-31 

62 

10 

54 

9 

-22 
27 

-18 
78 


-34 
72 
L7 
63 
23 

-33 
92 

-22 
67 


-27  -28 

NA  NA 

41  47 

68  154 

NA  NA 

23  4 

-8  3 

-20  -24 

225  392 

120  107 

312  337 

-6  -2 

-36  -40 

-34  -30 


-7 
-32 


-9 

-21 


-22  -22 

35   15 


0 
NA 
-28 

49 

49 

-41 

-20 


0 
NA 
-24 

58 

51 

-34 

-16 


103  111 


30 
68 


51 
79 


473  387 

-23  -13 

31   39 


-3 

32 

40 
74 
34 

16 

17 

27 

-46 

4 


-5 
24 
19 
85 
44 

-1 
31 
27 
-37 
-2 


-17  -18 

-29  -25 

302  327 

13  6 

-14  -14 


37 
-1 


54 
-6 


168  187 
193  149 


1.7 

3.0 

1.9 

12.9 

79.3 

0.5 
2.3 
2.2 
7.0 
1.1 

2.3 

20.9 

2.5 

2.7 

1.2 

3.9 
2.2 

4.8 
1.0 
2.1 

2.5 
3.3 
8.0 
1.6 

14.1 

1.8 
1.2 
3.7 

1.5 
4.4 

2.7 
23.1 
2.1 
0.9 
0.6 

1.3 
2.4 
2.4 
1.0 
1.3 

3.1 
0.7 
12.9 
1.4 
1.5 

0.8 
5.7 
2.9 
5.7 
0.9 

2.3 
1.8 
1.8 
4.5 
1.8 

4.1 
1.6 
5.7 
4.4 
1.7 

4.2 

1.2 

•  2.6 

2.1 


46 
26 
14 
-77 
98 

8 

86 

277 

-14 
10 

13 

25 

11 

159 

6 

-16 

15 

50 

5 

14 

19 
26 
23 
-36 
-9 

7 
30 

9 

-13 

19 
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JAPAN 


THE  TSUNAMI 
THREATENING  JAPAN 

What  if  debt-ridden  Japan  called  in  the  IMF? 


■ 
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COMMENTARY 

By  Brian  Bremner 


Flash  forward  to  2005.  Japan's  gov- 
ernment debt  is  clocking  in  at 
nearly  200%  of  gross  domestic 
product,  and  servicing  that  load 
is  soaking  up  70%  of  tax  revenues.  The 
bond  market  is  in  a  tailspin,  and  long- 
term  rates  are  surging.  There's  talk  of 
capital  controls.  Japan  is  under  pres- 
sure from  the  Group  of  Eight  to  opt 
for  an  International  Monetary  Fund- 
style  round  of  draconian  budget  cuts 
and  an  auction  of  state-owned  assets. 

Sure,  it's  a  fantasy — for  now.  Even 
in  the  depths  of  its  bank  crisis  two 
years  ago,  no  one  inside  or  outside 
Japan  called  for  an  international  swat 
team  to  be  sent  in.  With  the  Liberal 
Democratic  Party  emerging  from  a 
bruising  national  election,  the  last  thing 
the  ruling  class  wants  to  do  is  sound 
the  alarm  about  Japan  again.  Instead, 
LDP  elders  and  Prime  Minister  Yoshiro 
Mori  are  busy  proclaiming  the  start  of  a 
recovery.  Need  the  IMF?  Like  the 
plague. 

TIPPING  POINT.  But  the  idea  of  IMF  in- 
tervention isn't  far-fetched,  if  Japan's 
debt  levels  continue  to  spiral.  The  IMF, 
and  Japan  for  that  matter,  issued  alarms 
about  U.  S.  deficits  in  the  1980s  and  ear- 
ly 1990s.  Britain  called  in  the  IMF  in  the 
worst  days  of  the  late  1970s. 

And  certainly,  some  outside  scrutiny 
of  Japan's  true  state  would  reveal  fright- 
ening truths.  The  biggest:  Japan  is  clos- 
er to  a  tipping  point,  where  it  could 
slide  into  financial  crisis,  than  anyone 
wants  to  admit.  If  that  happened,  the 
global  turmoil  would  be  huge.  A  fast- 
falling  yen  would  bring  down  other  cur- 
rencies in  Asia.  The  greenback  would 
soar,  hurting  U.  S.  exports.  Already,  new 
alarm  bells  are  sounding:  Moody's  In- 
vestors Service  is  considering  down- 


grading Japan's  debt  unless  Tokyo 
comes  up  with  a  convincing  plan  to  re- 
duce its  mounting  liabilities.  Even  the 
Ministry  of  Finance  concedes  that  with 
1.75%  or  so  annual  growth,  Japan  sim- 
ply cannot  grow  its  way  out  of  the 
problem  without  a  fiscal  overhaul. 

So  let's  indulge  the  conceit  for  the 
moment  that  in  the  not-too-distant  fu- 
ture, the  Japanese  government  quietly 
invites  IMF  investigators  in  to  examine 
the  books  and  plot  a  way  out.  What 
would  these  sleuths  discover?  For 
starters,  they  would  quickly  establish 
that  Japan  does  not  have  the  same  crisis 
that  brought  down  Thailand,  Indonesia, 
and  South  Korea.  Those  countries  had 
borrowed  recklessly  in  dollars  from 
abroad.  The  Japanese  government,  in 
contrast,  has  been  borrowing  mostly 
from  its  own  citizens. 

But  these  conditions,  the  IMF  sleuths 
would  find,  provide  a  false  sense  of  se- 
curity. Years  of  pump-priming,  bank 
bailouts,  and  a  shrinking  tax  base  have 
pushed  Japan  from  a  3%  budget  sur- 
plus in  1993  to  a  10%  deficit  now.  The 
combined  central  and  local  government 


DANGER 


the   budget-busting   Reagan   cU 
buildup  and  German  reunification 

Worse,  in  our  fantasy  scenario 
the  sleuths  opened  the  books, 
would  find  that  even  governmen 
mates  forecast  Japan's  total  debt 
hitting  180%  of  GDP  by  2005,  wi 
drastic  spending  cuts.  Private  esti: 
peg  the  debt  to  rise  even  higher, 
percentage-point  increase  in  rates 
add  $7.7  billion  to  the  $100  billion 
ready  pays  in  interest  annually. 

These  numbers  would  make  th 
IMF  investigators  break  out  in  a 
cold  sweat.  The  debt  shock  would 
probably  be  transmitted  through 
Japan's   huge   bond   market 
sending  rates  soaring  and 
driving  government  finances 
to  the  danger  point.  Indeed, 
unless  things  change  fast, 
Courtis  thinks  another  fi- 
nancial crisis  in  Tokyo  could 
come  in  the  next  year  or 
so.  And  Massachusetts 
Institute  of  Technol- 
ogy Japan  special- 
ist    David     L. 


mploj 

Bull  in; 


Government 
forecasts  show  debt  hitting 
180%  of  GDP  by  2005  if  Tokyo 
doesn't  slash  spending 


debt  load  will  hit  140%  of  gross  domes- 
tic product,  or  $6  trillion,  this  year. 
Debt-servicing  costs  are  absorbing  65% 
of  what's  left  of  central  government  rev- 
enues after  mandatory  transfers  to  local 
governments.  No  wonder  Goldman 
Sachs  Asia  Vice-Chairman  Kenneth  S. 
Courtis  calls  it  the  "biggest  capital  shift 
by  any  economy  in  peacetime,"  dwarfing 


Asher  foresees  a 
"financial  Mt.  Fuji"  eruption 
that  dwarfs  past  upheavals  such 
as  Mexico  and  East  Asia. 

But  what  can  be  done?  That's 
where  our  IMF  team's  ingenuity 
would  be  taxed.  Despite  all  the  pul 
priming,  ordinary  Japanese  ha1 
spent,  because  they  know  Japan's 


154  BUSINESS  WEEK  /  JULY  10,  2000 


holds  nut  the  promise  of  future 

be  and  spending  cuts,  "'nicy  have 

a  defensive  stance,"  says  Bank 

■an  Policy  Board  member  and  for 

MF  economist  Tai/.o  Taya.  So  the 
miners  would   have  to  look  tor-  a 

ut  of  an  impossible  situation.  Per- 
they  would  tap  the  expertise  of 
e  observers.  One  who  has  thought 
and  hard  about  Japan's  plight  is 
Asher.  His  recommendations  make 
if  sense. 

?  would  be  a  five-year  moratorium 
inessential    public   works.   Japan 
s  20%  of  its  budget  on  this  stuff, 
times  the  level  of  the  U.  S.,  Ger- 
and  France.  Such  a  move  would  be 
ek  to  many  construction  companies, 
employ  6  million  workers, 
would  make  more  capital 
ble  to  private  enter- 
x>  invest  in 


250 


JAPANESE  NATIONAL  DEBT 
AS  A  PERCENT  Of  GDP 


i  he  economy.  Of  course, 

deficit  spending  should 
continue,  say  Asher, 
Courtis,  and  others:  Hut 
it  would  support  and  re- 
train displaced  workers, 
not  pay  for  new  roads. 

Economists  realize 
this  plan  would  only 
work  if  Tokyo  got  seri- 
ous about  enforcing  the 
tax  code.  Asher  recom- 
mends a  crackdown  on 
massive  tax  dodging: 
More  than  60%  of  Japanese  companies 
pay  no  tax,  some  because  of  losses  but 
many  others  because  of  simple  evasion. 

Asher  says  some  supply-side  mea- 
sures will  be  needed: 
a  two-year  tax  hol- 
iday for  home  pur- 
chases,   and   the 


HOW  BAD  CAN  IT  GET? 


A  PERCENT 

DATA.  DAVID  I  ASHER,  ROBERT  H  DUGGER 


abolition  of  a  punishing 
capital  gains  ';,-.  on 
land  transactions.  The 

national  pension  plan 
would  have  to  shift  to 
private  alternatives. 
And  Asher  sugge.-t- 
rolling  over  the  nation- 
al debt  to  long-term 
zero-coupon  bonds  to 
give  Tokyo  more 
breathing  room.  Savers 
would  scream,  but  the 
alternative  of  never- 
ending  economic  stagnation  isn't  much 
fun  either. 

LACK  OF  POLITICAL  WILL.  Meanwhile, 
Japan's  banks,  laden  with  bad  debt, 
would  have  to  hand  over  the  sour  loans 
to  a  public  institution,  which  would  swap 
the  loans  for  equity  in  the  borrowers', 
then  sell  the  new  equity  cheaply  on  the 
market. 

These  are  hugely  ambitious  ideas,  but 
at  least  they  go  to  the  heart  of  Japan's 
problems.  Yet  they  do  not  tackle  the 
issue  of  political  will.  Though  some 
Japanese  politicians  w^ant  fiscal  recon- 
struction, not  one  is  railing  for  any- 
thing as  sweeping  as 
what's  needed.  Most 
hope     to     muddle 
through.  And  that's 
why     an  IMF  inter- 
vention in  the  world's 
second-largest  economy 
may  not  seem  such  a 
mind-bender. 


Bureau  chief 
Bremner  covers 
Japanese  fi- 
nance from 
Tokyo. 
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International  Business 


CHINA 


BEIJING'S  BOMBSHELL: 

BRACE  FOR  A  FLOATING  CURRENCY 

Cutting  the  yuan  free  would  move  China  nearer  a  market  economy 


It  was  quite  a  shock.  Chi- 
nese Prime  Minister  Zhu 
Rongji  was  meeting  with 
a  delegation  of  Hong  Kong 
executives  visiting  Beijing 
in  late  June.  Zhu  told  the 
40  businessmen,  including 
mogul  Li  Ka-shing,  that  the 
International  Monetary 
Fund  had  suggested  that 
China  float  its  currency,  the 
yuan.  Zhu  said  he  was  con- 
sidering it,  perhaps  before 
the  end  of  this  year.  Zhu's 
audience  expressed  concern 
about  the  disruptive  impact 
on  China's  economy  as  well 
as  on  Hong  Kong's.  But 
they  came  away  from  the 
meeting  convinced  that  Zhu 
was  serious  about  the 
idea — and  that  it's  only  a  " 
matter  of  time.  "Floating  the  yuan  is  in 
the  cards,"  says  one  of  the  execs  pre- 
sent at  the  meeting. 

How  China  manages  such  a  momen- 
tous transition  will  have  a  tremendous 
impact  on  the  reforms  it  needs  to  pull  off 
as  it  emerges  into  the  global  economy 
and  joins  the  World  Trade  Organization. 
Certainly  the  devil  is  in  the  details.  Zhu 
has  quietly  been  seeking  advice  on  float- 
ing the  yuan  from  Hong  Kong's  finan- 
cial community.  Those  who  have  been 
advising  him  say  the  Premier  is  consid- 
ering enlarging  the  trading  band  by  10% 
above  or  below  its  current  fixed  rate  of 
8.3  to  the  U.  S.  dollar.  With  the  Chinese 
economy  now  stable,  Zhu  is  betting  that 
he  can  pull  off  a  managed  float  without 
spooking  the  markets,  sparking  capital 
flight,  and  causing  financial  turmoil. 

That  remains  to  be  seen. 
While  the  yuan,  based  on 
current  fundamentals  alone, 
would  likely  appreciate  up 
to  10%  if  the  band  is 
widened,  unease  about  Chi- 
na's future  problems  and 
weak  financial  system  could 
just  as  easily  prompt  a  de- 
valuation. Zhu's  trial  bal- 
loon is  also  cause  for  con- 
cern among  other  leaders 
in  the  region.  "It  would  be 
a  disastrous  decision,"  says 


HONG  KONG:  Exchange-rate  stability  has  won  Washington's  kudos 


former  Japanese  Finance  Ministry  official 
Eisuke  Sakakibara.  "It  would  have  the 
worst  effects  on  financial  markets." 
'UP  AND  DOWN.'  Hong  Kong  business 
leaders  are  concerned  that  floating  the 
yuan  could  provoke  a  speculative  attack 
on  the  Hong  Kong  dollar,  which  is 
pegged  to  the  U.S.  dollar.  "Zhu  asked 
what  kind  of  effect  it  would  have,  and 
everyone  was  jumping  up  and  down," 
says  another  businessman  present  at 
the  meeting.  "Everyone  in  that  room 
was  so  negative  [about  the  idea]."  Still, 
China's  last  devaluation,  by  10%  in  1994, 
ended  up  stoking  Hong  Kong's  economy. 
By  cutting  the  Chinese  yuan  free, 
China  would  move  even  closer  to  a  full- 
throated  market  economy.  It  would  open 
the  way  to  ending  controls  on  the  free 
movement  of  capital,  a  key  reform  that 


China  is  betting  it  can 
pull  off  a  managed 
float  without 
spooked  markets, 
capital  flight,  and 
financial  turmoil 


ZHU:  AN  EYE  TO  WTO  ENTRY 


analysts  say  could  happen  in  th 
three  to  five  years.  "Once  they  o 
the  trade  account,  it's  very  diffr 
keep  capital  controls,"  says  Hong 
based  Goldman  Sachs  (Asia)  Exe| 
Director  Fred  Hu. 

Most  immediately,  China  ne 
find  a  shock  absorber  to  help  c 
the  bumps  it  will  feel  on  entr 
the  wto,  probably  at  the  end 
year.  Tariffs  will  f; 
less  than  15%  in  mo: 
es,    exposing    ineffj 
state  companies  to 
ering  competition, 
rency  float  would 
that  policymakers 
be  caught  by  an  o 
whack  exchange  rati 
example,  an  overv 
currency     dampens 
ports,  fuels  imports 
stokes    foreign-cur 
borrowing.  Beijing 
increasing  wages  at 
companies    and    go 
ment  offices  in  anotb 
fort  to  soften  the  bk| 
wto  entry. 

So  far,  China's 
change-rate  stability] 
won  it  kudos  from  V 
ington.  At  a  time  when  Asia  bui 
under  the  weight  of  the  1997-98  c 
China's  firmness  in  maintaining  its 
rency  rate  helped  prevent  a  full-fle 
regional  collapse. 

Now,  China's  surging  exports 
to  the  economy's  renewed  fina 
health  and  a  stronger  yuan — at  lea 
the  short  term.  Exports  shot  up 
in  the  first  five  months  of  the  year, 
eign  investment  contracts  surged 
to  $18  billion,  in  the  same  period, 
economy  is  likely  to  grow  by  7.89 
the  year,  up  from  7.1%  in  1999, 
rill,  Lynch  &  Co.  economist  Guonar 
expects  China's  trade  surplus  to  hit 
billion  this  year. 

Although  the  central  bank,  the 
pie's  Bank  of  China,  refuses  to  cor 
any  change,  Zhu's  comments  are  a  s 
to  the  market  in  an  effort  to  softer 
inevitable  disruptions  that  will  ace 
pany  any  move  toward  a  flexible 
change  rate.  Academics  and  governr 
officials  in  Beijing  have  discussed  a 
rency  float  for  some  time.  But  by  rai 
the  possibility  to  Hong  Kong  busin 
men,  Zhu  is  signaling  them  to  be 
pared.  Disruptive  though  it  may  be 
tially,  unshackling  the  yuan  woulc 
yet  another  step  toward  the  freein 
the  Chinese  economy.  But  Zhu  couk 
in  for  a  rough  ride  along  the  way. 
By  Mark  L.  Clifford  in  Hong  K 
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International  Business 


SOUTH  KOREA 


WHY  DAIMLER 

IS  DRIVING  HARD  INTO  KOREA 

The  jewel  in  the  Hyundai  deal  is  a  joint  venture  to  build  trucks 


Jiirgen  E.  Schrempp  is  on  an  Asian 
binge.  In  March,  the  acquisitive 
chairman  of  DaimlerChrysler  paid 
$2.1  billion  for  34%  of  Japanese  car  man- 
ufacturer Mitsubishi  Motors  Corp.  Now, 
he's  heading  full-throttle  into  South 
Korea.  On  June  26,  he  agreed  to  pay 
$428  million  for  10%  of  Hyundai  Motor 
Co.,   with   an 

SCHREMPP: 

Eager  to 

gain  more 

of  a 

foothold  in 

Asia 's 

truck 

market 


venture,  and  it  starts  rig'ht  away." 
Although  it's  best  known  for  premium 
car  brands,  DaimlerChrysler  is  also  the 
world's  biggest  manufacturer  of  trucks. 
It  has  roughly  a  quarter  of  the  Euro- 
pean, North  American,  and  Latin  Amer- 
ican markets — but  only  half  a  percent  of 
the  Asian  market. 


Beyond  trucks,  the  benefits 
likely  to  appear  soon.  Schrempp 
vited  Hyundai  to  join  its  project  t( 
small  cars  with  Mitsubishi  start 
2002.  It  makes  sense:  Mitsubishi 
4.8%  stake  in  Hyundai,  whose  cai 
ufacturing  technology  is  based  oi 
subishi's.  "Hyundai  is  a  fantastic 
partner  for  this  project,"  says  Ze 
Margins  in  this  business  are  razo 
but  small-car  sales  are  expected  to 
faster  than  the  overall  market, 

The  DaimlerChrysler  and  Hy 
bid  for  Daewoo  seems  a  nonstarte 
ports  were  trickling  out  of  Kor 
June  28  that  Ford  Motor  Co.  ha< 
the  right  to  negotiate  to  buy  th« 
maker,  beating  out  DaimlerChr 


option   to   in- 
crease   that 
stake.  Hyun- 
dai, which  also 
owns  Kia  Mo- 
tors    Corp., 
controls    75% 
of  the  domes- 
tic   car    mar- 
ket,  Asia's  second-largest 
after     Japan.     Moreover, 
Hyundai    has    persuaded 
Schrempp  to  submit  a  joint 
bid  for  debt-laden  Daewoo 
Motor  Co. 

Yet  Schrempp  could  face 
some  tough  going.  Hyundai 
Motor's  10-member  board  is 
controlled  by  the  powerful 
Chung  family,  whose  mem- 
bers are  involved  in  a  head- 
line-grabbing feud.  Daimler- 
Chrysler and  Mitsubishi  will 
each  have  only  one  seat  on 
Hyundai's  board.  So  it's 
questionable  how  much  in- 
fluence DaimlerChrysler  can 
wield  on  Hyundai's  man- 
agement. European  execu- 
tives who  have  dealt  with 
Korean  auto  makers  warn 
that  negotiations  can  be  tortuous  and 
the  cultural  barriers  are  huge. 
SMALL  CARS.  It's  worth  the  struggle 
to  Schrempp.  The  deal  would  strength- 
en DaimlerChrysler's  presence  in  Asia 
and  give  it  the  knowhow  to  produce 
small,  fuel-efficient  cars  at  low  cost. 
But  the  real  jewel  is  an  agreement  to 
form  a  truck  venture  with  Hyundai, 
which  would  realize  DaimlerChrysler's 
longstanding  aim:  to  establish  an  Asian 
foothold  for  its  truck  business.  "It's  the 
only  thing  that  makes  sense  out  of  the 
deal,"  says  John  K.  Lawson,  an  auto 
analyst  at  Schroder  Salomon  Smith 
Barney  in  London.  "It's  a  50-50  joint 


0  50 

►  THOUSANDS 
•INCLUDES  HYUNDAI   "INCLUDES  ISUZU 

DATA:  DAIMLERCHRYSLER 


It      may      augur   CONVOY: 
trouble  that  a  deci-   Hyundai  will 
sion    has    not    yet   contribute  its 
been  reached  about  production 
who  will  steer  the  facilities 
truck  venture.  But  " 
DaimlerChrysler  will  provide  technol- 
ogy and  parts,  and  Hyundai  will  con- 
tribute its  distribution  network  and  pro- 
duction facilities,  including  the- Chonju 
factory,  built  in  1997  to  produce  100,000 
trucks  a  year.  "These  are  real  assets 
we're    talking    about,"    says    Dieter 
Zetsche,  a  DaimlerChrysler  manage- 
ment board  member  who  was  a  key 
negotiator  in  the  deal. 


Hyundai  and  a  joint  bid  from  Gel 
Motors  and  Fiat.  Actually,  Schrel 
had  never  shown  all  that  much  int< 
in  acquiring  all  of  Daewoo,  with  it 
timated  $16  billion  in  debt,  but  he 
open  to  buying  attractive  pieces  o: 
company.  Not  getting  Daewoo  sh 
also  provide  relief  to  DaimlerChr 
investors.  They've  seen  their  sh 
slide  30%  in  the  last  year.  As  Dair  5. 
Chrysler  seeks  to  satisfy  its  Asia  < 
ing,  it  would  be  wise  to  pick  only 
choicest  morsels. 

By  Christine  Tierney  in  Frank 
and  Joann  Muller  in  Detroit, 
Moon  Ihlwan  in  Seoul 
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CHANNEL  SYSTEMS." 

TO   GET  NEW 
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SYSTEMS  UP  AND 
RUNNING  FAST." 

to  integrate  all  of  our 
customer  Databases." 

to  train  and  support  users 
across  the  enterprise." 


've  been  appointed  master  implementor  of  e- Business.  People  tell  you  what  they  want,  you  have  to  get  it  done.  Fast.  ONE  can  help  with  that. 

hi    in  c- Business  firm  specializing  in  the  development  and  implementation  of  strategies  which  leverage  technology  to 
lie  mi  ike  i    leading  customer  relationships.  Our  specialized  processes  guide  us  as  we  help  you  plan,  implement,  and 
port  a  customer-centered  e-Business  solution  that  accomplishes  exactly  what  you  need  it  to.  In  the  time  you  need  it  to. 

m    Id  I  he  e- Business  customers  and  employees  want.  Call  ONE  at  1-877-893-8000,  Or  visit  our  Web  sue  al  www.oneco.net, 


Unlock  Your  Customer  Potential' 
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RUSSIA 


OPEN  SEASON 
ON  OLIGARCHS 

Is  Putin  behind  the  drive  to  rein  in  the  business  elite? 


Russian  financier  Vladimir  0. 
Potanin  is  reeling.  On  June  20,  a 
Moscow  prosecutor  filed  a  lawsuit 
charging  that  the  1997  privatiza- 
tion of  his  giant  metals  company,  Nor- 
ilsk Nickel,  was  illegal.  The  company's 
shares  promptly  plunged  10%  on  the 
Russian  stock  market.  Unhappy  news 
for  Potanin  and  Norilsk  investors — but 
few  others  are  weeping. 

Potanin  is  one  of  the  infamous  oli- 
garchs— the  oligarkhi,  as  Russians  call 
them — who  amassed  a  fabulous  pile  of 
wealth  after  capitalism  bumpily  replaced 
communism  nearly  10  years  ago.  In  a 
country  where  a  decent  salary 
for  workers  is  $200  per  month 
and  most  folks  make  much 
less,  an  aggrieved  public  wide- 
ly reviles  this  band  as  greedy 
and  undeserving.  And  the 
magnates  well  know  it.  "I  do 
not  want  people  to  hate  me," 
Potanin  told  business  week 
three  days  after  the  lawsuit 
was  filed.  "I  do  not  want  to 
be  rich  in  a  poor  country." 

It's  a  bit  late  for  such  sen- 
timents. Three  months  after 
his  election,  it's  starting  to 
look  like  open  season  on  oli- 
garchs in  President  Vladimir 
V  Putin's  Russia.  The  upshot 
could  be  a  new  battle  for 
wealth  as  vulnerable  barons 
scramble  to  protect  their  as- 
sets from  the  government, 
predatory  rivals,  or  workers. 
CAMPAIGN  RHETORIC.  There  is 
a   lot   at   stake.    A   fair-size 


largest  nickel  producer,  with  1999  sales 
of  $2.7  billion. 

Putin  set  the  tone  for  the  crackdown 
with  campaign  rhetoric  proclaiming  that 
Russia  needed  a  strong  state  to  eradi- 
cate corrupt  business  titans  and  crimi- 
nals. That's  not  only  a  winning  populist 
appeal.  It's  also  music  to  the  ears  of 
law-enforcement  officials,  many  of  whom 
hail  from  Soviet  times,  when  there  was 
no  such  thing  as  private  property. 
"Many  people  from  the  government 
have  the  feeling  that  it's  now  their 
time,"  says  Moscow  manufacturing 
baron  Kakha  Bendukidze,  who  is  wor- 


ried about  threats  to  his  own  ho 
The  Norilsk  lawsuit  follows  t 
rest  and  detention  of  Vladimir  A. 
sky,  who  became  a  media  bard: 
making  a  banking  fortune  in  the 
1990s.  Meanwhile,  the  most  not 
oligarch  of  them  all,  Boris  A. 
zovsky,  could  be  ensnared  by  a  r* 
reactivated  investigation  into  w 
money  from  national  airline  Ai 
was  diverted  offshore.  Berezovsl 
in  the  past  enjoyed  tight  relation 
Aeroflot  management. 

In  principle,  a  crackdown  on  oli 
can  be  seen  as  long  overdue,  a  qu 


VLADIMIR 
POTANIN,  39 

Moscow 
financier  and 
former  Yeltsin 
administration 
official,  controls 
In  terms,  a 
holding 
company  with 
stakes  in 
metals,  oil,  and 
media. 


chunk  of  the  $210  billion 
Russian  economy  is  subject  to 
control  or  manipulation  by  20- 
odd  business  titans,  most  of 
whom  operate  from  fortress- 
like offices  in  Moscow,  pro- 
tected by  armed  security 
guards.  They  control  much  of 
Russia's  enormously  lucrative 
natural  resources  sector — oil 
and  gas,  aluminum,  and  other 
metals.  Norilsk  is  the  world's 


THE  THREAT 

Moscow  city 
prosecutor 
charges  that  the 
privatization  of 
an  Interros 
holding,  Norilsk 
Nickel,  was  ille- 
gal and  is  seek- 
ing return  of 
government's 
38%  stake. 

THE  PROGNOSIS 

Interros  is  likely 
to  prevail,  but 
Norilsk  in- 
vestors are 
badly  rattled. 
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Remarkably  quickly,  the  Internet  has  transformed  how  business  is  done.  This 
requires  software  that's  flexible,  reliable,  scalable,  has  cross-platform  capability 


and  supports  industry  standards.  That  software  is  WebSphere,'"  Lotus,'  Tivoli'  and  DB2"  It's  the  software  IBM 
makes  to  create,  deploy  and  manage  e-business  applications.  To  learn  more,  go  to  ibm.com/software/different 
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The  crackdown  appears  to  be  inspired  by  Kremlin  |m 
politics  and  not  by  a  quest  for  justice 


justice.  After  all,  most  if  not  all  of  the  oli- 
garchs acquired  the  bulk  of  their  wealth 
through  sweetheart  deals  with  the  gov- 
ernment. The  trouble  is,  this  crackdown 
looks  more  like  Kremlin  politics,  spiced 
with  warfare  between  rival  business 
clans,  than  principle.  Gusinsky's  ntv  tele- 
vision station  is  a  frequent  Kremlin  crit- 
ic. Potanin  signed  a  letter  protesting 
Gusinkv's  detention.  Moreover,  his  busi- 


BORIS  BEREZOVSKY,  54 

Moscow  financier  and  Duma 
deputy  has  control  or  influ- 
ence over  Sibneft  oil  company, 
ORT  television  network,  na- 
tional airline  Aeroflot,  and 
Russian  aluminum  companies. 

THE  THREAT  Moscow  federal 
prosecutor  investigating  possi- 
ble diversion  of  Aeroflot  rev- 
enues into  offshore  accounts. 

THE  PROGNOSIS  Berezovsky 
has  survived  other  probes,  but 
Putin-allied  federal  security 
police  are  out  to  nail  him. 


ness  deals  have  brought  him  into  fre- 
quent conflict  with  other  powerful  mag- 
nates, including  Berezovsky.  There  is  a 
widespread  perception,  fair  or  not,  that 
the  Norilsk  lawsuit  is  inspired  by  a  rival 
who  got  to  the  prosecutor.  "Nobody  be- 
lieves that  the  Norilsk  Nickel  case  is  a 
real  investigation,"  says  liberal  Duma 
deputy  Boris  Nemtsov,  a  former  Deputy 
Prime  Minister.  "This  is  a  dirty  competi- 
tion between  oligarchs." 

Even  those  with  links  to  Putin  may 
end  up  targets,  too.  Berezovsky  wielded 
considerable  influence  in  Boris  Yeltsin's 
Kremlin  and  last  year  helped  to  install 
Putin  as  Prime  Minister.  But  now 
there's  a  chill.  He  is  attacking  as  au- 
thoritarian Putin's  plan  to  consolidate 
power  over  Russia's  regions.  For  their 
part,  Putin's  allies  in  the  security  ser- 
vices have  long  despised  Berezovsky — 
they  see  him  as  a  gangster  with  suspi- 
ciously close  relations  with  the  Chechens 
— and  hope  to  put  him  one  day  in  jail. 
That  won't  be  easy:  As  a  Duma  deputy, 
Berezovsky  has  immunity  from  crimi- 
nal prosecution  that  can  be  stripped 
only  by  a  majority  vote.  His  assets, 
however,  enjoy  no  such  protection. 

Putin  is  playing  a  crafty  game.  Even 
as  he  sets  the  tone  for  the  crackdown  on 


the  oligarchs,  he  is  not  publicly  orches- 
trating the  attacks.  He  knows  that  talk 
of  deprivatization  scares  the  Western 
investors  he  is  trying  to  attract.  That's 
why  the  purge  will  go  only  so  far.  When 
the  Putin  government  unveiled  its  eco- 
nomic program  on  June  28,  Prime  Min- 
ister Mikhail  M.  Kasyanov  said  the  gov- 
ernment opposed  a  wholesale  undoing 
(if  past  privatizations  and  does  not  aim 
to  be  an  active  agent 
in  the  redistribution 
of  property. 

At  the  same  time, 
Putin  has  not  spoken 
out  against  the  new 
legal  threats  to  oli- 
garchs. A  letter  from 
Potanin,  asking  for 
the  President's  sup- 
port, has  so  far  gone 
unanswered.  Sensi- 
tive to  the  popular 
mood  inside  Russia, 
Putin  may  not  want 
to  deplete  his  politi- 
cal capital  by  pro- 
tecting such  widely 
disliked  targets. 
Communist  legislators,  who  have  sup- 
ported parts  of  his  program,  certainly 
don't  want  to  hear  such  a  defense.  "For 
me,  the  words  oligarch  and  criminal  are 
identical,"  says  Communist  deputy  Ana- 
toly  Lukyanov,  jailed  by  Yeltsin  for 
backing  the  1991  putsch  to  keep  the 
Soviet  Union  intact. 

Plenty  of  workers  feel  the  same  way. 
Bendukidze  is  combating  an  effort  by 
factory  hands  to  give  back  to  the  gov- 
ernment a  controlling  interest  in  Red 
Sormovo,  a  defense 
shipbuilding  plant  in 
Nizhny  Novgorod. 
Bendukidze  acquired 
a  large  block  of 
shares  after  the  plant 
was  privatized  in 
1994.  Sergei  Ivanov, 
Putin's  security  coun- 
cil chief,  is  siding 
with  the  workers  on 
grounds  of  national 
security. 

RIVIERA  ESTATES. 
The  oligarchs  have 
done  plenty  to  stir  re- 
sentment. Although 
the  market  capitaliza- 
tion of  many  compa- 


nies  linked  to  oligarchs  declinec  I 
Russia's  financial  crisis  in  1998,  tl   I 
enue  streams  remain  considerable   I 
omists  tend  to  see  the  oligarchs  I 
some  exceptions,  as  short-term  ca   I 
managers,  rather  than  long-term 
holders.  The  leading  oligarchs  a  I 
doubtedly  responsible  for  a  good-si   I 
tion  of  the  billions  of  dollars  of 
outflow  suffered  by  the  economy   | 
last  decade.  The  money  goes  into 
thing  from  Spanish  Riviera  est; 
offshore  banking  accounts.  Preciou 
seems  to  find  its  way  back  into  R 

Without  a  red  light  from  Puti 
empires  of  the  oligarchs  are  likely 
continued  attacks  from  various  qu 
Lawsuits  aren't  easy  to  win — ind 
Moscow  court  has  already  told  the 
ecutor  that  the  Norilsk  filing  is 
ceptable  in  its  current  form.  But 
actions  nonetheless  can  stir  up 
net's  nest  of  trouble,  including  unw 
attention,  for  the  afflicted  magnat 

Trouble  for  asset-stripping  olij 
may  not  be  a  bad  thing.  Yet  ev 
Putin  preaches  that  business  maj 
should  no  longer  gain  special  favors 
government,  insider  deals  of  the 
that  spawned  the  first  generation 
tans  continue  in  his  administratis 
valuable  mobile-telephone  license  w 
cently  awarded  at  a  discount  and  w 
an  auction  to  a  close  Putin  ally,  \ 
Yashin,  general  director  of  teleco 
ant  Svyazinvest.  Putin  installed  Yasl 
head  of  the  company  last  year.  Th 
crew  of  oligarchs  is  sweating,  but  i 
gang  seems  ready  to  take  their  pi? 

By  Paul  Starobin,  with  Cath 
Belton,  in  Moscow 


VLADIMIR  A.  GUSINSKY,  4 


Moscow  media  baron  and 
leading  Jewish  affairs  activi 
owns  NTV  independent 
television  station,  a  freque 
Kremlin  critic. 

THE  THREAT  Arrested  and  d« 
tained  by  federal  prosecutor! 
facing  charges  of  embezzle- 
ment of  state  property  in  a 
mid-1990s  privatization. 

THE  PROGNOSIS  May  escape| 
conviction,  but  Kremlin  is 
putting  squeeze  on  lenders 
his  cash-strapped  properties! 
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It's  quite  simple,  really.  And  fast.  And  highly  scalable,  so  you  can  manage  whatever  the  new 
economy  throws  your  way.  With  WebSphere"  software,  you  get  a  complete  set  of  tools  to 


deliver,  grow  and  differentiate  your  e-business,  whether  you  are  launching  a  dot-com  or  competing  with  one.  These  tools 
are  also  ideal  for  rapid  application  development,  integration  and  customization.  WebSphere  is  part  of  the  IBM  portfolio 
of  e-business  software  that  includes  Lotus,  Tivoli"  and  DB2.  To  learn  more,  visit  ibm.com/software/different/websphere 
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CURRENCIES 


THE  PESO  IS  FALLING! 
THE  PESO  IS  FALLING! 

But  this  election  year,  it  probably  won't  collapse 


* 


fe^JSttfe 


Investors  in  Mexico  have  grown  ac- 
customed to  election-year  economic 
crises.  There  have  been  four  major 
currency  collapses  linked  to  presiden- 
tial transitions  in  the  past  25  years.  So 
it's  no  surprise  that  the  peso  began  to 
drop  ahead  of  the  hotly  contested  July  2 
vote.  After  holding  steady  at  9.4  pesos 
to  the  U.  S.  dollar  for  most  of  the  past 
year,  the  exchange  rate  tumbled  about 
6%  in  June,  hitting  10.1  on  June  28. 

Few  analysts  fear  that  the  slide  is 
the  prelude  to  a  full-fledged  crisis.  The 
peso,  which  has  floated  freely  since  it 
lost  more  than  half  its  value  in  Decem- 
ber, 1994,  is  sustained  by  foreign  direct 
investment  flows  that  reached  $11.6  bil- 
lion in  1999.  Besides,  the  economy  is 
growing  solidly:  a  7.9%  clip  in  the  first 
quarter,  with  growth  of  at  least  5%  ex- 
pected over  the  year.  Exports,  85%  of 
which  go  to  the  U.  S.,  are  about  a  third 
higher  this  year  than  last  and  could  ex- 
ceed $160  billion. 

Higher  oil  prices  are  a  big  help,  too. 
With  Mexican  oil  fetching  around  $25 
a  barrel,  vs.  $14  a  year  ago,  the  country 
will  have  no  trouble  meeting  its  goal  of 
running  a  fiscal  deficit  of  just  over  1%  of 
gross  domestic  product.  "I  don't  see  any 
reason,  unless  there's  a  collapse  in  oil 


prices  or  in  the  Nasdaq,   SPENDERS:  Solid 

that  we  will  have  finan-  growth  is  being 
cial  turbulence  in  Mexi-   lead  by  consumers 
co,"    Energy    Secretary 


Luis  Tellez  told  investors  in  New  York 
on  June  27. 

All  the  same,  there's  a  wild  card  that 
could  turn  such  optimism  on  its  head. 
Investors  fear  a  serious  dispute  over  a 
very  close  result  in  the  Presidential  vote 
could  spark  political  unrest  and  eco- 
nomic jitters.  The  race,  between  Fran- 
cisco Labastida  of  the  long-ruling  Insti- 
tutional Revolutionary  Party  (PRI)  and 
Vicente  Fox  of  the  center-right  coali- 
tion of  the  National  Action  Party  (pan) 
and  the  Green  Party,  is  Mexico's  tight- 
est ever. 

Besides,  worries  are 
growing  that  the  econo- 
my may  be  overheating. 
A  9.2%  surge  in  con- 
sumer spending  in  the 
first  quarter  could  ag- 
gravate inflation,  cur- 
rently just  under  10%. 
Plus,  recent  annual 
wage  hikes  for  teachers, 
airline  employees,  and 
others  have  averaged 
12%.   If  consumer  de- 


mand remains  strong,  Mexico's  c] 
account  deficit,  now  running  at 
gross  domestic  product,  could  in 
imports  in  May  were  49.2%  high 
a  year  earlier. 

DEFICIT  SCENARIOS.  Indeed,  if  oil 
collapse  or  the  U.S.  economy 
badly,  Mexico's  current  account 
could  balloon  to  an  uncomfortab 
4.5%  of  GDP  next  year.  "There 
appear  to  be  any  reason  fo 
ic,"  says  Deborah  Riner, 
economist  for  the  Am 
Chamber  of  Commerce  in  IV 
"But  this  situation  could 
around  quickly.  What's  not 
ance-of-payments  problem 
could  be  next  year." 

Much  will  depend  on  wha 
pens  during  the  long  transiti 
nod  between  presidencies.  I 
bent  President  Ernesto  Z 
will  remain  in  power  foi 
months  after  the  election. 
Gonzalez,  head  of  independen 
sultants  Grupo  de  Economi; 
Asociados  in  Mexico  City,  be 
Zedillo  should  clamp  down  or 
ernment  spending  during 
time.  "It  would  make  sens 
him  to  show  real  discipline,  s 
the  economy  doesn't  unra\ 
the  end  of  his  term,"  Gor 
says.  That  advice  shouldn't 
prise  Zedillo,  who  knows  first 
what  it's  like  to  inherit  a  m 
of  financial  problems.  After  a 
Yale-trained  economist  had  t 
value  the  peso  just  three 
his  own  1994  inauguration 
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after 

spent  his  first  year  in  power  moppii 

the  mess. 

The  central  bank  certainly  isn't 
any  chances.  Unlike  the  U.S.  Fe 
Reserve,  it  does  not  set  interest  r 
which  are  determined  by  the  mart 
weekly  auctions  of  treasury  notes, 
Cetes.  But  the  Banco  de  Mexico  ca 
fluence  the  market  by  tightening  or 
ing  liquidity  in  the  banking  sys 
That's  what  happened  on  June  26 
it  cut  the  amount  of  cheap  money 
able  to  banks.  The 
day,    rates    on    28 
Cetes  shot  up  1.25 
centage  points,  to  j 
Mexico  may  be 
to   shake   its   eled 
year  curse.  But  cur 
cy  traders  aren't  a 
to  tempt  fate.  Th 
preparing  for  the  w 
Everyone  else  can 
for  the  best. 

By    Geri    Smith 
Mexico  City 
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It's  a  different  kind  of  world. 

You  need  a  different  kind  of  software. 


When  you  track  over  12  million  packages  a  day,  you  need  powerful, 
reliable  software.  By  choosing  IBM  DB2'  Universal  Database,'"  this  is 


exactly  what  UPS  has  done.  Not  only  are  customers  happy  about  this  arrangement,  so  is  UPS.  DB2  is 
part  of  the  IBM  portfolio  of  e-business  software.  To  learn  more,  visit  ibm.com/software/different/db2 
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International  Business 


MEXICO 


CRACKS  IN 

MEXICO'S  GLASS  CEILING 

A  finance  whiz  is  paving  the  way  for  other  women  to  rise 


M 


I  aria  Asuncion  Aramburuzabala,  a 
vice-president  of  brewer  Grupo 
Modelo,  does  her  homework. 
When  a  chance  to  buy  into  Mexican  me- 
dia giant  Grupo  Televisa  presented  itself 
in  April,  she  arrived  at  the  company's 
offices  armed  with  reams  of  numbers. 
For  three  hours,  Aramburuzabala 
combed  through  the  financials  of  each  di- 
vision with  Televisa  CFO  Alfonso  de  An- 
goitia.  "I  was  very  surprised,"  he  says. 
"She  had  already  done  a  very  detailed 
study."  Nine  weeks  after  that  first  meet- 
ing, Aramburuzabala  got  what  she 
wanted:  a  20.62%  stake  in  Televisa  hold- 
ing company  Grupo  Televicentro  along 
with  three  seats  on  its  board. 

With  that  deal,  Aramburuzabala  be- 
came a  full  member  of  the  all-male  club 
that  is  Mexican  big  business.  Her  fami- 
ly is  one  of  the  four  that  control  Mode- 
lo, one  of  Mexico's  largest  publicly  trad- 
ed companies.  Yet  among  the  family-run 
giants  that  still  dominate  large  swaths 
of  Mexican  industry,  custom  dictates 
that  the  corporate  mantle  pass  from  fa- 
ther to  son.  In  cases  where  there  are  no 
male  heirs,  a  son-in-law  is  next  in  line 
for  the  throne.  When  Aramburuzabala, 


37,  took  over  managing  her  family's  in- 
terests, "people  thought  I  was  a  little 
rich  girl  wanting  to  play  at  business 
and  that  I  would  soon  get  tired  and 
stop,"  she  recalls.  But  her  purchase  of 
the  Televisa  stake  proves  otherwise. 
INTERNET  PUSH.  It  has  been  a  long  time 
coming,  but  the  feminist  revolution  is 
reaching  the  boardrooms  of  Mexico's 
family-run  companies.  Aramburuzabala 
is  helping  speed  things  along.  She  has 
no  intention  of  being  a  passive  investor 
in  Televisa.  Although  she  is  pleased  with 
the  way  ceo  Emilio  Azcarraga  Jean  has 
restructured  the  once  bloated  company, 
Aramburuzabala  expects  to  add  her  in- 
put to  strategic  decisions.  She  won't  tell 
what  she  paid  for  the  20.62%  stake, 
which  is  split  among  several  members  of 
her  family,  but  analysts  estimate  it's 
worth  about  $536  million. 

"People  thought  I  was 
a  little  rich  girl  wanting 
to  play  at  business" 


What  attracted  her  to  Telev 
its  combination  of  old  and  new 
The  company  already  dominates 
vision,  radio,  and  publishing  an 
making  a  big  push  into  the  Intel 
launched   a   Spanish-language 
esmas.com,  on  June  1  and  plans 
stakes  in  other  Internet  compai 
well  as  setting  up  its  own  Net  in 
J.  P.  Morgan  &  Co.  analyst  Jose 
estimates  the  value  of  Televisa's 
Internet  ventures  at  $2.2  billion 

Aramburuzabala  doesn't  nee 
visa  to  keep  busy,  though.  She 
a  family  fortune  that  Forbes  es 
at  $1  billion.  The  money  come1 
her  family's  share  in  Modelo,  m 
Corona  beer.  In  the  1990s,  Model 
combined  noncontrolling  50.2%  s 
Anheuser-Busch  Cos.  in  three  S' 
transactions  totaling  $1.64  billi 
the  Aramburuzabala  clan  sudde 
money  to  invest.  So  for  the  pas 
years,  Aramburuzabala  has  bee 
ning  a  sort  of  private  equity  fu 
vesting  mainly  in  real  estate 
BAD  TIDINGS.  Still,  it  wasn't  ur 
years  ago,  when  her  father  was  d 
cancer,  that  she  immersed  herself 
family  business.  In  1996,  she  pen 
her  family's  partners  to  let  he 
over  two  bankrupt  yeast  comr. 
Within  a  year,  she  had  put  them 
the  black  by  merging  division 
launching  products.  When  the 
began,  Aramburuzabala 'would  sh 
at  the  plant  at  3  a.m.  to  talk  to  w 
on  the  night  shift.  "It  was  tougl 
recalls.  At  Modelo,  she  earned  t 
spect  of  her  colleagues  as  part 
small  team  that  handled  the  fraug 
gotiations  with  Anheuser-Busch. 

As  Aramburuzabala  breaks 
ground  for  businesswomen  in 
there  are  other  signs  of  change.  V 
are  starting  their  own  compan 
record  numbers  while  multinat 
have  promoted  some  of  their  ferns 
ecutives  to  top  positions.  For  ins 
Compaq  Computer  Corp.'s  Mexicai 
sidiary  has  long  had  a  woman  chi 
ecutive,  Barbara  Mair.  Since  taking 
in  1993,  the  38-year-old  Mair 
pumped  up  sales  from  $65  milli 
$500  million  last  year.  Despite  hei 
success,  Mair  believes  that  Me 
women  continue  to  limit  themseh 
their  career  choices.  "They  don' 
it's  possible,"  she  says. 

Expect  to  hear  more  about  Ar; 
ruzabala.  She  is  already  scouting  a 
for  new  investments.  "I  love  busi 
she  says.  "It's  a  passion."  That  en 
asm  will  surely  open  doors  for 
women. 

Elisabeth  Malkin  in  Mexico 
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International  Outlook 


EDITED  BY  ROSE  BRADY 


MIDEAST  PEACE:  BARAK  IS  HITTING 
THE  ACCELERATOR 


Only  a  few  weeks  ago,  the  Middle  East  peace  process 
looked  dead  in  the  water:  Israel's  ruling  coalition  was  on 
the  verge  of  collapse.  No  solution  could  be  found  for 
squabbling  between  the  Israelis  and  Palestinians.  And  most 
analysts  thought  Syria's  new  leader,  Bashar  al- Assad,  would 
need  months,  if  not  years,  to  gain  the  power  base  and  credi- 
bility to  cut  a  deal  his  father  had  resisted  for  three  decades. 
But  now,  the  peace  process  is  coming  back  to  life.  Having 
narrowly  saved  his  government  in  late  June  by  handing 
hefty  subsidies  to  his  coalition  partner, 
the  ultra-religious  Shas  party,  Ehud 
Barak  is  stepping  up  diplomatic  moves. 
He  is  pushing  hard  for  a  Washington 
summit  with  President  Bill  Clinton  and 
Palestinian  leader  Yassir  Arafat — gam- 
bling that  such  a  meeting  could  produce 
a  crucial  breakthrough.  And  he's  prepar- 
ing to  return  to  the  negotiating  table 
with  Syria  in  response  to  signals  that 
the  young  Assad  wants  to  resume  peace 
talks  that  were  suspended  last  January. 
Barak's  plan  is  to  hammer  out  an 
agreement  with  at  least  one  of  his  oppo-  " 
nents — and  call  early  Israeli  elections.  A  Tel  Aviv  advertising 
agency  has  begun  laying  the  groundwork  for  Barak's  cam- 
paign, three  years  before  his  term  officially  ends.  "The  elec- 
tion would  be  a  referendum  on  an  agreement  with  the  Pales- 
tinians," says  Richard  W.  Murphy,  director  of  Middle  East 
Studies  at  the  Council  on  Foreign  Relations  in  New  York. 
PASSING  THE  HAT.  The  outlines  of  a  Palestinian  deal  are  com- 
ing into  focus.  According  to  sources  close  to  the  talks,  an  in- 
dependent Palestine  would  gain  control  of  90%  of  the  West 
Bank — a  big  jump  from  the  40%  the  autonomous  Palestinian 
Authority  now  controls.  The  two  sides  are  still  divided  on 
Jerusalem.  Arafat  wants  the  eastern  part  to  be  Palestine's  cap- 
ital, an  idea  Israel  has  resisted.  Now,  there's  talk  of  putting 
the  Palestinians  in  charge  of  Arab  sections  without  granting 


them  full  sovereignty.  To  finance  a  peace  deal,  the  U. 
European  Union,  Japan,  and  oil-rich  Gulf  states  wo 
asked  to  contribute  up  to  $100  billion  over  10  years  to  h| 
settle  Palestinian  refugees  and  West  Bank  settlers. 

Selling  any  agreement  to  Israel's  right  wing  would 
tough  for  Barak.  While  Shas  is  now  backing  him,  pan 
cials  say  they  won't  rubber-stamp  a  peace  deal.  Two 
right-wing  parties — Israel  B'Aliyah  and  the  National  Rel 
Party — are  expected  to  quit  his  coalition  if  he  heads] 
peace  summit.  Barak  might  have 
ter  chance  with  voters:  Recent| 
give  him  a  substantial  lead  over 
Party  leader  Ariel  Sharon. 

The  pressure  is  on  Barak  to 
fast.  If  there  is  no  agreement  by 
13 — the  deadline  he  and  Arafat  se 
viously — Arafat  plans  to  declare 
pendence  unilaterally  for  the  Pal 
ian  Authority.  That  risks  violen 
the  West  Bank  or  retaliatory  r 
by  Israel. 

While  he's  closer  to  a  Palestinian 
"  Barak  also  hopes  to  make 
progress  with  Syria.  Contrary  to  expectations,  the  nev 
ian  leader  quickly  made  it  known  he  wants  talks  on  an 
withdrawal  from  the  Golan  Heights.  Assad  ( may  w 
open  the  door  to  international  aid  for  his  ailing  eco 
Washington  won't  approve  a  package  unless  there  is 
peace  agreement. 

Barak  is  staking  his  political  future  on  clinching  al 
agreement  between  Israel  and  its  Arab  neighbors.  He| 
end  up  disappointed  if  talks  break  down  or  his  coalition 
ners  abandon  him  before  he  can  pull  off  his  diplomatic 
Still,  the  momentum  for  peace  is  stronger  than  sine 
early  days  of  his  administration.  Barak  is  seizing  the  mo 

By  Neal  Sandler  in  Jerus 
with  Stan  Crock  in  Washi 


deal — and  then  elections 


J| 


GLOBAL  WRAPUP 


ZIMBABWEAN  COLLAPSE? 

►  Zimbabwe  faces  a  10%  decline  in  its 
gross  domestic  product  this  year  if 
President  Robert  Mugabe  doesn't 
launch  radical  reforms,  economists 
say.  Investors  and  analysts  are  hoping 
that  the  surprisingly  good  showing  by 
the  opposition  Movement  for  Democ- 
ratic Change  (mdc)  in  parliamentary 
elections  on  June  24-25  will  pressure 
Mugabe  to  tackle  the  country's  eco- 
nomic woes.  The  mdc  will  control  57  of 
the  150  parliamentary  seats — the  first 
major  opposition  Mugabe  has  faced 


since  national  independence  in  1980. 
To  avert  an  economic  breakdown, 
Mugabe  needs  to  devalue  the  Zimbab- 
wean dollar  and  rein  in  government 
spending  that  has  pushed  interest 
rates  up  to  70%,  economists  say.  The 
opposition  also  wants  him  to  drive  ille- 
gal squatters  off  more  than  1,600 
white-owned  farms.  The  occupation, 
which  Mugabe  backed  before  the  vote, 
has  disrupted  planting  of  wheat  and 
tobacco,  and  it  could  lead  to  shortages 
of  food  and  imported  goods.  Zimbabwe 
relies  on  agriculture  for  50%  of  its  for- 
eign exchange. 


NO  BIG  SELL-OFF  IN  INDIA 

►  India  has  delayed  plans  for  a  swe 
ing  privatization  of  the  state  sector, 
aimed  at  raising  $2.5  billion.  In  late 
June,  government  ministers  were  t( 
clear  the  sale  of  up  to  58  companie: 
including  the  oil  sector.  Owing  to  fi< 
opposition  from  the  ruling  Bharatiy 
Janata  Party's  coalition  partners,  th 
approved  the  sale  of  only  1 1  compa- 
nies. A  three-day  walkout  by  teleco 
employees  also  persuaded  ministers 
postpone  the  privatization  of  India's 
telecom  industry. 
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BIRTH  OF 


On  a  rainy  Paris  afternoon  last  spring,  General  Elec- 
tric Co.  ceo  John  F.  Welch  walked  into  an  un- 
marked building  facing  the  Arc  de  Triomphe  to 
pay  a  discreet  call  on  his  old  friend  and  fellow  cor- 
porate titan,  Jean-Luc  Lagardere.  Welch  was  look- 
ing for  very  important  information.  Lagardere — at 
72,  the  grand  old  man  of  French  aerospace  and  publishing — 
was  aiming  to  do  two  things  so  daring  and  unexpected  that 
few  believed  either  would  be  possible.  One  was  a  planned 
merger  of  the  largest  aerospace  and  defense  groups  in 
France,  Germany,  and  Spain  to  make  Europe's  first  global  gi- 
ant in  the  sector.  The  new  company — potentially  the  biggest 
cross-border  industrial  tie-up  in  European  history — would 
not  only  be  a  world  leader  in  helicopters,  missiles,  and  satel- 
lites but  would  also  control  the  huge  Airbus  Industrie  aircraft 
consortium.  Would  the  merger  work,  Welch  wondered. 

The  other  bold  project  Welch  wanted  to 
know  about  concerned  Airbus  itself.  Would 
it  follow  through  on  audacious  plans  to  man- 
ufacture a  600-seat  to  800-seat  "super jum- 
bo" plane — the  largest  commercial  airplane 
ever  imagined?  Welch,  who  sells  over  $10 
billion  in  jet  engines  every  year,  picked  up  a 
little  plastic  model  of  the  plane,  the  A3XX,  on 
Lagardere's  desk.  "Jean-Luc,"  Welch  asked, 
"is  this  thing  going  to  get  built?"  Lagardere, 
sitting  behind  an  ornate  desk,  didn't  hesi- 
tate. "We  are  going  to  do  it,  Jack,"  he  told 
Welch.  "We  are  not  going  to  be  a  niche  player  in  air 
planes.  We  are  going  to  be  a  full  global  player." 
FLYING  PALACE.  A  player.  Precisely.  On  June  25,  three 
months  after  that  meeting  with  Welch,  Lagardere  and 
his  partners  in  Airbus  officially  started  to  take  firm  or- 
ders for  the  A3XX,  a  plane  that  could  take  to  the  skies 
as  early  as  2005.  This  $220  million-plus  flying  palace  will 
be  spacious  enough  to  feature  sleeping  quarters,  shops, 
and  exercise  rooms.  If  it  succeeds,  the  A3XX  will  break 
the  monopoly  on  jumbo  jets  that  the  Boeing  747  has 
enjoyed  for  decades  and  would  clearly  cement  Airbus 
as  the  21st  century  rival  to  Boeing  Co.  Airbus  is  al- 
ready on  a  roll:  It  is  close  to  reaching  its  stated  goal  of 
winning  50%  of  the  over-100-seat  market.  But  if  the 
A3XX  fails — and  Boeing  claims  that  the  market  for  "su- 
perjumbo"  planes  will  be  a  mere  400  over  the  next  20 
years  and  not  the  1,700  claimed  by  Airbus — it  would  be 
a  financial  catastrophe  for  Airbus  and  its  backers.  After 
all,  the  program  will  cost  at  least  $12  billion  to  develop — 
and  as  much  as  $20  billion  by  some  estimates. 

A  big  bet — but  that's  the  kind  of  high-risk,  high-re- 
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ward  game  a  real  player  goes  after.  And  the  Europea      ■ 
raising  their  bets  again.  On  July  10,  investors  will  hav( 
first  chance  to  buy  shares  in  Airbus'  new  mother  cor 
European  Aeronautic  Defence  &  Space  Co. — the  very 
that  Jack  Welch  was  so  intensely  curi- 
ous about.  As  he  should  have  been.     JURGEN 
This  corporation— eads  for  short —     SCHREMPP 
stems  from  the  merger  of  Lagardere's     CEO  Daimler 
Aerospatiale  Matra,  the  Dasa  aerospace     ~"— 
unit  of  the  German-U.  S.  giant  Daim-     His  last-minutfl 
lerChrysler,  and  Spain's  Construcciones     compromise  al 

the  French  gov 
to  retain  a  sma 
in  EADS  smoot 
way  for  the  dea 


icy  in  t 
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JEAN-LUC 
LAGARDERE 

Chain/)  ail,  s  uperviso  i  y 
board,  Lagardere  Grouj, 

He  starts  talks  with 
DaimlerChrysler 
in  1999  that  lead 
to  the  creation 
of  EADS 


filANT 


fai  duticas,  or  CASA.  With  $22  billion  in  annual  sales,  EADS 

ght  will  become  the  third-largest  aerospace  and  defense 

coiij  on  the  planet.  By  product  mix,  it's  the  European 

lent  of  Boeing.  Civil  aviation,  primarily  Airbus,  ac- 

!  for  75%  of  its  sales. 

s  will  be  a  powerhouse  challenging  longstanding  U.S. 
nacy  in  the  air.  For  starters,  its  creation  will  force 
tic  changes  at  Airbus.  EADS,  along  with  Britain's  BAE 
ns,  is  now  converting  the  unwieldy  and  inefficient  Air- 
bus consortium  into  a  conventional  cor- 
poration.  As  a  publicly  traded  company 
that  controls  80%  of  Airbus,  eads  must 
deliver  on  profits  to  investors  or  get 
hammered  in  the  markets.  And  to  do 
that,  it  will  have  to  make  sure 
that  Airbus,  its  prime  sub- 
sidiary, is  consistently  prof- 
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LIONEL 
JOSPIN 

Prime  Minister  of 
France  V 

Paves  the  way  for  the 
EADS  deal  by  authoriz-1 
ing  the  sale  of  state- 
controlled  Aerospatiale 
and  its  merger  with 
Lagardere's  Matra 
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The  inside  story  of 
how  Europe's  toughest 
bosses  turned  Airbus 
into  a  global  star:  EADS 

itable,  too.  That  means  defying  the  pressure  from  European 
governments  to  stress  jobs  over  profits.  That  also  means 
making  the  huge  A3XX  a  commercial  success. 

But  Airbus  is  just  part  of 
eads'  formidable  new  arsenal. 
eads  will  have  leading  posi- 
tions in  helicopters,  missile 
systems,  and  space  launchers. 
A  program  under  way  for  a 
large  military  transport  air- 
craft, the  A400M,  will  almost 
surely  break  the  U.S.  ham- 
merlock  on  that  market  and 
could  lead  to  as  much  as  $20 
billion  in  sales,  eads  is 
thus  positioned  to 
be  a  huge  rival 
to  Boeing  and 
Lockheed  Mar- 
tin Corp.  "There  J' 
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DOMINIQUE 
STRAUSS-KAHN 

French  Ex-Fi nance  Minister 

Bucking  decades  of  dirigiste 

tradition,  he  helps  persuade 
Jospin  to  cut  government 
control  over  the  aerospace 
industry 
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are  very,  very  big  stakes  here,"  says  U.  S.  Ambassador  to 
France  Felix  G.  Rohatyn. 

The  challenges  facing  eads  are  formidable.  But  they  over- 
shadow one  remarkable  fact:  that  the  most  impressive 
achievement  of  all  may  have  been  putting  eads  together  in 

the  first  place.  The 
largely  unknown  sto- 
ry of  how  a  handful  of 
Germans  and  French 
secretly  brought  eads  to  life  shows  just  how  quickly  Europe 
is  coming  together  as  an  industrial  and  economic  reality. 
And  the  highly  complex  merger  required  bosses  like  La- 
gardere  and  DaimlerChrysler  chief  Jurgen  Schrempp  to  work 
behind  the  backs  of  politicians.  In  Europe  today,  says  La- 
gardere,  "industrialists  are  showing  the  way  forward — are 
moving  faster  than  the  politicians." 

Consider  the  players  and  the  outsize  egos,  and  you  get 
an  idea  of  the  challenge.  In  Paris,  Lagardere  long  nurtured 
dreams  to  build  a  Eu- 
ropean aerospace  giant 
but  never  had  the  busi- 
ness or  political  clout 
to  pull  it  off.  Over  in 
Germany,  Schrempp 
was  looking  for  a  way 
to  maximize  his  own 
group's  huge  aerospace 
interests,  which  he 
himself  had  put  togeth- 
er in  the  early  1990s. 
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AIRBUS  PLANT 


Can  the  planemaker  keep  fly 
high  now  that  it  must  answer 
shareholders? 


HOW  EADS  STACKS  UP 


Looming  behind 
everything  was 
the  French  gov- 
ernment, the  out- 
right owner  of 
much  of  the  coun- 
try's aerospace  in- 
dustry, a  government  whose  leaders  were  determined  t 
in  the  driver's  seat. 

TORTUROUS  COURSE.  The  idea  of  a  pan-European  aerospai 
defense  company — one  in  which  shareholder  value  we 
main  goal — seemed  utter  fantasy  just  three  years  ago.  j 
the  Atlantic,  the  U.S.  industry  was  fast  consolidating, 
peans  knew  their  fragmented  defense  groups  also  had  fa 
bine  to  compete  in  the  post-cold  war  world,  but  nationa 
ousies  and  conflicting  policies  seemed  insurmountable  obsi 
Schrempp's  ordeal  illustrates  the  torturous  course  ths 
to  be  navigated.  He  knew  DaimlerChrysler  Aerospace, 


The  new  multinational  outfit  will  be  the  world's  third- 
largest  aerospace  company 
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Static  software  applications  just  don't  cut  it  anymore.  Because  now  there's  a  unique  approach 
to  developing  agile  eBusiness  applications  that  radically  trims  traditional  deployment  times  and 
time  between  revisions.  At  EC  Cubed,  we  fuse  our  Net-native  B2B  platform  with  your  unique 
business  processes  to  create  a  tailored,  dynamic  application  delivered  on  a  subscription  basis. 
The  result  is  rapid  innovation  and  B2B  applications  capable  of  keeping  pace  with  Internet  time. 
And  we  continually  manage  and  evolve  your  application, 
so  you  can  react  to  changes  in  business  as  they  occur, 
offering  you  an  unparalleled  competitive  advantage. 

To  learn  more  about  eBusiness  applications  that  won't 
siack  off  on  the  job,  just  call  877-EC-CUBED,  or  visit 
www.eccubed.com/b2b  now  for  our  white  paper,  "Why 
Static  Applications  Don't  Cut  It  In  The  New  Economy." 
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had  a  relatively  small  $8.9 
billion  in  sales,  needed  to 
link  up  to  stay  competitive. 
But  the  climate  in  Europe 
was  worsening:  In  mid- 1997, 
French  Socialists  under  Li- 
onel Jospin  swept  back  into 
power  on  a  platform  op- 
posed to  further  privatiza- 
tions, including  100%-state- 
owned  Aerospatiale,  the 
largest  aerospace  group  in 
the  country.  Schrempp  felt 
state  involvement  would 
make  any  potential  deal 
with  the  French  impossible, 
so  he  began  serious  talks 
to  merge  Dasa  with  British 
Aerospace  PLC. 

His  move  galvanized  the  French  government  like  nothing 
before.  Dasa  and  British  Aerospace  were  both  partners  in 
the  Airbus  consortium.  If  they  merged,  France's  Aerospatiale 
would  be  clearly  outgunned  and  its  traditional  dominance  of  the 
Airbus  partnership  threatened.  Casting  aside  his  campaign 
pledges,  Prime  Minister  Jospin  secretly  endorsed  a  bold  plan  to 
privatize  Aerospatiale  and  merge  it  with  Matra,  a  large  defense 

contractor  controlled 
by  Lagardere.  Jospin 
reasoned  that  since  the 
government  would  re- 
tain a  large  stake,  it  could  still  pretty  much  call  the  shots.  "We 
had  to  be  as  industrially  strong  as  possible  to  stay  in  the 
game,"  remembers  Frederic  Lavenir,  a  key  high-ranking  Fi- 
nance Ministry  official  who  helped  structure  the  merger. 

The  planned  tie-up,  announced  to  a  surprised  French  public 
in  July,  1998,  threw  together  two  extraordinary  individuals 
for  the  first  time:  Lagardere  and  powerful  Finance  Minister  Do- 
minique Strauss-Kahn.  They  couldn't  have  been  more  different. 
The  perpetually  tanned  Lagardere,  a  James  Bond  fan  who 
put  together  Matra  and  the  Hachette  publishing  empire,  had  re- 
sisted the  meddling  ways  of  France's  Socialists  for  years. 
Strauss-Kahn  was  a  long-time  Socialist  but  was  single-handedly 
moving  the  entire  government  toward  the  center.  And  he  was 
ready  to  embrace  a  market  solution  to  the  Airbus  issue. 

Enter  Schrempp.  Just  three  weeks  after  the  Aerospatiale- 
Matra  merger  was  announced,  the  German  executive  met 
Lagardere  for  a  lunch  at  the  Frenchman's  sumptuous  18th  cen- 
tury townhouse  in  Paris'  ultrachic  7th  Arrondissement.  During 
the  meal,  Schrempp  dropped  a  surprise  on  Lagardere.  He 
wanted  to  cut  the  French  in  on  the  BAE-Daimler  deal.  "Let's 
go  for  a  Big  Bang  and  do  a  three-way  instead  of  a  two-way 
deal,"  Schrempp  suggest- 
ed to  Lagardere.  Not  only 
that,  Schrempp  wanted  to 
move  quickly — even  before 
the  merger  between 
Aerospatiale  and  Matra 
was  finalized.  But 
Schrempp  was  fatally 
overreaching.  The  French 
couldn't  move  quickly 
enough,  and  the  proposed 
deal  lost  its  momentum. 
Much  worse,  in  January, 
1999,  bae  spurned  the 
merger  with  Dasa,  choos- 
ing instead  to  link  up  with 
another  British  group.  The 
Germans  were  now  alone, 
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SUPER- 
JUMBO 

The  Airbus 
A3XX-100 


Accommodating  as  i 
800  passengers  as  wel| 
shops,  a  gym,  and  slee 
quarters,  the  jet  will  i 
least  $12  billion  to  del 


and  Schrempp  was 
Within  weeks,  it 
clear  that  a  linkup  w 
French  would  have 
seriously  reexamin 
late  February,  Sch 
and  Lagardere  met] 
in  secret  in  Paris.  By  the  meeting's  end,  an  outline  of 
sible  deal  took  form:  an  outright  merger  between  Da 
Aerospatiale  Matra  as  soon  as  the  merger  between  t 
French  companies  was  concluded.  "The  idea  was  to  do 
thing  together  and  do  it  on  an  equal  basis,"  says  Lag; 
IN  THE  DARK.  But  this  time,  Schrempp  wanted  no  fail 
if  there  was  failure,  no  one  was  to  know  about  it.  Afl 
collapse  of  talks  with  the  British,  the  press  had  clearly 
Schrempp  and  DaimlerChrysler  as  the  losers.  So  Sch 
and  Lagardere  now  quickly  agreed  that  negotiations 
have  to  be  conducted  in  the  utmost  secrecy.  Only  thrj 
ecutives  from  each  side  would  be  involved.  For  th 
mans,  it  would  be  Schrempp  and  two  top  DaimlerChrys 
ecutives,  Eckhard  Cordes  and  Rudiger  Grube.  Lag; 
would  be  flanked  by  Matra  ceo  Philippe  Camus,  w 
helped  rescue  him  from  financial  disaster  in  the  late 
and  Jean-Louis  Gergorin,  Matra's  brainy  head  of  st 
who  had  been  a  top  adviser  to  the  French  Foreign  Mi 
The  French  and  German  governments  were  kept 
dark.  So  were  Dasa  boss  Manfred  Bischoff,  Airbus  CE( 
Forgeard,  and  the  chairman  and  ceo  of  Aerospatiale,  Yv 
chot.  Special  high-frequency  telephones  Matra  had  dev 
for  the  French  intelligence  services  were  used  for  aim 
important  communications.  And  Schrempp  himself  ca: 
with  the  code  name  for  the  top-secret  project:  Dia 
"Schrempp  explained  that  this  time,  the  merger  won 
indestructible,"  says  Gergorin. 

By  the  end  of  June,  1999,  it  was  time  to  break  the  n< 
the  French  government,  which  retained  a  48%  stake  in  tr 
vatized  Aerospatiale  Matra.  On  the  evening  of  June  2i 
gardere  was  ushered  into  Jospin's  hushed  office  in  the  ] 
Minister's  17th  century  residence,  the  Hotel  de  Mati 
Only  Jospin,  Lagardere,  and  Strauss-Kahn  were  presenl 
Aerospatiale  Matra  chief  revealed  to  a  stunned  Jospi 
state  of  the  secret  negotiations  with  Schrempp.  Neither  i 
nor  Strauss-Kahn  had  had  any  idea  that  discussions  we 
advanced.  "Jospin  was  almost  speechless,"  remember 
gardere,  "but  he  was  civil  and  polite." 

As  soon  as  Lagardere  left,  th 
Jospin  blew  up.  Aerospatiale  1 
had  only  come  into  existence  on 
11.  Now,  just  18  days  later,  Laga 
was  proposing  a  full  merger  wit 
Germans.  And,  under  the  pact 
French  state's  role  was  to  disap 
The  Prime  Minister  "was  fu 
about  the  idea  of  the  govern 
withdrawing  totally  from  the  co 
ny,"  remembers  Strauss-Kahn. 
But  the  politically  astute  Str; 


PHILIPPE  CAMUS 

Chairman  and  CEO, 
Aerospatiale  Matra 

After  playing  a  key 
role  in  working  out 
the  details  of  the 
EADS  merger,  he  will 
be  its  co-CEO 
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For  security,  talks  were  conducted  over  high-frequenc  y 
phones  developed  by  Matra  for  French  intelligence  1/ 
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NEW  REALITY 

German  elec- 
tronics, French 
rockets-fusion 
was  unthinkable 
three  years  ago 
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Kahn  calmed  down  Jospin,  who  charged  him  in  the  following 

days  with  opening  up  back  channels  with  the  Germans.  Soon, 

German  Chancellor  Gerhard  Schroder  himself  was  involved. 

But  the  Germans  played  their  cards  badly.  Since  Schrempp 

desperately  wanted  to 
present  a  merger 
agreement  to  the 
DaimlerChrysler  board 
in  late  July,  he  needed  an  answer  from  the  French  govern- 
ment no  later  than  July  14.  Unfortunately,  that  was  Bastille 
Day.  Jospin  was  offended  by  the  German  pressure  and  refused 
to  give  Schrempp  an  answer. 

The  deal  looked  dead:  It  couldn't  go  through  without  the 
approval  of  the  French  government.  Yet,  behind  the  scenes, 
Cordes,  Camus,  Gergorin,  and  Strauss- 
Kahn's  aide  Lavenir  kept  informal  dis- 
cussion on  Project  Diamond  alive.  They 
sensed  that  a  deal  could  be  salvaged. 

Amazingly,  their  efforts  began  to  pay 
off.  Soon,  the  four  were  outlining  the 
structure  of  a  real  integrated  company, 
not  just  a  holding  company.  Under 
French  and  German  co-chairmen  and 
co-ceos,  a  slim,  450-person  management 
company  based  in  Paris  and  Munich 
would  control  five  operating  units.  And 
from  an  industrial  point  of  view,  a 
merger  would  make  a  lot  of  sense:  An- 
nual cost  efficiencies  alone  would 
amount  to  $450  million  by  2004.  "In- 
dustrially, we  and  the  Germans  agreed 
that  the  thing  was  beautiful,"  says 
Lavenir. 

By  early  last  August,  Cordes,  Ger- 
gorin, and  Lavenir  had  met  for  a  secret 
lunch  at  the  French  Finance  Ministry  to 
revive  the  merger.  As  the  three  were 
eating  dessert,  Strauss-Kahn  called 
Lavenir's  mobile  phone  to  find  out  what 
had  happened.  A  minute  later,  Camus 
was  dialing  Gergorin's  cell  phone  from 
Disneyland  Paris,  where  he  was  vaca- 
tioning with  his  family. 

The  Germans  were  ready  to  accept 
a  compromise  and  allow  the  French 
government  a  minority  stake  of  15%. 
Yet  over  in  Stuttgart,  Schrempp  still 
wanted  assurances  that  the  French 
state's  role  would  be  limited.  So  on 
Sept.  22,  Schrempp,  by  now  the  most 
powerful  industrialist  in  Europe, 
walked  into  a  private  dining  room  on 
the  seventh  floor  of  the  French  Fi- 
nance Ministry  to  work  out  a  deal  with 
Strauss-Kahn. 

It  was  Schrempp  who  came  up  with 
the  dealmaking  solution:  Daimler- 
Chrysler,  he  suggested  to  Strauss- 
Kahn,  could  have  a  put  option,  allowing 
it  to  sell  its  entire  31%  stake  in  eads 
to  Lagardere  at  the  prevailing  market 
price  in  the  event  of  a  major  policy 
disagreement  with  the  French  govern- 
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ment.  Furthermore,  Paris  would  only  have  a  limited 
major  acquisitions  and  strategy.  It  would  have  no  po 
stop  plant  closures  if  they  were  needed.  Strauss 
agreed.  "The  put  option  is  there  to  put  pressure  i 
French  government  if  they  ever  want  to  exceed  their 
as  shareholders,"  says  Dasa  boss  Rainer  Hertrich,  who 

CEO  Of  EADS. 

FALSE  RUMORS.  By  Oct.  5,  it  was  time  to  push  for  cl 
For  the  next  nine  days,  officials  from  Aerospatiale 
DaimlerChrysler,  and  the  French  government  and  i 
ment  bankers  from  Goldman  Sachs,  Rothschild,  and  F 
Fleming  worked  around  the  clock.  When  the  news  flasl 
Oct.  13  that  Jospin  and  Schroder  would  be  making 
portant  joint  announcement  from  the  French  city  of 
bourg  on  the  German  border,  the  rumors  wer 
Daimler  was  going  to  announce  a  takeo 
French  carmaker  Peugeot.  Instead,  the  r 
al  leaders  anno 
the  birth  of 
aerospace  giant. 
Now  that 
exists,  the  big 
tion  left  M 
whether 
work.  Th 
cent  large  defense  linku 
the  U.  S.  have  shown  that 
mergers  are  necessary — bi 
sufficient — for  increased 
petitiveness.  Boeing  itsel 
stumbled  since  its  merger 
McDonnell  Douglas  Cor] 
says  it's  ready  to  compete 
the  new  Airbus4.  "Boeing 
been  working  aggressive 
improving  our  efficiencies 
products,"  says  Boeing 
man  and  ceo  Phil  Condit 
pro  forma  basis,  eads  had 
$940  million  in  losses  in  1 
even  though  Airbus  Ind 
itself  recorded  an  oper 
profit  of  about  $1  billion. 

However,   the    Europ 
are  confident.  Cost  efficie 
will  boost  profitability, 
think  there  is  much  less  < 
lap    among    the    comps 
than  among  Americans 
merged,  and  thus  fewer 
flicts  to  sort  out.  With  A 
charging  ahead — its  476 
orders  last  year  gave  it  a 
market   share — they 
have  to  think  right  now 
unpleasant  and  possibly 
ruptive  layoffs.  Lagarde 
keeping  his   vow  to   W( 
eads  will  be  a  global  ph 
Investors  will  be  watchin 
see  if  it's  also  a  winner. 
By  John  Ros 
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COMMENTARY 


By  Nanette  Byrnes 


FOOD  GIANTS:  BULKING  UP  ISN'T  THE  ANSWER 


Wall  Street  loves  a  merger  wave, 
so  it's  no  surprise  that  in- 
vestors have  been  cheering  the 
$87  billion  in  food  deals  inked  so  far 
this  year.  Just  look  at  the  most  re- 
cent combination,  the  $19  billion  deal 
that  united  Nabisco  Holding  Corp.'s 
cracker  and  cookie  empire  with  Kraft 
Food  Inc.'s  hot  dogs  and  cheese.  The 
stock  of  Kraft's  parent,  Philip  Moms 
Co.,  rose  $3.75  a  share  the  day  the 
acquisition  was  announced,  its  biggest 
one-day  gain  in  months. 

But  despite  the  enthusiasm,  these 
couplings  do  not  guarantee  a  rich 
harvest  over  the  long  haul.  Sure,  a 
merger  gives  an  immediate  one-time 
sales  boost.  But  when  it  comes  to 
the  food  industry,  big  mergers  dis- 
guise an  unpleasant  reality:  For 
the  most  part,  this  industry  is 
barely  growing.  With  giants 
like  H.J.  Heinz  Co.  posting 
only  3%  sales  growth  over 
the  past  five  years  and 
others  like  Campbell  Soup 
Co.  on  the  decline,  the  hunt 
for  growth  has  become 
paramount. 

That  can  make  a  merger 
all  the  more  appetizing  for 
managers  pressured  to  show 
upward  momentum.  Unilever 
Group's  $24  billion  deal  for 
Bestfoods,  whose  revenue  has 
grown  only  2.4%  since  1995,  shows 
how  valuable  even  slow  growth 
has  become.  But  while  eliminating 
some  rivals  may  indeed  help  com- 
panies increase  market  share  and 
sales,  and  combining  functions  can 
cut  costs,  these  benefits  will 
eventually  run  out.  In  the 
meantime,  the  demands  of  in- 
tegrating two  businesses 
mean  less  focus  on  the  nuts 
and  bolts  of  running  a  business. 
FATAL  DISTRACTION.  The  down-      A 
side  for  food  companies  may  be 
even  worse  if  the  deals  distract  man- 
agers from  dreaming  up  new  prod- 
ucts, the  one  thing  that  can  address 
the  industry's  fundamental  problems. 
Consultants  argue  that  finding  new 
products,  whether  it's  a  smart  exten- 
sion like  ready-to-drink  Tang  or  a 
whole  new  category  like  Kraft's 
Lunchables,  is  the  only  way  to  really 


ramp  up  revenue  and  earnings 
growth  long-term.  Bringing  together 
two  slow-growing  companies  isn't 
likely  to  make  this  happen. 

The  latest  wave  of  food  deals  is 
even  trickier  than  most.  Debt  analyst 
Carol  Levenson  points  out  that  be- 
cause of  low  valuations,  most  of 
these  deals  are  being  done  with  bor- 
rowed cash.  That  makes 
them  riskier  than  the 


recent  run  of  telecom  and  technoil 
company  stock  swaps.  Even  if  th 
mergers  don't  do  well,  at  least  th 
won't  have  cost  real  money.  Phili 
Morris  will  be  carrying  $30  billio 
debt  once  the  deal  for  Nabisco  is 
done,  Levenson  notes,  though  it 
hopes  to  pay  down  some  of  that 
an  initial  public  offering  of  Kraft 
ly  next  year. 

WHAT  PRICE?  Failure  will  be  costlj 
Just  look  at  the  marriage  of  Quak< 
Oats  Co.  and  Snapple  Beverage  C 
After  attempts  to  meld  the  compa 
nies'  cultures  and  distribution  chaii 
failed,  Quaker  ended  up  selling  off 
brand  for  about  $300  million,  or  $1 
billion  less  than  it  had  paid  three 
years  before.  Tom  Pirko,  head 
^         beverage  consultant  Bevmark 
^^      LLC,  cautions  that  with  some  ci 
rent  deals  valued  at  "prepostero 
levels,  "it's  very,  very  difficul 
think  about  what  will  m 
the  economics  worth  the 
kind  of  prices." 
Kraft  may  have  a  bettei 
shot  of  making  its  merger 
work  than  most.  For  one  thii 
it  has  a  stellar  record  of  prod) 
launches.  In  each  of  the  last  fot 
years,  Kraft  has  boasted  $500  m 
lion  in  revenue  from  new  product 
Recent  hits  include  Lunchables  anc 
DiGiorno  pizza.  And  Kraft's  lead 
have  been  through  this  exerci 
before.  Although  Betsy  D 
Holden  was  named  ceo  of 
Kraft  Foods  North  America  or 
six  weeks  ago,  she  and  her  team 
were  in  place  during  the  1989  coml 
nation  of  Kraft  with  General  Food 
Still,  digesting  Nabisco  will  be 
tough.  Holden  will  have  to  con: 
through  with  $600  million  in 
promised  cost  savings  while  hel 
ing  oversee  the  Kraft  ipo. 

According  to  Mark  L.  Sirowc 
an  m&a  adviser  with  Boston  Con 
suiting  Group,  65%  of  all  mergers 
not  accomplish  what  they  set  out  1 
do.  If  the  current  spate  of  food  deij 
stifles  the  innovations  these  compa| 
nies  need  to  really  shine,  they'll  ha 
paid  a  heavy  price  for  jumping  on 
the  bandwagon. 
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Believe  it  or  not, 

we  started  out  as  a 

small  business,  too. 


mm 


Small  Business  Banking 

Checking  Accounts 


Savings  Plans 


WM  Morning  Report 


Lines  of  Credit 


Merchant  Card  Services* 


Payroll  Services* 


Sure,  we've  grown  quite  a  bit  over  the  years,  but  we  still 
understand  all  the  things  that  make  running  a  small  business 
easier.  And  we've  used  that  experience  to  create  our  business 
banking  portfolio,  which  includes  our  WM  Morning  Report,  a  daily  fax  or  e-mail  report  of  your 
account  activities  from  the  previous  day.  {Let  US  make  Q  fOH  OUt  Of  yOU.} 
Plus,  there's  also  business  checking  accounts,  savings  plans,  payroll  services*  telephone  banking  and 
more.  So  if  you  currently  use  Washington  Mutual  for  your  personal  banking,  don't  worry.  This  won't 
change  a  thing  between  us.  But  if  you're  a  small  business  professional,  we  have  one  thing  to  say.  Welcome. 


Washington 
Mutual 


Stop  by  your  nearest  Washington  Mutual  Financial  Center,  or  call  our  dedicated  Business  Banking  Line  at  1-800-374-4646.       FDIC  Insured 


"Services  provided  through  third  party  service  provide 
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The  only  thing  our 
Guaranteed  Great  Rate  Money  v 

9 


Market  Account  doesnt  have 

is  a  downside.  - 


Great  rate  on  opening  balance 
guaranteed  for  four  months 


FDIC  Insured 


■■■■■■■■i 


Higher  rates  for 
higher  balance  tiers 


Ah,  the  typical  money  market  account.  You  put  your  money 
in,  then  watch  its  rate  fall  prey  to  the  fickle  whims  of  the  economy. 
If  only  there  was  a  way  to  eliminate  those  pesky  downswings. 


Accessible  by  ATM 
or  in  person 


If  only,  indeed.  Introducing  the  Guaranteed  Great  Rate  Money  Market  Account  from  Washington  Mutual. 
We  start  you  off  with  a  great  rate.  And,  the  higher  your  opening  balance,  the  greater  that  rate  can  be.  But  here's 
where  it  gets  really  good.  {Let  US  t71QK€  Q  iCM  OUZ  OT  yOU.j  As  long  as  you  stay  in  the  same 
balance  tier,  we  guarantee  your  rate  won't  drop  below  the  great  rate  you  started  with  for  four  months.  Even  if 
interest  rates  should  happen  to  go  down.  Which  is  pretty  nice.  Plus,  it  made  it  easy  for  us  to  name  the  account. 


w 


Washington 
Mutual 


Stop  by  your  nearest  Washington  Mutual  Financial  Center 
or  call  1-800-788-7000  to  check  out  the  high  rates  on  our  Guaranteed  Great  Rate  Money  Market  Account. 


Withdrawals  are  unlimited  if  made  in  person  or  by  ATM  subject  to  funds  available;  otherwise  limited  to  six  transfers  or  withdrawals  per  month,  only  three  of  which  may  be  made  by  check,  debit  or  similar  o:      | 
Rates  subject  to  change  daily.  However,  rate  that  applies  to  each  balance  tier  on  the  day  you  open  your  account  is  guaranteed  not  to  decrease  during  the  four  month  guarantee  period. 
If  your  balance  changes  and  moves  into  a  new  rate  tier,  you  will  receive  the  rate  for  that  tier.  Program  subject  to  change  without  notice. 
SF/E/6 


His  life  is  in  pieces 


FJFJFJ 


Mark  knew  more  about  crime  than  he  did  about 
building.  Today,  he's  learning  more  than 
carpentry.  He's  learning  that  he  is  valued,  able, 
and  important  to  his  community. 

What  happened?  You  happened! 
Adults  like  you  helped  Mark  and  other  kids 
build  a  better  community  and  a  foundation  for 
success.  Programs  like  these  are  bringing  out 
the  best  in  kids  and  the  best  in  their 
communities. 


LESS  CRIME  IS 
NO  ACCIDENT 

It  takes  you  —  and  programs  that  work. 


Call  1-800-WE  PREVENT  and  we'll  send  you  a 
free  booklet  on  how  you  and  your  community 
can  keep  kids  away  from  crime  and  crime 
away  from  kids. 


www.weprevent.org 


U.S.  Department  of  Justice 

Crime  Prevention  Coalition  of  America 


The  National  Parkinson 

Funding  more  Research 
Providing  more  Services 
Creating  more  Awarene: 
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Growing  to  meet  Your  ne< 

42  years  ago,  a  seed  of  hope 

planted  and  from  that  seed  grev 

National  Parkinson  Founda 

Today,  NPF  has  many  branches  and  conti 

to  plant  seeds  of  hope  all  over  the  w< 

Help  these  seeds  of  hope  grow  into  a  c 

*  Call  (800)  327-^ 
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Is  your 
company 
ready    for 
hyper-growth? 


Get  Ready  With  AristaSoft,  The  IT  Department  For  High  Tech  Companies. 

Your  company  is  growing  super-fast  —  but  your  IT  infrastructure  isn't.  AristaSoft 
is  here  to  help.  We're  the  IT  department  for  high  tech  equipment  providers, 
ready  to  deliver  the  foundation  you  need  to  support  hyper-growth.  Our  unified, 
single-point-of-contact  solutions  bring  together  all  the  core  business  applications, 
services,  systems  and  networking  you  require. 

Built  on  best-in-class  capabilities  from  today's  most  respected  providers, 
our  solution  is  based  on  the  power  of  partnership.  Make  it  your  solution  by 
partnering  with  AristaSoft,  today  And  get  ready  for  hyper-growth,  super-last. 


888.972.9950 


www.aristasoft.com 


ARISTA 

SOFT 


AristaSoft  and  the  AristaSoft  logo  are  trademarks  of  AristaSoft  Corporation  "The  I  T  Department  for  High  Tech  Companies"  is  a  service  mark  of  AristaSoft  Corporation 
All  other  service  marks,  trademarks,  and  registered  trademarks  mentioned  herein  are  the  property  of  their  respective  owners. 
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BusinessWeek 


Reports 


Qbc 


RADIO  NETWORKS 


Tune  your  radio  to 


Business  Week  Business  Reports, 


brought  to  you  by  Business  Week 


and  ABC  Radio  Networks, 


and  get  up  to  sixteen  updates  a 


day  of  the  latest  business  news. 


Please  call  212-735-1111 


for  the  station  in  your  area. 
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Regular  financial  checks 


Tracy  Bosler 
E-Commerce  Engineer 

Canon 


Tim  Miller 
Director  of  E-Commerce 


Niklas  Gustafsson 
VP  of  Engineering 


Greg  Alexander 
Senior  VP  of  MIS 


"Broadbase  helps  us  increase  customer  loyalty 

by  personalizing  customer  interactions." 

—  Jon  Nordmark,  eBags 

"By  leveraging  the  potential  of  Broadbase's  continuous 

relationship  marketing  capabilities,  we  plan  to  bring  customers 

back  to  our  site  again  and  again." 

—  Tracy  Bosler,  Canon 

"Using  Broadbase,  we  can  optimize  our  product  merchandising 
and  service  offerings  based  on  our  customers  preferences." 

—  Tim  Miller,  Cabela's 

"We  view  Broadbase  as  a  strategic  asset  to  our  e-commerce 

business,  giving  us  a  window  into  customer  behavior." 

—  Niklas  Gustafsson,  Mercata 

"Broadbase  provides  the  capabilities  to  capture  a 

comprehensive  view  of  our  sales  across  our  various  market 

channels,  including  the  internet,  catalog,  and  stores." 

—  Greg  Alexander,  The  Sharper  Image 


Broadbase  is  changing  the  way  successful 
e-businesses  understand,  interact  -  and 
get  closer  to  -  their  customers. 

Broadbase  analyzes  customer  data 
from  multiple  touch  points  and  then 
executes  marketing  campaigns,  improves 
online  merchandising  and  content, 
increases  site  stickiness  and  personalizes 
customer  interactions. 

If  you're  serious  about  getting  closer  to 
your  customers  —  about  increasing 
revenue  and  customer  loyalty  -  do 
what  these  and  hundreds  of  other 
successful  e-businesses  have  done  and 
contact  Broadbase. 


oser 

to  your  customers 


To  learn  more  about  how  Broadbase  helped  these 
e-businesses  get  closer  to  their  customers,  visit 

www.  broadbase .  com/getcloser 
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BROADBASE 

Si>ITWARE.       INC. 


0  2000  Broadhase  Software.  All  names  and  trademarks  arc  the  property  ol  theii  respective  owners 
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LOS    ANGELES    •    NEW    YORK    •    SAN    FRANCISCO    •    SEATTLE    •    SEOUL    •    PUSAN    •    CHEJU    •    KWANGJU    •    HONG 
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THE   LAST  TIM] 


YOU  LOOKEE 


FORWAR 


TO   FLYING 


Asiana  Airlines 

The  Jewel  «/ Asia. 


Glorious,  wasn't  it?  Soaring  back  and  forth,  not  a  care  in  the  world. 
Which  perfectly  describes  any  Asiana  Airlines  flight.  Our  staff  won't 
just  cater  to  you.  They'll  pamper  you.  Our  fleet  is  one  of  the  newest 
in  the  air,  with  all  the  modern  amenities.  Just  sink  back  into  your 
seat  -  all  the  way  back  to  180°  in  Sleeper  First  Class  -  and  enjoy. 
A  rewarding  experience,  especially  since  the  miles  you  fly  with  u& 
can  be  credited  to  your  American  Airlines  /Advantage  account. 
Next  time,  fly  Asiana.  After  all,  why  should  kids  have  all  the  fun? 
Call  your  travel  agent  or  Asiana  at  800-227-4262.  Or  visit  www.flyasiana.com. 


ALMATY 


SAKHALINSK  •  SYDNEY   •  GUAM  •  BEIJING   •  BANGKOK  •  MANILA  •   SINGAPORE   •   YECHON  •  SHANGHAI   •   YAI 


Hill 


Where 

would 

we  be 

without 

metal? 

(On  the  Allied  Deals  website.) 


With  bases  on  four  continents,  we're  the  company  every  industry  in  the 
world  calls  on  when  they  need  metal.  So  your  pipeline  will  never  run 
out  of  pipe  or  your  railway  end  in  the  middle  of 

^f Allied 
Vf?  Deals 

www.allied-deals.com 

The  world's  metal  company 

Bolivia.  Delhi,  Dubai,  London,  Mumbai,  New  Jersey,  Romania,  Singapore 

BMBHUHM1W 


People 


9' 


Stuart  Wolff  has  built 
the  most-visited  real  estate 
search  site  on  the  Web-and 
it's  close  to  turning  a  profit 

When  the  National  Association  of 
Realtors  schedules  its  semiannual 
meetings,  one  person  is  always 
invited  to  speak.  Alan  Greenspan?  Nope. 
Martha  Stewart?  Not  even  close.  The 
man  Realtors  love  to  hear  is  Stuart 
Wolff,  the  founder  and  chairman  of 
Homestore.com. 

Wolff  has  the  Realtors'  ear  because 
he  took  over  their  association's  floun- 
dering efforts  to  electronically  distribute 
real  estate  listings.  Now,  Realtor.com  is 
the  most-visited  real  estate  search  site 


on  the  Web  and  the  biggest  unit  of 
Homestore.com,  Wolffs  growing  collec- 
tion of  housing-related  Web  sites.  It  at- 
tracted more  than  2.2  million  visitors 
in  May,  according  to  site  tracker  Me- 
dia Metrix  Inc.  That's  well  ahead  of 
competing  sites  from  Microsoft  Corp., 
Cendant  Corp.,  and  others.  Even  after 
the  slide  in  Web  stocks,  Homestore.com 
still  has  a  $2  billion  market  value. 
"A  PARTNER."  There's  another  reason 
the  nation's  720,000  Realtors  adore  Wolff. 
Just  a  few  years  ago,  the  industry  was 
terrified  that  the  fat  6%  commissions 
real  estate  agents  enjoy  would  get  eaten 
up  by  online  discounters  in  much  the 
same  way  that  the  margins  of  travel 
agents,  stockbrokers,  and  bookstore  own- 
ers had  been.  So  rather  than  try  to  com- 
pete with  the  established  network  of 


GATEKEEPER 

Wolff's  ties  with  tl 
Realtors'  associat 
I  have  drawn  the  ir 
I  rivals  and  the  inte 
I  of  the  Justice  Dep 
I  says  he's  not  worr 

I  agents,  Wolff  workec 
I  them  to  create  theii 
I  online  marketing 
I   Realtor.com  collects 
I  listings  from  the  n; 
740  regional  listing 
I  vices  and  charges 
|  an  average  of  aroun 
a  month  to  put  thei 
tures  and  phone  nur 
next  to  the  listings, 
potential  home  buyer  '' 
quickly  find  homes  fo 
in  any  city.  In  additi 
the  monthly  fees  chi 
to  agents,  about  a  th 
Homestore.eom's  rev< 
come  from  selling  a 
tising  on  the  site  to 
such  as  mortgage  bn 
and  title  insurers. 
Wolff:  "From  the  h 
ning,  I  wanted  to 
partner  to  the  indi 
not  a  threat." 

There  are  some  pe 
though,  who  think  W 
close  ties  with  the 
tors'  association  borf 
on  collusion.  At  issij 
number  of  exclusive 
tracts  Wolff  signed 
local      listing      serv 
These  services,  typi 
not-for-profit  entities 
?  trolled  by  local  Real 
were  in  many  cases  given  cash 
Homestore.com  stock  in  exchange 
allowing  Homestore.com  to  be  theii 
elusive  online  listing  agent.  That  pe 
rivals  who  think  homes-for-sale 
should  be  available  to  everyone, 
not  in  the  best  interests  of  home  se 
or  their  agents  to  list  on  one  site  e: 
sively,"  says  John  Giaimo,  presidei 
HomeSeekers.com,  a  Homestore. 
competitor. 

The  brouhaha  has  made  it  all  the 
to  Washington,  where  the  Justice  E 
is  looking  into  "possible  anticompeti 
practices  in  the  online  real  estafc 
dustry"  While  Justice  won't  comi 
on  the  specifics,  those  practices 
widely  believed  to  be  Homestore.o 
exclusive  contracts. 

At  first  glance,  Wolff  doesn't  s 
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HE   CLICKED    ON    THE   BUTTON 


THAT   SENT    THE   FILE   TO    THE    PRI 


PRINTED   HIS   REPO 


ON   133   POUND 


FUCHSIA  CARDSTOCK 


HICH   WAS   THE   ONLY   PAPER   AROUND 


THREE   MINUTES   BEFORE   THE   MEETING 
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DocuPrlnt  N2825 
28  ppm 


XEROX   PRINTERS   MAKE   IT   HAPPEN. 


'■  'THE'TVlfelMr^IT  COMPANY 
XEROX 


DocuPrinl  N2125 
21  ppm 
SI399" 


DocuPrlnt  N4025 
40  ppm 
$3049" 


XEROX 

NETWORK  PRINTERS 


ice  needs  printers  as  flexible  as  you  are.  Xerox  introduces  a  lull  line  of  high-performance  black  and  while 
laser  printers  that  can  meet  any  business  challenge.  The  fastest  network  printers  in  their  class,  they  print  1200  dpi  at  speeds  up  to 
40  ppm  on  a  variety  of  paper  sizes  and  weights,  from  envelopes  and  labels  to  cardstock.  To  increase  gour  productivitg  bg  printing  faster,  and 
ling  smarter  with  Xerox,  call  1-877-362-6567  ext.  1730  or  visit  us  at  www.xerox.com/officeprinting/performl730 


Copynjhl  O2000  XEROX  CORPORATION   All  rights  r»s»fv»d    Xwox-  Tha  Document  Company*  and  DocuPnnf  anj  trademarks  ol  XEROX  CORPORATION  'Estimated  US  Wail  pnce  Resale!  prce  may  «ry 
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Christopher  Reeve,  Vice  Chairman  of  N.O.D. 


WE'D   LIKE 
TO  THANK  OUR 
CEO  COUNCIL  FOR 
HELPING  CHANGE 
THE  WAY  PEOPLE 
WITH  DISABILITIES 
ARE  VIEWED  IN 
THE  WORKPLACE. 


BY  FIRST  MAKING  SURE  THEY 
ARE  SEEN  AT  ALL. 

It's  an  unfortunate  fact  that  out  of  the  54  million  Americans  with  disabilities, 
two-thirds  of  those  of  working  age  are  unemployed.  Unfortunate  for  them 
and,  quite  honestly,  for  you.  American  businesses  overlook  an  enormous 
pool  of  incredible  talent.  A  group  of  natural  problem-solvers  with  an  intense 
desire  to  contribute  to  the  workforce  and  the  economy  at  large. 

It  is  for  this  reason  that  the  National  Organization  on  Disability  has  chosen  as 
our  mission  the  full  and  equal  participation  of  people  with  disabilities  in  all 
aspects  of  life.  And  why  we  have  created  the  CEO  Council.  Through  their  support 
of  our  programs,  America's  leading  CEOs  encourage  their  fellow  business  leaders 
to  include  and  acknowledge  these  remarkable  individuals. 


N.O.D.  AND  BUSINESSWEEK  SALUTE  THE  MEMBERS  OF  THE  CEO  COUNCIL 
FOR  SUBSCRIBING  TO  THE  IDEA  THAT  IT'S  ABILITY,  NOT  DISABILITY,  THAT  COUNTS. 


ILLENNIUM  CIRCLE 

Aetna,  William  H.  Donaldson 

BuiineaWeek,  William  P.  Kupper,  Jr. 

The  J.  C.  Penney  Company,  Inc.,  James  E.  Oesterreicher 

The  McGraw-Hill  Companies,  Harold  McGraw  III 

Merrill  Lynch  &  Company,  Inc.,  David  H.  Komansky 

UnumProvident  Corporation,  J.  Harold  Chandler 

tUSTEES'  CIRCLE 

American  Express  Company,  Harvey  Golub 
United  Parcel  Service,  James  P.  Kelly 

^AIRMAN'S  CIRCLE 

CIGNA  Group  Insurance,  Wilson  H.  Taylor 

Compaq  Computer  Corporation,  Michael  D.  Capellas 

Gannett  Broadcasting,  Cecil  L.  Walker 

Microsoft  Corporation,  Steve  Ballmer 

Reicher  Capital  Management,  Jeffrey  P.  Reich 

The  Riggs  National  Bank  of  Washington,  DC,  Joe  L.  Allbrirton 

CE  CHAIRMAN'S  CIRCLE 

Alcoa,  Paul  O'Neill 

Bank  of  America  Corporation,  Hugh  L.  McColl,  Jr. 

Citigroup,  John  S.  Reed  and  Sanford  I.  Weill 

DoimlerChrysler  Corporation,  Juergen  E.  Schrempp 

Eastman  Kodak  Company,  George  MX.  Fisher 

Exxon  Mobil  Corporation,  Lee  R.  Raymond 

Fortis  Benefits  Insurance  Company,  Michael  J.  Peninger 

H.J.  Heinz  Company,  William  R.  Johnson 

Household  International,  William  F.  Aldinger 

Johnson  &  Johnson,  Ralph  Larsen 

Metropolitan  Life  Insurance  Company,  Robert  H.  Benmosche 

Pfizer,  William  C.  Steere,  Jr. 

The  Philip  Morris  Companies,  Geoffrey  C.  Bible 

Powers,  Pyles,  Sutter  &  Verville,  PC,  Galen  Powers 

Potomac  Electric  Power  Company,  John  M.  Derrick,  Jr. 

ESIDENT'S  CIRCLE 

Allstate  Insurance  Company,  Edward  M.  Liddy 

Ameritech,  Richard  C.  Notebaert 

Bell  Atlantic  Corporation,  Ivan  Seidenberg 

CBS,  Inc.,  Michael  H.  Jordan 

Champion  Enterprises,  Inc.,  Walter  R.  Young,  Jr. 

Chase  Manhattan  Bank,  Walter  V.  Shipley 

CNA    Bernard  L.  Hengesbaugh 

Countee,  Countee  &  Associates,  Thomas  H.  Countee,  Jr. 

Dorsar  Investment  Company,  Stephen  L.  Feinberg 

Dow,  Lohnes  &  Albertson,  PLLC,  Leonard  J.  Baxt 

Epstein,  Becker  &  Green,  PC,  George  P.  Sape 

Glaxo-Wellcome,  Robert  A.  Ingram 

GTE  Corporation,  Charles  R.  Lee 

Hartford  Life,  Inc.,  Lowndes  A.  Smith 

Joseph  E.  Seagram  &  Sons,  Inc.,  Edgar  Bronfman,  Jr. 

Kellogg  Company,  Arnold  G.  Langbo 

Kemper  Insurance  Companies,  David  B.  Mathis 

Marriott  International,  Inc.,  J.W.  Marriott,  Jr. 

Mattel,  Inc. 

New  York  Stock  Exchange,  Richard  A.  Grasso 

Northrop  Grumman  Corporation,  Kent  Kresa 

Owl  Hollow  Enterprises,  Philip  E.  Beekman 

Pricewaterhouse  Coopers  LLP,  James  Schiro 

Sears,  Roebuck  and  Co.,  Arthur  C.  Martinez 

Steelcase  Inc.,  James  Hackett 

T.  Rowe  Price,  George  A.  Roche 

Venator  Group,  Roger  Farah 

Walmart  Stores  Inc.,  David  D.  Glass 

The  Washington  Post  Company,  Donald  E.  Graham 

Wm.  Wrigley  Jr.  Company,  William  Wrigley,  Jr. 

Wynd  Communications  Corporation,  Dan  Luis 

Xerox  Corporation,  Paul  A.  Allaire 


LEADERSHIP  CIRCLE 

Advocate  Health  Care,  Richard  R.  Risk 

Alex  Lee,  Inc.,  Boyd  L.  George 

Allegheny  Technologies,  Thomas  A.  Corcoran 

American  Airlines,  Donald  J.  Carry 

Amgen  Inc.,  Gordon  M.  Binder 

Anheuser-Busch  Companies,  Inc.,  August  A.  Busch  III 

Bridgestone/Firestone,  Inc.,  Masatoshi  Ono 

Brinker  International  Inc.,  Ronald  A.  McDougall 

Bristol-Myers  Squibb,  Charles  A.  Heimbold,  Jr. 

Chevron  Corporation,  David  J.  O'Reilly 

The  CIT  Group,  Inc.,  Albert  R.  Gamper,  Jr. 

Comcast  Corporation,  Ralph  J.  Roberts 

Computer  Associates  International  Inc.,  Charles  B.  Wang 

Crestar  Financial  Corporation,  Richard  Tilghman 

Cubic  Corporation,  Walter  J.  Zable 

Deluxe  Corporation,  John  A.  Blanchard  III 

The  Dexter  Corporation,  Inc.,  K.  Grahame  Walker 

The  Dun  &  Bradstreet  Corporation,  Clifford  L.  Alexander,  Jr. 

Deloitte  &  Touche  LLP,  J.  Michael  Cook 

Ernst  &  Young,  Philip  A.  Laskawy 

Fisher  Scientific  International,  Inc.,  Paul  M.  Montrone 

Ford  Motor  Company,  Jacques  Nasser 

Genentech,  Inc.,  Arthur  Levinson,  Ph.D. 

General  Electric  Company,  John  F.  Welch,  Jr. 

General  Motors  Corporation,  John  F.  Smith,  Jr. 

The  Goodyear  Tire  &  Rubber  Company,  Samir  Gibara 

Graybar  Electric,  Carl  L.  Hall 

The  Hearst  Corporation,  Frank  A.  Bennack,  Jr. 

Henry  Ford  Health  System,  Gail  L.  Warden 

Hilton  Hotels  Corporation,  Stephen  R.  Bollenbach 

Howrey  &  Simon,  Robert  F.  Ruyak 

Hunton  &  Williams,  Thurston  Moore 

Huntsman  Corporation,  Jon  M.  Huntsman 

Illinois  Tool  Works,  Inc.,  W.  James  Farell 

Ingersoll-Rand,  James  E.  Perrella 

John  Hancock  Mutual  Life  Insurance  Company,  Stephen  L.  Brown 

J. P.  Morgan  &  Co.  Inc.,  Douglas  A.  Warner 

Keebler  Company,  Sam  K.  Reed 

KeySpan  Energy,  Robert  B.  Catell 

Kmart,  Floyd  Hall 

Marsh  &  McLennan  Companies  Inc.,  A.J.C.  Smith 

Michael  T.  Rose  Companies,  Michael  T.  Rose 

The  May  Department  Stores  Company,  David  C.  Farrell 

Motorola  Inc.,  Chris  Galvin 

NEC  America,  Inc.,  Karou  Yano 

Olin  Corporation,  Donald  W.  Griffin 

Panasonic/Matsushita  Electric 

Corporation  of  America,  Yoshinori  Kobe 
Pitney  Bowes,  Inc.,  Michael  J.  Critelli 
PPG  Industries,  Inc.,  Raymond  W.  LeBoeuf 
The  Procter  &  Gamble  Company,  Durk  Jager 
The  Prudential  Insurance  Co.  of  America,  Arthur  F.  Ryan 
Rockwell  International  Corporation,  Don  H.  Davis,  Jr. 
Shaklee  Corporation,  Charles  Orr 
Shell  Oil  Company,  Steven  L.  Miller 
Sprint,  William  T.  Esrey 

State  Farm  Insurance  Companies,  Edward  B.  Rust,  Jr. 
Tenet  Healthcare  Corporation,  Jeffrey  C.  Barbakow 
Towers  Perrin,  John  T.  Lynch 
Tribune  Broadcasting  Co.,  Dennis  FitzSimons 
ULLICO,  Inc.,  Robert  A.  Georgine 
U.S.  Can  Corporation,  Paul  W.  Jones 
Warner-Lambert  Company,  Lodewijk  J.R.  de  Vink 
Wilmer,  Cutler  &  Pickering 
Worthington  Industries,  Inc.,  John  P.  McConnell 


For  more  information  on  how  you  can  join  the  CEO  Council,  contact: 
NATIONAL  ORGANIZATION  ON 

ABILITY 

www.  nod  .org 

910    Sixteenth    Street,    NW,    Washington,    D.C.    20006 
202.293.5960    TDD:    202.293.5968    e-mail:    ceocouncil@nod.orq 


People 


like  the  the  type  to  be  stirring  up  such 
controversy.  The  lanky  36-year-old  nev- 
er worked  in  real  estate  before  founding 
his  company.  He  even  admits  to  making 
a  big  mistake  on  his  first  home  pur- 
chase. Wolff  bought  a  house  too  close  to 
a  highway  in  his  hometown  of  Tulsa. 
The  noise  was  unbearable,  and  he  sold 
the  place  at  a  small  loss. 

In  fact,  Wolff  originally 
wanted  to  be  a  scientist.  Af- 
ter getting  a  doctorate  in  elec- 
trical engineering  from  Prince- 
ton University,  he  held 
research  jobs  at  AT&T  and  IBM. 
He  had  work  published  in 
prestigious  trade  journals  and 
even  won  a  patent  on  a  new 
semiconductor  design.  But  the 
world  of  business  had  always 
attracted  him.  Wolffs  grandfa- 
ther and  uncle  were  indepen- 


million  from  investors  J.  H.  Whitney  & 
Co.  and  Allen  &  Co.  He  and  the  in- 
vestors took  85%  of  the  site,  with  the 
Realtors'  association  keeping  the  rest. 

It  didn't  take  a  genius  to  realize  that 
the  most  successful  site  would  be  the 
one  with  the  most  home  listings.  So 
Wolff  and  his  10-person  staff  began  fran- 

STUART  WOLFF 


BORN  1963,  Tulsa. 


EDUCATION  BS  electrical  engineering,  1985, 
Brown  University;  MS,  PhD,  electrical  engineer- 
ing, 1990,  Princeton  University. 

CURRENT  JOB  CEO,  Homestore.com,  a  col- 
lection of  Web  sites  for  finding  homes,  apart- 
ments, and  movers. 

PREVIOUS  CAREERS  Research  scientist  at 
Bell  Labs  and  IBM.  Computer-network  designer 
for  family-owned  drugstore  chain.  Executive  at 


dent  oilmen.  His  father,  Mil- 

n/r  j  v  ™        el             cable  giant  Tele-Communications  Inc. 
ton,  runs  Med-X  Drug  Stores, 

LIFE-CHANGING  MOMENT  Rushed  into  a  lab 
to  prevent  a  potentially  lethal  gas  leak.  "In  or- 
der to  be  the  best,  sometimes 
you  have  to  put  your  life  on  the 
line." 


a  chain  with  22  outlets  in  Ok- 
lahoma. "I  grew  up  listening 
to  stories  about  deals  over  the 
dinner  table,"  Wolff  says.  "I 
didn't  want  to  grow  old  wor- 
rying about  my  401(k)." 
BIG  CHANCE.  Wolff  left  IBM  to 
design  a  computer  system  at 
his  father's  company.  In  his 
spare  time,  he  investigated 
ways  to  put  health-care  infor- 
mation online.  Through  the  lo- 
cal Tulsa  ad  representative  for 
Tele-Communications  Inc.  who 
called  on  his  father,  Wolff  was 
given  the  name  of  an  execu- 
tive who  was  investigating  on- 
line projects  for  the  cable-tele- 
vision giant.  The  executive  was 
interested  in  Wolffs  ideas  but 
not  ready  to  make  him  a  job 
offer.  Wolff  and  his  wife  packed 
their  belongings  and  moved  to 
Denver  anyway.  He  worked  for  tci  for 
10  months  without  pay,  living  off  sav- 
ings from  his  previous  jobs. 

Wolff  ultimately  spent  four  years  in- 
vestigating new  business  opportunities 
for  TCI.  But  nothing  really  clicked  until 
1996,  when  he  came  upon  a  Web  site 
developed  by  the  National  Association  of 
Realtors.  It  was  a  mess.  The  organiza- 
tion had  spent  $17  million  on  various 
electronic-data  distribution  efforts.  The 
board  was  about  to  shut  the  whole  proj- 
ect down.  Wolff  persuaded  the  Realtors' 
group  to  let  him  have  a  go  at  it.  But 
tci's  top  brass  was  preoccupied  with 
the  company's  heavy  debt  load  and  oth- 
er problems  and  passed  on  the  deal.  So 
Wolff,  certain  that  he  had  stumbled  on 
the  chance  of  a  lifetime,  rounded  up  $7 


junior  h  igh 
science  fair 
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REASON  NOT  TO  PICK  A 
FIGHT  WITH  HIM  While  attend- 
ing Japan's  Tokyo  Institute  of 
Technology,  he  also  studied 
Kendo,  a  martial  art  in  which  par- 
ticipants fight  with  wooden 
swords. 

SLICKEST  MARKETING  IDEA 

Commissioned  a  documentary  on 
unique  individuals  and  their 
homes.  The  documentary  will  be 
entered  in  the  Sundance  Film 
Festival  and  cut  into  Home- 
store. com  television  commercials. 

FAMILY  Married,  two  small 
children. 


tically  calling  on  local 
listings  services.  Before 
long,  Wolff  had  gained 
access  to  90%  of  the  home  listings  in  the 
country — 1.3  million  at  last  count.  Wolff 
took  Homestore.com  public  last  August, 
raising  $130  million.  A  subsequent  of- 
fering in  January,  when  Homestore.com 
stock  was  trading  near  a  high  of  138, 
raised  an  additional  $446  million.  Today, 
even  though  the  company's  shares  have 
plummeted  to  24,  Wolffs  4.5%  stake  is 
still  worth  some  $80  million. 

Homestore.com's  success  at  rounding 
up  so  many  listings  hasn't  prevented 
others  from  aggressively  going  after  the 
same  market.  HomeAdvisor  claims  to 
have  signed  up  800,000  listings,  many  of 
which  overlap  Realtor.com's  listings.  It 


and  other  other  sites  have  been  a 
go  around  listing  services  to  get 
ings  directly  from  local  brokerage 
That  could  make  it  tough  to  provi 
Realtor.com's  exclusive  contract 
anticompetitive.  Besides,  the  Re 
association  had  been  hauled  into 
on  many  occasions  before  online  lis     |j|( 
ever  became  an  issue.  So  there 
body  of  case  law  that  establishe 
association's  right  to  limit  access  1 
data  it  collects.  "We  are  talking  ab 
fundamental  right  of  intellectual 
erty,"  says  Wolff.  "Doesn't  the  Na 
Football  League  have  the  right  t 
the  Super  Bowl  to  just  one  netwo 
Just  in  case  the  Realtors  do  ha 
share  their  listings  with  other  onlih 
lets,  Wolff  has  set  up  Homestore.cc 
a  holding  company,  with  Realtor.cc 
just  one  of  several  ventures.  E 
store.com  has  bought  SpringStreetc 
BRAINIAC:  s&e  for  apartment 

Wolff  lh,  at  ings,  and  Horned 
moving-related  site, 
has  also  signed  cont 
with  the  National 
ciation  of  Home  Bui 
and  the  National  A: 
ation  of  the  Remoc 
Industry  to  build  o: 
sites  for  those  orgs 
tions.  Altogether, 
organizations  and 
brokers  own  ab 
20%  sfake  in  H 
store.com,  w 
some  $400  milli 
So  far,  W 
business  mi 
seems  to  be  woi 
In  the  first  quj 
Homestore.com's 
enues  nearly  qui 
pled,  to  $38  mi 
Although  the  co: 
ny  is  still  pos 
losses — $10  milli 
the  first  qu; 
alone — Wolff 
Homestore.com  will  show  operating 
its  by  the  first  quarter  of  next 
Homeseekers.com,  by  contrast,  lost 
million  in  the  first  quarter  on  sal 
just  $4.3  million. 

Wolff  can  afford  to  be  confident, 
piles  of  money  he  tapped  in  the  pi 
markets  are  far  from  running 
That,  Wolff  contends,  will  give  him 
financial  clout  to  beat  back  com] 
tors.  "We  are  gladiators,"  he 
"Business  is  a  blood  sport."  Cle 
this  scientist  isn't  worried  about 
401  (k)  anymore. 

By  Christopher  Pali 
in  Los  Aw, 
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Deutsche  Banc  Alex.  Brown 
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No  one  puts  it  All  together 
like  Deutsche  Bank 


Performance  is 


The  more  complex  business  gets,  the  more  valuable 
complete  solutions  become. 

At  Deutsche  Bank,  we  deliver  outstanding  performance 
right  across  the  board,  from  underwriting  to  trading  and 
advisory.  Plus  original  thinking  to  put  it  all  together  -  in  a 
world-class  investment  banking  platform  that  puts  our 
clients  on  top.  A  performance  that  drives  our  clients' 
competitive  advantage  -  and  our  leading  position  in 
industry  and  market  polls. 

Euromoney  Poll  of  Polls:  "A  new  pecking  order  emerges... 
Deutsche  Bank  heads  up  the  rankings" 


Ranking 


Trading        Underwriting 


Advising 


Deutsche  Bank 


Morgan  Stanley  Dean  Witter 


Source  Euromoney.  January  2000 

Euromoney  Poll  of  Pons  is  a  synthesis  of  League  tables  ana  Euiomoney  Polls  r. 


Selected  recent  awards  and  poll/market  results:* 

■  No.  1  Bookrunner  for  Aftermarket  Performance  of 
US  IPOs,  Q1  2000 

■  Breakthrough  Technology  Deal  of  the  Year  - 
Foundry  Networks,  Inc.  * 

■  Most  Impressive  Investment  Bank  for  Overall 
Capital  Raising  in  1999 

■  World's  No.  1  Investment  Bank  for  Raising  Capital 

■  Bond  House  of  the  Year 

■  Best  Bank  for  Securitization 

■  Advisor  of  the  Year  -  Asia  Pacific 

■  Best  Bank  in  Euroland 

■  Project  Finance  House  1999 

■  Credit  Derivatives  House  of  the  Year 

■  Interest  Rate  Derivatives  House  of  the  Year 

■  M&A  Advisory  of  the  Decade 

leading  to  results™7 


Deutsche  Bank 
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14  September  2000,  London,  Ul 
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the  Net  Epoque: 

Forging  a  European  e.br 


BusinessWeek 


Presents: 


Europe 

14  September  2000 

The  Queen  Elizabeth  II 
Conference  Centre 


The  number  of  Europeans  racing  to 
the  Net  surged  100%  last  year.  European 
e-commerce  is  expected  to  skyrocket 
to  $178  billion  in  two  years.  Millions 
of  consumers  and  businesses  are  grasp- 
ing for  anytime/anywhere  access.  Europe 
is  clearly  on  the  brink  of  an  e-business 
revolution.  The  technology  is  here.  The 
major  players  are  poised  and  ready.  Is 
Europe  the  New  e-World? 

Find  out  how  the  Net  Epoque  will 
unfold  at  Business  Week's  acclaimed 
A         Tn/  emz  L*ve  conference  in  London.  We 

LOnaon,  U.K..  ^vj  conVene  a  who's  who  of  visionaries, 

technologists,  financiers,  and  practitioners  who  are  creating  the  new 
digital  economy  here  in  Europe.  This  hands-on,  strategic  conference  is 
a  unique  opportunity  for  you  to  interact  with  the  pacesetters  of  e-business 
to  formulate  bolder,  better  and  smarter  strategies.  So  don't  miss  out  as 
we  explore  the  real-world  solutions  to  issues  every  successful  business 
must  master  in  order  to  achieve  long-term  growth  in  the  years  to  come. 
Only  a  limited  number  of  senior  executives  and  VIPs  will  be  able  to 
take  part.  Reserve  your  space  early. 

Go  to:  http://conferences.businessweek.com/2000/ebiz4 

e-mail:  ebiz@cadogan-conf.co.uk 

In  the  U.K.  Phone:  +44  (0)  207  493  2228 

In  the  U.S.A.  Phone:  +1  (212)  512  2184 


Keynoters 


Peter  Cochrane 

Author,  Tips  for  Time  Travelers 

Chief  Technologist, 

British  Telecommunications 


El 


Nicholas  Negroponte 
Author,  Being  Digital 
Founder  and  Director, 
Media  Lab,  Massachusetts 
Institute  of  Technology 


Additional  Confirmed  Speakers 

Nikki  Beckett,  CEO,  NSB  Retail  Systems  pic  •  Thomas  Beergrehn,  CEO, 
eu-supply.com  •  Robert  Bonnier,  CEO,  Scoot.com  •  Gerald  Brady,  Head  of 
E-business  Investing,  3i  Group  pic  •  Rodolfo  De  Benedetti,  CEO,  Cirlab1 
Phillip  Letts,  Chairman  and  CEO,  Becnz.com,  Inc.  ■  Robert  Lloyd, President 
of  Enterprise,  Cisco  Systems  EMEA  •  Mike  Lynch,  Managing  Director  and 
CEO,  Autonomy  Corporation  pic  •  Clive  Pedder,  Executive  Vice  President, 
Easdaq  •  Ernesto  Schmitt,  Chairman  and  President,  Peoplesound.com 
Francis  Veldeman,  Vice  President,  EMEA,  Oracle  Corporation 
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Sometimes  they  spark  right  away.  Other  times,  they  linger.  And  then  when  you  aren't  expecting  a 
thing*  they  hit.  Or  click.  Or  whatever  exactly  happens  when  an  idea  gets  inside  you  and  leaves  you 
completely  inspired.  Looking  for  perspective  on  the  New  Economy?  Look  to  the  discerning, analysis 
and  scope  of  Business  2.0.  On  newsstands,  on  television,  at  events  worldwide  and  atbusiness2.com. 


Someone  to  Watch 
Over  You 

More  employers  punish  those  who  violate  e-mail  and  Net  rules 


BY  LARRY  ARMSTRONG 

When  it  comes  to  privacy  in  the  work- 
place, you  don't  have  any.  Time  and 
again,  courts  have  sided  with  employ- 
ers when  it  comes  to  spying  on  em- 
ployees. Your  boss  can  monitor  the 
time  you  spend  on  the  phone  and  can 
eavesdrop  on  your  voice  mail.  Em- 
ployers can  review  your  computer  files  and  copy 
and  read  your  e-mail.  They  can  secretly  tag  along 
when  you're  surfing  the  Inter- 
net. They  can  even  put  video 
cameras  in  washrooms — though 
not  in  the  stalls. 


Surveillance 


Employee  surveillance  has  mushroomed  re- 
cently, and  you  can  blame  it  on  the  Internet. 
Nearly  three-quarters  of  U.S.  companies  say 
they  actively  monitor  their  workers'  communi- 
cations and  on-the-job  activities.  That's  more  than 
double  the  number  four  years  ago,  according  to 
an  American  Management  Assn.  poll  of  its  mem- 
bers (table),  mostly  midsize-to-large  organizations 


that  together  employ  a  quarter  of  the  U.  S.  work- 
force. Some  54%  track  individual  employees'  In- 
ternet connections;  38%  admit  to  storing  and  re- 
viewing their  employees'  e-mail.  Three  years  ago, 
only  15%  monitored  e-mail. 

What's  more,  companies  are  increasingly  willing 
to  punish  offenders.  In  December,  The  New  York 
Times  fired  23  employees  for  swapping  off-color  e- 
mail.  Xerox  last  year  dismissed  40  employees 
for  violating  its  Internet  policy  after  some  had 
surfed  to  pornographic  Web 
sites.  All  told,  45%  of  the  com- 
panies surveyed  by  the  AMA 
had  disciplined  workers  (16% 
went  so  far  as  to  fire  employees)  for  misuse  or 
personal  use  of  company  e-mail,  and  42%  for 
transgressions  on  the  Internet. 

So  that  you  don't  end  up  as  a  statistic  in  next 
year's  report,  it's  a  good  idea  to  understand  your 
company's  e-mail  and  Internet  policies  and  why 
the  boss  feels  they're  necessary.  Chances  are, 
however,  that  the  years-old  executive  memo  that 
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Surveillance 


Companies'  biggest  concern  has  to  do  with  sexually  explicit, 
racist,  or  other  potentially  offensive  material  that  could 
lead  to  charges  of  a  hostile  work  environment 


Staying  Out 
Of  Trouble 

►  Know  your  company's 
written  policy.  Ask  your 
boss  what  constitutes 
"unreasonable"  or 
"inappropriate"  use. 

►  If  you  have  any  doubts 
about  what  personal  Inter 
net  use  your  company  al- 
lows, total  abstinence  is 
the  best  bet. 

►  Use  your  own  e-mail 
account  instead  of  your 
company's  for  personal 


human  resources  forwards  to  you — about  ban- 
ning all  personal  use  of  e-mail,  for  instance— ^11 
be  so  outdated  that  it  isn't  really  enforced.  Or  the 
policy  will  be  uselessly  vague.  "A  company  that 
uses  terms  like  'reasonable'  or  'inappropriate' 
might  as  well  have  no  policy  at  all,"  says  Lewis 
Maltby,  president  of  the  National  Workrights 
Institute,  a  Princeton  (N.J.)  advocacy  group. 
JUST  ASK.  If  you  really  want  to  find  out  how 
your  company  checks  up  on  workers,  ask  your 
buddies  in  the  info-tech  depart- 
ment about  what  kind  of  moni- 
toring goes  on,  and  sound  out  co- 
workers to  see  if  they've  been 
reprimanded.  And  check  with 
your  boss.  Muster  up  your  best 
nonconfrontational  manner  and 
ask  that  the  rules  be  explained 
to  you  in  theory  and  practice.  Ask 
for  examples  of  what  a  trans- 
gression would  be.  At  worst,  your 
boss  may  keep  a  closer  eye  on 
you  for  a  while.  More  likely,  you 
will  get  the  powers  that 
be  to  rethink  and  clarify 
their  policies. 

Employers  are  mostly 
worried  about  two 
things:  their  legal  liability  and  your  pro- 
ductivity. Companies  feel  they  must  mon- 
itor your  e-mail  and  Net  activities  to 
minimize  their  exposure  to  breach  of  con- 
tract, trade  secret,  and  defamation  law- 
suits. They  also  worry  about  copyright- 
infringement  suits  based  on  material 
employees  download,  including  pictures, 
music  files,  and  software. 

The  biggest  concern  at  most  compa- 
nies, though,  has  to  do  with  sexually  ex- 
plicit, racist,  or  other  potentially  offen- 
sive material  that  could  lead  to  charges  of 
a  hostile  work  environment  as  defined 
by  harassment  and  discrimination  laws. 


They  Snoop 
To  Conquer 

Major  U.S.  companies 
that  monitor: 


INTERNET  CONNECTIONS  54.1% 

E-MAIL 

38.1 

COMPUTER  FILES 

30.8 

PHONE  CONVERSATIONS 

11.5 

VOICE  MAIL 

6.8t 

DATA:  JANUARY,  2000,  AMERICAN  MANAGEMENT 
ASSN.  SURVEY  OF  2,133  CORPORATIONS 

You  already  know  the  litany  here.  Avoid 
C0TreSP0n.d.enC.e..at...W.0rk:..  visiting  sites  or  trafficking  in  e-mail  that 

include  anything  that  would  offend  some- 
one on  the  basis  of  race,  age,  sex,  na- 
tional origin,  religion,  sexual  orientation, 
disability,  or  political  beliefs.  A  quick  test: 
If  you  wouldn't  post  it  on  your  office 
door,  you  shouldn't  put  it  in  e-mail. 

Companies  use  all  kinds  of  monitoring 
technology — from  physically  storing  and 
reading  employees'  e-mail  to  software 
that  looks  for  and  blocks  e-messages  with 
inflammatory  keywords.  According  to  the 
ama  survey,  29%  also  use  filters  that  im- 


►  Limit  personal  surfing 
and  e-mail  to  times  clearly 
outside  office  hours. 

►  Consider  software  to 
encrypt  e-mail  and  use 
Web  sites  that  let  you  surf 
anonymously.  But  such 
moves  offer  no  legal  pro- 
tection— and  can  raise  red 
flags  with  your  employer. 


pede  surfing  to  forbidden  sites  on  the  1: 
More  recently,  some  employers  have  ii 
programs  that  capture  and  record  eve 
stroke  on  your  computer — including  those 
ished  thoughts  that  you  deleted  when  yoi 
ed  they  shouldn't  be  put  in  e-mail. 

You  can  use  technology  to  avoid  leavinj 
manent  trail  of  personal  correspondence 
company's  system.  It's  a  good  idea  to  ke 
sonal  and  business  e-mail  in  separate  a< 
The  easiest  way  is  to  sign  up  with  one 
many  free  e-mail  services  on  the  Web, 
Microsoft's        Hotmail 
hotmail.com),        Excite 
excite.com),    or    Yahoo!    ( 
hoo.com).  Incoming  and 
ing  messages  are  co 
and  stored  on  tho 
panies'  servers 
of  your    compar 
particularly  good  c 
ZipLip  (www.ziplip.com) 
you  scramble  your  messai 
requires  that  recipients  g 
Web  site  to  pick  up  mail 
of  getting  it  in  their  ma 
That  way,  your  e-mail 
traced  back  to  your  comp 

More  controversial  is 
of  encryption  program 
as  HushMail  (www.hushm 
or  Pretty  Good 
(www.pgp.com)  to  mask 
tent  of  your  e-mail  messag 
some  types  of  encryptio 
ware  must  be  download' 
stored  on  your  computer, 
many  employers  don't  allow.  And  no  pers 
mail  program  can  protect  you  if  your  com 
keeping  track  of  every  keystroke. 

Another  way  to  cover  your  tracks  is 
through  a  so-called  anonymizer  Web  site 
cally,  these  sites  strip  out  information  ths 
tifies  you  to  sites  that  you  visit.  Anon 
(www.anonymizer.com)  goes  a  step  furth< 
paid  version  of  its  service  ($50  a  year)  ei 
the  names  and  addresses  of  the  sites  as 
you're  afraid  your  surfing  habits  may  ii 
tently  reveal  details  you  want  to  keep 
such  as  visits  to  cancer  or  aids  informatio: 
for  example,  it  might  be  worth  the  prict 
boss  may  learn  that  you  spent  a  lot  of  £ 
anonymizer.com,  but  that's  the  extent  of  i 

Some  companies,  however,  still  have 
right  ban  on  personal  use  of  e-mail  and  i 
ternet  on  the  theory  that  it  cuts  your  pro 
ity.  "We  saw  similar  policies  when  com 
adopted  telephones  at  the  turn  of  the  cei 
says  Mike  Godwin,  a  lawyer  and  author 
berRights:  Defending  Free  Speech  in  the 
Age.  "I  tell  people  faced  with  a  very  rest 
policy  to  try  to  follow  it  and  don't  cheat." 
of  companies  in  today's  tight  labor  market 
that  high-speed  Internet  access  at  work  is 
pany  perk.  If  yours  isn't  one  of  them,  maj 
time  to  start  looking  for  another  job. 


Th€ 
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figure  I    straw 


figure  2.  sticks 


figure  3.    brick 
(The  third  little  pig  was  onto  something.) 


The  world's  best  e-security  begins  with  the  brick 


RSA 


SECURITY" 

The  Most  Trusted  Name  in  e-Security " 


For  a  complimentary  copy  c5f  the  IDC  White  Paper,  "eSecunty:  The  Essential  eBusiness 
Enabler, "contact  RSA  Security  at  1.800.495.1095  ext.  201  or  www.rsasecurity.com/go/brick. 

ook  for  the  RSA  Secured 

lu.  Is  ili.it  contain 
he  world's  best  e-secunty 


BusinessWeek  Lifestyle 


Wine 


The  Whites  of  Summer 

Seven  refreshing  alternatives  to  chardonnay 


BY  HEATHER 
TIMMONS 


When  the  weather  gets  warm,  entertaining 
often  includes  a  chilled  white  wine.  But 
the  most  popular  choice — oaky  chardon- 
nay— is  the  despair  of  wine  connoisseurs. 
"Syrupy,  gloppy  chardonnay  is  the  worst 
thing  that  can  happen  to  you  in  the  summer," 
says  Andy  Besch,  owner  of  Westside  Wines,  a 
Manhattan  shop.  "But  some  people  just  get  into 


Ranking  Our  Favorites 


WINE 


ORIGIN 


COMMENTS 


IBRANCOn  1998  RESERVE 
Sauvignon  blanc 


Marlborough, 
New  Zealand 


Full-bodied,  apple  flavors, 
with  a  musky  aftertaste 


9  CASTELLO  Dl  TASSAROLO  1997 

—  Gavi 

Piedmont, 
Italy 

Crisp  and  bright,  good  for 
the  hottest  summer  days 

O  ALBERT  MANN  1998 

D  Pinot  auxerrios,  vielles  vignes 

Alsace, 
France 

Fruity  and  floral,  with 
sweet  berry  aroma 

\    LUCIEN  CROCHET  1998 

t?  Sancerre 

Loire  Valley, 
France 

Peppery  and  intense,  with 
smoky,  rich  flavor 

r  WAIRAU  RIVER  1997 
t}  Sauvignon  blanc 

Marlborough, 
New  Zealand 

Brisk  and  grapefruity,  with 
nice  nose  but  off  aftertaste 

C   CL0SDUP0YET1998 

U  Muscadet 

Brittany, 
France 

Slightly  effervescent,  easy- 
going; may  lack  complexity 

7  TERUZZI  &  PUTHOLD  1998 

i    Vernaccia  di  San  Gimignano 

Tuscany, 
Italy 

Tangy  but  a  little  thin; 
too  weak 

a  rut"  and  buy  it  anyway,  he  adds.  Ar 
other  summertime  staple,  pinot  grigio? 
times,  it's  too,  too  light,"  says  Sammy  Aj 
salesman  at  another  New  York  merchant 
Wines  &  Spirits. 

Fortunately,  there  are  plenty  of  alterr 
We  asked  Besch,  Agosto,  and  two  otl 
perts — Mark  Levy,  a  New  York  wine  con 
and  Josh  Dickman,  vice-president  at  tr 
and  wine  Web  site  Gourmetmarket.com- 
out  top  warm-weather  whites  costing  $10 
a  bottle.  From  their  selections,  we  chose 
and  conducted  an  informal  taste  test  of  oi 
i;i  SINESS  week's  crew  of  15  staff  voluntec    I 
the  gamut  from  fussy  oenophiles  to  casua 
fers  and  yielded  written  comments  rangin 
the  less-than-illuminating  "feh"  to  the  stuf 
nose  is  slightly  vegetal."  Nonetheless,' 
clear  favorites  emerged  (table). 

Winning  highest  overall  praise  was 
sauvignon  blanc  from  Brancott  Vineyards 
Zealand.  We  liked  its  complexity,  "nice 
and  "great  finish."  Kiwi  wines  are  exceller 
our  outside  experts  agreed,  and  the  sau 
blancs  are  some  of  the  country's  best  bai 
The   sauvignon  grape   "just  flourishes 
there,"  says  Dickman.  New  Zealand  vi 
have  been  making  "great"  sauvignon  blanc 
long  time,  he  says,  and  are  finally  gettii 
recognition  they  deserve.  The  Brancott  sc 
93  out  of  a  possible  100  on  the  Web  site's 
scale.  At  $19,  it  was  the  most  expensive  bo 
our  sampling,  but  well  worth  it. 
GREAT  VINTAGES.  The  1997  Gavi  from 
Castello  di  Tassarolo  was  also  a  crowd-pl 
Its  crispness  and  lightness  seem  jailor-ma 
90-degree  days.  The  wine  is  one  of  many 
offerings  from  the  Piedmont  region,  says 
"Italy  had  some  fabulous  weather  cond 
from  1995  to  1999,"  he  says.  "We're  lookin 
string  of  great  vintages."  Though  he  cor 
that  New  Zealand  wines  are  hot,  he  says  I 
wines  are  better  value.  The  Gavi  we  tasted 
about  $12. 

Also  popular  was  the  flowery  Albert 
pinot  auxerrios  from  Alsace.  Tasters  like 
"fruitiness,"  though  some  found  it  a  bi 
sweet.  Alsace,  between  the  Vosges  Mour 
and  the  Rhine  river  in  northeastern  Fr 
was  German  territory  until  World  War  '. 
again  in  World  War  II,  and  its  wines'  swee 
generally  reflects  the  preference  of  Ge 
drinkers. 

The    1998   Lucien   Crochet   Croix   du 
Sancerre  won  kudos  for  its  intensity.  Ta 
found  the  Sancerre  "just  complex  enough  . 
praised  its  "sophisticated  nose,"  though  a  .: 
thought  the  wine  could  be  a  bit  overbearii  9 
the  hottest  days. 

The  proliferation  of  wine  bars  and  tastin  ;': 
liquor  stores  is  helping  consumers  breal  j;. 
chardonnay  habit,  wine  dealers  say.  "You  •; 
experience  something  new  without  taking  r: 
risk  of  buying  a  whole  bottle,"  says  Besch. 
as  we've  learned,  acquiring  a  taste  for  a| 
white  is  half  the  fun. 
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WE  PUT 

THE  CUSTOMER  FIRST, 
AND  ENDED  UP  THERE  AS  WELL. 


]  POWERSTREET 


FIDELITY.COM   Dj  x| 
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THE    ONLINE    BROKER    RANKINGS 


ONLINE  BROKERAGE 

Company 

,  Custo 
Serv 

mer        Ease      1 

ice    1     of  Use     1 

Fidelity 

***** 

***** 

Merrill  Lynch 

***** 

*** 

Charles  Schwab 

**** 

**** 

E-Trade 

**i 

*** 

Morgan  Stanley 
Dean  Witter 

** 

*** 

TRADE  FREE 

for  

THREE  MONTHS 

when  you  open  a 

Fidelity  Brokerage* 

Account* 

(Limit  10  trades) 

Visit  FIDELITY.COM  today. 


FIDELITY.COM  IS  RANKED  #1  IN  CUSTOMER 
SERVICE  AND  EASE  OF  USE  BY  MONEY  MAGAZINE. 


At  PowerstreeC  Fidelity's  online  trading  site,  we  take  great  pride  in 
our  customer  service — whether  it's  our  ease  of  navigation,  interactive 
Web  casts,  wireless  access  options,  range  and  sophistication  of  trading 
tools,  or  the  simple  fact  that  you  can  talk  to  us  on  the  phone  24  hours  a  day, 
7  days  a  week.  So  naturally,  we  were  pleased  when  Money  Magazine'ranked 
us  #1  in  their  recent  online  brokerage  survey.  In  fact,  they  ranked  us  #1  in 
Customer  Service,  #1  in  Ease  of  Use  and  #1  Overall  for  Mainstream  Investors. 

For  a  first-hand  experience  of  our  customer  service,  give  us  a  call 
at  888-F1DELITY. 


FOR       MORE       INFORMATION       ON       ONLINE       TRADING       VISIT 


Power  street™  @  fidelity.com 


Fidelity 


Investments* 


WE  HELP  YOU  INVEST  RESPONSIBLY' 


»  'ffer  valid  only  for  individual  or  joint  Ultra  Service  Accounts  for  customers  establishing  a  Fidelity  Ultra  Service  Account  for  the  first 
Tie.  Certain  restrictions  apply.  Account  must  be  established  no  later  than  8/31/2000  and  must  be  maintained  for  6  months.  Limit  one 
ar  household.  To  take  advantage  of  this  offer,  new  applicants  must  register  online  at  fidelity.com.  Offer  entitles  new  account  to 
0  commission-free  trades  up  to  1 ,000  shares  placed  via  the  Web.  Please  allow  approximately  7  days  from  the  funding  of  the  account 
)  receive  10  commission-free  trades  credit.  Commission-free  trades  must  be  used  within  3  months  and  will  expire  without  notice.  Retail 
lue  of  commission-free  trades  is  between  $149.50  and  $300  depending  on  commission  eligibility.  Fidelity  reserves  the  right  to  termi- 
ite  this  offer  at  any  time.  Offer  is  not  valid  in  conjunction  with  any  other  special  offer. 
Yi  14.95  for  stock  trades  up  to  1 ,000  shares  placed  via  the  Web  in  qualifying  accounts  (minimum  12  stock,  bond,  or  option  trades  in  the 
jjai    ior  12  months). 

"he  Best  Online  Brokers  of  2000,"  Money,  June  2000.  Overall  ratings  based  on  Money's  evaluation  of  20  Web-based  brokers  across 
categories:  ease  of  use,  customer  service,  system  responsiveness,  products  and  tools,  and  cost.  Money  is  a  registered 

i  iark  of  Time,  Inc.,  and  is  not  affiliated  with  Fidelity. 
delity  Brokerage  Services,  Inc.  Member  NYSE,  SIPC.  105269 
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AGGREGATION 
WEBSITES, 
ANALYSTS' 

STOCK  PICKS 


Track  Your  Worth 
On  the  Web 

You  can  monitor  your  finances  on  a  single  page 


oritl 


u 


***** •• • I 


BY  LINDA  BERLIN 

When  I  tried  to  explain  this  killer  Inter- 
net application  to  a  friend,  his  eyes 
glazed  over  as  soon  as  I  mentioned  its 
name — "aggregation."  But  even  with- 
out a  sexy-sounding  title,  this  new 
technology  is  a  real  winner  if,  like  my 
friend,  you  have  several  mutual  funds, 
retirement,  checking,  and  savings  accounts,  a 
wallet  full  of  credit  cards — and  a  hectic  schedule. 
Aggregation  lets  you  bring  your  financial  affairs 
together  on  a  single,  personalized  Web  page  that 
instantly  displays  your  bank,  brokerage,  mutual 
fund,  credit-card,  and  even  bonus  mile  accounts. 
You  can  do  all  this  for  free  because  aggregation 
services  get  paid  by  financial  institutions. 

Until  I  sat  down  at  my  computer  and  created 
my  own  aggregation  Web  page,  I  didn't  under- 
stand how  the  technology  could  help  me.  After 
visiting  Yodlee.com,  the  one  among  six  indepen- 
dent aggregators  (table)  with  the  broadest  ser- 
vices, it  took  only  an  afternoon  to  consolidate  my 
entire  financial  portfolio  online.  Now,  whenever  I 
have  a  question  about  a  specif- 
ic account  balance,  I  go  to 
Yodlee's  Web  site,  click  on  auto- 
log-in  for  whichever  of  my  ac- 
counts I  want  to  visit,  and  within  seconds  I  have 
my  answer.  I'm  no  longer  stuck  listening  to 
canned  music  while  waiting  for  customer  ser- 
vice to  take  my  call  or  wasting  time  surfing 
from  Web  site  to  Web  site  in  search  of  my  data. 
SECRET  CODE.  Besides  going  directly  to  an  ag- 
gregator, you  can  reach  one  through  many  banks, 
brokers,  or  financial  Web  sites.  Chase  Manhattan 
and  America  Online,  for  example,  offer  Yodlee's 
service.  CNBC.com  and  VirtualBank.com,  a  Web- 
based  lender,  offer  a  service  from  VerticalOne. 

Whether  you  reach  an  aggregator  directly  or 
through  your  bank,  a  site  isn't  that  difficult  to  set 
up.  But  it  does  require  some  knowledge  about 
how  to  navigate  the  Web.  To  start,  I  made  sure 
my  Web  browser  used  128-bit  encryption,  which 
automatically  converts  data  into  a  secret  code  for 
transmission  over  a  public  network.  To  ensure 
privacy  and  security  when  transmitting  personal 
financial  information,  most  financial  Web  sites 
require  this  level  of  encryption,  and  they'll  tell 
you  if  your  browser  lacks  it. 

My  old  version  of  Netscape  didn't  have  128-bit 
encryption.  But  the  company,  like  all  browser 
suppliers,  will  provide  it  in  updated  software. 
So     I     went     to     Netscape's     Web     site     at 


X 


Technology 


h  mi 


or  get  V 


www.netscape.com  and 
downloaded  the  latest 
version  of  the  browser, 
4.7.  But  most  financial 
institutions  provide  hy- 
perlinks to  upgraded 
browsers  to  make 
downloading  easier. 

I  then  went  to  the 
Web,  located  all  the 
companies  with  the 
personal  accounts  I 
wanted  to  monitor,  and 
established  online  rela- 
tionships with  them, 
which  allowed  me  to 
access  personal  infor- 
mation directly.  You  need  to  do  this  before  Mi 
can  create  your  own  page. 

Some  companies  allowed  me  to  access  rAi^a; 
sonal  information  immediately  after  I  ke  m-cra 
my  account  number  and  Social  Security 
ber.  But  others  insisted  on  sending  me 

number  by  regular  mai  ita.  Bee 
Be  patient:  pin  number 
vide  additional  security  ai   .. 
be  changed  later  to  a  < 
password.  Once  I  had  established  a  user 
password  for  each  of  my  accounts,  I  was  L^ 
to  set  up  a  personalized  Web  page. 

At  this  point,  I  started  wondering  abo  jg^ 
security  of  my  files  at  Yodlee  and  other  ; 
gators.  Indeed,  worries  about  handing  ov 
count  numbers  and  passwords  are  slowir 
acceptance  of  aggregators,  the  first  of  whi 
peared  last  August.  That's  one  reason 
than  300,000  people  to  date  have  signed  ujfcjL,. 
aggregation  services,  most  of  which  are  aff 
with  banks  or  Web  financial  portals.  Ban! 
brokers,  of  course,  say  they  wouldn't  be  of 
aggregation  unless  they  were  confident 
security  (BW-^Iune  12,  2000).  That  won't  s 
everyone.  To  protect  the  information,  aggre 
use  multiple  layers  of  encryption,  independe 
dits,  and  palm  scanning  to  limit  staffer  ace 
personal  account  information.  Yodlee  kee 
passwords  and  user  identification  data  at  a 
party  site,  where  security  personnel  monit<  ^ 
system  nonstop. 

DIRECT  FEEDS  COMING.  What's  more,  empl 
at  banks  and  brokers  can't  see  encryptec 
sonal  information.  Still,  it's  always  best  (  | 
out  after  using  any  service.  Aggregator 
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i  the  future,  they  may  offer  software  se- 
updates  that  can  be  downloaded.  All  Web 
jators  use  a  technology  popularly  known 
•een  scraping,"  which  lets  them  grab  text 
ites  run  by  financial  institutions  or  sites 
you  may  have  stored  some  of  your  port- 
ata.  Because  the    Web  sites  often  shut 

iter  or  get  hacked,  aggregators  are  moving 

tyai  I  getting  direct  feeds  from  financial  insti- 
i ' .  Yodlee  says  it  will  start  receiving  direct 
ater  this  summer, 
r  slogging  through  Yodlee's  terms 
nditions,  which  limit  its  liability  in 

ate  iatters  as  loss  of  data,  I  clicked  on 
gree"  button  and  created  a  log- 
ne  and  password.  Then  I  typed 
e  information  about  myself,  in- 
f  my  e-mail  address,  and  my  per- 
ed  page  was  ready  to  be  filled 
eking  on  the  start  button,  I  found 
all  line  on  the  left  side  of  the  page 

all  uch  headings  as  finance,  commu- 
n,  general,  news,  shopping,  travel, 
nobile.  The  finance  category 
ibheadings  that  included  credit 
bills,  banking,  and  investments, 
ing  credit  cards  let  me  choose 
n  alphabetical  list  of  card  issuers. 
I  found  my  name,  a  box  popped 
ing  for  the  user  identification  and 
•it  1. 

i  I  typed  in  that  information,  I 

on  "add,"  and  Yodlee  confirmed 

y  card  had  been  inserted  in  my 

ilized  Web  page.  To  confirm  that  I 
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"View  My  Yodlee"  and 
automatically  gol  my 
current  credit  card 
balance,  available 
credit,  and  minimum 
payment  amount.  Only 
the  last  four  digits  of 
the  account  wen-  list- 
ed, so  even  if  Bomeone 
could  see  my  person- 
alized Web  site,  he  or 
she  wouldn't  know  my 
credit  card  number.  In 
similar  fashion,  I  then 
added  the  correspond- 
ing data  from  my  oth- 
er accounts. 

Typically,  the  aggre- 
gator automatically 
grabs  updated  infor- 
mation each  evening, 
making  it  available 
the  following  morning. 
But  around-the-clock 
updates  should  prolif- 
erate as  the  aggrega- 
tors increasingly  take 
direct  feeds  from  fi- 
nancial institutions. 

Once  I  had  input  all 
the  accounts  I  wanted 
to  monitor,  I  scrolled 
to  the  top  of  the  page 
and  noted  my  account  snapshot:  the  totals  for 
investments,  credit-card  balances,  and  most 
of  my  assets  and  liabilities.  I  could  view  the  last 
two  on  a  pie  chart  and  click  on  the  refresh 
button  to  update  the  data.  To  be  sure,  my 
financial  picture  wasn't  complete:  Aggregators 
still  don't  show  data  that's  offline,  such  as  car, 
loans,  store  credit  cards,  leases,  insurance  poli- 
cies, or  certain  credit  lines.  Even  so,  it's  great 
to  get  so  much  of  my  financial  life  in  one  handy 
package.  □ 


Net  aggregators 
use  "screen 
scraping" 
technology  to  grab 
text  from  sites 
run  by  financial 
institutions  and 
others  where  you 
may  have  account 
data 


rtld  Ine  things  correctly,  I  clicked  on 


WEB  SITE  (WWW.) 

Where  To  See  It  All 

DESCRIPTION 

yodlee.com 

Broad  range  of  services:  financial  accounts,  e-mail,  bonus  mile 
programs,  news,  other  Web  sites.  Doesn't  show  past  transactions. 
Few  analytical  tools 

verticalone.com 

Good  breadth  of  services  but  few  tools  and  no  transaction  history. 
Says  it  will  pay  users  up  to  $100,000  for  any  security  breach 

ebalance.com 

Strong  in  investment  tools  and  reports.  But  listings  aren't  as  broad 
as  others.  Doesn't  include  air  miles  or  e-mail 

1ViewNetwork.com 

You  can  give  financial  advisers  access  to  your  accounts  to  suggest 
improvements,  and  you  can  stream  data  into  a  spreadsheet.  Alerts 
you  when  account  balances  run  low  or  stocks  hit  a  specified  price 

ezLogin.com 
corillian.com 

Users  can  display  information  in  a  customized  way,  but  no  transac- 
tion history  and  few  tools  yet 

Relatively  easy  for  handling  financial  transactions  but  you  can't 
aggregate  bonus  miles  or  e-mail 

rii<;infc;<5  wffk  /  iiiiv  in    onnn  IQI 
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TAKING 
HAVING 


CONTROL-AND 
FUN  DOING  IT 


BY  TODDI  GUTNER 


Coming  To 

A  City 

Near  You 

EHE3  The 

Everywoman's 
Money  Confer- 
ence, a  free,  one- 
day  financial  sem- 
inar for  all  women 

FTITn  Women 
have  unique 
financial  needs 
and  are  more 
vulnerable  to 
poverty  late  in 
life,  after  divorce 
or  death  of  spouse 

EEEi  Created  by 
Project  Green 
Purse,  a  nonprofit 
organization,  with 
help  from  state 
treasurers 


TO  REGISTER 


For 

dates,  registra- 
tion, and  other 
info:  www.green- 
purse.com  or 
503  624-9446 


TEMPLE-WHITE  AND  BLACK:  Lunch,  parking,  and  child  care  are  all  c 


With  music  blaring  and  fans  cheering,  the 
team  members  jogged  out  one  by  one  as 
their  names  and  professional  credentials 
were  announced.  But  this  was  no  basketball 
game.  Rather,  it  was  the  opening  of  the  Every- 
woman's Money  Conference,  a  free,  one-day  fi- 
nancial seminar  for  women,  and  the  stars  were  a 
12-woman  "empowerment  team"  of  financial  ex- 
perts and  authors  who  teach  the  workshops. 
This  multimedia  event  is  rolling  into  major  cities 
across  the  nation.  The  one  I  went  to,  the  eighth 
so  far,  was  held  at  the 
Richmond  (Va.)  Mar- 
riott hotel  and  attend- 
ed by  some  1,200 
women  of  all  ages  and 
walks  of  life. 

Never  before  has 
learning  about  money 
and  investing  been  so 
entertaining.  Confer- 
ence participants  were 
treated  to  live  piano  in- 
terludes, video  clips, 
and  speakers  who 
could  double  as 
standup  comics.  That's 
in     addition     to     30-  " 

minute  one-on-one  meetings  with  financial  plan- 
ners. I  listened  as  Debbie  Reynolds,  the  68-year- 
old,  thrice-divorced  actress,  gave  an  ultimately 
upbeat  speech  about  her  disastrous  financial 
mishaps  that  occurred  because  she  lacked  knowl- 
edge about  dealing  with  money. 
NO  HARD  SELL.  At  a  typical  conference,  atten- 
dees get  to  pick  three  workshops  from  a  menu  of 
18  ranging  from  "You  Can't  Take  It  With  You 
But  You  Can  Control  Where  It  Goes"  and  "Di- 
vorce And  Money"  to  sessions  on  financial  Web 
sites.  One  of  the  most  refreshing  aspects  is  the 
absence  of  any  hard  sell.  At  the  hotel,  Paine  Web- 
ber, Merrill  Lynch,  and  a  host  of  other  sponsors 
set  up  booths.  But  no  sales  pitches  mar  the 
workshops.  Indeed,  this  quality  may  be  why  the 
conferences  have  been  fully  booked,  even  without 
big  advertising  campaigns.  "Women  who  attend 
the  conference  are  here  to  talk  only  about  mon- 
ey, and  they  are  ready  for  action,"  says  Jody 
Temple- White,  a  financial  planner  and  co-founder 
of  Everywoman's  Money  Conference. 

In  the  audience  in  Richmond,  I  chatted  with 
everyone  from  recent  college  graduates  and  Web 
site  designers  to  retired,  white-haired  grand-: 
mothers.  Many  enjoyed  the  opportunity  to  net- 
work with  like-minded  women,  and  none  seemed 
troubled  that  most  of  the  conference  material 
was  aimed  chiefly  at  beginners.  "I  came  for  the 


reinforcement  of  things  I  already  know  a 
lieve,  and  to  make  sure  I'm  on  the  right 
says  Barbara  Vick,  an  investor  who  trades 
million-plus  account.  "I  can  always  learn 
thing."  Added  Jennifer  Royal,  a  stoekt 
turned-transplant  nurse  who  came  with 
vestment  club:  "I  want  to  gain  more  kno 
so  I  can  keep  and  make  more  money." 

Everywoman's  Money  Conference  is  the 
child  of  Temple-White  and  Jan  Black,  an 
entrepreneur,  and  writer.  The  two  Portland 
area  residents  launched  the  first  confere 
their  home  city  in  September,  1998.  In 
they  created  the  nonprofit  Project  Green 
to  take  the  conference  nationwide  in  collab 
with  state  treasurers.  Black  and  Temple 
also  established  the  Everywoman's  Money 
a  series  of  follow-up  classes  taught  by  ft 


t 


professionals  in  each  city  for  free  or  a  n< 
fee.  "Now,  I  can  tell  my  financial  planner 
mutual  funds  to  buy  instead  of  him  telli; 
what  to  invest  in,"  says  Abigail  Ehlers, 
cent  college  grad  who's  a  registered  nu 
the  Navy. 

At  the  conferences  (table),  everythi 
gratis — including  lunch,  parking,  and  on-sit< 
care.  The  $90,000  to  $200,000  cost  of  each 
is  covered  by  dozens  of  sponsors,  includir 
U.S.  Labor  Dept.,  the  Social  Security  and 
Business  administrations,  as  well  as  financ 
stitutions,  local  real  estate  offices,  and  fin 
planners.  Nonfinancial  corporations,  incl 
Avon  Products  and  U  S  West  also  provide 
ing  for  the  events.  "Never  have  I  seen  peo 
away  from  a  conference  with  as  much 
ment  and  motivation  to  make  changes,' 
Pennsylvania  State  Treasurer  Barbara 
who  hosted  a  conference  in  Philadelphia  ir 
and  will  host  another  one  in  Pittsburgh  th 
As  a  catalyst  for  change,  these  conferenc< 
right  on  the  money. 
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For  more  on  women  and  investing,  or  to  join 
discussion  in  our  forum,  see  hers. online  at 
www.businessweek.com/investor/ 
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Registering  Domain  Names 

One  by  One. ., 

Is  Like... 


mile 


ich 


[  Fortunately,  there's  a  better  way.  ] 


Still  wading  in  the  high  costs  and  hassles  of  domain 
registration?  Get  your  fill  for  less  with  BulkRegister.com. 
The  more  you  register,  the  more  you  save. 

BulkRegister.com 

^THE  B2B  REGISTRAR  ^^ 
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The  Barker  Portfolio 


BY  ROBERT  BARKER 


WHY  ANALYSTS  MIGHT 
BE  WORTH  A  LISTEN 

Resisting  cynicism  is  always  a  challenge. 
Nowhere  is  it  harder  than  in  dealing  with 
Wall  Street.  And  nothing  on  the  Street  in- 
spires more  cynicism  than  the  terabytes 
of  "research" — stock  reports,  analyst 
opinions,    profit    forecasts — that 
firms  flash  to  grab  attention.     Si 
Long  ago,  I  concluded  that  re- 
search from  firms  with  stock 
to  sell  is  so  riddled  with  con- 
flicts   of  interest    as    to   be 
worth  zero  of  my  time. 

Now,  I'm  finding  I  may 
be  wrong.  A  growing  pile 
of  academic  studies  strongly 
suggests  that  the   Street's 
stock   recommendations   do 
hold  value.  Nothing  says  that 
the  familiar  conflicts,  such  as 
firms  praising  stocks  they've  un 
derwritten     or     giving     big 

A  growing  pile  of  academic  studies  suggests  that 

the  Street's  stock  recommendations  can  actually  be  useful  in  managing  your 

portfolio.  It's  not  all  marketing  fluff  for  investment  bankers,  says  a  professor 


clients  first  word  of  a  downgrade,  have  van- 
ished. Yet  consensus  recommendations  "are  ac- 
tually very  informative,"  Stanford  University 
accounting  professor  Maureen  McNichols  told 
me.  "Given  the  amount  of  money  Wall  Street 
spends  on  research,  at  some  level  it  just  makes 
sense  that  it's  not  all  marketing  for  investment 
banking." 

McNichols  isn't  just  using  common  sense.  With 
co-authors  from  the  University  of  California  at 
Davis  and  Berkeley,  she  makes  the  case  in 
a  paper  (downloadable  at 
www.gsm.ucdavis.edu/~bmbarber/ 
working.html)  set  to  be  published  in 
the  Journal  of  Finance.  They  used 
a  huge  database  from  Zacks  In- 
vestment Research,  covering  more 
than  360,000  stock  recommendations 
from  4,340  analysts  at  269  firms 
from  1986  to  1996.  Zacks,  whose 
reports  many  investors  read  at 
such  popular  Web  sites  as  Yahoo! 
Finance,  assigns  a  rating  of  1 
through  5  to  distill  every  analyst's 
opinion  on  a  stock.  A  rating  of  1 
means  "Strong  Buy,"  while  a  5 
means  "Strong  Sell."  Then,  Zacks 


Smart  Galls 


CONSENSUS  RATING 


0      5 
►  PERCENT 

'FROM  PORTFOLIOS  BASED  ON  CONSENSUS  ANALYST 
RECOMMENDATIONS,  1 986-96,  NOT  INCLUDING  TRANSACTION  COSTS 

DATA:  BRAD  BARBER,  REUVEN  LEHAVY,  MAUREEN  McNICHOLS, 
AND  BRETT  TRUEMAN,  JOURNAL  OF  FINANCE 


averages  all  the  ratings  to  find  the  cons 
Next,  the  researchers  measured  ho-j 
portfolios  made  up  of  stocks  in  each  01 
five  groups  performed.  The  results  are  st| 
(chart):  Strong  Buys  returned  an  aver| 
18.8%  a  year,  while  Strong  Sells  returnee 
The  broad  market's  yearly  average  was  l| 
some  four  percentage  points  below  that  | 
top-rated  stocks. 

Before  you  rush  off  to  invest  in  a 
Strong  Buys,  hang  on  for  what  i 
searchers  found  next:  After  subtil 
trading  costs,  the  gap  between  anl 
buys  and  the  market's  performan| 
appeared.  Recommendations 
most  liquid  big-cap  stocks  als 
no  advantage.  The  study  asl 
swift  action  on  any  rating  c 
capturing  the  stock's  closing 
that  same  day. 
STALE?  That's  important.  I 
the  Web's  aura  of  instant 
mation,  the  truth  is  this  sti 
be  a  week  old,  or  older,  at 
popular  sites.  Morningstar.co 
example,  updates  data  from  Zacl 
once  a  week,  as  do  America  Onlii 
TheStreet.com,  which  get  theii 
bers  from  Zacks's  rival 
Call.  Some  other  spo 
eluding  Yahoo!,  Stand 
Poor's  Personal  Wealtl 
business  week,  part 
McGraw-Hill  Companies 
Zacks's  own  site  ( 
zacks.com),  refresh  date 
So  what  good  is  any 
to  you?  If  you  plan  on  trading  and  pai 
commission  anyway,  "this  is  another  vs 
that  makes  sense  to  look  at,"  said  one 
researchers,  uc-Davis  finance  professor 
Barber.  If  you're  eyeing  a  stock  to  buy,  t 
ample,  you  might  gain  confidence  if  it  h 
cently  been  upgraded.  Or  if  you  aim  to  se 
all  else  being  equal,  choose  a  stock  that  r 
cently  been  downgraded. 

Now    I'm   curious   to    see   what   thes 
searchers  discover  next.  "The  magnitude 
results,  based  only  on  a  naive  trading  strat 
provocative,"  Barber  told  me.  "They  s 
there  might  be  even  better  strategies."  A 
study  found  no  evidence  that  the  brokerag 
with  last  year's  best  stock  recommendatioi 
predictably  prevail  this  year.  But  what 
individual  analysts?  Will  the  researcher 
that  yesterday's  winning  analysts  reliably  p 
morrow's  winning  stocks?  That's  the  qu 
they're  asking  now.  To  their  answer,  I'm  k< 
an  open  mind. 


BusinessWeek  online 
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For  barker.online,  go  to  www.businessweek.com/im 
or  AOL  keyword:  BW  Daily 
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Mixing  Business  with  Pleasure  by  Lincoli 
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ACROSS 

1.  Some  nest  eggs:  Abbr. 

5.  Hand  over 

9.  Black  and  Decker  product 

14.  ATM  output 

15.  In  the  past 

16.  Spooky 

17.  Financial  planner's  concern 

19.  Novak's  partner 

20.  Abrupt  increase 

2L  Medical  specialty:  Abbr. 
22.  Social  standings 
23.MITgrad:Abbr. 

25.  Line- veto 

27.  Seasoned  professionals 


30.  Secret  motive 

32.  Sunscreen  ingredient 

36.  "American " 

(see  page  at  right) 

38.  Word  before  income 
or  property 

40.  Former  Disney  CEO  Miller 

4L  Complaint 

42.  Accounting  periods:  Abbr. 

43.  Author's  negotiator 

45.  Building  annex 

46.  Potpie  ingredients 

48.  Madison,  for  one 

49.  Cereal  grains 

5  L  Corporate  crime 


53.  Decline  to  participate 

54.  Exec's  benefit 

56.  Iomega's  headquarters 
58.  Port  of  old  Rome 
6L  911  responder:  Abbr. 
63.  Denounce 

67.  Clinton  adversary 

68.  Time  Warner  board  member 
70.  Aerial  navigation  system 

7L  Oklahoma  city 

72.  Mrs.  David  Copperfield 

73.  Australian  exports 

74.  Clothing,  so  to  speak 

75.  First  word  of  a  Yuletide  poem 


DOWN 

L  Seals,  as  a  deal 

2.  Sound  hoarse 

3.  Italian  wine  region 

4.  Reorganizes 

5.  Adversary 

6.  Type  of  trainee 

7.  Read  a  bar  code 

8.  The  rag  trade 

9.  Moline-based  manufactur 

10.  Overhaul 
1L  OPEC  member 

12.  Hot (clickable  text) 

13.  Discounted  by 
18.  Top  of  some  rating  scale 
24.  Merry 

26.  Source  of  Sir  Thomas 
Lipton's  fortune 

27.  Rags-to-riches  author 

28.  Like  some  phone  cords 

29.  Banish 
3L  Before  deductions 

33.  Field  of  battle 

34.  Performance-based  compel 

35.  Initial  stakes 
37.  Salesperson 
39.  Washroom,  for  short 
42.  Dealt  in         > 
44.  House  honcho 

47.  Box  on  a  newspaper's  from 

48.  Symbol  of  industriousne 
50.  Inflationary  path 
52.  Bested 
55.  Acquires  through  effort 

57.  _  Dhabi 

58.  Where  the  Nobel  Peace  I 
is  awarded 

59.  Put  an  end  to 

60.  "Gone  With  the  Wind"  es 
62.  Software  options  list 

64.  Deceive 

65.  Prefix  meaning  "trillion" 

66.  Historical  periods 
69.  Gridiron  scores:  Abbr. 


For  answers  to  this  puzzle: 

Turn  to  page  205  in  this  week's  issue  of  Business  Week  or  visit  Mixing  Business  with  Pleasure  by  Lincoln  on 

www.businessweek.com  (URL:  www.businessweek.com/adsection/puzzlesbylincoln/index.htm) 

Puzzle  created  by:  Stanley  Newman. 
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1-800-688-8898 


Ir 


n  the  tuxedos,  full  speed  ahead. 


<  iptional  but  a  300-horsepower  V-8  is  standard  in  the  world's  most  powerful  full-size  luxury  SUV.  There's  room  for  seven  in  three  rows  of  leather- 
16  its  And  up  to  8,900  pounds  towing  capacity.  Call  800-688-8898,  visit  www.lmcolnvehicles.com  or  see  an  authorized  Lincoln  Navigator  dealer. 


Lincoln  Navigator.  American  Luxury. 


At  Wharto 


we  Don't  Teach 

the  New  Rule 


of  Business... 


http://wh-execed.wharton.upenn.edu/2566.cfm 


Executive  Education  That  Works 


Finance  and  Accounting 

for  the  Non-Financial  Manager 

July  30-Aug.  4,  2000  •  Oct.  29-Nov.  3,  2000 

Global  Marketing  Management 

July  30-August  4,  2000  •  February  11-16,  2001 

Essentials  of  Management 

December  10-15,  2000  (week  one),  and 
January  21-26,  2001  (week  two) 

Executive  Development  Program 

September  3-15,  2000  •  Oct.  29-Nov.  10,  2000 


For  more  courses  and  information, 
contact  a  course  consultant  at: 

215.898.1776  or  800.255.3932  ext.  2566  phone 
215.898.2064  fax  (attn.  2566) 
execed@wharton.upenn.edu  e-mail  (subject  2566^ 
wh-execed.wharton.upenn.edu/2566.cfm  Web 


Wharton 


Aresty  Institute  of 
Executive  Education 

The  Wharton  School 
University  of  Pennsylvania 
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Time  to  comb  the  Old  Economy  for  new 
winners?  With  the  once  high-flying  techs 
and  Net  wonders  fast  losing  their  allure, 
growth  investor  David  Post  has  been  scouting  for 
winners  among  the  brick-and-mortar  groups. 

One  of  his  finds:  Walgreen  (wag),  the  No.  1 
drugstore  chain  in  sales  ($21  billion)  and  store 
count  (3,1(X)  outlets  in  41  states  and  Puerto  Rico.) 
Since  Post  believes  that  earnings  drive  a  stock 
price,  he  expects  Walgreen  will  break  out  to 
higher  levels.  Walgreen  is  on  track,  he  says,  to 
surprise  the  Street  with  unusually  strong  earn- 
ings over  the  next  two  years,  based  on  big  op- 
portunities for  increased 
market  share  in  the  fierce- 
ly competitive  drug  busi- 
ness. Walgreen's  price-earn- 
ings ratio  of  40  isn't  a 
concern,  says  Post,  because 
of  its  industry  leadership. 

Now7  at  29,  the  stock  is 
close  to  its  52-week  high 
of  3214  He  thinks  Walgreen 
will  hit  40  this  year. 

"In  these  times  of  Fed 
tightening  and  investor  rediscovery  of  funda- 
mentals, Walgreen  is  an  outstanding  investment 
haven,"  says  Post,  a  partner  at  investment  firm 
Harris  Bretall  in  San  Francisco,  which  has  accu- 
mulated 3.5  million  shares.  What's  striking  about 
Walgreen,  says  Post,  is  its  record  of  steady  earn- 
ings growth,  high  return  on  capital,  and  squeaky- 
clean  reputation  in  its  accounting  practices.  "You 
won't  get  any  negative  surprises  at  Walgreen," 
assures  Post.  Analysts'  consensus  estimates  are 
for  Walgreen  to  earn  73#  a  share  in  fiscal  2000 
ending  Aug.  31,  and  85<2  in  2001.  Post  expects 
Walgreen  to  exceed  the  2001  numbers,  based  on 
its  opportunities  to  grab  market  share  from  the 
independents  as  well  as  the  other  drugstore 
chains  that  are  burdened  with  financial  woes. 

Jack  Russo  of  A.  G.  Edwards  says  Walgreen  is 
"clearly  the  leader."  The  company's  results  have 
led  the  pack  for  many  years,  notes  Russo. 

THE  RICH  RESERVES 
OF  FOREST  OIL 
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nvestors  looking  for  oil  gushers 
may  want  to  heed  the  advice  of 
some  oil-savvy  pros  who  focus  on 
undervalued  energy  plays.  Among  vet- 
eran oil  watchers  is  David  Snow,  an 
analyst  at  Energy  Equities.  One  of  his 
top  picks  is  Big  Board-listed  Forest 
Oil  (l'ST),  whose  principal  reserves  and 
producing  properties  are  in  the  Gulf 
of  Mexico,  Louisiana,  Wyoming,  Texas, 
and  Western  Canada.  "Forest  Oil  is  a 
must-own  stock  in  a  must-own  group," 


Snow.  Wh;it   intriguei  Snow  with  Foi 
oil  are  its  gas  reserves  in  South  Africa,  which  he 

figures  arc  more  than  four  times  as  large  a  TW 
ton  Energy's  huge  reserves  in  Thailand.  The 
African  reserves  arc  "by  far,  the  most  signifi- 
cant," he  says.  Preliminary  estimate-  put  them  at 
a  possible  17.5  trillion  cubic  feet.  Snow  concedef 
that  some  risks  surround  the  field's  development. 

Based  just  on  existing  properties,  he  figure- 
Forest  Oil  will  post  cash  flow  of  $3.35  a  share 
this  year  and  $5.30  next.  He  sees  earnings  of 
$1.60  a  share  in  2000  and  $3  in  2001.  Snow  thinks 
the  stock  is  worth  45  to  60. 

Another  analyst,  Lewis  Ropp  of  Frost  Securi- 
ties, says  Forest  Oil  may  be  one  of  the  few  inde- 
pendent oil  companies  worth  buying  as  a  long- 
term  growth  stock.  The  company,  he  says,  has 
an  astute  partner  in  Anschutz,  an  investor  group, 
which  has  acquired  a  37%  stake  in  Forest  Oil.  It 
has  been  credited  with  aiding  Forest  Oil's  turn- 
around since  1995,  w^hen  it  helped  install  new- 
management.  Some  Street  pros  are  betting  An- 
schutz may  ultimately  opt  to  buy  all  of  Forest  Oil. 

SMELLING  VERY 
SWEET  INDEED 

Inter  Parfums  (ipar),  a  New  York  maker  and 
distributor  of  brand-name  fragrances,  includ- 
ing Burberry,  Christian  Lacroix,  and  S.T. 
Dupont  in  100  countries,  has  yet  to  make  a 
splash  in  the  U.  S.  But  it  has  drawm  quite  a  bit 
of  attention  in  Europe:  The  acquisitive  lvmh 
Moet  Hennessy  Louis  Vuitton  has  bought  a  21% 
stake  in  Inter  Parfums.  lvmh  has  an  option  to 
buy  up  to  26%.  To  go  beyond  that  limit,  it  must 
obtain  Inter  Parfums'  approval,  lvmh  may  well 
do  that — since  it  usually  winds  up  buying  the 
companies  in  which  it  has  taken  a  stake. 

Inter  Parfum  also  makes  and  distributes  mass- 
market  perfumes  and  cosmetics.  Expected  to 
add  pizzazz  to  the  mass- 
market  line  is  fubu,  one  of 
the  fastest-growing  compa- 
nies in  the  fashion  indus- 
try. Inter  Parfums  will 
soon  announce  an  exclusive 
pact  to  create  a  line  of  fra- 
grances and  cosmetics  for 
fubu's  niche  youth  market. 
"We're  excited  because 
fubu  will  bring  us  to  a 
new  young  and  hip  crowd," 
says  Inter  Parfums  Chairman  and  ceo  Jean 
Madar.  Inter  Parfums  is  expected  to  post  sales  of 
$95  million  to  $100  million  this  year,  up  from 
$87  million  in  1999.  Earnings  should  hit  $6  mil- 
lion, or  47(?  a  share,  up  from  40c  in  1999.  The 
stock,  now  at  713/is,  has  a  p-e  ratio  of  17. 


BusinessWeek  online 


Watch  for  Gene  Marcial's  Inside  Wall  Street  Online 
column  every  Tuesday  afternoon  at 
www.businessweek.com/today.htm 
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Figures  of  the  Week 


STOCKS 


U.S.  MARKETS 


June  28 


%  change 

Year'to    Last  12 
Week      date    months 


GLOBAL  MARKETS 


June  28 


S&P  500 

June    Dec.   June   June  22-28 


1570 


1485 


1400 


1315 


1230 


1500 


1420 


COMMENTARY 

A  generally  mixed  week  in  the  world 
financial  markets.  The  Dow  Jones  in- 
dustrial average  climbed  almost  140 
points  on  June  26,  as  Philip  Morris 
agreed  to  buy  Nabisco  Group  Holdings. 
The  Nasdaq  Composite  Index  wavered 
throughout  the  week,  but  rose  2%  on 
June  28.  The  market  was  strong  even 
though  the  Federal  Reserve  left  rates 
unchanged.  Biotech  stocks  climbed. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


S&P  500 

Dow  Jones  Industrials 
Nasdaq  Composite 
S&P  MidCap  400 
S&P  SmallCap  600 
Wilshire  5000 

SECTORS 

BusinessWeek  50* 

Business  Week  Info  Tech  100** 

S&P/BARRA  Growth 

S&P/BARRA  Value 

S&P  Energy 

S&P  Financials 

S&P  REIT 

S&P  Transportation 

S&P  Utilities 

GSTI  Internet 

PSE  Technology 

*Mar,  19,  1999  =  1000 


1454.8 

10,527.8 

3940.3 

491.4 

213.6 

13,629.9 

1242.2 
960.0 
893.6 
592.4 
882.1 
135.7 
82.5 
579.7 
266.0 
441.3 


-1.6 
0.3 

-3.0 

-0.3 
1.6 

-1.7 


-2.9 

-5.2 

-2.1 

-1.0 

-3.4 

1.1 

0.0 

4.2 

-1.9 


-1.0 
-8.4 
-3.2 
10.5 
8.0 
-1.3 


-4.5 

NA 

"0.7 

-3.0 

5.7 

2.0 

12.1 

-2.9 

17.1 


-9.1     -38.1 


7.6 
-2.7 
49.1 
18.3 
16.5 
11.8 


26.8 

NA 

18.0 

-3.6 

5.6 

-5.2 

-3.2 

-22.1 

1.2 

-7.0 


S&P  Euro  Plus  (U.S.  Dollar) 
London  (FT-SE  100) 
Paris  (CAC  40) 
Frankfurt  (DAX) 
Tokyo (NIKKEI  225) 
Hong  Kong  (Hang  Seng) 
Toronto  (TSE  300) 
Mexico  City  (IPC) 
FUNDAMENTALS 


S&P  500  Dividend  Yield  1.11% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  29.3 
S&P  500  P/E  Ratio  (Next  1 2  mos.)*  23.2 
First  Call  Earnings  Revision*  -0.04% 

•First  Call  Corp. 
TECHNICAL  INDICATORS      June  27 


W 


1108.2       -4.4       14.0       87.5 


"Feb.  7,  2000=1000 


S&P  500  200-day  average  1405.6 

Stocks  above  200-day  average  57.0% 

Options:  Put/call  ratio  0.51 

Insiders:  Vickers  Sell/buy  ratio  1.57 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 

GROUPS  month  % 


Defense  Electronics 
Invest.  Banking/Brkrge. 
Publishing 
Computer  Systems 


36.3  Instrumentation  123.9 

25.3  Defense  Electronics  104.8 
19.7  Semiconductors  102.7 

19.4  Communications  Equip.  69.1 


Communications  Equip.        18.8    Health-Care  Services         66.6 


Apparel  Manufacturing 
Office  Equip.  &  Supplies 
Pollution  Control 
Steel 
Conglomerates 


-15.8  Pollution  Conti 
-14.7  Office  Equip.  & 
-13.8  Metal  &  Glass 
-13.6 
-13.1 


Toys 

Life  Insurance 


■  MUTUAL  FUNDS 

Weekending  June 27 
■  S&P  500  ■  U.S.  Diversified  BAH  Equity 
4-week  total  return 
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Weekending  June  27 
■  S&P  500  ■  U.S.  Diversified  BAN  Equity 
52-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return % 

Leaders 
Health 

Small-cap  Growth 
Technology 
Pacific/Asia  ex-Japan 
Laggards 
Financial 
Mid-cap  Value 
Miscellaneous 
large-cap  Value 

EQUITY  FUNDS 

4-week  total  return 


52-week  total  return 


Leaders 

14.9 

Technology 

12.6 

Health 

11.6 

Small-cap  Growth 

10.1 

Mid-cap  Growth 

Laggards 

-1.0 

Precious  Metals 

-1.0 

Financial 

-0.9 

Miscellaneous 

-0.8 

Large-cap  Value 

84.8 
68.4 
55.4 
50.8 

-9.7 
-7.5 
-7.3 
-2.2 


%      52-week  total  return 


%       5        10       15      20      25      30 
Data:  Standard  &  Poor's 


Leaders 

American  Heritage  A  39.3 

Dresdner  RCM  Biotech.  N  34.3 
Westcore  Small  Cap  Growth  33.7 
Franklin  Biotech.  Disc.  A  32.4 
Laggards 

ProFunds  Ultrashort  OTC  -19.0 
Potomac  Internet  Short  Inv.  -18.6 
Potomac  OTC/Short  -9.6 

Lex.  Troika  Dialog  Russia        -9.4 


Leaders 

PBHG  New  Opportunities  291.1 

Dresdner  RCM  Biotech.  N  229.2 

PBHG  Select  Equity  210.7 

Franklin  Biotech.  Disc.  A  202.2 
Laggards 

ProFunds  Ultrashort  OTC  -77.7 

Potomac  OTC/Short  -48.8 

Calvert  New  Atrica  -37.5 

Rydex  Transportation  Inv.  -31.8 


■  INTEREST  RATES 

■hgips 

KEY  RATES 

June  28 

Week 

Mo 

MONEY  MARKET  FUNDS 

6.10% 

6.0i 

90-DAY  TREASURY  BILLS 

5.80 

5.8 

■;■ 

1-YEAR  TREASURY  BILLS 

6.12 

6.1 

I 

10-YEAR  TREASURY  NOTES 

6.11 

6.1 

30-YEAR  TREASURY  BONDS 

5.97 

5  91  ** 

30-YEAR  FIXED  MORTGAGE 

8.29 

8.K 

tBanxQuote,  Inc. 

tills 
BLOOMBERG  MUNI  YIELD  EQUIVALEN1  y 

Taxable  equivalent  yields  on  AAA-rated,  tax-exei  isociates 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  bond 


GENERAL  OBLIGATIONS 


5.05% 


TAXABLE  EQUIVALENT 


7.32 


DUCTI 


INSURED  REVENUE  BONDS 


5.23 


TAXABLE  EQUIVALENT 


7.58 


I  THE  WEEK  AHEAD 


NAPM  SURVEY  Monday,  July  3,  10  a.m.  edt 
►  The  National  Association  of  Purchasing 
Management's  Purchasing  Managers'  In- 
dex probably  dipped  slightly  in  June  to 
53%,  from  53.2%  in  May.  That's  the  me- 
dian forecast  of  economists  surveyed  by 
Standard  &  Poor's  mms,  a  division  of  The 
McGraw-Hill  Companies. 

CONSTRUCTION  SPENDING  Monday,  July  3, 
10  a.m.  edtp-  Construction  spending  was 
likely  unchanged  in  June  from  May,  when 
outlays  fell  0.6%. 


LEADING  INDICATORS  Wednesday,  July  5,  10 
a.m.  edt>-  The  Conference  Board's  index 
of  leading  indicators  probably  fell  0.2% 
in  May,  after  slipping  0.1%  in  April. 

FACTORY  INVENTORIES  Thursday,  July  6,  10 
a.m.  edt*-  Manufacturing  inventories 
probably  rose  0.2%  in  May,  after  increas- 
ing 0.4%  in  April. 

EMPLOYMENT  Friday,  July  7,  8:30  a.m.  edt 
►  The  s&p  mms  median  forecast  projects 
that  nonfarm  payrolls  rose  250,000  in 


June,  after  a  231,000  gain  in  1*^ 
May  employment  report  was  a  s    > 
cause  the  job  gain  was  all  in  th> 
sector;  the  Labor  Dept.  said  pri\. 
rolls  fell  116,000.  Because  of  t* 
pected  weakness  in  May  payroll 
mms  survey  resulted  in  an  extrer  jt', :;; 
range  of  job  increases  for  June,  „,J 
50,000  to  a  massive  495,000 
The  June  jobless  rate  is  expect 
back  to  4%,  from  4.1%  in  Ma; 
earnings  are  forecast  to  rise  0. 
June,  after  a  small  0.1%  gain  i 
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lown  week  for  the  BW  50,  which  failed  to  overcome  lackluster  showings  by  the  broader  market 
index  was  hurt  by  poor  peformance  of  computer  stocks,  such  as  Microsoft,  Cisco  Systems,  and 
OL  fell  on  June  23,  on  word  that  regulators  had  asked  for  more  information  on  its  planned  merg- 
ner.  Guidant  fell  after  an  analyst  cut  his  rating  for  the  company. 


COMPANY  PERFORMANCE 

%  change 


%  change 


Week 


Since 
3/1/00 


ns 


ns 
_j  ley  Dean  Witter 

nologies 

xhnology 
stems 


wab 


SJ 


Nance 


rials 
"ftional 
sociates 


05'- 


-2.2 
-11.2 
-5.7 
-3.8 
-4.7 
-3.5 
-2.5 
6.4 
-7.3 
-1.7 
-6.0 
-8.6 
-4.9 
-0.9 
-2.0 
-1.4 
-5.7 
-5.7 
-1.7 
-8.4 
-7.5 
2.2 
O.O 
-1.2 
-1.5 


-13.1 

-12.1 
-3.5 
16.0 
27.5 

-81.7 
11.0 

-34.1 

-16.2 
-5.3 
-7.9 

-39.6 
4.8 

-13.5 
13.9 
29.7 

-13.1 

-3.2 

6.2 

-49.4 
-1.9 
23.0 

-18.0 
16.1 

-54.3 


Since 

Rank      Company 

Week 

3/1/00 

26     Intel 

-4.8 

14.2 

27     Tribune 

3.0 

-3.0 

28     Xilinx 

-11.9 

15.5 

29     Enron 

-7.2 

-0.3 

30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 


Lexmark  International 

Omnicom  Group 

America  Online 

Guidant 

MBNA 

Pfizer 

Solectron 

Gateway 

Wells  Fargo 

General  Dynamics 

Texas  Instruments 

Capital  One  Financial 

General  Electric 


7.9 

-7.3 

-11.3 

-10.6 

0.1 

-0.9 

1.6 

-2.1 

7.3 

0.7 

-12.7 

0.7 

2.2 


Kansas  City  Southern  Industries    3.1 

Wal-Mart  Stores  3.8 

Paccar  2.6 

PE  Biosystems  Group  -0.5 

Merck  2.2 

Adobe  Systems  -3.1 

Reliant  Energy  -0.1 

Citigroup  2.7 


-43.3 
-4.6 

-10.5 

-32.6 
16.6 
45.8 
17.1 

-16.0 
18.5 
26.2 

-12.9 
23.6 
15.4 
-0.6 
14.3 
-1.6 

-35.3 
23.3 
24.3 
45.4 
24.3 


DUCTION  INDEX 

Change  from  last  week:  0.5% 
Change  from  last  year:  12.3% 


AL  OUTPUT 


.  The  index  Is  a  4-week 
moving  average 


Feb. 
2000 


May 
2000 


ndex  increased  again  in  the  latest 

ilation  of  the  four-week  moving  aver- 

i  to  172.8,  from  171.4.  After  season- 

jck  and  auto  production  rose.  Elec- 

lcreased  strongly,  as  hot  temperatures 

of  the  nation.  Lumber  output  rose 

>ecP  jction  fell  sharply  for  the  week,  which 

tjjil  :d  to  the  sizable  decline  in  rail-freight 

t  the  index  components  is  at  www.business- 
lon  index  Copyright  2000  by  The  McGraw-Hill 


I  ONLINE  RESOURCES 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

S«P  PERSONAL  WEALTH  Real-time  mar 
ket  coverage,  industry  analysis,  and 
personalized  retirement  advice. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  online 


For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessweek.com. 


Special  Advertising  Feature 
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Answers  from  puzzle  #30 
in  Business  Week. 


LINCOLN 

www.lincolnvehicles.com 
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Internet  Services 


f 


vwwv.theearlybirdgetsthegreatcom  iAUJneQj$lru 

We're  all  about  domain  registration.  1-877-REG-NAME  (734-6263)     sales@awegistrycom     ICANN  Accredited  Registrar 


Corporate  Gifts 


Logo  Tattoos! 


'<  0 


2"x2" 

(Image  area 
1-3/4"  x  1-3/4") 


or  2000  tattoos,  only  $299 

CALICO 

800/225-4269  Fax:  707/446-8273 

E-Mail:  CalicoUSA@Yahoo.com  (PC) 

E-mail:  Calicotattoos@aol.com  (Mac) 

Website:  CalicoUSA.com 


Career  Opportunities 


Executive  &  Technical  Personnel 

Are  you  looking  for  the  right  executive?  Let  us  help. 

•  We  are  a  leader  in  placing  senior  &  staff  level  executives  in 
manufacturing  &  telecommunications 

•  We  will  maintain  the  highest  level  of  professionalism  &  integrity 

Contact  us  and  let    o00~742~o923  us  be  of  service 


Cruises 


CHEAP 
CRUISES! 

877-660-9399 


cruisesTnc. 


Executive  Education/MBA  Programs 


The  Transnational  MBA 


"THE  FORDHAM  MODEL.  For  a  good  blend 
of  face-to-face  schooling  and  Net  learning,  one 
model  for  the  future  may  be  Fordham  Univer- 
sity's Transnational  MBA  Program." 

—  Business  Week.  10/4/99 

Earn  a  premier  MBA  in  just  over  two  years.  Fordham  s  Transnational 
MBA  (TMBA)  executive-format  program  holds  classes  one  weekend  per 
month  in  New  York.  Between  meetings.  Net  technology  keeps  you  connected 
while  you  continue  to  work  full-time.  Join  us  at  the  upcoming 

Tarrytown  Open  House  Manhattan  Information  Session 

Saturday,  July  22,  at  3:30  PM  Tuesday,  September  26,  at  6:30  PM 

Saturday,  September  16,  at  3:30  PM         Wednesday.  October  18  at  6:30  PM 

And  visit  us  at: 

www.  bnet.fordham.edu/public/programs/tmba. htm  or  call 

(914)  829-5453  or  e-mail  us  at  tmba@embanet.com 
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WHICH  IS  FASTER, 
YOUR  ASAP  OR 
YOUR  COMPETITION'S? 

As    a    fractional    owner    of    a    Learjet®'    or 
Challenger®  business  jet,  modern  CEOs  are  able 
to   respond   with   speed   and   spontaneity  due 
to    less   congested    airfields   and    personalized 
scheduling  built  around  their  specific  business 
needs.  We  offer  the  most  complete  range  of 
latest  technology  aircraft  available  today.   So 
while  there  may  be  other  options  to  Flexjet, 
there  can  only  be  one  choice.  Flexjet.  For  more 
information  on  the  many  affordable  benefits  of 
fractional    ownership    and    our    unprecedented 
level  of  personal  service  and  attention  to  detail, 
call  1-800-FLEXJET. 
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Agilent  Technologies,  Inc.  2000 


■01 


|l<^5  made  real. 


Honey,  you're  gonna  hate  me,  but  I  gotta 
work  late.  It  took  one  hundred  years  to 
connect  the  first  billion  people.  The  second 
will  take  only  five.  The  wireless  revolution  is 
at  hand.  And  Agilent  is  testing  and  creating 
components  for  all  of  it.  From  handsets  to 
networks,  we're  helping  to  bring  wireless  to 
the  world.  And  making  sure  it  works.  Even  if 
that  means  overtime. 


•  •• 
•        •  •  ■ 


Agilent  Technologies 

Innovating  the  HP  Way 


Agilent  Technologies  is  a  new  company 
comprised  of  the  former  Hewlett-Packard 
test  and  measurement,  chemical  analysis, 
semiconductor  components  and  medical 
products  businesses,  www.agilent.com 
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Editorials 


THE  MORNING  AFTER  IN  DOT-COM  LAND 


Nothing  concentrates  the  mind  like  the  prospect  of  being 
hanged.  It  was  easy  to  start  and  run  new  companies 
when  the  stock  market  was  throwing  money  at  almost  any 
Internet  business.  But  with  the  era  of  cheap  capital  appar- 
ently over,  New  Economy  companies  are  being  forced  to  focus 
on  the  serious  business  of  making  profits.  Dot-coms  are  clos- 
ing left  and  right,  while  Internet  pioneer  Amazon.com  Inc.  has 
come  under  criticism  for  running  big  losses  (page  38).  Webvan 
Group  Inc.,  the  online  grocery  delivery  service,  announced  on 
June  26  that  it  was  acquiring  rival  Homegrocer.com  Inc.  to 
conserve  cash,  something  that  would  have  been  unthinkable 
just  a  year  ago. 

A  critical  test  of  the  New  Economy  will  be  whether  the 
new  business  models,  made  by  companies  such  as  Amazon 
and  Webvan,  survive  in  an  era  when  capital  is  harder  to 
come  by.  Will  Internet  companies  be  able  and  willing  to  take 
the  steps  necessary  to  prosper  in  a  new,  more  prudent  envi- 
ronment? Or  will  they  miss  their  opportunity? 

The  depressing  case  of  Japan  shows  how  it's  possible  to 
squander  the  benefits  of  cheap  capital.  From  1987  to  1989,  a 
soaring  Tokyo  stock  market  pushed  the  effective  cost  of  cap- 
ital for  Japanese  firms  to  nearly  zero,  triggering  one  of  the 
great  investment  booms  in  history.  Japanese  companies  built 
new  factories,  poured  money  into  worker  amenities  such  as 
dorms  and  swimming  pools,  bought  U.  S.  assets  such  as 
Rockefeller  Center  and  Columbia  Pictures,  and  invested  in 
stocks  in  the  Tokyo  market.  But  a  decade  later,  there  are  no 
obvious  signs  that  the  boom  left  any  lasting  gains  in  Japan.  In- 
dustrial production  is  lower  than  at  the  beginning  of  the  '90s, 
stocks  remain  depressed,  and  government  debt  is  far  higher. 


Money  was  squandered  during  the  U.  S.  technology! 
boom,  too.  But  the  U.  S.  has  two  advantages  in  coping 
more  sober  environment.  First,  U.S.  policymakers  s« 
have  a  better  idea  about  how  to  cool  down  the  ecfl 
without  killing  it,  something  that  their  Japanese  co| 
parts  could  not  manage.  At  least  as  important,  the  U. 
the  benefits  of  a  decentralized  venture-capital  system, 
for  all  its  problems,  is  more  flexible  and  responsive  ths 
nancial  system  such  as  Japan's,  which  was  and  still  is  | 
nated  by  banks  and  large  companies. 

Those  advantages  are  not  enough  unless  the  manag 
the  Internet  companies  adapt  quickly  to  a  world  ofl 
expensive  capital.  E-tailers  such  as  Amazon,  for  ex^ 
need  to  improve  the  way  that  they  manage  their  inver 
and  operations  in  order  to  reduce  their  cash  drain.  Aij 
pace  of  consolidation  needs  to  accelerate,  especially  in  cl 
intensive  industries  such  as  online  delivery,  in  order  to| 
duplicating  costly  facilities. 

The  telecommunications  companies,  which  have  beer 
of  the  biggest  borrowers  in  the  economy,  face  a  trickier 
agement  problem.  Companies  like  AT&T  and  WorldCor 
poured  enormous  sums  of  money  into  building  the 
structure  for  the  New  Economy.  In  the  last  year  alor 
major  telecom  companies  have  laid  out  more  than  $60 
in  capital  expenditures.  Now  they  have  to  figure  out 
make  money  on  their  investments,  which  may  be  a  lot  | 
er  than  they  expected  (page  46). 

The  fun  part  is  over.  Now  it's  time  for  New  Ecc 
companies  to  show  that  their  success  will  outlast  tr 
when  capital  was  cheap — too  cheap. 


CAN  EUROPE  SHAKE  THE  SUBSIDY  HABIT? 


Europe  has  taken  giant  steps  in  recent  years  toward  in- 
creasing efficiency,  reducing  regulation,  and  breaking 
down  barriers  between  its  national  markets.  The  latest  sign  of 
progress:  the  impending  merger  between  three  of  the  top 
aerospace  companies  in  France,  Germany,  and  Spain  to  form 
a  $22  billion  giant  called  European  Aeronautic  Defense  & 
Space  Co.  Overcoming  political  reluctance  to  give  up  these 
traditional  symbols  of  national  strength,  shares  in  the  new 
truly  European  corporation  will  go  on  sale  to  the  public 
starting  July  10  (page  170).  At  the  same  time,  Airbus  In- 
dustrie, which  is  an  awkward  consortium  mainly  controlled  by 
the  same  three  aerospace  companies,  will  be  transformed 
into  a  single  company  that  owns  all  of  the  assets  it  needs  to 
manufacture  airplanes.  It  will  be  owned  80%  by  eads  and 
20%  by  Britain's  bae  Systems. 

If  eads  and  its  Airbus  subsidiary  manage  to  act  like  a 
stand-alone  corporation,  it  would  be  a  powerful  signal  that  the 
New  Europe  is  here  to  stay.  Unfortunately,  there  are  trou- 


bling signs  that  the  protectionist  ways  of  the  Old  E 
have  not  yet  died.  European  governments  are  assertini 
right  to  provide  up  to  one-third  of  the  $12  billion  that 
says  it  will  need  to  build  a  giant  new  airliner,  the  A3X 
airplane,  which  could  carry  600  to  800  passengers,  is 
ed  to  dethrone  Boeing  Co.  as  king  of  the  jumbo  jet: 
Clinton  Administration  is  arguing  that  although  some 
dies  for  the  development  of  aircraft  are  permitted  u: 
1992  bilateral  agreement,  the  Europeans  are  violatinj 
terms  of  that  agreement  as  well  as  the  rules  of  the 
Trade  Organization. 

Europe's  impulse  to  keep  subsidizing  Airbus  raises  cor 
that  eads,  too,  will  be  treated  as  a  favored  child.  That 
be  too  bad,  because  the  era  of  subsidized  national  cham 
is  over — whether  in  computers,  telecommunications,  or 
tion  and  defense.  Let  EADS  and  Airbus  compete  with  th< 
ternational  rivals  without  the  taxpayer's  help,  and  ultirr 
everyone  will  benefit. 
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)  fires  in  Mexico  destroyed  490,000 
;  of  forest  and^870/000  acres  of 
■  land,  Ford  Motor  Company,  our 
|trs,  and  the  government  of  Mexico 
id  together  to  plant  more  than 
lion  trees  in  an  effort  touring  the 
stem  back  into  balance. 

Land  Lover  Karen  Arguello  is  part  of 

our  public  affairs  team.  She  put  Ford 

and  the  Mexican  government  in  the 

LijjH  woods  together. 
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ometimes  they  can't  see 
he  forest,  period. 
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web  hosting  the  intel  way 


. 


the  web  has  no  off  switch,  so  your  e-business  can't  ever  afford  to  be 
down,  not  even  for  a  split  second,  that's  the  incredibly  exacting  standard  by 
which  intel  online  services  measures  success,  we  design  our  services  and 
build  our  facilities  even  better  than  they  have  to  be.  first  we  install  a  complex 
set  of  system  backups,  and  then  we  back  up  our  backups,  if  the  right 
tools  don't  already  exist,  we  invent  them,  even  while  you  sleep,  intel  online 
services  keeps  an  unblinking  eye  on  your  e-business,  because  in  the  surge 
economy,  there  is  no  closing  time,  to  take  the  first  step,  visit  us  online  or  call 
1-877-320-2662.  f  web  hosting  for  the  surge  economy  ^  intelonlineservices.com/infoj 
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D  2000  Intel  Corporation.  Intel  is  a  reojsteied  trademark  of  Intel  Corporation.  Intel  Online  Services. 'Inc.  is  a  wholly  owned  subsi 
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STRATEGIES  FOR 


Building  a 
smart  portfolio 

Forecasting 
your  living 
costs 

Choosing  a 
second  career 


AOL  Keyword:  BW 
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is  it: 


the  shippers? 


the  exchange  rate? 


or  something  you 
haven't  even  thought  of. 


Intuition  only  goes  so  far. 
Software  from  Hyperion  lets 
everyone  know  exactly  what's 
happening  and  what  to  do  next. 
So  they  can  solve  problems,  not 
create  new  ones.  And  not  waste 
time  in  the  process. 


o   • 

ooo 

o  o 

Hyperion 

what's  going  on 
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THE  SATURN  LS2 


PERFORMANCE  SEDAN 


182-horsepower,  3.0-liter  V-6 

Four-speed  automatic 

Leather  Appointments 

Six-way  power  driver's  seat 

Power  windows,  locks  and 
heated  exterior  mirrors 

AM/FM/CD/Cassette  with 

amplifier,  sub-woofer 

and  premium  speakers 

Power  sunroof 

Remote  keyless  entry 

Air  conditioning  with 
passenger-cabin  filter 

Cruise  control 

Four-wheel  disc  brakes 

Anti-lock  brakes  with 
Traction  Control 

Alloy  wheels 

Rear  spoiler 

Sport-tuned  suspension 

Dent-resistant  polymer 
doors  and  fenders 


A  Different  Kind   of  Company. 
A  Different  Kind   of  Car. 


vv 


There  is  a  point  where  luxury  becomes  somewhat  silly, 
t  becomes  overdone.  Absurd.  And  obscenely  expensr 

I  few  miles  from  that  point  is  the  1. -Series  from  Satun 
tic.  the  L-Scries  has  more  room,  more  power,  more  evcrythi 
than  other  Saturn  models.  Some  might  even  say  they're  border 
on  luxurious.  But  the  difference  is,  the  I. -Series  cos 
thousands  less  than  cars  with  the  same  features. 
m   Luxurious,  yes.  Silly,  no. 
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HOW  TO  RETIRE 

business  week  presents  its  annual 

roundup  of  help  for  readers  who 

want  to  ensure  their  future 

financial  and  personal  well-being 

PORTFOLIO  RESHAPING  TIME 

The  bull  market  has  turned 

America  into  a  nation  of  lapsed 

diversifiers 

IN  ASSETS,  ITS  ALL  IN  THE  MIX 

These  models  may  help  you  pick  a 

combination  of  growth  and  safety 

that  is  right  for  you 

THE  FUND-OF-FUNDS  OPTION 

Let  a  lifestyle-fund  manager  do 

your  allocation  homework 

COMMENTARY:  MUTUAL  FUNDS 

Shine  more  light — not  less — on 

fund  holdings 

WHEN  TO  COLLECT 

Should  you  file  for  Social  Security 

at  65?  Not  necessarily 

WHAT  NOT  TO  FORGET 

Don't  get  blindsided  by  savings 

drains,  such  as  inflation  and  taxes 

ITS  NEVER  TOO  LATE  TO  SAVE 

Three  tales  of  people  who  turned 

around  their  retirement  plans 


A  SECOND  HOME,  FOR  NOW 

While  prices  are  low — later,  it  can 
be  your  retirement  retreat 
NOT  READY  TO  STOP  WORKING? 
For  many  ex-execs,  consulting  is 
just  demanding  enough 
THE  TWO  E's  FOR  SENIORS 
As  the  body  ages,  eating  and 
exercise  regimes  must  be  adjusted 

144    SURF'S  UP,  GRAMPS 

Seniors  aren't  letting  age  get  in  the 
way  of  their  pursuit  of  sports 

147    KEEP  OLD  AGE  FROM  ACTING  UP 
New  treatments  and  remedies  can 
help  keep  elderly  aches  and  pains 
at  bay 

News:  Analysis  &  Commentary 

38    A  NEW  MEXICAN  REVOLUTION 

What  Vicente  Fox's  upset  victory 
means  for  the  country's  economy, 
society,  and  politics 

42    DIRTY  TRICKS  IN  SILICON  VALLEY 
In  techdom's  win-at-all-costs 
culture,  shenanigans  are  just  the 
beginning 

44    COMMENTARY:  CONSERVING  OIL 
Whatever  happened  to  conservation 
and  efficiency  efforts?  Even  a  little 
would  go  a  long  way 
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Incentives  are  at  recon 
the  sales  strategy  is  ris!  „ 
COMMENTARY:,  SOFTWA 
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Computer  Associates — a    f 
management  is  to  blame 
THE  NEXT  CABLE  EMPIRI 
After  two  new  deals,  Jo 
is  as  big  outside  the  U 
COMMENTARY:  NET  PRIV 
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f  fable  for  two.  Courtesy  of  Nextel. 


WIRELESS   INTERNET  SERVICES 

You  receive  a  two-way  text  message  from  your  broker  saying,  "Stock  doubled. 
Congratulations."  After  a  short  preprogrammed  reply  of  "Wow,"  you  go  to  your 
MSN  Hotmail  account  and  email  friends, "Can't  make  the  game,  something's  come  up. 


NEXTEL   DIRECT  CONNECT® 

Using  the  digital,  two-way  radio  feature,  you  ask  your  assistant  to  call 
Roberto  and  reserve  the  best  table  in  the  house. 


DIGITAL  CELLULAR 

You  call  your  wife  and  invite  her  to  celebrate. 
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USINESS  JUST  GOT  EASIER.  THANKS  TO  NEXTEL'S  NEW  WIRELESS  INTERNET  SERVICES,  YOU  HAVE  EVEN  MORE 
/AYS  TO  KEEP  YOU  CONNECTED  TO  THE  CRITICAL  INFORMATION  YOU  NEED  TO  DO  BUSINESS  BETTER  AND  FASTER. 
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Up  Front 
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HEALTHWATCH 

HOSPITALS:  OUT 
OF  PATIENCE 

HOSPITALS  ARE  FIGHTING  BACK. 

According  to  a  survey  by  De- 
loitte  &  Touche,  nearly  one- 
third  of  all  U.  S.  hospitals  say 
they  have  canceled  a  contract 
with  a  health-maintenance  or- 
ganization. That  number  leaps 
to  50%  for  the  na- 
tion's largest  hospi- 
tals. This  is  occurring 
despite  the  fact  that 
24%  of  hospitals  say 
hmos     account     for 
20%  or  more  of  their 
patients. 

The  reasons  for 
the  cancellation  are 
not  hard  to  fathom: 
In  the  survey  of  the 
top  administrators  of 
about  1,000  U.S.  hos- 
pitals, poor  financial 
results  was  the  reason  most 
often  cited  for  canceling  a 
contract — the  hmos  simply 
weren't  timely  with  their  re- 
imbursements, hmos  were 
also  cited  for  poor  overall  co- 
operation with  the  hospitals. 
And  only  the  government's 
Medicare  program  reimbursed 


hospitals  at  lower  levels. 
Deloitte  &  Touche  health 
care  partner  Ray  Cisneros, 
who  directed  the  survey,  says 
hospitals  are  striking  back  at 
managed  care  in  part  because 
they  know  patients  are  just 
as  fed  up  as  they  are:  "With 
all  the  noise  by  individual  pa- 
tients, the  government,  and 
employers,  [the  hospitals'] 
hand  is  strengthened." 

NO  TO  MANAGED  CARE 

HOSPITAL  PERCENTAGE  EXITING 

SIZE  BY  BED  HMO  CONTRACT 

Under  100 

100-149 

150-199 

200-299 

300-399 

400-499 

500  and  over 

Overall 


30       40       50       60 
DATA:  DELOITTE  &  TOUCHE 

Hospitals  still  prefer  to  ne- 
gotiate fee-for-service  pay- 
ments from  insurers,  all  the 
talk  of  a  revolution  in  health 
care  notwithstanding.  While 
those  fees  are  lower  than  they 
were,  they  are  more  than 
standard  HMO  reimburse- 
ments. Catherine  Artist 


THE  LIST    DOT-COM  CASH  MAGNETS 


Dot-coms  are 
falling  at  an  ap- 
palling pace,  most 
for  the  simple  rea- 
son that  they  have 
run  out  of  cash. 
That's  not  so, 
however,  for  many  of  the 
biggest  sites.  Advertising 


A 

A  M  E  Ry^C  A 


revenues  on  the 
Web  continue  to 
grow  at  a  faster 
pace  than  in  any 
other  medium.  In 
the  month  of 
May,  1,300  lead- 
ing Web  sites  pulled  in  a 
total  of  $1.2  billion. 


TOP  10  WEB  SITE  AD  REVENUES  IN  MAY 

MILLIONS  OF  DOLLARS 

6.  espn.go.com  23.6 

7.  cbs.sportsline.com  20.1 

8.  shopping.yahoo.com  16.0 

9.  lycos.com  15.1 
10.mail.yahoo.com      14.8 


1. 

aol.com 

$64.0 

2. 

yahoo.com 

45.1 

3. 

ebay.com 

31.3 

4. 

hotmail.com 

25.4 

5. 

msn.com 

24.8 

TALK  SHOW  Ulf  I  advance,  follow  me!  If  I  stop,  push| 
If  I  retreat,  kill  me." 

— Rallying  cry  of 'Mexico's  President-elect  Vicente  Fox,  oriQ 
ed  by  Catholic  insurgents  during  the  Mexican  Revolution 


SLUGFESTS 

ROCKING 
THE  GLOBE 


A    SERIES    OF    LAWSUITS    BY 

the  National  Writers  Union 
is  trying  to  take  the  free  out 
of  freelancing. 

The  latest  suit  by  the  nwu, 
a  freelancers'  union  support- 
ed by  the  United  Auto  Work- 
ers, takes  on  The  Boston 
Globe,  where  a  particularly 
nasty  battle  over  the  rights 
of  nonstaff  writers  is  brewing. 
The  Globe  recently  gave  750 
freelancers  until  June  1  to 
sign  a  contract  that  would 
give  it  new  rights  to  stories 
they  had  already  written,  pri- 
marily for  use  on  its  Web  site. 
Refuse,  said  the  paper,  and 
you  can't  work  for  the  Globe. 
Some  350  writers  signed. 

The  reason  for  the  Globe's, 
insistence?  The  NWU  won  an 
earlier  suit  against  the 
Globe's  sister  paper,  Tlie  New 


oston\ 


S^fe 
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York  -^i5§i 

Times — and  other 
publications — in  wh 
said  that  the  Times  pi 
freelance  work  onlin 
out  payment  or  pen 
That  decision,  which 
appealed,  could  for 
Times  to  retroactivt 
writers  for  work  onli 
other  non-newspaper 
That  could  total  millic 
Meanwhile,  says  th 
the  Globe's  stance  amo 
illegal  coercion.  The  Gl 
agrees.  Moreover,  a 
man  says:  'We  feel  v 
[freelancers]  well  in  £. 
place."  Roy  F- 


PRODUCT  PEEK 

THE  JOY 
OF  LAUNDRY 


TALK  ABOUT  BRAND 

extension.  Vic- 
toria's Secret, 
which  claims  to 
own  the  idea  of 
"sexy"  with  its 
lacy  lines  of  lin- 
gerie, will  soon 
see  if  its  moniker  resonates 
with  a  more  mundane  item — 
laundry. 

This  fall,  the  seller 
of  the   Miracle   Bra 
will  take  on  the  likes 
of  Tide  and  Bounce 
with   its   own   line 
of    laundry    prod- 
ucts, to  be   sold 
through  Victoria's 
Secret  stores,  cat- 
alog,    and     Web 
site.  Victoria's  Se- 
cret hopes  that  af- 
ter using   "Lavish 
Laundry"  deter- 
gents, "Gentle  Af- 
fection" soap  for 


delicates,  and  "Soften 
fabric  softener,  doing 
will  never  be  the  san 
pink-striped  bottle  of 
Laundry  liquid  reads: 
pretty  pink  liquid 
clothes  brilliantly  cle: 
smelling  extra  fres 
makes  doing  the  laui 
sensual  experience." 
Executives  at  Victo: 
cret,  a  division  of  In 
Brands,  say  the  move 
signed  to  expand  Vic 
Secret  into  lifestyle  pn 
But  shoppers  maj 
trouble  with  the 
prices.  A  64- 
bottle  of  1 
Laundry,  fo: 
stance,  will  s 
$12.  or  62% 
than  a  $7.39 
liquid  TidI 
that  price, 
mains  to  b 
whether  s(  \ 
sell  detei 
Robert  I 


DELICATE 
CYCLE 
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lg  in  our  Proxima  UltraLight"  projector  series  are  three  new  5  lb.  models  starring  DLP "  technology  and  video  compatibility. 

entry-level  projector  is  based  on  a  compelling  price  value  story.  And  for  sweeping  performance,  we  bring  you  the  world's 

brightest  in  its  weight  class  - 1100  lumens  in  a  5  lb.  projector.  Prices  start  at  $2999."Can  you  hear  the  applause? 

Go  out  and  take  a  bow  Visit  www.proxima.com  or  call  1-888-PROXIMA. 
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proXima 

Own  your  audience. 
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Up  Front 


WIRED  NATION 

E-MAIL  EVEN  AT 
35,000  FEET 

you've  got  a  martini  in  one 
hand,  a  pillow  under  your 
head,  and  the  movie  you 
missed  in  the  theater  six 
months  ago  is  set  to  play  as 
the  inflight  flick.  For  busi- 
ness travelers,  flying  once  of- 
fered a  bit  of  r&r.  But  soon 
that  flight  could  be  just  as 
busy  as  the  office:  In-flight 
e-mail  is  coming. 

Boeing's      Connexion,      a 


satellite-based  high-speed  link, 
yD^l^j-)  is  already  available  on  pri- 
,♦    ^*   vate  jets  and  prepped  for 
launch  on  airliners  in  late 
2001.  The  software  is  free, 
but  the  service  costs  $20-$25 
per  hour.  Tenzing  Communi- 
cations has  announced  a  trial 
run  of  e-mail  and  Net  service 
beginning  in  August  on  some 
Cathay  Pacific  and  Air  Cana- 
da    flights.     Their     service 
charges  a  monthly  subscrip- 
tion fee.  Qualcomm,  Global- 
star,  and  InFlight  Network 
have  teamed  up  to  develop  in- 
flight Internet  next  year,  while 
another  entrant  in  the  mar- 
ket, Airshow,  has  already  test- 
ed its  own  e-mail  service. 

Alan  Pellegrini,  Tenzing's 
coo,  believes  that  people 
want  to  stay  in  the  loop 
while  they  travel.  Still,  he  ad- 
mits "they  may  not  want  to 
be  online  for  the  entire 
flight."  Unless,  of  course, 
they're  expecting  a  note  from 
the  boss.  Then  that  movie  is 
history.  Jennifer  Lee 


OVER  THERE 

LE  WEB  BREAKS  UP 
AN  ART  MONOPOLY 

THE   INTERNET  IS  HELPING 

destroy  another  Gallic  tradi- 
tion: the  monopoly  of  state-li- 
censed art  auctioneers,  the 
commissaire-priseurs. 
Thanks  to  a  favor- 
able court  ruling  and 
new  European  Union 
laws,  France  will 
join  the  cyber  main- 
stream, allowing  any- 
one to  conduct  online 
art  auctions. 

French  eBay  imi- 
tators Aucland  and 
iBazar  had  held  such 
auctions  before  the 
ruling.  But  they  argued  that 
they  weren't  really  holding 
auctions  since  they  never 
took  possession  of  the  goods. 
And  French  art  portal  Nart, 
which  did  take  physical  pos- 
session of  the  art,  held  its 
auctions  from  the  U.  S.  The 
irate  commissaires  sued  Nart 
in  France  and  won.    But  they 


were  awarded  symbolic  dam- 
ages: one  franc.  Furthermore, 
under  a  new  European  law, 
the  commissaires1  monopoly 
ends  in  September. 

With  that  in  mind,  eBay 
is  now  prepared  to  start  up 
in  France.  "We  have  to  wait 
for  the  legal  situation  to  be 
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recent 


For  Sale 


clarified, 
says 

Michael  van  Swaaij,  eBay's 
European  vice-president. 
EBay  founder  Pierre  Omid- 
yar  was  born  in  France  be- 
fore moving  to  the  U.  S.  as  a 
child.  Now  he  has  returned 
to  Paris — and  his  e-progeny 
will  help  change  his  home- 
land. William  Echikson 


Mu\;nivw\ijm 


*YE?...(&WC£LLPfWEtM  f*6€Z,M  INTERNET  UtiK 
WIRELESS  F»iCt  ANfc  "NAUKSTbTHVS.  MFTY  SATEU/fE"  NfiN 
SVWEM,!  KNOW  PRECISELY  WHERE  t  AM  AT  ALUT»Ktf 


B2B  BOOM 

A  PERFECT  AUCTION 
FOR  GLOUCESTER 

IN  1991,  THE  CREW  OF  THE 
fishing  boat  Andrea  Gail,  por- 
trayed in  the  movie  The  Per- 
fect Storm,  fought  against  ex- 
traordinarily vicious  weather. 
Usually,  though,  a  commer- 
cial fisherman's  toughest  fight 
is  getting  the  best  price  for 
the  catch.  Now,  thanks  to  the 
Internet,  fishermen  from  the 
Andrea  Gail's  home  port  of 
Gloucester,  Mass.,  may  win 
that  battle. 

The     Global     Food     Ex- 


STORM:  change. cc 

Never  sold     B2B  Web 
the  catch        place     fo 
food 

has  acquired  the  Glo 
Seafood  Display  Aucti< 
of  the  largest  U.S. 
markets,  it  sells  20 
pounds  of  fish  annual 
auction,  begun  in  19£ 
already  a  step  up  fr< 
Andrea  Gail's  days, 
sales  were  limited  to 
number  of  dockside 
Auction  officials  say  tl 
a  fair,  neutral  marketj: 
Global  should  impr 
that,  casting  a  wide  i 
more  buyers  and,  en 
providing  sophisticatec 
ery  trackingi  As  Foi 
Research  B2B  expert 
Cicalese  says:  "You 
want  10  crates  of  per 
lobsters  showing  up 
restaurant's  doorstep 
That  would  just  crea 
perfect  mess.        Joan 


THE  BIG  PICTURE 


HIGHWAY  COSTS  FALL 

Gas  is  more  expensive,  but  the  cost  of  building  high] 
has  fallen.  Thanks  to  lower  concrete  and  steel  pricesl 
the  U.S.  index  of  road  construction  costs  in 
the  first  quarter  of  2000  fell  4.2%  from  the 
previous  quarter,  its  two-year 
high.^ 

I  CONSTRUCTION 


COST  INDEX 


INDEX:  1987=100 
,'99 


140 

l135 

130 


DATA:  U.S.  DEPT  OF  TRANSPORT 


FOOTNOTES  Americans  who  say  it's  important  to  follow  the  economy:  49%;  who  have  never  heard  of  the  New  Economy:] 


10  BUSINESS  WEEK  /  JULY  17,  2000 


DATA:  SCUDDER  KEMPER  INVEST! 
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This  announcement  appears  as  a  matter  of  record  only.  Th,s  advertisement  has  been  approved  by  Deutsche  Bank  AG  London  regulated  by  SFA 
for  the  conduct  of  investment  business  in  the  UK.  The  services  described  in  this  advertisement  are  provided  by  Deutsche  Bank  AG  or  by  its 
subsidiaries  and/or  affiliates  in  accordance  with  appropriate  local  legislation  and  regulation 


Deutsche  Bank  vaults  to 


lo. 


'For  20  years,  ever  since  Euromoney  began  its 
annual  foreign  exchange  surveys,  Citigroup  came 
top.  Now  Deutsche  Bank  has  dislodged  it  by  a 
convincing  margin?'* 

Foreign  exchange  results  2000 

Top  10  by  market  share  (overall) 


1999 


Estimated  share  f%) 


1 

2 

Deutsche  Bank 

12S3 

2 

3 

Chase  Manhattan  Bank 

826 

3 

1 

Citigi 

8.07 

•I 

Warburg  Dilli  - 

5 

8 

4.55 

6 

5 

Goldman  Sachs 

4.38 

.'organ 

3.94 

8 

10 

11 

Credit  Suisse  First  Boston 

2  89 

10 

ian  Stanley  Dean  Witter 

287 

'Source  Eurorr\oney.  May  2000 
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1995 

No.22 
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leading  to  results 
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\lo.1  in  Foreign  Exchange 


1997 

No.4 

FX  Bank 
Overall 


1998 

No.2 

FX  Bank 
Overall 


1999 

No.2 

FX  Bank 
Overall 


2000 

No.1 

FX  Bank 
Overall* 


In  1995,  Deutsche  Bank  made  a  commitment  to 
become  a  leader  in  the  global  Foreign  Exchange 
market.  By  developing  an  FX»franchise  offering  a 
truly  global  network  of  sales,  trading  and  research 
professionals  with  a  client  focused  approach,  we  set 
out  to  achieve  those  ambitious  goals. 

Today,  this  global  reach  and  acknowledged  expertise 
are  constantly  refined  with  fresh  ideas  and  technical 
innovations,  creating  better  solutions  for  our  clients. 

The  future  holds  even  more  promise. 
Our  commitment  to  further  developing  our  e-business 
capabilities  for  institutions,  corporates  and  the  new 
economy  alike,  will  enable  us  to  continue  this 
impressive  progress  in  the  global  FX  marketplace. 

Our  global  reach  and  value-added  approach  provide  a 
vital  edge  for  our  clients  in  foreign  exchange  -  another 
reason  why  Deutsche  Bank  is  leading  to  results. 

www.fxmarkets.com 
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WHAT  DOING  GOOD 
REALLY  GETS  YOU 


.  "CalPERS  may  not  do  as  well  by  doing 
good"  (Management,  June  19)  criticizes 
California  State  Treasurer  Philip  An- 
gelides  for  promoting  a  radical  new  in- 
vestment policy  that  would  help  benefi- 
ciaries and  society  at  large.  A  closer 
look  would  show  that  social  considera- 
tions are  already  a  part  of  the  California 
Public  Employees'  Retirement  System's 
investment  policies  and  that  Angelides 
is  not  veering  so  far  off  course. 

According  to  CalPERS'  Social  Respon- 
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According10 
Morning*"'. 


that  author  Christopher  Pain 
pouses,  CalPERS  can  uphold  its  fi 
mandate  to  get  the  best  retur 
invest  in  a  manner  that  is  good 
ciety.  This  is  particularly  evidei 
corporate  environmental  manaj 
practices.  It  is  not  a  coinciden 
companies  that  inflict  harm  on 
and  the  environment  see  the  } 
nancial  consequences  of  their 
Such  companies  are  often  face 
costly  litigation  and  regulator j 
negative  publicity,  shareholder 
and  a  waste  of  natural  and  mq 
resources. 

We  encourage  Angelides 
tinue  pushing  for  stronger 
ment  criteria  according  to  1" 
cial  and  environmental  st'ai 
Public  pension  funds  that 
will  increase  their  return 
contributing  to   the   qua 
life — including  the  protec 
human  health  and  the  e 
ment — for  their  beneficiar  " 
participants. 

Cai 
Rosa  Foundation  foi  L 
munities  &  the  Envin 
Oakland 
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underperformsthe 

sibility  Criteria:  "The  Board  expects  the 
managements  of  the  companies  whose 
equity  securities  are  held  in  the  Fund's 
portfolio  to  conduct  themselves  with 
propriety  and  with  a  view  toward  social 
considerations."  CalPERS'  board  recently 
took  its  social  commitment  even  further 
by  adopting  the  Global  Sullivan  Princi- 
ples of  Corporate  Responsibility.  Those 
objectives  include  supporting  "...eco- 
nomic, social,  and  political  justice  by 
companies  where  they  do  business." 
Contrary  to  the  "traditional  wisdom" 


In  an  attempt  to  supp 
assertion  that  socially  res 
ble  investing  (sri)  yields  below-a 
results,  Palmeri  misused  Morni 
Inc.  performance  information.  He 
"The  average  socially  responsible 
al  fund  underperformed  the  a 
U.S.  stock  fund  in  the  past  yes 
years,  and  in  the  year-to-date 
most  obvious  flaw  in  his  analysis 
comparison  of  all  sri  funds — equi 
fixed  income — with  all  U.S.  stock 
On  a  more  level  playing  fielc 
paring  funds  with  similar  inves 
styles,  the  results  are  quite  difl 
According  to  data  provided  by 
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,  BR]    stuck    funds    have   out  per 

their  peers  for  most  periods.  As 
81,  li( MM)  (the  most  recent  period 
cli  performance  results  are  avail- 
lie  average  domestic  ski  diversi- 
ick  fund  outperformed  the  aver- 
i  oestic  diversified  stock  fund  for 
r-to-date,  three-year,  and  five- 
rioils.  Furthermore,  40<%  of  SKI 
inds  with  five-year  records  have 
r  five-star  Morningstar  ratings, 
ed  with  32.5%  in  the  general  uni- 
f  diversified  stock  funds.  About 
SRI  funds  with  a  three-year 
have  a  five-star  rating  from 
gstar — in  line  with  the  10%  rate 
werall  fund  universe, 
leri  states  that  the  purpose  of  a 
fund  such  as  CalPERS  is  to  "pro- 
;ome  for  its  members."  He  claims 
social  agenda  can  "muddy  the 
resulting  in  poor  results  in  both 
We  believe  that  social  screen- 
ances  financial  performance,  elim- 
from  investment  consideration 
ies  that,  due  to  their  question- 
isiness  practices,  may  present 
ant  risk  to  their  investors, 
ng  out  companies  with  poten- 
•oublesome  practices  such  as  to- 
ompanies  and  nuclear  power  util- 
s  steered  many  SRI  funds  away 
»me  of  the  market's  worst  per- 
:  in  recent  years. 

Donna  Marsh 

Public  Relations  Manager 

Citizens  Funds 

Portsmouth,  N.H. 

flOLENCE 
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e  is  little  compelling  scientific 
•e  linking  video  game  violence 
creased  aggressive  behavior  in 
ji  ("Want  a  gory  game?  Let's  see 
.D.,"  News:  Analysis  &  Com- 
;,  June  19).  Author  Robert  Bern- 
two  academics  to  support  his 

■I  !?  view  and  dismisses  contradic- 
dings  as  the  work  of  "opponents" 
j)  game  regulation.  He  does  not 

ledge  the  volume  of  serious  re- 
produced on  this  subject  that 
cts  his  claims.  Most  troubling,  he 
a  December,  1999,  report  pro- 
•y  the  Australian  government — 
5t  thorough  review  of  all  acade- 

tl;arch  on  video  games  and  violent 

if  r  to  date.  That  study  concluded 
le  accumulating  evidence — pro- 

.djargely  by  researchers  keen  to 

Jo  trate  the  games'  undesirable  ef- 
loes  indicate  that  it  is  very  hard 

i  such  effects  and  that  they  are 
to  be  substantial." 

Jh  Interactive  Digital  Software 
*rees  that  retailers  should  use 
st  efforts  to  avoid  selling  ma- 


ture  rated  games  to  p<  under  17. 

Separately,  we  have  continued  to  D1 

efforts  to  promote  awareness  about  the 
Entertainment  Software  Rating  Board's 
(ESRB)  video  game  ratings.  In  the  final 
analysis,  parents  have  the  responsibility 
to  control  the  games  their  children  play, 
and  ESRK  ratings  are  the  best  way  to 
carry  out  this  obligation. 

Doug  Lowenstein 

President 

Interactive  Digital  Software  Assn. 

Washington 


HOW  BIG  ARE  NATURAL-GAS 
STOCKPILES? 


One  correction  should  be  noted  in 

your  otherwise  insightful  article  about 

the  value  investor-  may  find  in  tiatl 
gas  exploration  and  production  compa- 
nies— and,  we  would  hasten  to  add,  in 
local  natural-gas  utilities  ("Choosing  safe 
stocks  in  turbulent  times,"  Business 
Week  Investor,  June  26), 

Supplies  of  natural  gas  held  in  un- 
derground storage  are  only  slightly 


"That's  a  pretty  gloomy  forecast,  Voice  of  Doom'. 

And  yet  you  see  a  silver  lining  in  all  that  bandwidth  from 

Williams...  tell  us  about  it." 


With  Williams  Communications,  the  forecast  is  sunny.  Try  our 

doanything  data,  voice,  video  and  IP  services,  fix-anyhow  equipment 
solutions,  and  go-anywhere  bandwidth  —  including  fiber-optic  or 
all-optical  networking.  Talk  about  wholesale  optimism,  that's  Williams. 


Williams 


COMMUNICATIONS 


l-800-WILLIAMS  •  WWW.WILLIAMSC0MMUNICATI0NS.COM  •  NYSE:  WMB  &  WCG 
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THE  CONSTANT  AND  rapid     CHANGES 


IN  TECHNOLOGY  HAVE  LEFT  ROOM 

FOR     ONLY    TWO     KINDS     OF     E-BUSINESSES: 

THE  QUICK  AND  THE  DEAD. 

It's  no  longer  business  as  usual.  For  you,  or  your  competition. 
Which  is  why  nearly  all  the  Fortune  500®  rely  on  us  to  survive  - 
and  thrive-in  today's  ever-changing,  unpredictable  environment. 

We  are  BMC  Software.  The  world's  leading  provider  of  systems 
management  solutions.  Software  that  keeps  your  business-critical 
applications  up  and  running  around  the  clock.  We  offer  the 
fastest  implementation  of  the  most  comprehensive  e-business 
management  systems.  And  our  exclusive  OnSite™  program  is  your 
seal  of  assurance  that  your  e-business  will  be  on-line,  all  the  time. 


For  more  information,  visit 
us  at  www.bmc.com.  We'll  be 
there.  We're  always  there. 


<bmcsoftware 


Assuring  Business  Availability'" 
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Readers  Report 


below  the  six-year  average  for  this 
time  of  year,  not  25%  below  normal. 
It  is  possible  that  the  article  was  com- 
paring current  storage  levels  with 
those  of  1999,  when  the  amount  of  nat- 
ural gas  stored  underground  was  quite 
high. 

Competition  in  the  industry  has 
stimulated  more  sophisticated  manage- 
ment of  gas  supplies,  as  well  as  de- 
velopment of  promising  technologies 
such  as  fuel  cells  and  microturbines 
that  are  positioning  natural  gas  as  the 
"fuel  of  the  future"  for  large  and  small 
customers. 

Roger  Cooper 

Executive  Vice-President  for 

Policy  &  Planning 

American  Gas  Assn. 

Washington 

A  LITTLE  MUSIC 

FOR  THE  NIGHT  STUDENTS 

I  enjoyed  "The  class  of  2000"  (Photo 
Essay,  June  26)  at  Harvard  Business 
School.  Future  chieftains,  mammoth 
salaries,  and  prestigious  credentials  do 
prove  that  Wonderland 


NIKE  HAS 
NOTHING  TO  HIDE 


in  our  business  world  re- 
ally does  exist.  Not  to  deny  these  am- 
bitious kids  their  moment  of  glory,  but 
how  about  a  photo  essay  about  the 
hardworking  guys  and  gals  who  get 
their  MBAs  at  night  from  not-so-presti- 
gious addresses,  who  are  fighting  to  bal- 
ance work,  family,  and  school?  These 
folks  may  not  earn  high-powered 
salaries,  work  for  Internet  startups,  or 
participate  in  ritual  stomping,  but  they 
do  carry  the  "grueling"  responsibility 
of  their  families,  careers,  and  education 
just  the  same. 

James  B.  O'Hara 
Cypress,  Tex. 


'  I  was  pleased  to  read  "Who  says 
student  protests  don't  matter?"  (Social 
Issues,  June  12).  I  do,  however,  want  to 
be  very  clear  that  the  only  motivation 
behind  Transparency  101  is  the  desire 
to  continuously  improve  how  we  do 
business  and  to  allow  consumers  to 
hold  us  accountable  for  the  conditions 
in  the  factories  where  our  products  are 
made. 

We  do  appreciate  that  college  stu- 
dents around  the  world  are  interested 
in  the  complex  issues  associated  with 
global  manufacturing.  So  much  so,  in 
fact,  that  Nike  invited  16  students  to 
monitor  32  of  our  partner  factories 
around  the  world,  and  we  published 
their  uncensored  findings  on  our  Web 
site  www.nikebiz.com. 

However,  Nike's  commitment  to 
improving  the  working  conditions  for 
the  people  around  the  world  who  make 
our  products  was  made  a  long  time 
ago,  before  most  of  today's  students 
were  even  in  college. 

Second,  Nike  will  be  releasing  the 
results  of  all  the  PricewaterhouseC- 
oopers  LLP  monitoring  that  took  place 
in  Nike  contract  factories  during  the 
past  year.  We  plan  to  release  the  re- 
sults in  phases,  and  we  will  follow  up 
publicly  on  the  areas  identified  by  PWC 
as  those  needing  improvement.  Fur- 
thermore, we  will  post  a  sample  re- 
port from  each  region. 

We  know  a  company  can  do  good 
and  also  do  well.  Nike  will  continue 
working  to  improve  the  way  we  do 
business,  from  the  factories  where  our 
products  are  made  to  the  environment 
our  business  impacts  to  the  communi- 
ties where  our  employees  live,  work, 
and  play. 

Vada  Manager 

Director 

Global  Issues  Management 

Nike  Inc. 

Beaverton,  Ore. 

CULTURE  CLASH 

AT  DAIMLERCHRYSLER 

"Taken  for  a  ride"  (Book  Excerpt, 
June  5)  brought  to  light  some  of  the 
culture  clashes  of  the  new  global  econ- 
omy. The  biggest  cultural  and  political 
issue  was  the  differences  in  salary  and 
personal  indulgences  of  the  staff  on  op- 
posite sides  of  the  Atlantic.  These  is- 
sues will  be  a  problem  in  any  cross- 
cultural  merger  and  are  not  inherent  in 
this  particular  merger.  When  entering 
into  a  merger  with  overseas  corpora- 


tions, one  has  to  realize  not  o,yj 
different  cultural  issues  but,  nj 
portant,  the  difference  in  politi' 
terns  and  taxation  practices. 

In  the  U.  S.,  we  emphasize  in< 
salaries  and  a  belief  that  most 
personal  comforts  are  purchase 
personal  earnings.  These  earnin 
based  on  our  hard  work  and 
tion.  In  many  foreign  countri 
tax  rate  is  much  higher  than  ou 
large  salary  isn't  always  the  be 
to  reward  executives.  This  i 
many  foreign  corporations  tend 
joy  lavish  hotels  and  restaura 
allows  executives  to  enjoy  a  li 
that  they  could  not  afford 
twice  their  current  salary,  due 
tax  burden.  The  result  is  that  o 
feels  the  other  executives  are 
paid,  and  the  other  feels  exec 
waste  too  much  money. 

Being  an  American,  I  was 
saddened  that  DaimlerChrysler  i 
registered  U.  S.  corporation 
commend  Chrysler  President  1 
T.  Stallkamp  for  standing  up  fo 
he  believed  was  right.  His  action 
stellar  example  of  the  differen 
tween  a  manager  and  a  leader.  L 
make  the  hard  sacrifices  for  the 
good. 

Will  Gun 
Newport  New 
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SURPRISE.  Over  the  past  25  years,  the  United 
States  equity  market,  in  spite  of  its  highly  impressive 
run,  has  never  been  the  world's  top  performer/ 
Hong  Kong?  Yes.  Austria?  Yes.  Portugal,  Norway, 
the  United  Kingdom?  Yes.  But  the  U.S.?  Never. 

This  is  a  cautionary  statistic,  only  to  suggest  that  all 
of  your  investment  questions  may  not  have  domestic 
answers.  So  what's  unfolding  on  the  world  stage? 
Some  decidedly  high  drama.  Scandinavia  shows  the 
highest  per  capita  penetration  of  personal  computers, 
Internet  usage  and  cell  phones  combined  in  the 
entire  world.  We  also  believe  Brazil  holds  promise 
in  telecommunications. 

Most  of  these  industries  and  countries  are  repre- 


sented in  the  Templeton  World  Fund,  a  highly 
diversified  portfolio.  This  fund  offers  an  abundance 
of  opportunities  to  latch  onto  undervalued  stocks. 
In  other  words,  bargains  are  borderless.' 

Finding  such  bargains  is  not  common  practice, 
but  it's  at  the  very  core  of  Templeton's  investment 
philosophy.  Our  analysts  log  significant  miles  each 
year  in  search  of  stocks  that  we  believe  are  priced 
unusually  low  relative  to  their  true  worth.  Then 
we  subject  them  to  demanding  research  techniques 
honed  over  50  years  of  experience,  to  separate  the  true 
bargains  from  the  "cheap"  stocks. 

For  more  information,  mail  in  the  postage-paid 
card  or  call  1-800-FRANKLIN  Ext  T356. 


TEMPLETON  GLOBAL  FUNDS 

GLOBAL   EXPERTS    LOCALLY* 


I  O  K  I    II.  N     IUNII 


G  l;  <  >\\  l  ll    FUND 


WO  KID    IIIN  I) 


nminriM.    \i  \  k  m  i  s    i  rust 


Pcmpleton  Distributors,  ln<  Mariners  Island  Boulevard,  San  Mateo  <   \  94404    www.franklintempleton.com  Call  foi  .1  fret 

K  containing  more  complete  fund  information,  including  sales  charges,  expenses  and  nsks.  Please  read  ii  carefull; 
none]    Foreign  investing  involves  special  risks,  including  currenc]  fluctuations  and  political  uncerrainrj     Source    S&P  Micropal 
Based  on  total  return  of  22  equit)  markets  that  comprise  th<  \  1  si  [World  Index,  12  ;l  99 
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Automation   •  Automotive  Electronics    •    Energy   •    Information  and  Communications    •    Lighting    •   Medical  Systems   •    Power  Generation    •  Transporlatior 
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3  days,  state-of-the-art  healthcare  begins 
months  before  birth  and  lasts  for  a  lifetime. 
slivered  by  medical  professionals  who  use 
t  array  of  technology — tools  that  represent 
dern  revolution  in  diagnosis,  monitoring,  and 
nent.  Siemens  is  a  leader  in  the  revolution, 


with  major  advances  in  ultrasound  and  rela- 
diagnostic  imaging  techniques,  as  well  as  in  ci 
care,  respiratory  care,  oncology,  cardiology,  urology, 
audiology,  and  surgery.  Our  goal  is  simple:  to 
provide  care  givers  with  the  technical  resources 
they  need  to  make  the  world  a  healthier  place. 

We're  Siemens.  We  can  do  that. 
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tec  h&you@  bus  inessweek.com 

CAN  OXYGEN  TURN 
SCI-FI  INTO  REALITY? 


A  massive 
public-private 
joint  venture 
is  out  to  make 
computing  as 
integral-and 
natural-as 
breathing 


Oxygen  is  necessary  for  life,  yet  normally, 
we  aren't  aware  of  its  presence.  If  an 
ambitious  research  project  pays  off,  com- 
puting will  become  like  oxygen:  ubiquitous,  es- 
sential, and  mostly  invisible. 

The  goal  of  the  five-year,  $50  million  Oxygen 
Partnership  Alliance  is  nothing  less  than  the 
reinvention  of  personal  computing.  Today's  spe- 
cial-purpose handheld  devices  and  general-pur- 
pose desktops  will  disappear.  The  handheld  com- 
ponent of  Oxygen,  called  Handy21,  will  be  a 
device  that  can  supply  the  correct  data  to  whom- 
ever happens  to  be  using  it  and  will  morph  its 
functions  to  suit  the  needs  of  the  moment,  acting 
as  a  phone,  a  remote  control,  or  a  camera.  In- 
stead of  desktops,  we'll  have  an  environmental 
computer,  called  Enviro21,  that  disappears  into 
the  walls  of  our  rooms  and  can  see  us,  hear  us, 
and  respond  to  our  commands.  Network21,  an  in- 
telligent network,  will  tie  it  all  together  (table, 
page  24). 

Instead  of  people  needing  to  learn  how  to  use 
computers,  computers  will  know  how  to  work 
with  people.  At  the  same  time,  the  systems  will 
be  designed  to  protect  user  privacy  and  security. 

For  all  the  advances  of  computing,  this  sounds 
like  science  fiction.  But  both  the  brainpower  and 
the  money  behind  Oxygen  are  impressive.  Sci- 
entists from  two  Massachusetts  Institute  of  Tech- 


nology centers — the  Lab  for  Computer 
(Lcs)  and  Artificial  Intelligence  Lab — wil 
with  researchers  at  a  half-dozen  companil 
wan's  Acer  and  Delta  Electronics,  thel 
Hewlett-Packard,  Japan's  NTT,  Finland's! 
and  the  Netherlands'  Philips  Electronic 
companies  will  contribute  a  total  of  $30 1 
over  the  next  five  years,  with  most  of  thel 
the  $50  million  budget  coming  from  the[ 
gon's  Defense  Advanced  Research  I 
Agency. 

At  the  partnership's  kickoff  meeting 
Cambridge  (Mass.)  campus  in  June,  parti 
showed  that  they  understand  the  limita 
the  technologies  they  must  use.  For  e: 
computers  are  a  long  way  from  being  abL 
derstand  random  human  speech.  Unless 
puter  knows  you're  talking  about  travel 
is  unlikely  to  make  sense  of  a  statement  j 
"I  need  a  flight  to  Houston  next  Tuesday." 
state-of-the-art  demo,  try  MIT's  voice 
weather  service  at  877-573-8255.) 

Similarly,  computer  vision  can  identif 
and  follow  crude  motion,  but  can't  differ 
between  a  table  lamp  and  a  basketball.  ' 
lution,  says  Michael  Dertouzos,  director 
Lab  for  Computer  Science  and  head  of  tl 
gen  project,  is  to  give  the  system  "a  thin 
of  intelligence."  The  computers  would  1 
good  enough  at  human  interaction  to  figi 
what  we  want — or  ask  for  more  informat 
FUNDAMENTAL  SHIFT.  The  driving  force 
Oxygen  is  the  realization  that  hardwa: 
software  design  are  based  on  outmoded  a 
tions.  The  premise  of  computer  engineerinj 
the  1940s  to  today,  is  that  computation  an 
age  are  scarce  resources  and  that  peopL 
adapt  their  ways  of  working  to  the  needs 
machines. 

Dertouzos  argues  that  it  is  time  to  addn 
real  limit  on  the  usefulness  of  compute 
patience  of  the  human  being 
use  them.  The  premise  of  Oxj 
that  computing  power  and  £ 
today  are  very  close  to  what 
mists  call  "free  goods,"  comm 
so  abundant  that  they  need 
rationed.  The  challenge  is  n 
better  use  of  this  power,  which 
is  used  to  squeeze  a  little  fas 
tion  out  of  a  game  such  as  Qu 
more  likely,  sits  idle  in  your  o 
The  most  critical  element  o 
gen  is  speech.  Speech  recognil 
the  Handy  is  a  matter  of  goo 
ware  and  lots  of  computing 
But  enabling  people  to  comm 
with  the  Enviro  poses  basic 
tions  for  acoustic  engineerin 
man  beings  can  easily  unde: 
conversations  in  a  room,  even 
er  people  are  talking  and  the 
sion  is  on.  Computers  lack  our 
ability  to  extract  the  sounds  wi 
to  hear  from  a  noisy  backg 
And  current  voice-recognitioi 
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THE  THREE  COMPONENTS  OF  OXYGEN 


For, now,  these  are  more 

concepts  than  designs.  As  they 

take  shape,  the  actual  devices  are 

likely  to  be  available  in  a 

variety  of  forms. 

HANDY21  A  handheld  unit  that 
can  morph,  as  required,  into  a 
wireless  phone,  remote  control, 
datebook,  or  just  about  any  other 
sort  of  device.  It  is  designed  to 
be  used  either  on  a  network  or 
freestanding.  When  on  a  network, 
the  Handy  would  use  the  data  and 
preferences  of  whomever  hap- 
pened to  be  using  it. 


ENVIR021  Not  a  single  device 
but  a  room-size  computing 
environment.  It  includes  an 
array  of  microphones  for 
speech  recognition  without 
headsets  or  lapel  mikes, 
multiple  cameras  for  face 
recognition  and  motion 
sensing,  and  a  large, 
wall-mounted  display. 


BusinessWeek  online 


FOR  A  COLLECTION  OF 
PAST  COLUMNS  and  on- 
line-only reviews  of  tech- 
nology products,  go  to 
www.businessweek.com/ 
technology/ 


NETWORK21  The  plumbing 
that  holds  the  pieces  together 
and  makes  them  all  work.  It 
includes  wireless  support  for 
the  Handy  and  high-speed 
connections  for  external  links 
to  the  Internet  and  for  tying 
the  Enviros  together. 

ware  is  hopelessly  thrown  off  by 
echoes — the  bottom-of-the-well  effect 
common  in  speakerphones — and  by 
things  as  simple  as  a  dishwasher  running. 

A  computer  can  hardly  fade  into  the  back- 
ground, however,  if  communicating  with  it  re- 
quires headsets  or  lapel  microphones.  Instead, 
Oxygen  plans  to  use  tuned  arrays  of  mikes  that 
can  work  with  the  vision  system  to  focus  the 
computer's  listening  on  a  specific  individual,  but 
practical  devices  don't  exist  yet. 

Some  of  the  problems  are  more  mundane. 
Battery  life  is  an  area  that  has  shown  very  little 
improvement  in  recent  years,  and  no  break- 
throughs are  on  the  horizon.  That's  a  problem  for 
the  Handy21,  which  needs  more  power  than  con- 
ventional technology  can  supply.  To  cope,  the 
Oxygen  team  has  come  up  with  a  new  processor 
designed  to  save  power.  It  will  use  only  as  much 
power  as  a  particular  task  requires,  then  go  into 
hibernation  when  not  in  use.  The  chip,  called 
Raw,  is  in  its  final  design  stages,  and  IBM  Micro- 
electronics should  be  turning  out  prototypes  by 
yearend. 


The  decision  to  base  a  critical  compor 
Oxygen  on  an  untested  processor  of  radi 
sign  illustrates  a  philosophical  underpinr 
the  project — what  Dertouzos  calls  "a  safe 
and  a  high-risk  top."  The  early  prototy 
the  Handy21  will  use  an  off-the-shelf  200 
hertz  Intel  StrongARM  processor.  This  "sa 
torn"  should  give  15  to  20  hours  of  battery 
a  device  that  includes  a  touch-sensitive  L< 
play,  a  camera,  a  microphone,  and  storage 
would  be  the  high-risk  payoff — smaller, 
and  with  longer  battery  life. 
ORWELLIAN  OVERTONES.  Some  of  the  tec 
solutions  may  spawn  their  own  problems,  t 
The  thought  of  filling  my  home  with  ca 
and  microphones  connected  to  a  computer 
in  turn  connected  to  the  Internet  certainly 
me  pause.  "This  is  potentially  the  world's 
est  surveillance  engine,"  says  Ron  Rives 
inventor  of  the  widely  used  rsa  encryptio 
tern  and  head  of  the  information-s 
group  at  lcs.  "It  is  important  that 
talking  about  this  on  Day  One.  Too 
security  is  something  pasted  on  at  the 
While  many  participants  in  the  0 
kickoff  meeting  found  Rivest's  partici 
a  welcome  sign  that  security  and  p 
concerns  were  being  taken  seriously, 
are  more  questions  than  answers 
how  individuals  will  be  protected.  C 
the  trial  applications  of  Oxygen  techr 
is  a  system  called  Guardian  Angel,  which 
health-care  professionals  to  monitor  patie 
their  homes:  what  they  eat,  how  active  the 
when  they  take  their  medications.  You 
want  to  make  this  information  available  tc 
doctor,  but  you'll  want  strong  assurance  tl 
one  else  can  get  to  it. 

On  a  simpler  level,  what  happens  when 
one  picks  up  your  Handy21,  which  is  link 
your  data  on  the  Enviro21  and  the  Netwo 
The  Handy  is  supposed  to  change  its  perso 
and  switch  to  the  new  user's  data.  To  do 
could  use  a  password — simple,  but  neithe 
obtrusive  nor  very  secure.  Or  it  might  reed 
your  fingerprint  or  your  face — technologies 
still  need  a  lot  of  work.  No  matter  what 
nology  is  used,  there  will  have  to  be  strong 
tections  to  keep  private  data  private  and  t( 
vent  the  system  from  being  used  to  sj 
people.  "We  don't  have  the  answer  yet,"  a] 
Rodney  Brooks,  director  of  mit's  ai  Lab. 

In  the  end,  I  think  the  social  obstacles  m 
Oxygen's  biggest  challenge.  Computers  tha 
aware  of  our  existence  and  that,  on  some 
understand  us,  have  great  potential  to  mak 
easier.  But  they  also  create  a  creepy,  Orwi| 
unease.  To  succeed,  Oxygen  must  not  onlyj 
feet  technologies  that  barely  exist  today  bu 
sure  our  comfort  with  hear-all,  see-all 
that  seem  designed  to  make  us  uncomfor 
The  Oxygen  team  is  aware  of  this  obstacle] 
persuading  us  to  welcome  such  systems  inti| 
homes  could  be  more  daunting  than  bi 
power-thrifty  chips  or  programs  that  under 
speech  from  across  a  room. 
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Economic  Viewpoint 


BY  GARY  S.  BECKER 


TOUGH  JUSTICE 

IS  SAVING  OUR  INNER  CITIES 


REALITY: 

A young 
minority 
male  is  far 
more  likely 
to  be  jailed 
than  a  white 
one,  but 
blacks  and 
Hispanics 
have 

benefited 
most  from 
lower  crime 


Gary  S.  Becker,  the  1992 
Nobel  laureate,  teaches  at 
the  University  of  Chicago  and 
is  a  Fellow  of  the  Hoover 
Institution. 


The  sharp  decline  in  crime  in  America  since 
1980  has  benefited  almost  everyone  by 
improving  personal  safety  in  homes,  at 
school,  and  on  sidewalks,  buses,  and  subways. 
But  the  inner  city  poor,  living  in  neighborhoods 
that  typically  suffered  from  high  rates  of  violent 
crime,  have  by  far  been  helped  the  most. 

The  much  improved  quality  of  life  in  inner 
cities  is  the  driving  force  behind  the  housing 
boom  in  downtowns  across  the  country.  Private 
houses  and  apartment  buildings  in  black  and 
other  minority-inhabited  neighborhoods  are  being 
renovated  and  better  maintained  because  their 
market  worth  has  risen  greatly,  largely  in  re- 
sponse to  the  improved  safety.  Middle-class  fam- 
ilies of  all  colors  and  ethnicities  are  moving  to 
these  neighborhoods  that  are  close  to  jobs  and 
still  have  cheaper  housing  than  other  areas. 

This  improvement  is  obvious  on  the  South 
Side  of  Chicago,  where  I  live.  During  the  1960s 
and  '70s,  when  crime  was  high  and  rising  rapid- 
ly, many  houses  in  this  section  of  Chicago  were 
abandoned  and  subsequently  burned  down.  But 
new  houses  are  rising  on  empty  lots  and  are 
selling  briskly  at  elevated  prices  in  a  housing 
boom  the  likes  of  which  has  not  been  seen  in  this 
part  of  Chicago  for  more  than  half  a  century. 
Good-quality  supermarket  chains  and  other  busi- 
nesses have  opened  new  stores  in  areas  they 
once  avoided.  Neighborhood  morale  has  im- 
proved, along  with  safety  and  property  values. 
APPREHENSION.  Crime  fell  in  the  U.  S.  even  as  it 
rose  sharply  in  Europe  during  the  past  20  years. 
This  is  partly  because  America  has  enjoyed  a 
long  period  of  prosperity  with  low  unemploy- 
ment. However,  another  key  difference  is  the 
American  criminal  justice  system's  greatly  in- 
creased rate  of  apprehension,  conviction,  and  im- 
prisonment of  persons  guilty  of  committing  rob- 
beries, assaults,  and  other  felonies.  Most 
European  nations,  by  contrast,  continued  to  re- 
duce their  imprisonment  rates  during  this  period. 

The  increased  tendency  to  incarcerate  crimi- 
nals has  resulted  in  2  million  Americans  behind 
bars.  Most  prisoners  are  younger  men,  with  dis- 
proportionate representation  among  blacks  and 
Hispanics.  It  is  a  disturbing  commentary  on  the 
tensions  in  the  social  fabric  that  black  men  are 
imprisoned  at  eight  times  the  rate  of  white  men.- 

Not  surprisingly,  this  has  led  to  accusations  of 
racism  on  the  part  of  police  and  courts,  charges 
that  have  been  fueled  by  documented  cases  of 
police  brutality  and  harassment  of  blacks  and 
Hispanics.  But  notwithstanding  these  terrible 
episodes,  life  in  inner  city  neighborhoods  is  much 


better  than  in  the  past,  when  police  paid  li 
tention  to  crimes  committed  against  blac 

In  fact,  increased  police  enforcement  p 
larly  benefits  minorities,  because  the  va 
jority  of  violent  and  property  crimes  ar 
mitted  against  persons  of  the  same  raJ 
ethnicity.  Criminals  seldom  travel  far1  li 
homes  to  burglarize,  and  violent  crimes  t 
be  committed  against  friends  and  family 
bers.  So  inner  city  blacks  and  Hispanics 
main  victims  of  crimes,  as  confirmed  by  t^ 
eral  Crime  &  Victimization  Survey. 

Since  crime  in  the  inner  city  is  much 
than  elsewhere,  fair  police  enforcement 
require  more  intensive  police  effort  in 
neighborhoods  than  elsewhere.  This  mear 
even  in  the  best  of  worlds,  blacks  and  oth 
norities  are  more  likely  to  be  stoppe 
searched  for  guns,  stolen  property,  and  di 
REASONABLE  CRITERIA.  Of  course,  even  th 
of  worlds  won't  be  ideal.  Many  subtle  foi 
police  discrimination  are  hard  to  documen 
police  enforcement  sometimes  goes  too  fa 
way  to  objectively  assess  the  validity  of  cl 
of  excessive  harassment  of  minprities  ar 
fair  "racial  profiling"  is  to  examine  how 
police  find  incriminating  evidence  on  black 
are  stopped.  An  unfair  pattern  of  police  he] 
would  be  indicated  if  stops  of  blacks  le: 
quently  find  evidence  of  crimes,  compared 
whites  who  are  stopped.  That  would  imp] 
police  should  be  stopping  more  whites  and 
blacks.  But  if  stops  of  blacks  and  whites  ur 
evidence  at  about  the  same  rate,  that  su| 
the  police  are  using  reasonable  criteria  ft 
ciding  whom  to  stop  and  search. 

Economists  at  the  University  of  Pennsy] 
used  this  test  to  determine  whether  the  1 
land  State  Police  discriminated  in  deciding 
cars  to  stop  and  search  for  illegal  drugs 
research  concluded  that  although  black  di 
were  more  often  stopped,  the  police  mor< 
quently  found  drugs  in  their  cars  th 
searched  cars  driven  by  whites.  So  the  ; 
do  not  appear  to  have  unfairly  profiled 
drivers.  With  the  appropriate  safeguards,  sii 
making  sure  all  stops  are  reported,  police 
and-search  procedures  in  other  states  and 
could  be  evaluated  along  similar  lines. 

It  is  highly  lamentable  that  blatant  exai 
of  police  discrimination  accompanied  the  stee 
cline  in  American  crime  rates.  But  on  the  \a 
law-abiding  blacks,  Hispanics,  and  other  mi 
ties  have  been  the  major  beneficiaries  of 
proactive  police  and  court  procedures. 
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Economic  Trends 


BY  GENE  KORETZ 

U.  S.  INDUSTRY'S 
DOLLAR  WOES 

Market  shares  at  home  are  falling 

Through  much  of  the  current  expan- 
sion, high-tech  industries  such  as 
computers,  communications  equipment, 
and  semiconductors  have  grown  far 
faster  than  the  much  larger  traditional 
manufacturing  sector.  When  the  econo- 
my accelerated  to  a  near-5%  clip  and 
consumer  spending  took  off  last  year, 
however,  many  observers  expected  the 
growth  gap  between  the  two  sectors  to 

MOST  MANUFACTURING 
IS  HARDLY  GROWING 


INDUSTRIAL  PRODUCTION 

NON-HIGH-TECH 
MANUFACTURING  INDUSTRIES 


'97  '98  '99 

A  PERCENT  CHANGE  FROM  YEAR  EARLIER, 
3-MONTH  MOVING  AVERAGE 

DATA  FEDERAL  RESERVE  BOARD 

narrow — particularly  since  foreign  de- 
mand was  also  on  the  upswing. 

Instead,  as  economist  Robert  Mellman 
of  J.  P.  Morgan  observes  in  a  recent 
analysis,  the  split  in  manufacturing  out- 
put has  actually  been  widening.  While 
real  production  of  high-tech  items  has 
continued  to  soar  and  was  up  nearly  50% 
above  its  year-earlier  level  in  the  first 
quarter,  non-high-tech  industries  (which 
account  for  some  90%  of  total  manufac- 
turing output)  were  up  only  1.6%  and 
have  been  "conspicuously  weak"  for  more 
than  a  year. 

Indeed,  after  exhibiting  a  brief  spurt 
toward  the  end  of  last  year  that  appar- 
ently reflected  inventory  building  inspired 
by  Y2K  fears,  traditional  manufacturing 
industries  have  hardly  grown  at  all  so  far 
this  year.  The  slowdown  is  confirmed  by 
recent  declines  in  the  purchasing  man- 
agers' index  of  manufacturing  activity, 
which  in  May  hit  its  lowest  level  in  more 
than  a  year. 

As  Mellman  sees  it,  there's  little  doubt 
that  a  major  factor  in  this  worrisome 
scenario  has  been  the  baleful  impact  of 
the  strong  dollar  on  U.S.  competitive- 
ness. From  the  start  of  the  recovery 
until  late  1995,  he  notes,  domestic  output 
of  consumer  goods  and  real  consumer 


spending  pretty  much  tracked  each  oth- 
er's growth  rates.  But  since  1995,  when 
the  trade-weighted  dollar  began  its  steep 
20%  ascent,  U.  S.  production  of  consumer 
goods  has  lagged  far  behind  household 
outlays,  with  the  latter  recently  growing 
four  times  as  fast  as  the  former. 

Because  the  U.  S.  isn't  much  of  an  ex- 
porter of  consumer  goods,  these  numbers 
are  compelling  evidence  that  U.  S.  manu- 
facturers have  been  losing  domestic  mar- 
ket share.  Although  this  development 
partly  reflects  a  long-term  trend  in  shift- 
ing production  of  nonauto  consumer  goods 
to  low-cost  sites  abroad,  Mellman  points 
out  that  the  import  share  of  the  U.S. 
auto  market  has  also  been  rising  sharply. 
In  fact,  counting  vehicles  from  Mexico 
and  Canada,  imports  of  autos  and  parts 
over  the  past  year  have  grown  three 
times  as  fast  as  domestic  output. 

Auto  makers  and  producers  of  other 
consumer  items  aren't  the  only  ones  be- 
ing whipsawed  by  the  high-flying  dollar. 
Many  industrial  materials  are  basically 
commodities  whose  sourcing  is  highly 
sensitive  to  currency  movements.  And 
materials  imports  have  recently  been 
growing  nearly  four  times  as  fast  as 
the  output  of  their  U.S.  customers. 
That's  a  sign,  says  Mellman,  that  such 
domestic  industries  as  chemicals  and 
paper  are  losing  ground  at  home  as  well 
as  overseas. 

The  big  question  is  how  old-line  man- 
ufacturers will  fare  in  the  months  ahead. 
Both  domestic  output  of  high-tech  goods 
and  capital  spending  on  such  items  con- 
tinue to  expand  at  a  rapid  pace,  and 
seem  impervious  to  the  effects  of  the  el- 
evated greenback.  But  the  loss  of  com- 
petitiveness experienced  by  traditional 
U.  S.  manufacturing  industries  suggests 
that  they  could  take  an  even  harder  hit 
once  the  long-awaited  economic  slow- 
down really  takes  hold. 


WHO'S  BOLD 

ON  WALL  STREET? 

Surprise:  It's  not  young  analysts 

Some  years  ago,  we  reported  on  a 
study  that  looked  at  the  track 
records  of  economic  forecasters  during 
their  careers.  As  it  turned  out,  the  seers 
tended  to  make  conservative  projections 
close  to  the  consensus  when  they  were 
young,  and  to  make  bolder  forecasts 
when  they  were  older. 

In  a  study  in  the  rand  Journal  of 
Economics,  economists  Harrison  Hong, 
Jeffrey  Kubik,  and  Amit  Solomon  spy  a 
similar  pattern  in  the  performances  of 


some  8,000  stock  analysts  emplo, 
brokerage  firms  between  1983  an 
Younger,  relatively  inexperience 
lysts,  they  report,  tend  to  sticl 
to  the  consensus  view  of  the  ea: 
prospects  of  companies  they  folio 
er  analysts,  by  contrast,  tend  to 
bolder  earnings  projections. 

While  one  explanation  of  this  p; 
is  that  younger  analysts  are  still 
ing  their  craft  and  are  therefor 
likely  to  stick  their  necks  out,  t 
searchers  believe  that  job  ince 
provide  the  major  motivation.  S 
cally,  they  find  that  younger  an 
are  far  more  likely  to  be  fired  for 
inaccurate  forecasts  than  their  mo 
perienced  peers,  who  seem  to  ,t 
punishment  unless  their  bold  for 
prove  widely  off  the  mark. 

Thus,  young  analysts  have  s 
reasons  for  their  herd-like  behavio: 
risks  to  their  careers  of  going  ou 
limb  and  being  wrong  are  far  gr 
than  the  rewards  of  being  right 


THE  FED  EYES 
THE  ELECTION 

Further  rate  hikes  seem  unlike 


How  do  the  Federal  Reserve's 
ening  actions  over  the  last 
stack  up  against  its  moves  prior  tc 
er  Presidential  elections?  Looking 
previous  election  cycles,  the  Fins 
Markets  Center  reports  that  the 
of  1.75  percentage  points  in  the  fe 
funds  rate  since  June,  1999,  is  air 
five  times  the  average  increase  p< 
during  the  16  months  leading  up  to 
Presidential  elections.  In  inflatio 
justed  terms,  the  Virginia-basec 
search  group  estimates  that  the 
federal  funds  rate  has  risen  by  0.7 


centage  point,  vs. 
0.35  in  past  cycles. 
As  for  coming 
months,  the  next 
two  meetings  of 
the  Fed's  open 
market  committee 
are  in  August  and 
October,  and  the 
Fed  has  tended  to 
avoid  tightening 
moves  in  October. 
So  August  is  the 
obvious  month  for 
any  further  rate 
hikes — but  that's 
only  likely  if  the 
economy  should 
pick  up  steam. 
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i world  v  here  people  can  change  homes  every  4  years,  jobs  every  3,  and  cellular  providers  every  2.  ONE  can  help  you  build 
ationships  with  customers  that  last  lifetimes. 


a 


ECnl  'ause  in  our  connected  economy,  success  is  not  measured  merely  in  today's  sales,  but  in  the  recurring  earnings  from  customers 
1  serve  overtime.  It's  the  kind  of  ever- increasing  customer  value  that  drives  your  market  capitalization. 

it's  where  ONE  can  help.  We  are  an  e-Business  firm  specializing  in  the  development  and  implementation  of  strategies  which 
erage  technology  to  create  market -leading  customer  relationships.  Let  us  help  you  plan,  implement,  and  support  a  customer- 
ltered  e- Business  solution  today. 

create  your  personalized  customer,  call  ONE  at  1-877  393 -8000.  Or  visit  our  Web  site  at  www.  oneco.net 


Unlock  Your  Customer  Potential" 
CA    WEBSITES.  CALL  CENTERS.  SALES  C H  VNNE1    \l  1'OMATION.  CUSTOMER  PROFILING.  DIRECT  MARKETING.  CONTENT  U  \\  UJEMENT. 
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I  don't  play  well  with  other 


I       AM       YOUR       NETW 


n  be  difficult  at  times.  Just  one  network  failure  can 


ntion  your  bottom  line.  How  do  you  deliver  an  available  network  without  spending  every  waking 
ment  with  it?  Contact  Comdisco,  www.comdisco.com.  Delivering  the  promise  of  technology. 
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DIGITAL  CAPITAL 

Harnessing  the  Power  of  Business  Webs 

By  Don  Tapscott,  David  Ticoll,  and  Alex  Lowy 
Harvard  Business  School  Press  •  272pp  •  $27.50 


THESE  WEBS 

SET  COMPANIES  FREE 


Before  reading  Digital  Capital,  the 
latest  in  a  series  of  New  Econo- 
my books  by  such  Silicon  Valley 
favorites  as  Geoffrey  A.  Moore  and  Pa- 
tricia B.  Seybold,  I  wondered:  Why  is  it 
that  high-tech  companies  tend  to  make 
their  predecessors  seem  so  lead-footed? 
How  did  Cisco  Systems  Inc.  seemingly 
come  out  of  nowhere  to  challenge  slow- 
er-moving Microsoft  Corp.  for  the  title 
of  world's  most  valuable  company — 
while  startups  nip  at  their  technological 
heels? 

Authors  Don  Tapscott,  David  Ticoll, 
and  Alex  Lowy  have  nailed  the  esoteric 
something  that  makes  these  companies 
different.  In  their  insightful  if  occasion- 
ally cumbersome  book,  the  authors  call 
it  a  "business  web" — an  almost  organic 
arrangement  that  allows  a  company  to 
grow  fast  while  staying  lean.  Digital 
capital,  the  authors  assert,  consists  of 
the  all-important  data  and  whip-smart 
employees  that  make  these  business 
webs  work.  Where  companies  once  wor- 
ried about  physical  assets,  the  authors 
write,  the  best  now  worry  about  intel- 
lectual assets.  If  corporations  don't  do 
something  particularly  well,  they  out- 
source it  to  partners.  In  a  business  web, 
they  stick  to  what  they  do  best,  and 
everyone  benefits. 

Tapscott,  Ticoll,  and  Lowy  are  among 
an  increasingly  noisy  crowd  trying  to 
explain  what's  going  on  in  today's  econ- 
omy. They  come  with  major  credentials. 
Tapscott,  author  of  The  Digital  Econo- 
my, is  considered  by  Vice-President  Al 
Gore  to  be  one  of  the  leading  cybergu- 
rus  in  America.  Ticoll  and  Lowy  are 
longtime  market  researchers  and  regular 
contributors  to  business  and  tech  mag- 
azines such  as  the  Harvard  Business 
Review  and  Business  2.0.  All  three  are 
also  co-founders  of  Digital  4Sight,  for- 
merly called  the  Alliance  for  Converging 
Technologies,  a  consulting  group. 

The  book,  which  sprang  from  a  mul- 


timillion-dollar research  project  run  by 
Digital  4Sight,  walks  readers  through 
the  business  web  theory  and  its  appli- 
cations in  consumer-  and  business-fo- 
cused companies.  Cisco  appears  as  the 
very  model  of  a  company  that  has  em- 
braced new  technology,  including  the 
Net,  and  contracted  work  out  to  grow 
big  while  staying  lean.  "Though  known 
as  a  manufacturer,  Cisco  itself  owns  but 
two  of  the  38  plants  that  assemble  its 
products Its  mind-set  is  shared  re- 
sponsibility for  customer  satisfaction — 
not  control  or  micro-man- 
agement," they  write. 

But  business  webs  don't 
have  to  be  run  by  a  sin- 
gle company.  They  can 
take  hold  organically,  the 
authors  write,  and  tie  peo- 
ple and  technology  togeth- 
er. Take  MP3,  the  digital 
music  technology  that  al- 
lows Web  surfers  to  play 
and  record  music  on  their 
computers.  MP3.com  is  an 
example  of  what  the  au- 
thors consider  a  grassroots 
business  web.  MP3  digital 
music  technology  was  invented  in  Ger- 
many in  1991,  but  it  wasn't  until  about 
1998  that  it  caught  fire,  thanks  to  the 
Web,  consumers  looking  for  alternatives 
to  expensive  CDs,  and  musicians  eager 
to  disseminate  their  music.  "Though  MP3 
is  an  informal,  grassroots  phenomenon, 
it  has  shaken  the  foundation  of  an  entire 
industry,"  say  the  authors  with  just  a 
touch  of  grandiosity. 

Digital  Capital  also  touches  on  move- 
ments that  have  led  to  such  develop- 
ments as  the  Linux  operating  system, 
which  some  say  could  one  day  even 
challenge  Microsoft  for  the  control  of 
computer  operating  systems.  Finally, 
the  authors  get  into  the  how-to  stuff, 
and  they  do  their  best  to  explain  how 
companies  that  sell  more  traditional 
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products,  such  as  cars,  can  put 
selves  in  the  middle  of  a  fast-grc 
high-profit-margin  business  web. 
One  problem:  Tapscott  et  al.  t: 
hard  to  impose  an  analytical  fram 
on  their  reporting.  The  wildly  succ 
online  auctioneer  eBay  Inc.,  for  ex; 
is  labeled  an  "agora."  Agora?  The 
comes  from  ancient  Greece.  It's  a 
where  people  meet  to  buy,  sell,  ar 
change  products  and  ideas.  It  neat 
plies  to  eBay,  which  has  gained 
most  cultlike  following.  But  does 
a  buzzword  really  help  us  unders| 
(Others  include  "aggregations"  an 
lationship  capital.")  The  found 
eBay  stumbled  on  a  near-perfect, 
overhead  business  model.  Spelling 
out  would  be  better  than  attempti 
stuff  such  important  information  L 
an  esoteric  category.  In  their  ze 
put  their  stamp  on  trends  that  peo 
the  high-tech  community  have 
talking  about  for  years,  the  authors 
ate  a  distance  between  themselvei  t 
the   companies  they 
discussing. 

There  are  other 

comings,  some  of  whic 

authors      couldn't 

helped.  How  could  a: 

have  foreseen,  for  ex; 

that  Wall  Street  woi 

quickly  turn  against  o 

retailers?  Favorable  r 

ences  to  companies  su 

Boo.com,    Furniture. 

and  PlanetRx.com— 

tups  that  have  either 

out  of  business  or  are 

ing  for  survival — com 

as  terribly  dated. 

That  said,  the  book's  research  ii 
tensive,  and  it's  surprisingly  s  1  ed  is  rii 
about  technology.  There  are  even  '<  e, 
tions  explaining  the  arcane  prog]  ^  | 
ming  languages  that  make  busi  , 
webs  work.  But  take  heed:  This  bo<  ' 
no  beach  read.  It  is  chock-full  of  ch 
of  business-interaction  scenarios   H  on 
can  try  the  patience  of  even  those  l  gh  the 
enamored  of  high-tech.  Still,  if  you  can  s1 
trying  to  understand  why  some  ( n;'_ 
panies  are  flourishing  and  others  tc 
struggling  under  old-fashioned  busi) 
models,     Digital     Capital     is     l  m 
enlightenment. 

BY  JIM  KERSTETtl: 

Kerstetter    covers    software    fi  l 

Silicon  Valley. 
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A  "BUSINESS  WEB"  LETS  CORPORATIONS-SUCH 
AS  CISCO-GROW  FAST  WHILE  STAYING  LEAN 
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S  TOO  EARLY  TO  CALL 

IE  SOFT  LANDING  A  SUCCESS 


consumers  really  cutting  back-or  was  the  spring  slowdown  a  blip? 


S.  ECONOMY 
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SIBLE  SIGNS  OF  A 
SUMER  SLOWDOWN 


I 


REAL 
CONSUMER 
SPENDING 


When  deciding  whether  the 

Federal  Reserve  is  finished 

e;  interest  rates  this  year,  keep  two  words  in 

tentative  and  preliminary.  Those  were  the  Fed's 

adjectives  when  describing  the  recent  signs  of 

lin   r  growth.  Until  the  central  bank  is  convinced 

;he  slowdown  is  definite  and  sustainable,  policy- 

rs  will  keep  their  fingers  on  the  trigger. 

i  latest  data  continue  to  add  evidence  that  the 

my  in  the  second  quarter  slowed  considerably 

its  revised  5.5%  annual  rate  gain  in  the  first 

ifo  er.  Real  consumer  spending  has  risen  just  0.2%  in 

of  the  past  three  months,  and  housing  activity  is 

Br  (charts).  Even  the  nation's  purchasing  man- 

r    reported  an  easing  in  production  and  employment 

the  course  of  the  quarter. 

But  other  data  argue  that 
demand   by   consumers   and 
businesses  could  come  roaring 
back  in  the  second  half.  Real 
household  incomes  are  grow- 
ing at  a  solid  clip,  and  non- 
residential construction  added 
to  growth  in  the  second  quar- 
ter. In  addition,  export  orders 
remain    strong,    as    foreign 
economies  pick  up  steam. 
The  data's  ambiguity  is  why 
ijed  is  not  ready  to  call  it  a  day.  Bear  in  mind  that 
J.  S.  economy  probably  exceeded  its  potential 
;h  limit  for  at  least  three  quarters,  so  real  gross 
stic  product  doesn't  just  have  to  slow,  it  may 
to  slow  by  a  good  amount  and  for  a  few  quarters 
ing  out  any  prices  pressures  already  threading 
gh  the  economy.  Only  when  those  pressures  have 
;'y(jl  can  the  Fed  declare  the  soft  landing  a  success. 
.1  istead  of  slowing,  inflation  is  beginning  to  stir  a 
w,  ;cording  to  revisions  to  one  set  of  price  data. 
k 

q  SO,  consumers  remain  the  key  to  slower  growth 
j  ed  policy.  To  that  end,  the  Fed  has  to  be  happy 
3  the  May  spending  data.  Real  consumer  spending 
>q  ust  0.2%.  Purchases  of  durable  goods  were  espe- 
1  weak,  falling  1.1%,  the  third  drop  in  a  row. 
me  motor-vehicle  sales  for  that  falloff.  Auto  mak- 
id  offered  generous  incentives  in  the  winter.  Once 
ended,  car  sales  weakened.  Vehicle  sales  in  the 
•d  1  quarter  were  about  5%  below  their  first-quarter 
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HOUSING  IS  DOWN 
FROM  ITS  RECENT  PEAK 
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pace.  Not  surprisingly,  auto  makers  are  responding 
with  new  incentives  that  may  lift  vehicle  sales  this 
summer.  Spending  on  nondurables  and  services  grew  at 
healthy  rates  in  May,  reflecting  the  increase  in  buying 
power  coming  from  healthy  income  gains. 

In  fact,  household  earnings 
are  growing  fast  enough  to 
support  spending  increases 
that  are  probably  a  bit  bigger 
than  the  Fed  prefers.  Real  af- 
tertax income  advanced  by 
0.4%  in  both  April  and  May. 
Inflation-adjusted  incomes  are 
on  track  to  grow  at  an  annual 
rate  of  about  SlA%  in  the  sec- 
ond quarter  from  the  first, 
even  as  real  consumer  spend- 
ing struggles  to  increase  3%.  That  would  mark  the 
first  time  in  VA  years  that  incomes  grew  faster  than 
spending  in  a  quarter. 

So  far,  the  recent  small  pickup  in  inflation  has  not  yet 
cut  into  the  still-solid  growth  of  real  incomes  or  spend- 
ing. The  Commerce  Dept.'s  revision  to  the  personal 
consumption  deflator,  an  inflation  measure  closely 
watched  by  the  Fed,  shows  that  overall  consumer 
prices  rose  2.5%  in  the  year  ended  in  the  first  quarter. 
Excluding  food  and  energy,  core  prices  were  up  1.7%. 
While  both  inflation  rates  are  mild,  they  have  acceler- 
ated since  mid-1999. 

And  look  for  the  jump  in  gasoline  prices  in  June  to 
lift  overall  inflation  and  cut  into  household  purchases  of 
other  goods.  In  fact,  the  rise  in  pump  prices  may  be  a 
bigger  drag  on  overall  real  consumer  spending  this 
summer  than  the  past  six  Fed  rate  hikes  have  been. 

THE  BIG  QUESTION  is  whether  households  are  serious 
about  cutting  back,  or  was  the  spring  slowdown  just  a 
flirtation?  Consumer  fundamentals  on  job  growth  and 
pay  gains  argue  that  consumers  have  the  wherewithal 
to  rev  up  spending  in  the  second  half. 

However,  there  is  the  gas  price-related  drag  on 
spending.  Plus,  policymakers  can  take  heart  in  the  fact 
that  the  financial  markets  are  no  longer  giving  spending 
the  extra  oomph  they  once  were.  The  equity  markets, 
as  measured  by  both  the  Dow  Jones  industrial  average 
and  the  broader  Wilsliire  5000  index,  have  been  moring 
sideways  since  March  and  only  the  Wilshire  is  above  its 
year-ago  level.  But  stock  prices  will  have  to  weaken 
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considerably  in  order  to  dissipate  the  wealth  effect 
completely. 

In  the  bond  market,  the  gyration  in  yields  means 
that  higher  long-term  rates  are  beginning  to  crimp 
the  biggest  of  all  household  purchases:  houses.  New  sin- 
gle-family home  sales  fell  0.2%  in  May,  to  an  annual 
rate  of  875,000.  Sales  have  fallen  for  three  of  the  last 
four  months  and  are  clearly  off  then*  high  rates  of  late 
1998  and  early  1999. 

The  decline  in  home  sales  is  already  showing  up  in 
the  construction  data.  Overall  spending  on  construction 
edged  up  just  0.1%  in  May,  with  all  the  strength  con- 
centrated in  commercial  projects.  Outlays  for  residential 
buildings  fell  0.4%,  the  second  consecutive  decline. 

The  slowdown  in  housing  will  also  affect  manufac- 
turing output  since  consumer  outlays  for  home-related 
goods  should  also  begin  to  cool  off.  Those  outlays  total 
as  much  as  new  home  construction  in  the  GDP  data,  and 
manufacturers  are  already  reporting  some  softening 
in  orders  for  household  durable  goods. 

IN  FACT,  THE  INDUSTRIAL  SECTOR  is  seeing  a 

slowdown  in  domestic  orders  in  general,  according  to 
the  National  Association  for  Purchasing  Management. 
The  purchasing  managers'  index  slipped  to  51.8%  in 
June,  from  53.2%  in  May.  The  index  for  overall  orders 
fell  to  50.6%  and  now  stands  almost  10  points  lower 
than  it  was  in  February  (chart).  The  purchasers'  index 
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covering  prices  paid  continued  to  ease  up.  But  si 
deliveries  stayed  at  a  relatively  high  level,  indi 
that  businesses  are  still  taking  a  while  to  fill  orcl 

However,  the  NAPM  report 
did   offer   some   suggestions 
that  economic  growth  may  not 
be  slowing  as  much  as  the 
Fed    would    like.    The    pur- 
chasers said  that  the  average 
pmi  for  the  first  six  months  of 
2000  corresponds  to  real  GDP 
growth  of  4.4%.  That's  faster 
than  the  4.1%  increase  in  1999, 
and  is  still  too  hot  for  the 
Fed's  liking.  In  addition,  the 
index  for  export  orders  remained  high.  That  sug| 
that  foreign  demand  continues  to  increase  and  s 
take  up  some  of  the  production  slack  opened 
slowing  domestic  spending.  And  in  a  separate  r< 
the  NAPM  said  that  its  nonmanufacturing  index  boi 
back  in  June.  It  rose  to  64%,  from  61.5%  in  May. 

Luckily  for  policymakers,  inflation,  though  risinj 
mains  weak.  So  the  Fed  can  conduct  policy  withou 
heightened  sense  of  urgency  that  often  leads  to  p 
mistakes.  That  said,  the  Fed  will  continue  to  watcl 
economy  very  carefully.  As  long  as  signs  of  a  slow< 
stay  "tentative,"  policymakers'  vigilance  will  rem; 
certainty. 
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OR  INCREASED  ORDERS 

DATA  NATIONAL  ASSOCIATION! 
FOR  PURCHASING  MANAGEMENT! 


BRITAIN 


TIGHTENING  STARTS  TO  PAY  OFF 


DOMESTIC 
DEMAND 


The  Bank  of  England's  tighten- 
ing policy  is  finally  showing 
teeth,  and  the  moves  are  nipping 
at  Britain's  solid  economic  growth. 

Real  gross  domestic  product 
grew  just  0.5%  in  the  first  quarter 
from  the  fourth.  Over- 
all domestic  demand 
was  especially  weak, 
up  0.2%,  the  smallest 
quarterly  rise  in  three 
years  (chart).  House- 
hold expenditures  rose 
0.6%,  but  business  in- 
vestment and  govern- 
ment outlays  actually 
fell.  Inventory  accumu- 
lation added  to  GDP 
growth,  but  the  buildup  may  have 
been  unintentional  since  it  was 
concentrated  in  retailing  and 
wholesale,  the  same  industries  hit 
by  weaker  demand. 

The  first  quarter  also  saw  the 


BRITISH  SPENDING 
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British  current  account  balance  in 
deficit  again.  Slower  export 
growth,  thanks  to  past  strength  in 
sterling,  and  less  income  from 
overseas  investment,  are  hurting 
Britain's  foreign  trade  position. 
The  weak  first- 
quarter  data  strength- 
en the  notion  that  the 
BOE  is  nearly  done 
with  its  tightening  ac- 
tions. The  central 
bank  has  hiked  its  re- 
purchase rate,  cur- 
rently at  6%,  four 
times  since  Septem- 
ber. The  urgency  to 
lift  rates  has  also 
eased  since  the  Federal  Reserve 
held  its  policy  rate  steady  in- 
June,  keeping  the  gap  between 
Britain  and  U.S.  rates  the  same. 
Even  so,  policymakers  remain 
concerned  about  some  cost  and 


& 


price  pressures  building  in  the 
economy.  Wages,  a  top  priority 
the  BOE,  were  up  a  strong  6.3% 
the  first  quarter  from  a  year  ag 
And  April  consumer  credit  post 
a  record  increase. 

Consumer  inflation  remains  oi 
the  high  side  because  of  energy 
prices.  Total  prices  rose  3.1%  in, 
the  year  ended  in  May.  Underlyj 
ing  inflation,  which  excludes  mo 
gage  interest  and  some  taxes,  ^ 
1.7%,  at  the  upper  limit  of  the 
BOE's  target  range.  Inflation  wil 
be  pushed  higher  by  the  recent 
weakening  in  the  sterling,  whiclj 
may  cause  import  prices  to  risej 

All  this  means  that  while  the 
BOE  is  probably  done  for  now,  itj 
will  remain  on  the  watch.  The 
bank  will  move  if  the  economy  ij 
accelerates  or  if  the  past  strengj 
causes  price  pressures  to  rise  td 
dangerous  levels. 
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As  soon  as  he  heard  that 
maverick  opposition  leader 
Vicente  Fox  had  won  Mexico's 
presidential  election,  Gustavo 
Gutierrez  jumped  in  his  car 
and  headed  for  Fox's  Mexico 
City  campaign  headquarters.  Standing  in 
the  middle  of  a  four-lane  road,  the  48- 
year-old  businessman  watched  with  glee 
as  cars  cruised  by,  honking  their  horns 
and  waving  Fox  banners.  "For  the  first 
time  in  my  life,  we're  going  to  have  a 
government  that  represents  the  hard- 
working people  of  this  country,"  said 
Gutierrez,  who  imports  machinery  for 
the  garment  industry.  "We  voted  out 


eminent  to  Mexico.  But  his  ambitious 
vision  goes  far  beyond  that.  The  58-year- 
old  president-elect  wants  to  see  Mexico 
transformed  by  a  second  wave  of  re- 
forms that  build  on  the  free-market  ini- 
tiatives of  his  presidential  predecessors. 
The  Fox  philosophy  extends  from  the 
grandiose — he  wants  to  turn  North 
America  into  a  tine  common  market — to 
the  minute — he  wants  small-business 
owners  to  receive  "micro-credits"  as  low 
as  a  few  hundred  dollars.  In  between 
is  a  range  of  measures  that  tackles 
everything  from  tax  reform  to  electrici- 
ty privatization  to  an  overhaul  of  law 
enforcement  agencies. 


•XI  iAI 

REVOLUTION 

What  Vicente  Fox's  victory  means  for  the 
country's  economy,  politics,  and  society 


the  gang  of  corrupt  thieves  who  hi- 
jacked Mexico  for  so  many  years." 

Mexicans  pulled  off  a  minor  miracle 
on  July  2,  when  they  voted  overwhelm- 
ingly to  toss  out  the  Institutional  Rev- 
olutionary Party  (PRl),  which  has  ruled 
since  1929.  From  impoverished  Chiapas 
state  to  the  industrial  powerhouse  of 
Monterrey,  Mexicans  hungry  for  political 
change  after  seven  decades  of  one-party 
rule  gave  the  National  Action  Party 
candidate  43%  of  the  vote  and  just  36% 
to  his  PRI  rival,  Francisco  Labastida. 
"It's  comparable  to  the  fall  of  the  Berlin 
Wall,  the  end  of  apartheid,  and  the  vote 
to  oust  [Chilean  military  dictator  Au- 
gusto]  Pinochet,  all  rolled  into  one,"  ex- 
ulted independent  Senator  Adolfo 
Aguilar  Zinser,  a  Fox  adviser. 

The  6-foot,  5-inch  rancher  and  former 
Coca-Cola  Co.  executive  rose  to  victory 
on  a  pledge  to  bring  accountable  gov- 


If  Fox  follows  through  on  even  half 
this  agenda,  Mexico  could  move  to  the 
next  stage  as  a  destination  for  foreign 
capital.  That  would  throw  open  the 
whole  country  to  the  effects  of  the  glob- 
al economy — not  just  the  northern  bor- 
der, where  the  maquiladora  factories 
of  big  Western  and  Asian  manufacturers 
are  concentrated.  A  doubling  of  the  ed- 
ucation budget  would  raise  the  skills  of 
Mexico's  young.  Policymakers  of  South- 
east Asia  will  be  watching  to  see 
whether  Mexico  becomes  their  strongest 
rival  in  the  race  for  capital. 
OPTIMISM.  Companies  north  of  the  bor- 
der will  be  hoping  for  a  Fox  effect,  too. 
Although  U.S.  businesses  have  learned 
over  the  years  to  live  with  the  pri,  they 
are  certainly  happy  an  avowed  free- 
market  type  like  Fox  is  now  in  charge. 
"We're  very  optimistic — I  think  that 
Fox  has  got  the  authority  given  by  the 


election  results,  plus  the  chan; 
address  change,"  says  John  M 
CEO  of  the  American  Chamber 
merce  in  Mexico,  which  represer 
of  the  U.  S.  investment  in  Mexi< 
The    North   American    Free 
Agreement  figures  high  on  Fox's 
Mexico's  exports  have  tripled  si 
accord  took  effect  in  1994,  and  tb 
try  recently  displaced  Japan  as  t 
ond-largest  supplier  of  goods  ai 
vices  to  the  U.S.  But  Fox  says 
can  do  much  better  than  it  hat 
now."  He  wants  to  sit  down  with 
of  the  U.  S.  and  Canada  to  discuss 
ing  the  free-trade  area  into  a  full- 
common   market,   co 
with  free  movement  .o 
and  a  single  currenc 
acknowledges  it  ma? 
decades  to  achieve  th? 
but  wants  to  begin  lay 
groundwork. 
TALENT    SEARCH.    M 
president-elect  has  pr< 
that  before  he  leaves 
in  2006,  the  economy 
growing  at  an  annu| 
clip,  up  from  the  5 
has  been  the  averag 
1996.  That  might  sou: 
a  tall  task.  But  Carlo 
the  billionaire  busine 
who  is  chairman  of  Tel 
de  Mexico,  believes  F 
what  it  takes  to  ste 
country  to  a' more  pn 
ous  future.  "Fox  is  en 
and  determined,  and  h 
best  intentions  of  m 
Mexico  forward,"  Slim 
Local  and  foreign  inv 
are  upbeat  about  the 
pects  for  a  Fox  presii 
Mexico's  stock  market  rose  6.1%  til 
after  the  vote.  And  the  peso,  whic 
been  losing  ground  against  the  do 
the  weeks  leading  up  to  the  electiJ 
bounded  to  9.57  per  $1. 

Fox  is  riding  the  wave  of  suj 
He  has  enlisted  talent  scouts  and 
hunting  firms,  including  several 
abroad,  to  fill  all  17  cabinet  posts] 
remarkable  show  of  cooperation,  1 
dent  Ernesto  Zedillo  has  said  thi 
officials  will  work  with  Fox's  appoi 
to  draft  the  2001  budget,  while 
advisers  are  putting  the  finishing  1 
es  on  a  six-year  development  plan 
Dec.  1,  we'll  have  initiatives  reai 
everything  from  decentralizing  the 
ernment  to  revitalizing  education," 
Eduardo  Sojo,  a  Wharton  School-ti 
economist  who  is  one  of  Fox's  cl 
counselors. 

Where  will  Fox  find  the  n 
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CHALLENGES 

AHEAD  FOR 

PRESIDENT-ELECT 

FOX 


TRANSITION 


Fox  faces  a  five-month  transi- 
tion before  taking  office  on 
Dec.  1.  Outgoing  President 
Zedillo  has  pledged  to  work 
with  incoming  government  to 
ensure  a  smooth  handover. 


EMM1 


Transition  team  must  reach 
out  carefully  to  vanquished 
PRI  to  avoid  backlash  from 
sitting  PRI  governors  and 
from  PRI-backed  labor  unions 
and  civic  organizations. 


CABINET 


Fox  has  pledged  to  assemble 
a  multiparty  Cabinet  that 
includes  businesspeople, 
academics,  and  economists. 
May  retain  some  members 
from  current  Cabinet  to 
reassure  investors  of  continu- 
ity in  economic  policies. 


BUDGET 


Fox  must  present  the  2001 
budget  when  he  takes  office 
on  Dec.  1  and  get  it  approved 
within  a  month  by  a  newly  in- 
stalled Congress  in  which  his 
National  Action  Party  will  not 
have  a  majority  of  votes. 


FISCAL  REFORM 


Most  pressing  matter  will  be 
overhaul  of  Mexico's  tax  sys- 
tem, which  relies  too  heavily 
on  revenues  from  oil  exports. 
Fox  needs  to  expand  tax  base 
to  pay  for  planned  increase  in 
education  spending. 

Wants  to  open  electric-power 
industry  to  more  private  in- 
vestment and  sell  off  money- 
losing  petrochemical  plants. 
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pay  for  such  programs?  Mexico  is  ex- 
pected to  end  the  year  with  a  fiscal 
deficit  equal  to  1%  of  gross  domestic 
product,  so  there's  not  much  cash  to 
spare.  Fox's  answer  is  an  overhaul  of 
the  tax  system.  Mexico's  tax  receipts 
total  just  18%  of  GDP,  compared  with 
33%  in  Brazil  and  31%  in  the  U.S. 
What's  more,  taxes  on  oil  sales  through 
state  giant  Pemex  account  for  one-third 
of  all  tax  revenue,  which  leaves  Mexico 
vulnerable  to  the  vagaries  of  interna- 
tional oil  prices.  Fox  has  proposed 
widening  the  tax  base  and  cracking 
down  on  rampant  evasion.  His  advisers 
are  also  studying  removal  of  some  tax 
exemptions  that  favor  big  business.  So 
far,  he's  not  calling  for  tax  hikes. 
incentives.  Pushing  through  such  a  fiscal 
overhaul  will  be  Fox's  first  political  test, 
since  broadening  the  tax  base  will  cut 
into  the  incomes  of  the  millions  of  Mexi- 
cans in  the  underground  economy.  To 
stimulate  development,  Fox  also  plans 
to  offer  tax  incentives  to  companies  that 
create  jobs  in  Mexico's  poorest  states, 
such  as  Chiapas  and  Oaxaca.  He  wants 
to  encourage  foreign  investors  to  reinvest 
profits  rather  than  remitting  some  $3 
billion  a  year  to  their  home  countries. 

Fiscal  reform  is  some  of  the  unfin- 
ished business  of  the  current  adminis- 
tration. So,  too,  is  the  opening  of  the 
long-protected  electricity  and  petro- 
chemical sectors  to  badly  needed  pri- 
vate-sector investment  and  competition. 
That's  encouraging  to  investors.  "You 
can  imagine  a  whole  raft  of  U.S.  elec- 
tricity companies  that  would  love  to 
take  a  stake  in  Mexican  electricity,"  says 
Geoffrey  Dennis,  Latin  American  equi- 
ties strategist  for  Salomon  Smith  Bar- 
ney in  New  York.  Top  of  the  list  would 
be  aes  Corp.,  which  has  invested  billions 
in  the  region  in  the  past  few  years. 

Fox  may  also  try  to  stimulate  more 
competition  in  telecommunications.  The 
privatized  phone  company,  Telefonos  de 
Mexico  (Telmex),  retains  a  dominant  po- 


TELLEZ 


The  Energy 
Secretary 
could  end  up 
in  Finance... 


...  and  the 
Finance  Under 
Secretary  could 
be  promoted... 


...while  the 
Commerce 
Secretary 
may  stay  on 


sition  despite  attempts  by  foreign  carri- 
ers to  break  into  the  market.  MCI  World- 
Com Inc.  and  AT&T,  among  others,  have 
complained  that  Mexican  regulators  have 
been  loath  to  rein  in  Telmex. 

Mexican  voters  will  be  expecting 
their  new  President  to  crack  down  on 
rampant  crime  and  corruption.  Fox  has 
proposed  a  wholesale  overhaul  of  Mexi- 
co's federal  police  force  to  improve  its 
effectiveness.  Reforms  of  Mexico's  anti- 
quated justice  system  are  also  on  the 
table.  Fox  plans  to  establish  a  national 
transparency  commission  that  will  look 
into  major  corruption  cases  and  monitor 
the  new  government  for  abuses. 

Fox  has  a  good  foundation  to  build 
on,  thanks  to  the  reformist  efforts  of 
Zedillo.  Indeed,  for  the  first  time  in  a 
quarter  century,  it  looks  as  if  Mexico 
will  make  it  through  a  presidential  tran- 
sition without  a  devastating  financial 
crisis.  Foreign  direct  investment  is  now 
running  at  more  than  $11  billion  a  year, 
and  inflation  will  fall  into  the  single  dig- 
its for  the  first  time  since  1993.  "It's 
pretty  remarkable  that  Mexico  voted 
to  'kick  the  bums  out'  when  economic 
times  are  so  good,"  says  political  analyst 
Federico  Estevez,  referring  to  the  pri. 


VICENTE  FOX 


BORN  July  2,  1942,  in  Mexico  City  to  a  Mexican  rancher  and  his  Spanish- 
born  wife. 

EDUCATION  Undergraduate  business  degree  from  Mexico's  Iberoamerican 
University.  Received  executive  diploma  from  Harvard  Business  School. 

CAREER  Worked  in  Mexican  division  of  Coca-Cola  Co.  from  1964  to  1979, 
rising  from  salesman  to  president  for  Mexico  and  Central  America.  Later  ran 
family's  boot-manufacturing  and  vegetable-exporting  companies.  A  latecom- 
er to  politics,  Fox  landed  a  seat  in  the  Chamber  of  Deputies  in  1988.  Ran 
unsuccessfully  for  governor  of  his  home  state  of  Guanajuato  in  1991,  but 
triumphed  in  a  second  bid  in  1995. 

PERSONAL  Divorced,  with  four  adopted  children. 


But  despite  t 
drubbing  it  just  to( 
the  party  could  ma 
life  difficult  for  Fc 
The  pri  still  contr 
I  two-thirds  of 
I  statehouses  and  t 
second-largest  bloc 
seats  in  Mexicc 
Congress.  To  he 
defuse  the  politic 
tensions,  Fox  pla 
to  assemble  a  mul 
party  cabinet.  T 
team  will  no  dou 
include  several  pro: 
inent  Priistas,  a: 
some  members' 
the  current  admi 
tration.  Two  names  frequently  me 
tioned  for  the  post  of  Finance  Secr| 
tary  are  those  of  Energy  Secretary  Ln 
Tellez  and  Finance  Under  Secreta 
Santiago  Levy.  Also,  Commerce  &  I 
dustry  Secretary  Herminio  Blanco  m 
be  asked  to  stay  on. 
NEGOTIATOR.  Fox  has  a  bigger  reason 
reach  out  to  rival  parties.  The  coaliti 
backing  his  presidential  bid  captur 
just  38%  of  seats  in  the  Chamber 
Deputies  and  41%  in  the  Senate,  whi 
means  it  is  short  of  a  working  majori 
in  either  house  of  Congress.  A  lasti 
alliance  with  either  the  pri  or  the  ce 
ter-left  Party  of  the  Democratic  Rev 
lution  (prd),  which  has  been  reduced 
a  minor  player,  is  not  in  the  cards.  T 
incoming  government  will  have  to  c 
deals  with  one  party  or  another  d 
pending  on  the  issue.  Luckily,  Fox 
accustomed  to  bargaining.  While  go 
ernor  of  his  home  state  of  Guanajua 
from  1995  to  1999,  he  pushed  most  A" 
his  program  through  an  opposition-don  * 
inated  legislature. 

Because  voters  have  a  grasp  of  th 
challenges  he  faces,  Fox  may  benef 
from  an  extended  honeymoon.  But  h 
has  raised  Mexicans'  expectations,  som 
of  which  may  prove  difficult  to  fulfil 
"He's  promising  the  Holy  Land,  and 
he  doesn't  deliver  then  people  will  fee- 
betrayed,"  says  Damian  Fraser,  Lati 
America  strategist  for  UBS  Warburg 
Millions  of  poor  Mexicans  are  countin 
on  Fox  to  craft  a  decent  future  fo 
them.  "The  pri  was  obsolete,  and  th 
longer  it  stayed  in  power,  the  more  i 
corrupted  our  country's  values,"  say 
42-year-old  housewife  Lucero  Dias 
"Fox  represents  a  complete  change 
and  we're  more  than  ready  for  it."  I 
she's  right,  the  revolution  may  havi 
just  begun. 

By  Geri  Smith,  with  Elisabeth  Malkin 
in  Mexico  City 


40  BUSINESS  WEEK  /  JULY  17,  2000 


Yet  another  border  crossed, 


Viatel's  new  vision  of  communications  doesn't  begin  with  fiber  or  end  at 
today's  network  edge. 

Instead,  we  see  information  that  flows  across  integrated  pan-European,  North 
American,  trans-Atlantic  and  metropolitan  networks,  making  local,  national  and 
regional  boundaries  invisible. 

We  see  technology  that  moves  at  the  speed  of  light  today  and  even  faster  tomorrow. 

We  see  a  world  of  innovation  —  in  pricing  and  delivery  —  that  connects  every 
customer  and  every  destination. 

From  here  to  as  far  as  the  eye  can  see,  one  network,  one  vision. 

No  borders.  No  barriers.  No  limits. 

Viatel  from  anywhere  in  Europe    00800.0064.4444 
Viatel  in  the  US      1.800.528.1660 

www.viatel.com 
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SILICON  VALLEY 


THE  DARK 
SIDE  OF 
THE  VALLEY 


In  techdom's  win-at-all- 
costs  culture,  hardball 
tactics  and  dirty  tricks  are 
just  part  of  doing  business 


Oracle  Corp.  ceo  Larry  Ellison  was 
mentor  and  friend  to  Marc  Benioff 
during  his  13-year  career  at  Ora- 
cle. So  last  summer,  when  Benioff 
left  to  launch  a  Web  service  for  corpo- 
rate salespeople  called  Salesforce.com, 
it  was  only  natural  that  Ellison  would 
try  to  support  the  effort  with  a  $2  mil- 
lion investment  and  that  Benioff  would 
reciprocate  with  a  seat  on  the  startup's 
board.  What  might  not  seem  so  natural 
was  that  Oracle  soon  began  working  on 
a  competing  service  itself. 

But  clearly,  this  would  be  the  conclu- 
sion of  someone  not  living  in  Silicon  Val- 
ley. In  that  land  of  honey  and  stock  op- 
tions, some  say  such 
cutthroat  practices  are 
becoming  standard  op- 
erating procedure.  Elli- 
son declined  comment, 
but  according  to  Benioff, 
he  harbors  "no  hard 
feelings"  toward  Ellison, 
although  he  did  ask  him 
to  resign  his  seat  on  the 
board.  "Larry  just 
thought  it  was  a  busi- 
ness he  wanted  to  be  in, 
and  I  understand  that," 
says  the  young  chief  ex- 
ecutive. "We  are  still 
friends." 

with  friends  like  progressive  image. 

that,  it's  also  no  won- 
der that  Benioff — and 
many  Valley  execs — ex- 
pressed little  surprise 
over  Ellison's  recent  ad- 
mission that  he  had 
hired  detectives  to 
snoop  on  supporters  of 


High-tech 
companies 
cultivate  a 


They  even  let 

employees  bring 

pets  to  work 


Microsoft  Corp.  and 
even  rummage  through 
their  garbage.  After  all, 
shrugs  Benioff,  "They 
were  the  enemy." 

Sure,  Silicon  Valley 
has  sunshine,  jobs,  and 
lots  of  money.  You  can 
skateboard      on     your 
break,  or  take  your  dogs 
and    parrots    to   work. 
But  the  same  hypercom- 
petitive  petri  dish  that 
spawned  the  technologi- 
cal creativity  and  inno- 
vation behind  the  New 
Economy  has  produced 
a  win-at-all-cost  mental- 
ity   with    increasingly 
dark  implications  for  the 
Valleyite's  professional  and  personal  life. 
Now,  a  backlash  against  that  mentali- 
ty— from  companies  who  would  rather 
not  locate  there  to  burnt-out  executives 
anxious  to  flee  the  Val- 
ley— is  growing.  "There 
should  be  a  backlash," 
says  high-tech  guru  Ge- 
offrey   Moore.    "Even 
most  people  involved  in 
it  have  to  throw  up  at 
some  point." 

Fueling  both  the 
good,  and  the  bad  side 
of  Silicon  Valley's  cul- 
ture, of  course,  is  a 
heady  mix  of  ambition, 
competitiveness,  mon- 
ey— and  greed.  Mix 
that  with  a  frat-boy 
mentality  that  encour- 
ages the  chest-thump- 
ing that  makes  every- 
one totally  absorbed  in 
comparisons  of  the  size 
of  his  house,  his  car, 
and  his  stock  portfolio. 
"Silicon  Valley  culture 
is  a  male  adolescent 
culture  with  all  that  it 


implies,"  says  Jeffrey  Pfeffen,  a  profes 
of  organizational  behavior  at  the  St 
ford  University  Business  School, 
all  about  excess." 

In  this  pressure  cooker,  there 
long  hours  and  plenty  of  job-hoppi 
"There's  always  room  to  pour  more 
yourself  into  your  career,"  says  C< 
Smith,  a  35-year-old  who  quit  his  g 
eral  manager's  job  at  multimedia  cc 
pany    StarMedia    Network    Inc.    1 
month.  "I've  never  had  an  opportun 
to  add  those  other  things  to  my 
that  create  a  balance."  Says  Stepl 
Goldbart,  a  clinical  psychologist  v 
runs  the  Money,  Meaning  and  Choi 
Institute  in  San  Francisco:  "Work 
comes  their  family.  They  lose  track 
everything  else." 

GLEEFUL  COMBAT.  In  Silicon  Valley,  cc 
panies  throttle  and  plot  against  ei  ifl(, 
other — with  remorseless  glee.  In  Maj  L 
Santa  Clara  County  judge  found  Bro 
com  Corp.  used  job  interviews  to 
to  get  Intel  Corp.  employees  to  divu 
trade  secrets.  Under  the  judge's  ore 
Broadcom  must  set  up  a  training  p 
gram  to  ensure  that  employees  recn 
ed  from  rivals  do  not  disclose  private 
formation  of  those  competitors.  1 
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ng  sent  a  shiver  through  high  tech- 
e  Sta^a,  because  such  tactics  are  common. 
J  "I(  Vnd  as  for  the  genteel  world  of  non- 
ipete  clauses  and  keeping  a  mea- 
ere  a  ed  distance  from  a  rivals'  employ- 
— forget  it.  In  the  Valley,  and  tech  in 
eral,  employees  are  bought  and  sold 
•  commodities.  If  you  have  trouble 
.   h  the  competition,  simply  raid  its 
■nt.  Just  last  fall,  German  software 
ker  saf  sued  Siebel  Systems  Inc.  at- 
rium    more    than    a    dozen    executives 
1 1  >ed  ship  for  its  Silicon  Valley  rival. 
itephr  dropped  the  suit  two  months  ago  af- 
>t  wl  reaching  an  undisclosed  settlement. 
•ee  years  ago,  Oracle  was  struggling 
mk  b  keep  pace  with  a  new  type  of  data- 
le  from  rival   Informix  Corp.  In  a 
tter  of  weeks,  Oracle  hired  most  of 
engineering  team  that  created  that 
abase.  Oracle  denied  the  charges, 
ming  the  employees  left  because  they 
re  unhappy. 

deputation  isn't  the  only  thing  slip- 
g  in  Silicon  Valley.  Quality  of  life  is 
ing  a  hit.  Highways  in  and  out  of 
valley  fall  into  gridlock  with  the 
allest  of  fender-benders.  The  medi- 
Bay  Area  home  price  right  now'.'  It's 
'0,000,  up  25<#  from  just  a  year  ago, 


according  to  a  June  re 
port  from  DataQuick 
Information  Systems. 
It's  gotten  so  had  that 
San  Francisco  politicos 
are  considering  build 
ing  subsidized  housing 
for  teachers  becau 
teacher's  salary  is  no 
longer  enough  to  rent 
a  decent  apartment  in 
the  area.  Managers  at 
staid  industrial  compa- 
nies like  Procter  & 
Gamble  Co.  are  quick 
to  point  out  the  scary 
cost  of  living  to  young 
employees  who  may  be 
lured  by  the  distant 
whiff  of  Silicon  Valley 
fortunes.  "At  least 
most  people  here  can 
afford  to  buy  a  house," 
says  Dan  Gerbus,  a 
middle  manager  for  in- 
formation technology  at 
Cincinnati-based  P&G. 

It's  enough  to  make 
the  Valley's  most  valued 
import,  smart  people, 
think  twice  before  head- 
ing west.  Jason  Krantz, 
27,  graduated  from 
Harvard  Business 
School  last  month  and 
thought  he  would  move 
his  Internet  startup,  Infinata  Inc.,  to  Sil- 
icon Valley.  He  thought  again.  Employee 
retention,  he  thought,  would  be  a  big 
problem.  His  office  in  quiet  Arlington, 
Mass.,  may  not  be  in 
the  center  of  Net  cul- 
ture, but  he  won't  have 
to  worry  about  intellec- 
tual property  doing  a 
turnstile  through  the 
front  door.  "If  you're  go- 
ing to  build  a  sustain- 
able business,  you  really 
need  the  knowledge  to 
stay  in  your  company," 
says  Krantz. 

It's  also  enough  to 
make  some  companies 
think  twice  about 
putting  all  their  re- 
sources in  the  Valley. 
"The  startups  just  suck 
people  out  of  your  com- 
pany," says  Christopher 
Klaus,  founder  of  Inter- 
net Security  Systems 
Inc.  in  Atlanta.  Klaus 
says  iss  has  very  little 
turnover,  1%  to  295  an- 
nually. Turnover  in  the 
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Valley  Is  winning  big 
claim  that  r>,<KM)  millionaire-  wen 
every  month  in  Silicon  Vallej  la 
Says  Craig  Conway,  ceo  of  PeopleS 
Inc.  and  a  former  executive  at  Oracle: 
"I  think  the  opportunity  to  make 
much  money  so  quickly  is  taking  its  toll." 
As  the  dot-com  meltdown  of  the  last 
two  months  worsens,  the  hypercompeti- 
tion  is  going  to  get  a  lot  feistier.  "When 
times  get  tough,  people  are  going  to  get 
a  lot,  lot  more  anxious,"  says  Pfeffer. 
CLOSING  WINDOW.  But  the  highly  com- 
bustible combo  of  Internet  money  and 
high-tech  machismo  in  Silicon  Valley  is 
gradually  making  the  piranha  tank  at 
the  aquarium  look  like  a  peaceful  ecosys- 
tem. "This  business  feels  like  it's  run  by 
28-year-olds — it  certainly  acts  that  way. 
People  in  other  cultures  think  we're  way 
out  of  balance,  and  I  agree,"  says  Moore, 
author  of  high-tech  marketing  guide 
Crossing  the  Chasm.  "Silicon  Valley  has 
gotten  out  of  whack."  Older  executives 
carp  about  young  people  who  received 
too  much  too  fast  without  paying  dues. 
"Young  people  can't  seem  to  see  a  reason 
why  they  shouldn't  be  the  ceo  by  the 
time  they're  30,"  says  Jim  Gingery,  a 
marketing  executive  at  Shop2gether.com. 
"In  our  rush  for  resources,  we've  created 
arrogant  young  resources." 

The  window  for  youthful  hubris  is  clos- 
ing. In  the  last  two  months,  most  dot- 
com stocks  have  lost  at  least  half  their 
value.  Some  people,  like 
Cory  Smith,  got  lucky. 
He  sold  his  company 
last  year  and  no  longer 
has  to  worry  about 
working.  He  found  the 
other  side  of  his  rain- 
bow, at  ieast  financially. 
For  others,  with  the 
stock  market  increasing- 
ly ignoring  startups,  the 
wealth-creation  engine 
in  Silicon  Valley  may  be 
running  out  of  gas.  If 
the  thousands  still  chas- 
ing that  rainbow  are  de- 
nied their  chance,  it 
could  get  downright 
ugly. 

By  Jim  Kerstetter, 

with  Peter  Burrowt 

San  Mateo.  Calif.,  Jay 

tie,  Geoff 

Smith    in    Boston,   ami 

Michelle     Conlin     in 
New  York 
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A  LITTLE  ENERGY  CONSERVATION 
WOULD  GO  A  LONG  WAY 

America's  problem  isn't  an  oil  shortage.  It's  the  country's  insatiable  appetite 


COMMENTARY 

By  Paul  Raeburn 


After  years  of  cheap  and  plentiful 
energy,  prices  are  jumping,  and 
reliability  is  falling.  The  price  of 
oil  has  nearly  tripled  since  Janu- 
ary, 1999.  Gasoline  has  gone  up  every- 
where, climbing  past  $2  a  gallon  in 
parts  of  the  Midwest.  Natural-gas 
prices — normally  low  in  the  sum- 
mer— are  nearly  double  what  they 
were  a  year  ago  and  could  go 
higher  when  winter  comes.  By 
all  predictions,  the  same  is  true 
for  heating  oil.  And  the  nation's 
electric-power  grid  is  breaking 
down,  causing  scattered  outages 
and  the  threat  of  higher  prices 
for  electricity  even   before   the 
summer  spike  in  demand  for  air 
conditioning. 

The  U.S.  is  not  yet  headed  for  a 
repeat  of  the  energy  crises  of  the 
1970s,  but  these  are  warning  signs. 
By  default,  Democrats  and  Republicans 
alike  have  adopted  an  energy  policy  that 
depends  on  limitless  supplies  to  satiate  a 
gluttonous  appetite,  leaving  the  nation 
vulnerable  to  supply  interruptions  and 
the  whims  of  foreign  powers. 
CRUNCH.  Much  the  same  situation  ex- 
isted in  the  early  1970s,  when  opec 
moved  to  curtail  supplies  and  hike 
prices.  But  that  decade's  energy  crunch 
led  to  a  period  in  the  early  1980s  when 
Americans  began  to  think  in  terms  of 
conservation,  not  consumption.  The 
change  produced  spectacular  results: 
From  1973  to  1986,  U.  S.  energy  con- 
sumption was  constant  even  though 
real  gross  domestic  product — corrected 
for  inflation — grew  43%. 

By  1988,  cars  and  light  trucks — a  cat- 
egory that  includes  minivans  and  sport- 
utility  vehicles — were  getting  an  aver- 
age of  26  miles  per  gallon,  vs.  only 
about  15  for  cars  alone  before  the 
crunch.  In  1987,  President  Ronald  Rea- 
gan even  signed  a  bill  establishing  en- 


In  1973-86,  U.S.  consumption  was  constant,  even  th( 
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v  efficiency  standards  for  appliances. 
file  the  auto  industry  and  others 
.ght  the  tougher  standards,  the  new 

|es — coupled   with  high  oil  prices — 
'(1  off.  Demand   fell,  and  energy    be 
ne  cheap  again. 

Jonsumers  benefited  twice  from  this 
v  policy  el'  conservation:  They  paid 
-;  per  gallon  of  gas,  and  they  didn't 
;d  to  buy  as  much.  The  same  was 
e  of  electric  bills.  What's  more,  the 
■tegy  also  helped  undermine  the  sol- 
rity  of  opec.  It  forced  member  na- 
ns to  produce  more  than  their  quo- 
— to  generate  more  revenues — as  the 
price  tumbled  downward.  But  once 
ces  fell,  consumers  stopped  caring 
)out  how  much  energy  they  used. 
U.S.  energy  demand  rose  by  15% 
during  the  1990s,  and  the  stage 
was  set  for  another  price  jolt.  Not 
surprisingly,  opec  took  advan- 
tage of  the  business  opportuni- 
ty Americans  handed  it. 

So  has  the  reaction  to  $30- 
per-barrel  oil  and  gasoline 
prices  of  more  than  $2  per 
gallon  brought  any  similar 
calls  for  moves  to  cut  back 
consumption?  Hardly.  In- 
stead, the  pressure  has 
been  on  opec  members  to 
boost  production.  And 
even  after  the  oil  cartel 
decided  in  June  to  boost 
production  by  more  than 
700,000  barrels  a  day,  the 
heat  remained.  Indeed,  on 
July  3,  Saudi  Arabia  bent 
to  behind-the-scenes  lobby- 
ing by  the  Clinton  Adminis- 
tration and  promised  to  in- 
crease production  by  a  further 
500,000  barrels  per  day  if 
prices  remained  high.  The  mar- 
ket's response:  The  price  of 
crude  fell  almost  7%  overnight. 
Moreover,  new  sources  are  being 
discovered  all  the  time.  For  in- 
stance, Caspian  Sea  oil  fields  will  be 
oming  on  line  in  the  next  decade, 
d  they  could  prove  to  be  some  of 
i  biggest  finds  ever. 
Yet  if  boosting  the  supply  of  foreign 
is  one  way  to  ease  energy  shortages, 
also  makes  our  economy  more  vul- 
rable  to  outside  politics.  Ultimately, 
dressing  supply  provides  only  tem- 
rary  fixes  to  the  real  U.  S.  energy 
oblem,  which  is  the  nation's  unre- 
icted  demand.  It  is  on  this  side  of 
s  equation  where  the  U.S.  has  the 


opportunity  to  prevent  future  energy 
price  shocks  and  deal  with  what  could 
lie  i he  even  more  dire  environmental 
consequence  of  current  consumption. 

[Because  of  increased  demand,  the  na- 
tion will  have  to  confront  not  only  smog- 
gier  cities  and  dirtier  air,  but  the  far 
more  important  problem  of  global  warm- 
ing. Pollution  controls  can  help  keep  the 
air  clean,  but  there  is  no  way  to  "clean 
up"  the  threat  of  global  warming.  The 
villain  here  is  carbon  dioxide,  which 
traps  heat  in  the  atmosphere  like  the 
windows  of  a  green- 
house. The  more  oil 
and  gas  we  burn,  the 
more  carbon  dioxide 
we  pump  into  the  at- 
mosphere. The  rising 
carbon  dioxide  is 
projected  to  lead  to 
a  rise  in  U.S.  tem- 
peratures of  5F  to 
10F  in  the  next  100 
years.  That,  in  turn, 
will  lead  to  coastal 
flooding,  more  urban 
heat  waves,  disrup- 
tions in  agriculture 
and  water  supplies, 
and  other  problems. 

One  way  to  cut 
consumption  of  oil 
would  be  to  put  the 
teeth  back  into  auto 
fuel-efficiency  stan- 
dards. Howard  S. 
Geller,  executive  director  of  the  Ameri- 
can Council  for  an  Energy  Efficient 
Economy,  has  calculated  that  if  the  gas 
mileage  of  new  cars  had  increased  by 
only  one  mile  per  gallon  each  year  since 
1987 — and  the  mileage  of  light  trucks 
by  a  half-mile  per  gallon — the  U.S. 
would  be  saving  1.3  million  barrels  of  oil 
each  day.  Not  only  have  the  standards 
stalled,  but  many  of  the  most  gas-hun- 
gry vehicles  sold  today — including  mini- 
vans,  sport-utility  vehicles,  and  light 
trucks — are  excluded  from  the  automo- 
bile standards,  further  easing  pressure 
on  auto  makers  to  boost  fuel  economy. 
NATURAL  LINK.  But  oil  is  not  the  only 
problem.  Soaring  demand  and  the  rise  in 
oil  prices  have  also  led  to  a  concurrent 
rise  in  natural  gas  prices.  One  reason: 
Many  power  plants  can  burn  either  nat- 
ural gas  or  oil,  so  the  prices  tend  to  be 
linked.  When  one  is  scarce,  the  price  of 
both  tends  to  rise.  In  the  electric  utility- 
industry,  the  move  to  deregulation  has 
caused  another  set  of  problems.  As  it 


become    i>"    ible  •  "  sell  i  all 

over  the  counl  ry,  m  ilil  Ie  ar< 
to  move  huge  amounts  of  powei  from 
one  region  to  another  -and  tin  grid, 
which  was  not  designed  for  that,  can't 
support  it.  Moreover,  utilities  do  not 
have  the  financial  incentive-  they  need 
to  invest  in  new  transmission  line-. 
Thomas  R.  Kuhn,  president  of  Edison 
Electric  Institute  in  Washington,  which 
represents  investor-owned  utilities. 
Without  some  change  in  policy,  new- 
transmission  lines  are  unlikely  to  be 
built — meaning  that 
higher  prices  and 
more  disruptions 
will  be  inevitable. 

Admittedly,  the 
U.S.  is  hardly  the 
only  culprit  when  it 
comes  to  growing 
energy  consumption. 
Rising  incomes  and 
growing  economies 
around  the  world 
are  also  contributing 
to  the  jump  in  de- 
mand. Three-fourths 
of  the  worldwide 
growth  in  oil  con- 
sumption during  the 
past  decade,  for  in- 
stance, came  from 
outside  the  U.S. 
Nevertheless,  the 
U.S.  is  by  far  the 
largest  energy  con- 
sumer and*  the  country  with  the  stan- 
dard of  living  that  would  probably  suffer 
least  from  some  restraint. 

But  having  abandoned  its  brief  flirta- 
tion with  conservation  in  the  1980s,  the 
U.S.  has  wound  up  with  the  energy 
policy  it  asked  for,  one  that  demands 
limitless  supplies  of  cheap  energy.  To 
overcome  this  wrould  require  tougher 
regulations  or  newT  taxes — tw-o  items 
politicians  never  feel  good  about  rec- 
ommending. There  are  ways  to  make 
the  medicine  less  bitter:  An  energy  tax 
could  be  designed  to  be  tax-neutral,  so 
that  any  rise  in  a  gas  tax  wrould  be  off- 
set, say,  by  a  decrease  in  income  tax. 
Still,  even  that  is  unlikely  to  be  seri- 
ously considered  in  Washington. 

Until  it  is,  however,  the  U.S.  will 
continue  to  be  more  dependent  on  for- 
eign oil  than  ever — and  remain  an  eco- 
nomic prisoner  of  its  own  huge  appetite. 

Senior  Editor  Raebum  writes  about 
science  and  technology. 


id  GDP  grew  by  43%.  And  the  nation  could  do  it  again 
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WANTED:  A  FEW 
ROUGHNECKS 

There  are  lots  of  new  rigs,  but 
no  one  to  operate  them 

After  several  months  of  soaring  crude 
oil  and  natural  gas  prices,  drilling 
rigs  are  once  again  popping  up  at  a 
furious  pace,  especially  throughout  the 
Gulf  of  Mexico  and  in  leading  oil-produc- 
ing states  such  as  Texas,  Louisiana,  and 
Oklahoma.  Indeed,  at  920,  the  number  of 
U.  S.  rigs  in  operation  is  up  nearly  60% 
over  a  year  ago. 

So  are  the  good  times  back  for  ex- 
ploration and  production  companies?  Not 
completely.  Many  are  facing  a  shortage 
of  skilled  workers  who  can  man  and 
service  their  rigs.  "The  human  resource 
factor  is  a  major  constraint  on  the  in- 
dustry right  now,"  says  economist  Scott 
Espenshade  of  the  Independent  Petro- 


DESPERATE 


leum  Assn.  of  America  (ipaa),  a 
Washington  trade  group.  In  fact,  n 
Espenshade  estimates  that  if  the    I  he  industry  lost 
industry  had  more  experienced  la-   many  field  workers 
bor  available,  the  rig  count  would    after  the  bust  of '98 
be  as  high  as  1,100.  Oil  experts  say 
some  drilling  projects  have  been  de- 
layed 6  to  12  months  because  of  the  la- 
bor crunch. 

The  industry  may  have  no  one  but  it- 
self to  blame  for  its  troubles.  One  major 
reason  for  the  lack  of  hands  is  bad  pay. 
The  current  squeeze  is  most  acute  for 
roughnecks— the  rig  workers  who  earn 
an  average  of  $10  to  $11.50  per  hour,  ac- 
cording to  industry  analysts.  That's  es- 
pecially low  compared  with  the  higher 
wages  available  in  areas  such  as  con- 
struction, which  is  credited  with  hav- 
ing lured  a  big  share  of  defecting  oil 
field  workers.  "When  you  can  hammer 


nails  for  $15  an  hour  five  days  a  week, 
why  work  on  a  drilling  rig  for  $10  or 
$11  an  hour  seven  days  a  week?"  asks 
Wayne  Davis,  who  manages  a  program 
that  trains  oil  field  workers  at  Texas 
A&M  University's  Engineering  Exten- 
sion Service.  The  school  hasn't  offered 
any  classes  since  1998  because  of  a  lack 
of  students. 

Moreover,  several  boom-and-bust  pe- 
riods over  the  last  two  decades  haven't 
helped  the  industry's  image  as  an  em- 
ployer. When  oil  prices  bottomed  out  at 
$10  a  ban-el  in  1998,  for  example,  many 
firms  reduced  or  abandoned  drilling,  lay- 
ing off  massive  numbers  of  rigworkers. 
According  to  ipaa,  in  1997  there  were 
350,000  oil  field  service  and  E&P  em- 
ployees. By  May,  1999,  that  number  had 
shrunk  to  284,000  before  climbing  back 
up  to  its  current  level  of  300,800. 
DRASTIC  MEASURES.  Now  that  E&P 
spending  is  once  again  picking  up,  the 
shortage  will  likely  become  more  se- 
vere. According  to  a  Lehman  Brothers' 
survey,  as  of  May,  companies  were  plan- 
ning some  $24.4  billion  in  domestic  ex- 
ploration and  production  expenditures 
in  2000,  a  17.6%  in- 
crease, vs.  a  15.9% 
rise  budgeted  in  De- 
cember, 1999. 

The  labor  crunch 
has  left  companies 
scrambling  for  solu- 
tions. Some  are 
coughing  up  higher 
pay,  adding  in-house 
training  programs, 
and  hiring  head- 
hunters  to  help  find 
workers.  Others  have 
opted  for  more  ex- 
treme measures,  such 
as  recruiting  workers 
from  Mexico  with  the 
promise  of  help  get- 
ting green  cards. 
Dewey  F.  Bartlett  Jr., 
president  of  the  Ok- 
lahoma Independent 
Petroleum  Assn.,  says  one  Tulsa  produc- 
er recently  confided  a  unique  manpower 
source:  He  recruits  released  inmates  at 
the  prison  gates. 

Ultimately,  the  best  incentive  may 
well  be  the  only  one  the  industry  can't 
offer:  stability.  "At  the  end  of  the  day, 
people  are  asking,  'where's  the  job  se- 
curity?'" says  ipaa  associate  economist 
Fred  Lawrence.  After  the  ups  and 
downs  that  oil  and  gas  prices  have  seen 
over  the  past  two  years,  that's  unlikely 
to  return  anytime  soon. 

By  Stephanie  Anderson  Forest 
in  Dallas 


COMMENTARY 

By  Steve  Hamm 

NO  WAY  TO  RUN  / 
SOFTWARE  GIAN1 
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Fhen  shares 
of  Comput 
er  Associ 
ates  Internation. 
Inc.  fell  42%,  to 
29%,  on  July  5,  it 
was  a  perfor- 
mance befitting  i 
shaky  dot-com 
not  a  software  gi 
ant.  But  this  is  nothing  new  for  c 
The  company's  stock  has  bounced 
up  and  down  like  a  Super  Ball  ov< 
the  past  three  years.  CA  typically 
puts  together  a  string  of  solid 
quarters,  then  disappoints  with  a 
dud.  This  time,  CA  warned  its  rev 
enues  for  the  quarter  ended  June 
30  could  be  as  low  as  $1.25  billion 
Analysts  had  expected  $1.6  billior 
"They've  been  consistently  incon- 
sistent," says  Chase  h&q's  Christ 
pher  J.  Galvin. 

The  blame  lies  squarely  with 
CA's  management.  The  Islandia 
(N.  Y.)  company  has  become  the 
third-largest  software  company  in 
the  world,  with  $6.1  billion  in  sale 
by  buying  over-the-hill  firms,  strip 
ping  costs,  and  bolstering  its  prod 
uct  list.  That  strategy  boosts  rev- 
enues, but  leaves  CA  vulnerable  to 
performance  dips  that  it  hasn't 
foreseen  well.  CA  says  some  of  its 
current  problems  resulted  from  a 
slowdown  in  mainframe  software 
sales  ahead  of  a  new  IBM  product 
release  late  this  year — but  this 
should  have  been  clear  sooner. 
Plus,  ca  has  remained  more  deper 
dent  than  others  on  major  deals 
closing  in  the  final  days  of  each 
quarter.  During  the  just-closed 
quarter,  a  handful  of  such  deals 
were  delayed. 

Shareholders  sued  CA  last  year 
over  a  $1.15  billion  compensation 
package  for  three  top  execs,  com- 
plaining they  didn't  deserve  it.  Six 
months  ago,  a  judge  ordered  the 
execs,  including  ceo  Charles  B. 
Wang,  to  refund  $550  million  in 
stock.  Shareholders  may  have  beei 
more  right  than  they  knew. 


Hamm  covers  software. 
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TELECOMMUNICATIONS 


STILL  CABLE  CRAZY 
AFTER  ALL  THESE  YEARS 

After  two  new  deals,  John  Malone's  second  empire  looks  familiar 


i 


f  you  thought  that  John  Malone  was 
leaving  the  cable  business  because 
he  sold  cable  giant  Tele-Communica- 
tions Inc.  to  AT&T  for  $52  billion  in  1998, 
think  again.  The  man  who  many  believe 
pushed  the  cable  industry  into  the  digi- 
tal age  and  then  cashed  in  has  crept 
quietly  back  into  the  fray  by  doing  the 
thing  he  does  best:  making  good  deals 
for  John  Malone. 

Over  the  past  year,  Malone  appears  to 
have  built  what  AT&T  boasted  it  had  set 
out  to:  a  global  telecommunications  com- 
pany that  offers  voice,  video,  and  data 
over  cable  and  satellite.  Throughout  the 
past  year,  Malone  has  been  piecing  to- 
gether a  stake  in  this  and  a  stake  in 
that  to  form  a  telecom  conglomerate. 
And  on  June  26,  he  swapped  stakes  in 
several  foreign  cable  companies  and 
$200  million  for  a  38%  stake  in 
Denver-based  UnitedGlobalCom 
Inc.  That  last  buy  gives  his  pri- 
mary company,  Liberty  Media 
Group — with  its  hefty  stake  in 
Japan's  biggest  cable  operator — 
a  chunk  of  the  largest  cable 
companies  throughout  Europe 
and  South  America. 
A  DOUBLE  LIFE.  Though  he  is 
currently       most       powerful 
abroad,  Malone  has  also  been  buying 
pieces  of  U.  S.  companies  that  eventu- 
ally are  expected  to  deliver  the  same 
services;      he      has      even 
grabbed  equity  in  a  business 
offering  long-distance  calling 
cards.  "Malone  is  putting  to 
gether  a  monster  of  a  com 
pany    that,    if    given 
chance,  could  probably  com- 
pete     head-to-head      with 
at&t,"  marvels  Mark  R.  An- 
derson, editor  of  The  Strate 
gic  News  Service,  which 


tracking  stock  loosely  affiliated  with 
AT&T.  But  he  may  also  wind  up  a  com- 
petitor, using  the  $7.2  billion  in  cash 
and  tax-loss  carryforwards  that  AT&T 
gave  him  in  the  TCI  deal.  With  the  mon- 
ey, he  is  carefully  positioning  himself 


| 

f 


if — and  many  think  when — the  tele 
giant  makes  the  all-too-painful  deci 
to  spin  off  Liberty.  That  is  one  of  th 
divestiture  choices  federal  regulat 
gave  AT&T  in  order  to  grant  approval 
its  recent  acquisition  of  MediaOne. 
at&t  isn't  talking.  Neither  is  Mai 
But  the  former  TCI  chairman  is  kn 
for  his  ability  to  think  several  st 
ahead.  Take,  for  instance,  the  8%  st 
Liberty  has  in  Geocast  Network,  w' 
intends  to  transmit  video  and  other 
gramming  to  Pes,  or  the  32%  stak 
Astrolink  International  LLC,  which 
launch  a  pair  of  satellites  in  2002 
provide  broadband-data  services  to 
U.S.  and  South  America.  Along  w 
Liberty's  massive  foreign  assets,  .]\ 
one  now  has,  for  Liberty's  progn 
ming,  a  potentially  strong  distribut 
network  comprising  pieces  of  more  t 
three  dozen  cable  channels,  includ 
the  Discovery  Channel,  shopping 
work  qvc,  Barry  Diller's  e-comme 
and  entertainment  company  USA  IN 
works,  and  Encore  pay -mo  vie  servi< 
"You  don't  always  know  what  John  m 
[Liberty  President  Robert]  "Dob"  b| 
nett  are  up  to,  but  they  are  alw; 
ahead  of  most  everyone  else,"  s; 
Lee  Masters,  president  of  Libe 
Digital  Inc.,  the  Liberty  unit 
has  aggressively  been  hunt 
stakes  in  Internet  sites 

Only  Malone  seems  to  kn 

how  all  the  disparate  Libe 

pieces  will  eventually  work 

gether.  All  that's  missing, 

seems,  is  a  stake  in  a  large  U 

distribution  company — and  e^ 

there  Malone  may  have  someth 

up  his  sleeve.  He  has  stealtl 

reactivated  TCI  Satellite  Inc.,  wh 

wasn't  part  of  the  initial  AT&T  deal 

controls  a  1%  stake  in  sa 

lite-TV  leader  DirectTV.  E] 

where  in  his  empire,  Mal< 

also  controls  a  10%  stake 

South  American  satellite  £ 

America,   which 

MAR.  27,  2000  Buys  9.9%  stake  in  IDT,  which  provides  DSL        says,  he  will  likely  fold  ii ' 

lines,  long-distance  service,  and  calling  cards  the  new  worldwide  sate! 

company  being  created 
Rupert     Murdoch's     Ne 


MALONE'S  SHOPPING  SPREE 

DEC.  14, 1999  Takes  32%  stake  in  Astrolink  International 

LLC,  which  plans  wireless-data  system  via  satellites 
the      -- -- Latin 


APR.  3  Increases  stake  to  16%  in  ACTV,  which  provides 


fol-      l^fJ^^.iy.^.^Jf.Ay!1.!."??. Corp.  Of  course,  Malone 


lows  the  telecommunications 
industry. 

There  is,  of  course,  more 
than  a  little  irony  to  all  this. 


APR.  19  Takes  stakes  in  Netbeam  and  Prairie  Inet,  which  pro-  ready  owns  an  8%  stake 

vide  high-speed  wireless-Internet  service  to  rural  areas  Murdoch's  News  Corp.,  i 

the  two  men  have  reporte 

JUNE  21  Takes  stake  in  ICTV,  which  sells  interactive  data  discussed  making  a  run 

Since  celling  tci," Malone  has      and  TV  shows  to  cable  operators  DirectTV.  If  at&t  hasn't  b< 

been  kading  something  of  a      "jjSJi"£i^"^  paying  attention  to  Male 

double  life.  On  one  hand  hes      ed  QlobalCommunications  and  access  to  optional  14  million  fre^' ,thf  would  be 

at&ts     .argest     individual      cab|e  subscrjbers  m  E  Latin  Americ3|  and  Austra|ia  deal  likely  to  make  the  cc 

shareholder  and  a  member      .... - pany  sit  up  and  take  noti< 

of  its  board  of  directors.  He  JUNE  27  Merges  Japanese  cable  assets  with  Microsoft's  for  By  Ronald  Grover 
also  heads  Liberty  Media,  a  a  35%  stake  in  Jupiter  Telecommunications  and  access  to  Los  Ange 
5  million  Japanese  homes 
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buycheapmp3s.com 

mp3-tradesite.com 

buysellmp3.com 

mp3-swap.com 

findsellmp3.com 


Perhaps  it's  not  more  bandwidth 
your  employees  need,  but  fewer  MP3  downloads. 


Not  all  Internet  activity  at  the  office  is  work-related.  Your  company's  productivity,  bandwidth  and  legal  liability 

are  impacted  when  employees  trade  stocks  or  shop  online,  play  video  games,  or  download  music  or  pornography.  That's 

I      where  N2H2  comes  in.  We  manage,  filter  and  report  Internet  content  usage  through  proprietary  interactive  solutions 
I 
I'K       that  combine  the  latest  technology  and  human  review.  In  fact,  with  12  million  users,  no  one  manages  more  Internet 

activity  than  we  do.  N2H2:  Delivering  the  Web  you  want.  To  see  how  we  can  help  your  company,  visit  n2h2.com/enterprise5 


Internet  Usage  Management  1  Monitoring  1  Reporting  1  Filtering 
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COMMENTARY 


By  Amy  Borrus 

WEB  PRIVACY:  THAT'S  ONE  SMALL  STEP 


One  day  soon,  when  Web  surfers 
register  at  a  travel  company's 
Web  site,  a  message  might  pop 
up  as  they  type  their  names  and  oth- 
er personal  data.  "We'd  like  to  share 
information  about  you  with  OnlineAd 
Networks,"  the  notice  would  say,  ex- 
plaining that  OnlineAd  will  use  it  to 
show  them  banner  ads  that  match 
their  interests.  "If  you  don't  want  us 
to  share  your  name  or  e-mail  address 
with  OnlineAd,  click  here." 

Sound  like  you  might  be  passing 
up  some  good  deals?  Internet 
advertisers  hope  so.  Such  no- 
tices are  one  of  the  voluntary 
rules  they're  proposing  to  po- 
lice how  they  create  and  use 
profiles  of  consumers'  Web- 
surfing  habits.  Industry  repre- 
sentatives are  now  negotiat- 
ing these  issues  with 
the  Federal  Trade 
Commission  and  the 
Commerce  Dept. 
Later  this  month, 
online  ad  firms  are 
expected  to  wrap 
up  an  agreement 
that  they  hope 
will  stave  off  ef- 
forts by  Con- 
gress and  nu- 
merous states  to 
pass  stricter  pri- 
vacy laws.  PITOFSKY: 
BEST  BET.  But       The  FTC 
even  before  the     may  want 
ink  is  dry,  con-      more  regs 
sumer  advocates 


the  agreed-on  rules  as  if  they  were 
mandatory.  Nor  is  the  commission 
dropping  its  call  for  federal  regulation. 
Even  if  the  FTC  and  online  ad  compa- 
nies conclude  a  self-policing  scheme, 
Chairman  Robert  F.  Pitofsky  is  likely 
to  continue  insisting  that  federally 
mandated  online  privacy  standards 
are  needed  to  make  sure  other  Net 
profilers  play  by  the  rules. 

Much  is  at  stake  if  online  advertis- 
ers don't  cut  a  deal.  Severely  curbing 
ad  companies'  ability  to 
closely  monitor  con- 
^^^^..   sumers'  move- 
^     f  ((    ments,  industry  ex- 
IJ      ecs  warn,  could 


S\gJ\  U\>  Uo\M  tot 


PRIVACY  PACT  PROPOSALS 

ACCESS  Consumers  would 
be  able  to  see  the  personal 

information  ad  networks 

collect  about  them 

ONE-STOP  OPT-OUT 

Consumers  who  don't  want 
online  advertisers  to  keep 
dossiers  on  their  Web-surfing 

habits  will  be  able  to  go  to  a 

single  opt-out  site 

NO  SWITCHING  GEARS 

Companies  that  maintain 
anonymous  Web-surfing  pro- 
files won't  be  able  to  link 
them  to  identifiable  data 
without  permission 


and  privacy  hawks  on  Capitol  Hill 
are  scoffing  that  the  deal  will  be  too 
weak.  And  at  first  glance,  the  ftc's 
willingness  to  bless  a  self-regulatory 
regime  for  these  companies  would 
appear  to  fly  in  the  face  of  the  com- 
mission's May  22  call  for  federal  on- 
line privacy  rules. 

The  FTC,  though,  figures  it  is  going 
for  the  best  deal  it  can  get  now  while 
leaving  the  door  open  to  regulation  in 
the  future.  With  the  chances  slim  that 
Congress  will  pass  Net  privacy  legis- 
lation this  year,  FTC  officials  would 
rather  cut  a  deal  now  to  set  voluntary 
standards  with  the  industry  group 
that  represents  90%  of  online  ad  com- 
panies. What's  more,  they  will  enforce 


imperil  a  host  of  Internet  sites. 
Many  are  still  betting  that  selling 
premium-priced  ads  based  on  profil- 
ing will  pay  the  bills. 

That's  why  it's  hardly  surprising 
that  achieving  a  meaningful  consen- 
sus has  been  tough.  Engage  Inc.  and 
a  handful  of  other  ad  companies  have 
already  agreed  to  give  consumers 
better  information  about  their  sur- 
veillance practices.  Profilers'  privacy 
policies,  often  hard  to  find  or  deci- 
pher, would  be  more  conspicuous  and 
clear-cut.  And  ad  companies  have 
agreed  that  consumers  should  get 
notices  about  how  personal  data  will 
be  shared  with  a  third  party,  such  as 
DoubleClick  Inc.,  at  the  time  it's  re- 


quested, rather  than  just  be  buried 
in  the  fine  print  of  a  privacy  policy. 
But  there's  less  agreement  over 
another  crucial  issue:  how  easy  it 
should  be  for  consumers  to  say  no  to 
the  monitoring  of  their  Web  travels. 
Ad  companies  prefer  that  consumers 
"opt  out"  of  personal  data-gathering 
by  clicking  on  a  notice.  The  feds 
want  to  make  sure  notices  are  post- 
ed prominently  and  strongly  worded. 
BIG  BURDEN?  Privacy  advocates,  ex- 
cluded from  the  talks  because  they 
were  initiated  by  industry,  still  aren't 
happy.  Opt-out,  for  instance,  "puts 
too  much  of  a  burden  on  consumers' 
to  protect  their  privacy  says  Marc 

Rotenberg,  director  ol 
the  nonpartisan  Elec- 
tronic Privacy  Infor- 
mation Center.  Other 
critics  complain  that 
the  current  deal  does- 
n't include  the  grow- 
ing cadre  of  compa- 
nies that  help 
businesses  such  as 
banks  build  online 
profiles  of  their  cus- 
tomers and  mine  that 
data  for  new  business 
Requiring  Internet 
ad  companies  to  get 
consumers'  consent 
before  collecting  per- 
sonal data  would  be 
better  than  leaving  it 
to  consumers  to  opt 
out.  But  industry  reps 
at  the  bargaining 
table  balk  at  an  "opt-in"  requirement 
for  most  personal  info-gathering.  Nor 
can  the  FTC  compel  them  to  seek 
consumer  opt-in   without  congres- 
sional authority.  If  widespread  online 
privacy  violations  continue,  will  such 
authority  be  forthcoming?  In  a  June 
21  letter  to  Pitofsky,  Senator  Ernest 
F.  Hollings  (D-S.  C.)  and  six  other 
senators  fired  off  a  warning  shot, 
calling  self-regulation  "at  best  an  in- 
terim measure  to  improve  privacy 
protection  in  the  absence  of  legisla- 
tion." True,  but  for  now,  it's  the  only 
game  in  town. 


Borrus  covers  privacy  issues  from 
Washington. 


50  BUSINESS  WEEK  /  JULY  17,  2000 


|?dap  Un^rweair 


.■BR 


Ji 


rW  Unatwxeov 


A 


**!. 


BAA 


ifa 


ith  mimic,  any  whiteboard  becomes  an  electronic  whiteboard, 

Every  idea  should  be  this  good. 


[ver  wish  you  could  quickly  share  the  results  of  your  latest 
brainstorming  session  with  co-workers  or  clients?  Now  you 
Ian  with  mimio:  Simply  attach  it  to  any  whiteboard  up  to 
|  x  8  feet  and  connect  it  to  a  PC.  Then  insert  a  standard 
Expo  marker  into  a  mimio  stylus  and  start 
,  writing.  The  mimio  software  captures 
whatever  you  write  or  draw  in  color  and  in 


real  time.  Print,  fax,  e-mail,  drag  and  drop  into  any 
Windows  application,  or  share  notes  across  the 
Internet.  At  less  than  2.5  lbs.,  mimio  is  portable  and 
durable.  Perfect  for  travel.  And  it's  priced  at  just 
S499  including  everything  you  need  to  turn  any 
whiteboard  into  an  electronic  one.  For  a  demonstration, 
visit  us  at  www.mimio.com  or  call  1.877.my.mimio. 


Think  it.  Share  It. 


In  Business  This  Week 
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BAD  NEWS  FOR 
THE  BIG  THREE 

THE  AUTO  MARKET  CONTINUES 
to  fragment.  Despite  a  record 
level  of  rebates,  sales  for  the 
Big  Three  auto  makers  de- 
clined in  June.  But  Japanese 
and  European  carmakers, 
who  offer  far  fewer  incen- 
tives, saw  revenues  rise, 
helping  to  push  overall  sales 
for  the  month  up  0.2%. 
DaimlerChrysler's  Chrysler 
Group  was  hit  the  worst.  Al- 
though the  average  incentive 
it  paid  to  car  and  truck  buy- 
ers in  June  totaled  $2,482,  ac- 
cording to  CNW  Marketing/ 
Research,  sales  still  fell  9.8%. 
General  Motors'  sales  fell 
5.4%,  despite  incentives  av- 
eraging $2,457  per  vehicle. 
Honda  Motor,  with  a  far 
more  modest  $1,581  incentive 
average,  posted  a  16.1%  sales 
gain.  Toyota,  averaging  just 


CLOSING    BELL 


SEMI  QUAVER 

Semiconductor  stocks 
have  been  the  darlings  of 
2000,  rising  35%  while  other 
tech  stocks  sagged.  But  on 
July  5,  investors  got  a  shock 
from  Salomon  Smith  Barney. 
Analyst  Jonathan  Joseph 
downgraded  the  sector 
from  "outperform"  to  "neu- 
tral," because  of  rising  in- 
ventories and  softer  prices. 
While  he  expects  robust 
growth  through  yearend,  the 
picture  for  2001  is  less  rosy. 
Chip  indexes  promptly  plum- 
meted 6%. 

2,0°V  -      S&P  SEMICONDUCTOR  FnOEX" 
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$1,809  per  rebate,  had  a  7.8% 
sales  uptick. 

HMOs  ARE  GIVING 
SENIORS  THE  BOOT 

blaming  inadequate  Gov- 
ernment funding  and  over- 
regulation,  health  plans  are 
dropping  Medicare  patients 
in  droves.  Aetna  U.S. 
Healthcare  is  shutting  down 
its  Medicare+Choice  plans  in 
more  than  11  states,  affect- 
ing 355,000  seniors.  Humana, 
United  Healthcare,  and  Pacifi- 
Care Health  Systems  each 
are  also  dropping  tens  of 
thousands  of  elderly.  Accord- 
ing to  the  American  Associa- 
tion of  Health  Plans,  a  total 
of  750,000  of  6.2  million  bene- 
ficiaries will  be  affected. 
Texas,  where  some  200,000 
are  to  be  dropped,  will  be  hit 
hardest,  hmos  are  using  the 
pullout  to  step  up  pressure 
on  Congress  to  sweeten  the 
pot  for  private  insurers  of- 
fering Medicare. 

SBC's  LONE-STAR 
LONG  DISTANCE 

ON  JULY  10,  SBC  WILL  BECOME 

the  second  Bell  telephone 
company  to  launch  long-dis- 
tance service.  The  go-ahead 
allows  sbc  to  offer  the  new 
service  to  some  20  million 
customers  in  sbc's  home  state 
of  Texas.  The  basic  offer  will 
be  a  9<2-a-minute  rate  with 
no  monthly  fees  for  calls  any 
time  of  day  or  night.  SBC  will 
back  up  the  service  with  a 
multimillion-dollar  ad  cam- 
paign and  special  offers  de- 
signed to  nab  market  share 
from  rivals.  Analysts  estimate 
SBC  can  grab  more  than  10% 
of  the  state's  long-distance 
business. 


Z0VANT  GIVES 
ELI  LILLY  A  LIFT 

LOOKS    LIKE    ELI    LILLY    MAY 

have   a  blockbuster   on   its 
hands.  On  June  29,  the  drug- 


ROBERT  LUTZ 


ALL  CHARGED  UP 


When  he  was  president  of 
Chrysler,  Robert  Lutz  of- 
ten made  sparks  fly.  He 
helped  pull  the  company 
back  from  the  edge 
of  bankruptcy  in 
the  early  '90s.        £ 
Now,  as  ceo  of 
battery  maker 
Exide,  he's  em- 
broiled in  a 
nasty  dispute 
with  rival  Johnson 
Controls  Inc.  JCI  """* 

sued  Exide  in  late  June, 
claiming  Exide's  previous 
top  executives,  including 
the  former  ceo,  used 
bribery  to  win  a  1994  con- 
tract to  supply  Sears 
DieHard  batteries.  Lutz  is 
outraged.  He  believes  that 
JCI,  the  U.  S.  market 
leader,  is  trying  to  sabo- 
tage Exide's  pending 


takeover  of  another  bat- 
tery maker  because  Ex- 
ide's market  share  would 
then  rival  jci's.  But 
what  really  has 
Lutz  charged  up 
is  his  contentio 
that  JCI  offerei 
to  drop  the  su 
if  Exide  would 
sell  its  prof- 
itable auto  bat 
tery  business  in 
Europe,  where  JCI 
does  little  business.  That' 
attempted  extortion, 
fumes  Lutz,  who  is  threat 
ening  to  countersue  shor 
ly.  A  jci  spokesman  says 
his  company  tried  to  negc 
tiate  a  fair  settlement,  bu 
that  Exide  left  it  no  choic 
but  to  file  the  bribery  suii 
By  Joann  MulU 
in  Detro 


maker  announced  it  was  cut- 
ting short  testing  of  its  Zo- 
vant  drug  because  of  positive 
trial  results.  The  drug  is  de- 
signed to  combat  sepsis,  an 
overwhelming  infection  that 
strikes  many  hospital  patients. 
Wall  Street  is  already  salivat- 
ing over  the  drug's  potential 
revenues.  Lilly's  shares 
jumped  17%,  to  101%,  on  the 
day  of  the  announcement.  But 
not  everyone  was  buying  into 
the  belief  that  the  drug  could 
buoy  Lilly.  "Zovant  is  a  great 
drug,"  says  Sanford  C.  Bern- 
stein analyst  Richard  Evans. 
"But  I  don't  think  it's  big 
enough  to  keep  earnings 
growth  strong  and  stable  for 
the  long  term." 

FIDELITY  JUMPS 
INTO  THE  NET 

FIDELITY  INVESTMENTS  PLANS 

to  launch  two  new  funds 
closely  tied  to  the  Internet. 
Previously,  the  fund  giant  had 
resisted  opening  Net-specific 


funds  due  to  the  sector's 
treme  valuations 'and  volai 
ty.  But  on  June  30,  Fide 
filed  with  the  Securities 
Exchange  Commission 
open  a  Select  Networking 
Infrastructure  Fund  anc 
Select  Wireless  Fund 
Infrastructure  fund  will 
vest  in  most  Net  compa 
outside  the  e-comme 
realm.  The  Wireless  fund 
invest  across  its  names 
sector.  The  funds  should  o] 
in  September. 
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ET  CETERA . . . 


■  Microsoft  hired  Supre 
Court  appeals  specia 
Carter  Phillips. 

■  Investment  banker  Gc 
man  Sachs  filed  for  a  40- 
lion-share  secondary  offeri] 

■  Comverse  Technology 
buy  software-maker  Exal 
for  $437  million. 

■  Oracle  President  Raymc 
J.  Lane  resigned,  replaced 
three  top  Oracle  executiv* 
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FIDELITY      SELECT      PORTFOLIOS 


j/lore  than  60%  of  the 
STOCKS  TRADED 
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KCTUALLY  WENT  DOWN  IN  1999. 
ET  FIDELITY  EXPERTISE  HELP  YOU 


FIDELITY  SELECT  PORTFOLIOS' 


CONSUMER  INDUSTRIES 
CYCLICAL  INDUSTRIES 
FINANCIAL  SERVICES 
HEALTH  CARE 
NATURAL  RESOURCES 
TECHNOLOGY 
UTILITIES  GROWTH 


-3.57% 

11.52% 
-7.37% 
-4.66% 
36.76% 
137.35% 
32.63% 


FIVE   YEAR 


19.36% 

N/A 
22.12% 
22.41% 

N/A 
52.90% 
29.44% 


TEN   YEAR/LIFE' 


16.29%1 
10.13%' 
20.67% 
22.06% 
10.04%' 
36.66% 
19.04% 


mm 
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PROSPECTUS 


Returns  as  of  3/3 1/00. ;  Past  performance  is  no  guarantee  of  future  results.  Mutual 
fund  returns  have  sustained  significant  gains  and  losses  recently  due  to  stock  market 
volatility  in  certain  sectors.  Current  performance  may  be  lower  than  the 
performance  stated.  Please  visit  fidelity.com  for  current  performance  figures. 
Sector  funds  may  be  more  volatile  than  funds  that  diversify  across  many  sectors. 


Choosing  the  best  stocks  can  be  tricky,  even  in  the  most  promising 
industries.  Fidelity  Select  Portfolios  can  help.  You  pick  the  industry  and  our 
money  managers  will  pick  the  stocks  —  and  that  goes  for  any  of  our  38  funds 


(0 


in  the  seven  major  industry  sectors.  Of  course,  only  you  can 
decide  which  funds  are  right  for  your  portfolio,  but  see  what 


Fidelity 


Investments' 


ielity  money  management  excellence  can  do  for  you. 


WE  HELP  YOU  INVEST  RESPONSIBLY" 


more  Information  on  any  Fidelity  fund,  call  for  a  free  prospectus  and  read  it  carefully  before  investing. 
D  SERVICE:  1-800-544-01 18  for  the  deaf  and  hearing-impaired  9  a.m.  -  9  p.m.  ET. 

•d  on  I  idelity  analysis  of  NASDAQ  and  NYSE  data.  1 2/31/99      Life  of  fund  is  as  of  inception  date:  6/29/90  for  Consumer  Industnes,  3/3/97  for  Cyclical  Industries  and 
ui.il  Resources   Average  annual  total  returns  include  changes  in  share  price,  reinvestment  of  dividends  and  capital  gains,  and  each  funds  i  0(M  sales chargi    sr  ire  price 

return  will  vary  and  you  may  have  a  gam  or  loss  when  you  sell  your  shares.  All  Select  equity  portfolios  have  a  $7  50  exchange  fee  and  a  0  "3%  short-term  trad 
bares  held  29  daysoi  less  l  in  sh  m    held  JO  days  or  more,  the  trading  fee  is  the  lesser  oi  $7  50  oi  0  75%  Fidelitj  Distributors  <  orporanon. 


bu're  right,  honey, 
ou  should  go  play  poker  all  night  with  your  friends.' 


I 


"Why,  as  a  matter  of  fact, 
we  do  have  box  seats  available  for  tonight's  pla; 


'Sure,  dear,  here's  the  remote.  Put  on  whatever  you  want.' 


: 


Life's  a  lot  easier  when  the  answer  is  yes. 


Yellow  says  "Yes"  to  more  shipping  needs  than  anyone  because 

we  have  the  widest  portfolio  of  services  in  the  industry. 

Exact  Express"-  expedited,  time-definite  air  and  ground  service 

and  a  100%  Satisfaction  Guarantee. 

Definite  Delivery""-  guaranteed  service  with  24/7  constant  monitoring 

and  proactive  notification. 

Standard  Ground -the  fastest,  most  reliable  ground  service  with 

more  direct  points  than  any  other  carrier. 

Global -My  integrated  international  air,  ocean  and  land  solutions. 


■Till  Official  Transportation  Supplier  to  the  U.S.  Swim  Team 
"|l"  ©  2000  Yellow  Freight  System,  Inc.  All  Rights  Reserved 


Add  our  world-class  customer  service  centers  and  state-of-the 
web  site  featuring  My  Yellow  -  with  rating  and  tracking  servif ' 
that  keep  you  in  the  loop  every  second  of  the  way.  So,  no  ma L 
where,  when  or  how  you  need  something  shipped,  you  kn 
what  our  answer  will  be. 


YELLOW 


1-800-610-6500   www.yellowfreight.com 


YES  WE  CAN. 


Washington  Outlook 


PAULA  DWYER 


OR  AL  GORE,  RALPH  NADER 
UNSAFE  AT  ANY  SPEED 


Ihe  Ralph  Nader  for  President  headquarters  is  typically 

Naderesque.  In  a  crumbling  Washington  brownstone, 

twentysomething  volunteers  in  sandals  and  cutoffs  scur- 

about.  Newspapers  litter  the  floor.  Even  Nader's  tiny  office 

J  bare-bones  utilitarian,  complete  with  a  noisy  air  condi- 

ner  that  makes  conversation  difficult. 

[You'd  expect  no  less  from  Nader,  who,  at  66,  has  been  the 

Ition's  best-known  consumer  advocate  for  three  decades. 

|>w,  he's  stirring  the  Presidential  pot  and  has  political  pros 

jboth  parties  asking:  Just  how  much  trouble 

111  Nader's  candidacy  cause  Vice-President  Al 

hre?  The  answer:  potentially,  a  lot. 

I  Certainly,  many  voters  find  Nader's  left-wing 
hws  and  anti-corporate  rhetoric  extremist. 
Ihers  may  sympathize  with  Nader's  causes 
It  fret  that  he's  making  it  easier  for  gop  nom- 
['e-to-be  George  W.  Bush.  And  Nader  proba- 

won't  get  to  15%  in  the  polls — the  mini- 
|im  needed  to  secure  a  debate  invitation. 

TROUBLE.  Still,  Nader  has  surprised  skep- 
j  B  by  getting  on  the  ballot  in  29  states,  raising 

II  million,  qualifying  for  federal  matching 
ids,  and  pulling  down  a  respectable  7%  in  the 
Us.  Working  in  Nader's  favor:  his  expertise  at 

|  uniting  campaigns  on  a  shoestring,  the  In- 
let's ability  to  connect  like-minded  voters, 
Id  the  growing  ranks  of  those  disenchanted 
|th  politics  as  usual.  Nader's  goal  is  to  spend 

million  raised  in  $250  chunks  without  corporate  or  labor 

|pport — and  no  soft  money.  He  also  intends  to  mobilize  an 

ly  of  young  volunteers  culled  from  the  ranks  of  demon- 

j-ators  who  protested  globalization  in  Seattle  and  Wash- 

Irton.  "Ralph  Nader  has  icon  status,"  says  independent 

lister  John  Zogby.  "For  some,  he  is  the  John  McCain  re- 

[icement:  the  last  honest  man  in  America." 

[Nader  will  focus  on  California,  where  he  can  make  big 

Jiuble  for  Gore,  whom  he  derides  as  a  "gee-whiz  techno-twit." 

lalysts  agree  that  Gore  must  take  California  and  its  54 

;ctoral  votes  to  win  the  Presidency,  and  for  now,  the  Veep 


GREEN  MAN:  Help  for  Bush 


remains  ahead  there.  A  June  9-18  Field  Poll  shows  him  at  46% 
to  Bush's  35%,  and  Nader's  7%.  But  if  Nader  deprives  Gore  of 
just  10%  of  the  vote,  he  could  hand  the  state,  and  maybe  the 
election,  to  Bush.  Says  a  top  Democratic  strategist:  "If  it's 
close  in  California,  Gore  isn't  going  to  win."  And  even  if  Gore 
does  win  California,  Nader  could  hurt  him  in  a  handful  of  oth- 
er states  where  Nader  has  a  real  chance  of  getting  into  dou- 
ble digits,  such  as  Maine,  New  Mexico,  Oregon,  Vermont, 
and  Washington.  With  so  much  at  stake,  expect  Gore  surro- 

1  gates  to  go  on  the  attack,  zeroing  in  on  Nader's 
more  outlandish  views  or  pointing  up  the 
hypocrisy  of  a  man  with  a  multimillion-dollar 
stock  portfolio  attacking  corporate  interests. 
Without  question,  Corporate  America  is  Nad- 
er's prime  target.  He  denounces  large  corporate 
contributions  to  campaigns  and  corporate  spon- 
sorship of  schools  and  prisons.  And  he  calls 
for  an  end  to  corporate  welfare.  "Big  business 
has  been  colliding  with  American  democracy, 
and  democracy  has  been  losing,"  Nader  grous- 
es. He  also  calls  for  universal  health  care,  pub- 
lic financing  of  elections,  tougher  antipollution 
laws,  renegotiation  of  free-trade  agreements, 
stronger  privacy  protections  for  consumers, 
and  cuts  in  Pentagon  spending. 

In  addition,  Nader  will  exploit  the  pent-up 
anger  that  he  believes  debt-laden  consumers 
~  have  toward  credit-card  companies  and  banks. 
He  wants  a  credit-card  bill  of  rights  that  would  spell  out  con- 
sumer protections,  identify  unfair  or  deceptive  marketing 
tactics,  and  require  identification  of  companies  that  violate 
those  rights.  "Personal  debt,"  says  Illinois  Democratic  pollster 
Mike  McKeon,  "is  a  sleeper  issue." 

History,  however,  is  not  on  Nader's  side.  Most  third-party 
candidates  peak  several  months  before  the  fall  elections. 
Ross  Perot  was  leading  the  race  in  May,  1992,  and  got  19%  in 
the  end.  Nader  will  almost  certainly  be  an  also-ran,  too,  but 
for  Al  Gore,  he  could  be  the  also-ran  from  hell. 

With  Lee  Walczak  and  Paul  Magnusson 
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CAPITAL  WRAPUP 


X-DNC  OFFICIAL  DEFECTS 


I 


'  More  bad  news  for  Vice-President 
U  Gore's  campaign:  Brian  Lunde,  a 
(jrmer  Democratic  National  Commit- 
ee  political  director  and  strategist  for 
llinois  Senator  Paul  Simon's  1988 
'residential  run,  is  informally  advising 
he  Bush  campaign.  Lunde  is  working 
rith  George  W.  Bush's  political  guru, 
Carl  Rove,  to  attract  moderate-to-con- 
ervative  Democrats  and  independents 
o  the  Texas  governor's  fold.  The 


Washington-based  consultant  calls  the 
Bush  campaign  "very  methodical  and 
inclusive"  and  Rove  "tremendous  at 
the  fundamentals  of  campaigns."  Gore, 
on  the  other  hand,  "is  making  up  his 
plan  every  day  as  he  goes  along." 

DIGITAL  ECONOMIC  SUMMIT 

►  President  Clinton  is  feeling  pressure 
from  leaders  of  developing  nations  who 
complain  that  the  U.S.  is  draining 
them  of  technology  expertise  and  thus 
delaying  their  countries'  economic  de- 


velopment. So  the  White  House  is 
pushing  to  get  information  technology 
on  the  agenda  of  the  July  21-23  eco- 
nomic summit  in  Okinawa.  Don't  ex- 
pect a  lot  of  talk  about  the  "digital  di- 
vide," which  is  not  politically  correct 
outside  the  U.S.  Instead,  the  focus 
will  be  on  "digital  opportunities"  that 
await  countries  where  the  public  and 
private  sectors  work  together  to  im- 
prove education  and  develop  communi- 
cations networks  to  keep  the  top 
brains  at  home. 
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International  Business 


THE  INTERNET 


CHINA'S 


TANGLED  WEB 

Will  Beijing  ruin  the  Net  by  trying  to  control  it? 


Be  that 

... : 
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Like  other  entrepreneurs  caught 
up  in  Internet  fever,  Joseph  Chen 
figured  the  opportunities  in  China 
were  almost  endless.  Last  year, 
he  and  two  Chinese  classmates 
at  Stanford  University  launched  portal 
ChinaRen  Inc.  and  quickly  lined  up  mil- 
lions of  dollars  from  investors.  Within 
months,  Beijing-based  ChinaRen  was  re- 
garded as  a  contender  in  the  race  to  be- 
come a  powerhouse  in  the  world's 
fastest-growing  Internet  market. 

Chen,  31,  is  now  rethinking  ChinaRen's 
future.  As  with  Internet  companies  every- 
where these  days,  outside  investors  want 
to  see  profits.  But  Chen  can't  rely  heavily 
on  ad  revenues,  since  China's  dozens  of 
portals  are  competing  for  a  tiny  online 
ad  pool.  Electronic  commerce  isn't  the 
answer,  because  so  few  Chinese  con- 
sumers have  credit  cards.  And  harsh  re- 
strictions by  Beijing  on  new  stock  is- 
sues— not  to  mention  waning  investor 
interest  in  Net  plays — mean  Chen  can't 
easily  tap  equity  markets  to  raise  fresh 
capital.  "The  market  is  very  tough,"  he 
concedes.  He  hopes  to  muster  new  busi- 
ness by  setting  up  e-mail  and  internal 
networks  for  corporations. 
FRIENDS  UP  HIGH. 
Across  town,  in  a  dingy 
central  Beijing  office 
building  down  the  street 
from  Communist  Party 
headquarters,  the  mood 
couldn't  be  more  buoyant. 
There,  bureaucrat  Li 
Ying  is  building  up  CCID- 
Net.com,  a  site  focused  on 
the  electronics  industry  that 
offers  news,  e-commerce,  and 
consulting  services.  Li,  39, 
has  been  busy  promoting  the 
company  in  Hong  Kong  and 
says  she  has  little  difficulty 
raising  funds  for  her  huge 
ambitions.  "CCIDNet  wants 
to  grow  from  being  a  local  com- 
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pany   into   a  global   one,"   she   says. 

Varying  business  models  may  partial- 
ly explain  the  divergent  fortunes  of  the 
two  companies.  But  another  key  differ- 
ence is  ownership.  Like  many  among 
the  country's  first  wave  of  Net  high- 
fliers, ChinaRen  is  owned  by  its  entre- 
preneur's and  financiers.  CCIDNet's  main 
shareholder  is  a  subsidiary  of  the  Min- 
istry of  Information  Industry  (Mil),  the 
body  that  regulates  the  Web  and  has 
the  power  to  grant  licenses  and  approve 
initial  offerings  for  dot-coms.  That  should 
give  CCIDNet  a  big  edge.  "The  Mil  re- 
ally trusts  and  believes  in  us,  so  it  can 
give  us  more  support,"  Li  boasts.  Even 
the  Nasdaq  correction  has  been  "a  posi- 
tive thing,"  Li  says.  Now,  "venture  cap- 
italists will  be  looking  at  companies  with 
strong  backgrounds,  like  CCIDNet." 

Call  it  the  Internet  with  Chinese  char- 
acteristics. A  year  ago,  when  a  little- 
known  but  well-connected  portal  named 
Chinadotcom  raised  $84  million  in  a  huge- 
ly oversubscribed  Nasdaq  of- 
fering, hopes  surged 


can 


that  the  Internet  would  transform  Chi 
Western  venture  capitalists  descenc 
on  Beijing  and  Shanghai  to  fund  d 
corns  that,  they  hoped,  would  bring  t 
Middle  Kingdom  into  the  modern  woi 
Savvy,  well-educated  entrepreneurs  1: 
Chen  would  form  the  foundation  oi  st 
new  corporate  elite,  beyond  the  res 
of  Beijing  and  its  giant  state-owned 
terprises.  The  private  sector  also  woi 
expose  millions  of  ordinary  citizens  Ml 
outside  information  and  turn  thousands  p 


industrial  dinosaurs  into  competitive 
terprises.  In  short,  after  decades  duri 
which  leaders  struggled  to  reform 
cialist-era  industries  and  financial  ins  p  Sacht 
tutions,  the  Internet  would  provide 
fresh  chance  to  create  a  new  Chin* 
economy.  Some  outsiders  went  so  far 
to  predict  that  these  new  dot-coms  woi 
eventually  force  political  liberal 
ization  on  the  world's 
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1  communist  power. 
China's  leaders,  however, 
•ve  other  ideas.  Rather 
in  allow  entrepreneurial 

•starts  free  rein,  the  gov- 
rnient  over  the  past  year 
3  been  working  hard  to 
sure  that  the  Internet  re- 
dns  under  state  control, 
reaucrats  from  the  halls 
the  Mil  to  the  offices  of  lo- 
agencies  have  awoken  to 
;  vast  wealth  likely  to  be 
aerated  by  the  Internet 
/olution — as  well  as  the 
Drmous  power  that  comes 
;h  the  ability  to  regulate 
•in.  They  have  issued  a 
lu|zzard  of  rules  restricting  what  dot- 
ns  can  do  and  censoring  what  they 
1  say.  Officials  also  imposed  stifling 
itrictions  on  new  listings,  greatly 
'wing  the  inflow  of  foreign  capital, 
kept  the  Nasdaq  door  closed  for 
<st  Chinese  dot-coms. 
Even  though  Beijing  has  recently  re- 
nted by  opening  the  door  a  crack  for 
w  listings,  the  damage  was  done.  The 
;ernet  bubble  has  already  burst.  Con- 
er  the  market  reaction  to 
itease.com,  a  Chinese  portal  founded 
entrepreneur  William  Ding  and  whose 
'estors  include  News  Corp.  and  Gold- 
.n  Sachs  &  Co.  After  months  of  de- 
s,  China  finally  allowed 


CONNECTIONS 
ChinaWeb.com  CEO 

Wang  Burnings  net- 
work ties  have  lead 
to  a  spot  on  the 
Stock  Exchange 
Executive  Council 
and  the  backing  of 
giant  conglomerate 
Citic.  Despite  the 
friends  in  high 
places,  he's  caught 
up  in  red  tape 


B  at 


it  to  go  public  on  June  30  on  Nasdaq 
under  complicated  rules  that  prevent  for- 
eigners from  buying  a  share  of  its  main- 
land operations.  Its  stock  price  promptly 
sank  22%.  That  may  make  it  harder  for 
Netease.com  or  other  companies  to  raise 
more  funds  on  Nasdaq. 

But  the  real  harm  goes  well  beyond 
denying  tycoons  a  chance  to  make  their 
windfalls.  By  saddling  the  Chinese  In- 
ternet with  rules,  Beijing  is  saddling  it 
with  many  of  the  flaws  that  have  re- 
tarded development  of  other  in- 
dustries.    In     the 


'  'hiii' 

ative  private  entri  preneura 

need  to  make  room  for  dvfl 
servants  or  foi 
whose  main  assel  IE  gua 
or  connections.  It  will  be 
hard  for  foreigners  to  invest 
in  Net  businesses  with  the 
most  financial  potential — and 
they'll  never  know  when 
Beijing's  fickle  bureaucrats 
will  change  the  rules  again. 
This  doesn't  mean  that 
China  won't  still  be  an  enor- 
mous Internet  market.  In- 
deed, with  the  strong  back- 
ing of  President  Jiang  Zemin 
and  Premier  Zhu  Rongji,  the 
government  has  been  slashing  access  fees 
and  urging  everyone  from  factory-floor 
managers  to  elementary-school  students 
to  go  online.  As  a  result,  the  online  pop- 
ulation jumped  from  1.5  million  to  8.9 
million  just  during  1999.  Goldman  Sachs 
predicts  Net  usage  will  soar  to  81  million 
by  yearend  2003. 

"PREPOSTEROUS."  Those  who  figured  the 
grandiose  predictions  would  translate  into 
huge  profits,  however,  are  likely  to  run 
into  a  reality  check.  For  starters, 
China's  progress  in  establishing 
electronic     payment     systems, 
which  have  made  e-commerce 
viable  in  the  U.S.,  has  been 
slow.  The  country  also  lacks  a 
big  base  of  affluent  consumers. 
"The  amount  of  hype  and  hot 
money  going  into  the  China 
Internet  was  preposterous," 
says  PricewaterhouseCoop- 
ers  consultant  John  B.  Stut- 
tard,  who  until  1999  headed 
the  firm's  China  operations. 
He  notes  that  only  2  mil- 
lion Chinese  have  dispos- 
able income  of  $20,000  a 
year  or  more.  "The  Web 
is    growing    fast,    but 
what  Chinese  really  are 
doing  with  it  is  send- 
ing e-mails  or  surfing 
for  free  information," 
Stuttard  says.  "China 
is  not  ready  for  e- 
business." 

That's         why 
e-commerce    pio- 
neers are  scram- 
bling   for    other 
ways  to  support 
themselves. 
Wang    Juntao, 
head  of  popular 
online  retailer 
8848.net,  is  fol- 
lowing a  strat- 
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egy  similar  to  that  of  Chen  of 
ChinaRen.  Despite  having  built 
one  of  China's  top  consumer 
brands,  Wang  says  8848.net  is 
getting  the  bulk  of  its  revenue 
from  business-to-business  sales 
and  corporate  work. 
NO  WAY  OUT.  Beijing's  regula- 
tory assault  has  further  chilled 
some  investor  enthusiasm.  For 
instance,  bureaucrats  have  de- 
creed that  companies  could  be 
punished  if  anyone  revealed 
"state  secrets,"  a  term  that 
can  apply  to  practically  any 
unauthorized  information,  on 
their  sites.  And  they've  shown 
a  willingness  to  take  action:  In 
the  central  city  of  Wuhan,  of- 
ficials shut  down  China  Fi- 
nance Information  Network,  a 
private-sector  financial  portal, 
for  15  days  in  May.  ipo  re- 
strictions, meanwhile,  have 
raised  doubts  about  whether 
investors  can  get  their  money 
out  of  a  Chinese  dot-com.  That 
has  spooked  venture  capital- 
ists like  Hsu  Ta-lin,  chairman 
of  Palo  Alto  (Calif.)-based  h&q 
Asia  Pacific  Ltd.  Hsu  has  put 
only  about  $7  million  of  a  new 
$750  million  Asia  technology 
fund  into  China.  He  plans  to 
stop  there  for  now.  Had  there 
been  a  clear  exit  strategy  for 
investors,  "I  could  have  put 
$100  million  into  Chinese  In- 
ternet companies,"  Tsu  says. 

Such  lost  opportunities 
mean  that  the  shakeout  tak- 
ing its  toll  on  dot-coms  world- 
wide is  likely  to  be  even  more 
brutal  in  China.  Even  Mil  Min- 
ister Wu  Jichuan  predicts  the 
demise  of  70%  to  80%  of  the 
country's  16,000  dot-coms. 
Among  the  most  likely  sur- 
vivors will  be  those  who  used  their  con- 
nections to  build  early  war  chests.  A 
big  reason  Hong  Kong-based  Chinadot- 
com  Corp.  was  able  to  beat  the  rush  to 
list  was  its  financial  backing  by  Bei- 
jing's official  Xinhua  news  agency.  As 
the  only  China  play  on  Nasdaq  at  the 
peak  of  the  bull  run,  Chinadotcom's 
stock  soared.  It  also  raised  over  $450 
million  in  subsequent  offerings  to  ex- 
pand across  the  region — and  boost  its 
mainland  customer  base  from  1  million 
daily  page  views  a  year  ago  to  16  mil- 
lion today. 

Guanxi  alone  is  no  guarantee  of  suc- 
cess, though.  Consider  Beijing's  Chi- 
naWeb,  whose  Homeway.com.cn  portal 
provides  financial  information.  Chairman 


FRUSTRATED 

William  Ding, 
chief  of 
Netease.com, 
listed  his  portal 
on  Nasdaq — 
the  content  side 
of  it,  anyway — 
after  months 
of  delays.  But 
the  stock  sank 
22%  on  the 
first  day 


ON  A  ROLL? 

Wang  Juntao's  8848.net  has  created  one  of  China's 
top  consumer  brands,  but  the  bulk  of  the  company's 
revenues  still  comes  from  B2B  sales  and  corporate 
Internet  consulting 


Wang  Boming,  43,  is  executive  vice-pres- 
ident of  the  Stock  Exchange  Executive 
Council,  a  government-backed  group  that 
helped  develop  China's  equity  markets. 
His  investors  include  China  Internation- 
al Trust  &  Investment  Corp.  (Citic) — 
the  country's  biggest  conglomerate — and 
state-owned  China  Merchants  Bank.  Yet 
Wang,  too,  is  frustrated.  "The  players  in 
the  Chinese  market  are  strangled  by  the 
bureaucracy,"  he  complains.  By  not  let- 
ting companies  list  during  the  peak  of 
Net  fever,  Wang  figures  Beijing  cost  the 
industry  $2  billion. 

Officials  counter  that  they  are  doing  a 
good  job  of  promoting  the  Net.  "We 
think  the  Internet  is  very  important  for 
China,"  says  Chen  Ying,  planning  direc- 


tor of  the  Mil's  telecom  bure; 
"So  we  try  to  do  our  best  to 
the  industry  grow  faster."  I 
that  growth  would  be  faster  s 
if  key  sectors  were  opened  up 
the  private  sector.  Bottlenec 
have  emerged  because  the  sta 
owned  network  infrastructi; 
hasn't  kept  pace  with  Net  tr 
fie.  Also,  Beijing  prohibits  f 
eigners  from  installing  hig 
speed  cable  that  would  li 
China's  network  to  the  rest 
the  world. 

SLIPPING  BEHIND.  If  China's 
ternet  remains  too  primitive  : 
too  long,  its  economy  could 
in  danger  of  slipping  behi 
other  developing  nations.  Inc 
for  example,  is  leagues  ahe 
in  e-commerce  and  Net-bas 
software.  Whereas  Beijing  v 
limit  foreign  ownership  of  W 
businesses  to  49%  even  after 
joins  the  wto,  India  now  alio 
foreigners  to  own  100%  of 
Internet  startup.  New  Dell 
bureaucrats  "are  very  acco 
modating  and  welcoming  to  f 
eign  companies,"  says  Sa^ 
Chow,  Yahoo!  Inc.'s  Asia  mi 
aging  director.  Yahoo  has  ji 
opened  its  India  portal.  But  T 
hoo's  plan  to  operate  a  joi 
venture  with  a  Beijing  compa 
remains  on  hold  some  ni 
months  after  it  was*  announce 
because  of  uncertainty  abc 
the  regulatory  climate. 

WTO  membership  will  i 
prove  the  environment  son 
what  by  opening  the  doors 
more  foreign  investment.  St 
China  will  hardly  be  a  le\ 
playing  field.  With  restrictio 
likely  to  remain  in  place  1 
several  more  years,  state  co 
panies  will  enjoy  a  head  sti 
in  crucial  new  businesses,  such  as  wi 
less  Internet  services.  And  even  if  C 
na  opens  up  as  much  as  optimists  hoj 
some  dot-com  executives  can't  help  b 
bemoan  the  golden  opportunities 
ready  squandered.  The  Internet  vi 
surely  change  China.  But  by  maki 
control  a  top  priority,  Beijing's  ms 
darins  are  preventing  the  transforn 
tion  from  taking  place  at  Net  speed 
By  Bruce  Einhorn  in  Beijing,  w, 
Alysha  Webb  in  Shangfiai  and  Pete  E 
gardio  in  Palo  Alto 
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■: 

Bruce  Einhorn's  Online  Asia  column  appear 
weekly  at  www.businessweek.com/today.htr 
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FORD  FINALLY  GETS 

TO  ROLL  OUT  CARS  IN  CHINA 

It's  close  to  a  deal  to  make  family  sedans  in  the  heartland 


Ford  Motor  Co.  Vice-Chairman  W. 
Wayne  Booker  was  on  a  mission.  Af- 
ter attending  the  Beijing  Auto  Show 
in  June,  he  flew  to  southwestern 
Chongqing  with  Ford's  new  senior  con- 
sultant, James  R.  Sasser,  a  former  U.  S. 
ambassador  to  China.  The  goal:  use  Sass- 
ei^s  connections  and  Ford's  position  as 
the  world's  No.  2  auto  maker  to  finally 
win  the  right  to  make  cars  in  China. 


rivals,  including  General  Motors  Corp., 
on  other  China  carmaking  ventures.  So 
Ford's  investments  in  China  had  been 
limited  to  making  parts  and  light  trucks. 
Now,  with  China  poised  to  enter  the 
World  Trade  Organization,  the  antici- 
pated opening  is  creating  new  opportu- 
nities for  companies  so  far  unable  to 
crack  markets  in  China.  Ford's  new  ven- 
ture, coming  on  the  heels  of  its  bid  to 


2005,  two  out  of  three  cars  in  China 
be  in  that  price  range,"  says  Mich; 
Dunne,  president  of  Automotive 
sources  Asia,  a  consultancy  with  offices 
Beijing  and  Bangkok. 

Ford's  decision  to  invest  in  the  we 
in  the  Sichuan  province  region,  also  re 
give  it  a  strategic  advantage  over  co 
petitors  concentrated  in  the  more  sa 
rated  coast.  "If  you  look  10  years  o 
it's  destined  to  be  one  of  the  most  i 
portant  automotive  bases  in  Chin 
says  Dunne.  Neither  Ford's  total 
vestment,  expected  to  be  several  hi 
dred  million  dollars,  nor  its  exact  moi  - 
has  been  approved.  But  analysts 
Ford's  car  could  be  based  on  its  Ik 
model  made  for  emerging  markets.  ,1  I 
car  would  sell  for  $12,000  to  $15,( 
and  be  available  in  China  by  2002. 

As      Chin*  f 
third-largest  ai 
maker,     Chang  . 
has  a  good  reco 
Its  reform-mine 
manager  is  kno' 
for  product  qu; 
ty  and  employ  'I 
performance.  Pr  i 
its  were  $6.5  n 
lion  last  year, 
323%,  on  revem 
of  $651  million, 
subsidiary  of  N  lf 
inco,    a    compa 
with  Chinese  m  t 
tary   connectio 
Changan  emplc 
some    of    Chin 
best  engineers. 
But  competit 
in  passenger  c;  jwi 

lovie  re 


HOW  CHINA  IS 

OPENING  ITS  CAR 

MARKET 

•  More  foreign 
investment  is  welcome 
as  China  prepares  to 
join  the  WTO 

•  Provincial  carmak- 
ers are  able  to  nego- 
tiate new  deals  with 
foreign  partners 

•  Beijing  is  more 
quickly  signing  off  on 
the  new  ventures 
being  negotiated 


m » 


DATA:  BUSINESS  WEEK 


The  visit,  which  included  talks  with 
the  mayor  and  local  auto  officials,  seems 
to  have  paid  off.  Ford  is  expected  to 
announce  a  deal  to  make  affordable  fam- 
ily sedans  in  China's  heartland,  a  market 
with  more  than  100  million  people.  The 
joint  venture,  with  Chongqing  Changan 
Automobile  Co.,  has  received  prelimi- 
nary approval  from  China's  State  Eco- 
nomic &  Trade  Commission,  officials  at 
Ford,  Changan,  and  in  the  Chinese  gov- 
ernment told  BUSINESS  week.  "As  we 
look  at  the  long-term  projections  and 
the  maturation  of  the  customer  base, 
we  believe  it  will  be  absolutely  impera- 
tive to  have  a  significant  presence  in 
China,"  says  Keith  Davey,  Ford's  direc- 
tor of  business  strategy  for  Asia.  "We 
think  this  is  prime  real  estate." 

Such  a  deal  would  be  a  major  victory 
for  Ford,  which  has  suffered  a  number 
of  setbacks  in  Asia.  Ford  has  lost  out  to 


purchase  South  Korea's  Daewoo  Motor, 
signals  a  new  push  by  Ford  to  catch  up 
to  its  competitors  in  Asia,  expected  to  be 
the  hottest  market  of  the  next  decade. 
MORE  FREEDOM.  As  Ford  has  found  out, 
China  is  loosening  its  stranglehold  on  the 
country's  120  auto  makers.  Previously, 
Beijing  played  matchmaker  between  for- 
eigners and  local  companies.  But  now, 
Beijing  is  giving  local  car  companies  more 
latitude  in  finding  foreign  partners.  Car- 
makers now  can  forge  their  own  ties  and 
then  go  to  Beijing  for  approval.  Bureau- 
crats had  also  largely  restricted  foreign 
ventures  to  the  high-end  vehicle  market, 
leaving  the  mass  market  to  locals.  But 
Beijing  is  now  letting  foreigi  ers  already 
tied  with  Chinese  partners,  in  hid  ig  Toy- 
ota and  Volkswagen,  make  affordable 
sedans.  That  market— for  glO,000-to- 
$15,000  cars — is  expected  to  be  China's 
fastest-growing  in  the  next  decade.  "By 


\ 


3road  • 


is      heating 
Ford  will  have 
move  quickly.  Toyota  plans  to  start  p 
ducing  sedans  based  on  its  $12,000  Ya 
in  coastal  Tianjin  early  next  year.  Vol 
wagen  plans  to  make  similarly  prk 
Polo  and  Bora  cars  in  Shanghai  by  20  \% 
GM  is  likely  to  introduce  its  Opel  Cor 
which  is  more  affordable  than  the  B 
it  makes  in  Shanghai 

There  may  be  other  snags  ahe; 
Changan  already  has  a  foreign  partn 
Suzuki  Motor  Corp.,  and  produces  t  fa 
$6,000  Alto  minicar.  Changan  may  fi  L 
it  difficult  to  balance  resources  betwe 
the  two.  Plus,  past  experience  of 
vestors  in  China  has  shown  it  can  ta  ]t 
years  before  foreign  companies  can  c< 
vert  deals  into  cars  in  local  showroor  t 
But  for  the  world's  carmakers,  the  h 
of  the  Chinese  market  is  too  power 
to  ignore 

By  Dexter  Roberts  in  Chongqii 
with  Alysha  Webb  in  Shangfiai 
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Vnte  the  great  American  novel  •  Raise  thoroughbred 
entucky  •  Start  an  entirely  new  career  as  a  cabaret  singer- 
cruise  ship  •  Learn  how  to  cook  Italian  food — in  Italy  • 
Vork  as  a  tour  guide  at  the  Guggenheim  in  Bilbao  •  Spend 
in  a  Buddhist  monastery  •  Follow  the  voyage  of  Darwin's 
^Beagle  through  the  Galapagos  •  Play  jazz  in  a  smoky  bar  in 
J'aris  •  The  freedom  to  do  what  interests  me  versus  what 
.„  Jieeds  to  be  done  •  To  have  to  decide  which  vacation  house 
r4o  use  •  To  just  once  conduct  a  symphony  •  Design  and  build 

What  are  your  plans  for  retirement? 


venu 


w  furniture  based  on  Shaker  designs  •  Compete  in  AAU 
i  J/lasters  swimming  at  80  •  A  year  in  Provence  •  A  year  in  Paris 
ra«!  A  year  in  Rio  •  Restore  an  old  British  sports  car  and  drive  to 
i>4ar  shows  •  Work  to  improve  the  economic  situation  for 
^vomen  in  Third  World  countries  •  Build  a  loq  home  from  the 
,:.  jroy^Lup  •  Retrace  the  Endless  Summer  surf  odyssey  •  Drop 
12 '  nqj  |t  every  island  in  the  Caribbean  Sea  •  Drink  my  col- 
ana  sctio     )f  rare  Tuscanwines  ^.Become  a  narrothead  and  fc 

M  Dwl 

langhef 

rear 

id 


;.Pn  ful  garden  •  Give  my  spouse  a  chance  at  a  career 

10,11  00  days  a  season  •  Volunteer  in  the  inner-city  neighbc 

r'  'vhere  I  grew  up  •  Finally  use  all  of  my  frequent  flier  miles  •  A 
ammock,   a   pitcher  of  lemonade,   and  a  stack  of  John' 

,f\j(pnsham  novels  •  Return  to  my  family's  farm  and  try  to  make 
go  as  a  farmer  •  Guided  tours  of  all  of  the  ancient  wonders 
I  le  world  •  Open  a  B&B  on  Nantucket  •  Finally  get  my  col- 

ctl0,f3ge  degree — and  perhaps  graduate  with  my  granddaughter 
Trek  to  the  Himalayas  •  Visit  all  50  states  •  Start  another 
areer  •  Scuba  dive  all  over  the  world  •  Visit  every  Major 
eague  ballpark  •  Relax  •  Safari  in  Africa  •  Move  to  a  college 

?rcaiDwn  and  take  'all  the  classes  I  skipped  40  years  ago  •  Write 
vie  reviews  for  the  local  weekly  •  Manage  my  portfolio  • 

iave  Ilimb  a  20,000-foot  mountain  •  Rent  a  barqe  for  a  canal  tour 

lit  DIT 

^  i  Europe  •  Invest  in  start-up  companies  •  Coach  youth  soc- 
Volkt e r'  baseball,  and  basketball  •  Dtive  from  Alaska  to  Patagonia 
prkii  Research  volunteer  with  sea  turtles  •  Run  the  Boston 
yiWharathon  •  Play  as  many  of  Golf  Digest's  Top  100  courses  as 
possible  •  Play  in  a  garage  band  •  Play  bridge  for  money  • 
1  \ct  in  community  theater  •  Visit  all  of  the  churches  and 
.^luseums  that  I  successfully  overlooked  on  my  semester 
]artn(i  broad  •  Be  there — every  night — for  dinner  and  a  movie  • 

ik  with  the  local  environmental  group  to  clean  up  the 

>alachian  Trail  •  Learn  to  play  the  piano  •  Be  a  couch  pota- 
,etw«  D  •  pjx  tne  gjpk  #  search  for  tigers  in  India  •  Take  a  trip  down 

Nile  •  Read  Russian  novels  •  Start  a  foundation  to  give 
i^i  way  all  of  the  money  that  I  made  •  Run  for  local  office  • 
lTOOir absolutely  nothing  •  Coach  my  college  footbill  team  •  Give 
helm  >ack  for  all  of  those  who  helped  me  •  Do  all  c  the  things  that 

ive  been  afraid  of — skydiving,  bungee  jr  ping  and  hang 
)liding  •  RV  along  Route  66  with  my  wif j    nd  our  dogs  • 
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WE  ALL  IMAGINE 
the  life  we'll  lead  in 
retirement.  But  getting 
there  takes  planning. 


investment  advice. 

Which  is  precisely 
where  mPower  comes 
in.  We  combine  a 
comprehensive, 
institutional  quality 
investment  analysis 
of  your  401  (k)  or 
other  retirement 
options  with  an 
easy-to-use 
online  planner. 


In  fact,  we  pioneered 
online  investment 
advice  in  1995  and 
have  been  helping 
participants  reach 
their  dreams  ever 
since.  Perhaps  that's 
why  Aetna  Financial 
Services,  First  Union, 
Hewitt  Associates, 
Manulife  Financial, 
ADP  Inc.,  T.  Rowe 
Price  Retirement  Plan 
Services  and  other 
financial  service  com- 
panies have  chosen 
us  to  advise  their 
more  than  15  million 
customers. 


www.mPower.com  [>3info@mPower.com 


mPower 
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International  Business 


GERMANY 


AMERICA  OR  BUST 

FOR  DEUTSCHE  TELEKOM? 


The  European  giant  needs  to  grab  a  slice  of  the  U.S.  market-and  now  may  be  the  time  to  strik 
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For  years,  Deutsche  Telekom  ceo 
Ron  Sommer  has  been  promising  an 
acquisition  in  the  U.  S.  that  would,  in 
a  stroke,  catapult  the  German  ex- 
monopoly  to  the  top  ranks  of  the  global 
telecommunications  business.  Now  it 
looks  as  if  he  finally  has  a  chance  to 
make  good  on  his  vow.  Never  have  so 
many  U.S.  telecom  companies  been  in 
play.  Sprint  and  WorldCom  could  be 
takeover  candidates  now  that  regulators 
have  derailed  their  merger.  Denver's 
Qwest  Communications  International  Inc. 
could  reopen  talks  with  Telekom  now 
that  its  merger  with  U  S  West  is  in  the 
bag.  Even  AT&T  is  vulnerable.  "[This]  is 
the  biggest  strategic  imperative  facing 
Deutsche  Telekom — a  very  significant 
presence  in  the  U.S.,"  says  Graeme 
Clark,  the  London-based  head  of  Price- 
waterhouseCoopers'  information  and 
communications  practice. 

Yet  there  are  perils  aplenty  for  the 
German  colossus.  A  U.  S.  acquisition  will 
plunge  Deutsche  Telekom  into  a  market 
where  it  has  little  experience  and  where 
the  rules  are  much  different  from  those 


in  Europe.  Integrating  a  new  U.  S.  com- 
pany and  its  employees  will  be  a  vast  or- 
ganizational challenge  as  dt  struggles  to 
break  free  of  its  own  past  as  a  state  bu- 
reaucracy. Even  with  its  huge  resources, 
a  big  U.  S.  move  will  strain  manage- 
ment's ability  to  focus  as  competition 
grows  more  intense.  Little  wonder  that 
investors  are  nervous.  Deutsche  Telekom 
shares  have  sunk  more  than  9%  since 
June  28,  when  spec- 
ulation surfaced  that 
the  company  might 
move  on  Sprint. 

Even  with  the  re- 
cent stock  slide, 
Deutsche  Telekom's 

SPRINT  STORE 

With  the  Sprint- 
Worldcom  merger 
derailed,  either 
U.S.  company 
could  become  a 
target  for  DT 


THE  BOSS 

CEO  Sommer 
has  raised 
expectations- 
and  can't  afford 
another  miss 

stock  market  value 
$178     billion     remai 
second  only  to  Vodafo 
AirTouch  PLC  amo 
telecom  companies 
Europe.  First-quart 
profits  were  $1.86  billi 
on  sales  of  $9.06  billk 
DT  just  raised  $14.6  b 
lion  in  a  bond  issue,  a 
its  stake  in  separate 
listed   Internet   su 
sidiary    T-Online 
worth  an  additional  $ 
billion.  It  can  affo 
practically  arty  deal.  T 
problem  will  be  maki 
the  deal  work. 
Think  DaimlerChrysler  has  had  \ 
tough  time?  Deutsche  Telekom  will  wi 
it  had  it  so  easy.  Unlike  Daimler  Bei 
which  had  decades  of  experience  in  t 
U.S.  before  buying  Chrysler  Corp. 
1998,  the  U.S.  is  essentially  virgin  U 
ritory  for  Telekom.  Even  after  forei, 
acquisitions  such  as  British  mobile-pho 
company  One20ne,  Deutsche  Telekor 
home  market  still  accounts  for  92% 


lh 
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Everyone  is  always  talking  about  getting  to 
your  information.  "Complete  access,"  "Total 
access,"  "Accessibility,"  well  our  response  to 
that  is  this:  If  your  information  system  doesn't 
allow  you  to  also  input  and  work  with  your 
data,  how  current  can  it  be?  At  DataChannel,  our 
enterprise  solutions  not  only  give  you  anywhere, 
anytime,  on  any  device  access,  but  also  let  you 
input  and  update  your  data  as  well,  so  your 
information  is  always  current.  Gee.  Imagine  that. 


If  you'd  like  to  access  more  valuable  nuggets 
of  information  about  DataChannel  like  how  we 
employ  some  of  the  top  XML  developers  in  the 
world.  Or  how  we've  joined  forces  with  ISOGEN 
to  form  the  largest  XML-based  portal  solutions 
company  in  the  marketplace  today.  And  in 
doing  so  created  a  totally  new  category  that  we 
call  Business-to-Anyone,  just  input  this  web 
address:  www.B2A.DataChannel.com.  That  should 
get  you  pointed  in  the  right  direction. 


fm>  DataChannel 

Information  in  motion. 
888-534  8352  I  www.B2A.DataChannel.com 


International  Business 


sales.  And  the  breathless  pace  of  tech- 
nological change  makes  the  telecommu- 
nications business  far  less  predictable 
than  the  mature  auto  market.  The  U.S. 
market,  where  deregulation  has  been 
steadily  reshaping  the  telecom  business 
since  1984,  is  vastly  different  from  Ger- 
many's, where  Deutsche  Telekom  still 
enjoys  an  effective  monopoly  in  provid- 
ing phone  connections. 

Early  betting  was  that  Deutsche 
Telekom  would  pounce  on  Sprint,  of 
which  it  already  owns  10%.  Sprint  would 
supply  the  Germans  with  what  they 
need  most  in  the  U.  S. — a  data  network 
to  serve  dt's  corporate  customers,  not  to 
mention  a  nice  roster  of  Sprint  business 
customers.  But  Sprint  would  be  expen- 
sive— $110  billion  or  more.  Its  boss, 
William  T  Esrey,  has  already  had  a  run- 
in  with  Sommer  over  Global  One,  a  joint 
venture  that  foundered  earlier  this  year. 
And  Sprint  comes  with  some  baggage  DT 
doesn't  need,  such  as  a  marginally  prof- 
itable long-distance  network.  For  that 
reason,  Telekom  might  prefer  to  make 
another  try  for  Qwest.  The  Denver  com- 
pany is  valued  by  the  stock  market  at  a 
slightly  more  digestible  $85  billion  and  is 
more  focused  on  the  fast-growing  market 
for  Internet  data  transmission. 
BRAVADO.  Deutsche  Telekom  has  made 
huge  progress  since  telecom  deregula- 
tion came  to  Germany  in  1998.  Sommer 
has  tried  to  push  his  196,000  employees 
to  serve  customers  better  and  make  de- 
cisions more  quickly.  Last  year  he  in- 
stalled an  American,  Jeffrey  A.  Hedberg, 
on  the  company's  management  board. 
That  was  an  attempt  to  offset  dt's  con- 
servative technicians'  culture  with  a  dash 
of  U.  S.-style  bravado.  Sommer  is  plan- 
ning to  spin  off  the  company's  mobile- 
phone  arm  in  the  fall,  subjecting  it  to 
the  scrutiny  of  the  stock  market.  He  has 
trimmed  the  workforce  more  than  25% 
since  1994.  But  more 
than  a  third  of  employ- 
ees are  government  bu- 
reaucrats who  can't  be 
fired. 

If  it  acquires  a  big 
U.S.  company,  Deutsche 
Telekom  will  have  to 
change  fundamentally.  It 
will  have  to  install  sev- 
eral more  U.S.  man- 
agers in  its  top  ranks.  It 
will   have   to   give   the 

DT  TECH  CENTER 

Integrating  a  U.S. 
company  won't 
be  easy  for  the 
former  monopoly 


DEUTSCHE  TELEKOM'S 
BROKEN  TRAIL  OF  DEALS 


TELECOM  TALIA 


Last  year,  DT  tries  to  rescue  the  Ital- 
ian giant  from  a  hostile  bid.  Olivetti 
gives  shareholders  a  better  deal. 


GLOBAL  ONE 


A  joint  venture  with  Sprint  and 
France  Telecom  collapses  earlier 
this  year,  partly  because  of  rancor 
inspired  by  DT's  proposed  union 
with  Telecom  Italia. 


QWEST  COMMUNICATIONS 


Talks  in  March  fail  after  objections 
from  Qwest  merger  partner  U  S  West. 


FREESERVE 


In  June,  DT  comes  within  a  whisker 
of  landing  the  British  ISP,  but  last- 
minute  objections  end  the  deal. 

DATA:  BUSINESS  WEEK 


U.  S.  unit's  employees  a  lot  of  freedom 
to  make  decisions  at  the  pace  required 
for  the  U.  S.  market.  "Just  integrating  it 
into  the  amorphous  mass  of  Deutsche 
Telekom  is  a  recipe  for  failure,"  says 
Bob  House,  London-based  vice-presi- 
dent at  Renaissance  Strategy,  a  tele- 
coms  consultancy.  So  far,  Deutsche 
Telekom  has  a  reputation  for  being  a 
difficult  partner  that  doesn't  like  to  give 
up  control.  Its  Global  One  venture  with 
France  Telecom  and  Sprint  fell  apart 
after  the  partners  bickered  constantly. 
Deutsche  Telekom  seems  to  recog- 


nize the  need  to  be  more  flexible.  I 
Germany,  it  just  formed  a  partners! 
with  London-based  Telint  Global,  will 
plans  to  offer  ultra-high-speed  Inter 
services  to  small-  and  medium-size  bt 
nesses.  That's  a  tacit  admission 
Deutsche  Telekom  that  smaller  play 
can  serve  niche  markets  better.  "Tl 
can't  move  fast  enough,  and  they  rea 
that,"  says  Telint  CEO  Peter  Bale? 
Deutsche  Telekom  will  have  to  sh 
the  same  pragmatism  in  the  U.S. 
TICK-TOCK.  Sommer  is  also  push 
Deutsche  Telekom  beyond  its  traditi 
al  business  of  providing  phone  conn 
tions.  In  March,  it  agreed  to  pay  $ 
billion  for  control  of  debis  Systemha 
DaimlerChrysler's  information-techr 
ogy  unit.  That  will  allow  Telekom 
sell  software  services,  a  fast-grow 
market  in  Europe. 

Time  isn't  on  Sommer's  side,  thou 
The  pressure  on  Deutsche  Telek 
shares  saps  his  financial  might  by 
day.  The  latest  threat  comes  from 
benchmark  Stoxx  index,  which  crea 
an  index  of  Europe's  top  publicly  tra< 
shares.  Changes  in  the  way  the  inc 
weights  shares  will  lower  Deuts( 
Telekom's  share  of  the  index.  That  co 
prompt  a  sell-off  by  managers  of  mu 
al  funds  that  mirror  the  index. 

To  add  to  Sommer's  worries,  1 
takeover  hunt  is  getting  political.  I 
group  of  senators  claims  a  takeover 
Sprint  would  violate  U.  S.  laws  becai 
Deutsche  Telekom  is  stiM  majori 
owned  by  the  German  governme 
Talks  with  Qwest  could  also  face  pol 
cal  objections.  After  its  merger  w  3 
US  West,  Qwest  is  the  main  provider 
local  phone  service  in  several  Sou 
western  states. 

Yet  Sommer  probably  has  little  chc  I 
but  to  act.   Deutsche  Telekom  mi 
grow  fast  abroad  to  offset  loss  of  m 
ket  share  in  Germany.  I  I 
rope  alone  probably  a   * 
provide  that  growth, 
it  needs  access  to  the 
market  to  hang  on  to 
corporate  customers, 
pecially  after  selling 
stake   in   Global   One 
France  Telecom. 

Sommer  has  already 
percharged   expectatic 
through  moves  like  his 
tempt  to  take  over  Te 
com  Italia  last  year.  So 
all  have  come  to  naut 


g    Allvis 
He  can't  afford  anotl  fcrience 


disappointment 

By     Jack     Ewing 
Frankfurt,  with  Stant 
Reed  in  London 
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JC  Advisors  combines  exhaustive  research,  unparalleled  investment 
perience,  and  personalized  service  to  help  our  clients  achieve  their  personal 
lancial  goals.  How  have  we  done?  Ask  the  16,000  millionaires  among  our 
ents.  For  more  information,  call  1-888-PNC-7030,  or  visit  www.pnc.com. 


©PNC 

The  Thinking  Behind  The  Money 


000  The  PNC  Financial  Services  Group,  Inc.  PNC  Advisors  is  a  service  mark  ol  The  PNC  Financial  Services  Group,  Inc.,  for  investment  management,  banking  and  fiduciary  services. 
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International  Outlook 
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FRANCE:  CAN  JOSPIN  PULL 

THE  SOCIALISTS  OUT  OF  THEIR  SLUMP? 

high  cost  of  social  welfare  programs  while  backing  expand 
employee  stock  options,  which  the  Socialists  have  discourag 
Chirac,  too,  supports  expanded  stock  options  and  priv 
pension  funds. 

On  social  policy,  Jospin  has  been  upstaged  by  the  Mou\] 
ment  des  Enterprises  Franceses  (Medef),  the  increasingly 
ciferous  employers'  federation.  Early  this  year,  Medef  thre 
ened  to  end  its  longtime  role  in  managing  benefits  prograi 
such  as  unemployment,  unless  they  got  overhauled.  Uni 
leaders  quickly  began  direct  tal 
with  Medef,  producing  an  accord 
late  June  that  would  cut  benefits 
unemployed  people  if  they  repeate 
ly  turn  down  job  offers.  While  tha 
standard  in  the  U.S.,  French  Soci; 
ists  favor  open-ended  jobless  ben 
fits.  The  government  is  threatening 
block  the  plan,  which  requires  pa 
liamentary  approval.  But  a  rece 
survey  shows  that  nearly  three-qua 
ters  of  the  French — and  even  57 
of  unemployed  people — support  it. 
The  question  now  is  what  Josp 
will  do  to  pull  out  of  his  slump  ai  i 
set  the  Socialists  up  for  a  president:  ■ 
win.  There  were  high  hopes  for  a  renewed  push  to  moderni  1 
the  economy  in  April,  when  he  tapped  former  Prime  Minist 
Laurent  Fabius  as  Finance  Minister.  But  so  far,  Fabius  h 
done  little  to  stir  excitement.  Meanwhile,  Chirac's  righti 
forces  remain  splintered.  "Medef  has  now  become  the  true  o 
position  in  France,"  says  Francois  Racheline,  an  economist 
the  Institute  des  Sciences  Politiques.  But  disarray  on  tl 
right  hasn't  hurt  Chirac's  ratings.  Those  should  improve  evt 
more  over  the  six  months  of  France's  eu  presidency  as  he  e: 
gages  in  grandstanding  on  Europe.  Chirac,  the  master 
French  political  theater,  may  have  a  long  run  yet. 

By  Carol  Matlack,  with  David  Vannier,  in  Pa 


Poor  Lionel  Jospin.  With  France  taking  over  the  European 
Union  presidency  on  July  1,  the  French  Socialist  Prime 
Minister  has  a  chance  to  showcase  himself  as  a  statesman 
while  basking  in  the  glow  of  his  country's  growing  economy. 
But  Gaullist  President  Jacques  Chirac,  whom  Jospin  plans  to 
run  against  for  the  French  presidency  in  2002,  is  stealing  the 
show.  In  recent  weeks,  Chirac  has  made  headline-grabbing 
speeches  to  the  European  Parliament  and  to  Germany's 
Bundestag  on  his  vision  for  the  future  of  European  integra- 
tion. And  Jospin?  He's  plugging  away 
on  EU  institutional  reform,  the  im- 
portant but  decidedly  less  glamorous 
issue  he  plans  to  focus  on  in  France's 
six  months  at  the  eu's  helm. 

No  one  expects  sparkling  rhetoric 
from  Jospin,  a  former  economics  pro- 
fessor with  a  plodding  style.  But  with 
the  economy  posting  3.5%  growth  this 
year  and  unemployment  at  a  9-year 
low  of  9.8%,  you  would  think  he  could 
easily  eclipse  Chirac.  After  all,  Jospin 
has  been  running  the  economy  since 
Chirac's  rightist  forces  lost  their  par- 
liamentary majority  in  1997.  Yet  over 
the  past  year,  Jospin's  and  Chirac's 
approval  ratings  have  remained  neck-and-neck,  currently  at 
around  60%.  Given  Chirac's  superiority  as  a  stump  cam- 
paigner, Jospin  needs  to  grab  the  spotlight  soon. 
EMBARRASSMENT.  But  Jospin  seems  to  be  in  a  stall.  Last 
spring,  he  abandoned  efforts  to  downsize  the  public  sector  af- 
ter government  workers'  unions  protested.  Now,  he  is  suf- 
fering another  embarrassment  as  employers  go  on  the  march 
to  overhaul  costly  social-welfare  programs.  And  Jospin's  gov- 
ernment policies  are  increasingly  out  of  sync  with  public 
opinion.  In  a  recent  survey  by  polling  group  ifop,  two-thirds 
of  respondents  said  government  policies  were  inhibiting  the 
growth  of  a  New  Economy.  More  than  80%  criticized  the 


RIVALS:  Premier  Jospin,  President  Chirac 
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GLOBAL  WRAPUP 


INDONESIAN  HARDBALL 

►  Faced  with  a  grilling  by  Parliament 
on  July  13  and  a  possible  no-confidence 
vote  at  a  People's  Consultative  Assem- 
bly session  in  August,  President  Ab- 
durrahman Wahid  is  going  on  the  of- 
fensive. On  July  1,  he  ordered 
Attorney  General  Marzuki  Darusman 
to  arrest  and  interrogate  several  legis- 
lators in  connection  with  the  mass 
murder  of  minority  Christians  in  the 
province  of  Maluku.  Sources  close  to 
Wahid  say  the  move — which  the  Presi- 
dent later  denied  he  ordered — was  in- 


tended to  intimidate  legislators  who 
are  holdovers  from  the  Suharto  regime 
who  want  to  impeach  him.  Their  effort 
is  the  first  serious  challenge  to  Wahid 
since  he  took  office  last  October  on  a 
political  reform  platform. 

Those  reforms  may  be  in  danger. 
Critics  say  that  by  ordering  the  arrest 
of  the  legislators,  Wahid  showed  cal- 
lous disregard  for  the  rule  of  law, . 
which  is  central  to  his  reforms.  The 
move  also  reinforced  the  suspicion 
among  investors  that  Wahid  may  not 
be  the  political  master  he's  cracked  up 
to  be.  On  July  4,  the  rupiah  fell  to  a 


16-month  low  as  a  bomb  exploded  in 
the  Attorney  General's  office. 

Analysts  expect  the  Parliament  to 
challenge  Wahid's  management  of  the 
economy.  A  poor  performance  by  the 
President  in  the  hearings  could  per- 
suade leaders  of  the  three  largest  par- 
ties— Megawati  Sukarnoputri,  Akhbar 
Tandjung,  and  Amien  Rais — to  join  th< 
impeachment  movement.  Up  to  now, 
they  have  agreed  to  refrain  from  chal- 
lenging Wahid's  leadership.  By  setting 
a  collision  course  with  Parliament, 
Wahid  may  have  miscalculated. 

By  Michael  Sfiari  in  Jakarttf' 
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1REAT  WHEELS, 
lO  TRACTION 

rerman  carmakers  blame  slow  sales  on  the  government 
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ermany's  economy  is  growing  at  a 
robust  3.3%  annual  rate.  But  its 
mighty  auto  industry  has  hit  a 
roadblock.  Car  sales  have  fallen 
3%  in  the  first  five  months  of  the  year, 
ammed  by  skyrocketing  gasoline  prices 
tid  high  taxes. 

Frustrated  carmakers — and  con- 
imers — are  pointing  the  finger 
t  the  government,  not  OPEC. 
axes  already  account  for  more 
lan  two-thirds  of  the  gasoline 
rice,  including  a  levy  added  in 
anuary  to  help  fund  Germany's 
Dstly  pension  system.  And 
lere's  more  to  come.  Chancel- 
'i'  Gerhard  Schroder's  coalition 


levy  scrapped.  If  gas  prices  don't  fall, 
Schroder's  chances  for  reelection  in  2002 
could  be  in  danger.  And  if  the  down- 
turn in  car  sales  turns  into  a  major 
slump,  it  could  force  the  economy  into  a 
U-turn. 

Germany's  economic  health  is  tightly 
linked  to  its  world-famous  auto  indus- 


GERMANY'S  SKIDDING  AUTO  MARKET 

THE  PROBLEM  Although  Germany's  economy  is  ex- 
panding, CAR  SALES  ARE  DOWN  9.3%  in  the  first 
five  months  of  this  year 

THE  CULPRIT  SURGING  GASOLINE  PRICES,  UP 

30%  in  12  months  to  a  record  $3.85  per  gallon  in 


try.  Son*  20$  '.I'  the 
count]  'I" 

mestic  product  <'<>ni'-~ 
from  autos  and 
related  bu  ii  i 
Nearly  a  third  of 
carmakers'  sales  hap- 
pen inside  Germany, 
so  a  slump  in  do- 
mestic demand  is 
putting  tremendous 
pressure  on  earnings. 
Auto  stocks  are 
among  the  worst-per- 
forming in  the  dax 
index  so  far  this  year. 
DaimlerChrysler's 
share  price  is  down 
29%,  to  $55,  while 
Volkswagen's  is  down 
32%,  to  $37.  And  the 
companies  can't  re- 
structure without  un- 
leashing a  political 
backlash  from  labor 
unions  and  the  gov- 
ernment, both  of 
whom  fear  a  sharp 
rise  in  unemployment. 

The  carmakers  feel  betrayed  by  the 
government.  At  a  summit  five  years 
ago,  auto  makers  pledged  to  develop 
cleaner  and  more  fuel-efficient  cars  and 
to  protect  jobs.  The  government  of  for- 
mer Chancellor  Helmut  Kohl  in  turn 
agreed  not  to  impose  any  more  burdens 
on  the  industry  or  on  car  buyers. 
Schroder,' who  was  governor  of  Lower 
Saxony  at  the  time,  took  part  in  the 
summit.  "We  in  the  industry  kept  our 
promise,"  says  BMW  Chairman  Joachim 
Milberg.  "But  gasoline  prices  and  taxes 
have  both  risen." 

BRIGHT  SPOT.  The  price  of  gasoline  in 
Germany  has  surged  30%  in  the  past 
year,  to  hit  a  three-year  high  this  month 
of  $3.85  per  gallon.  A  third  of  the  in- 
crease is  due  to  additional  taxes.  The  se- 
ries of  price  hikes  has  fueled  an  8.8% 
rise  in  the  cost  of  owning  a  car  in  Ger- 
many— the  steepest  increase  in  a 
decade.  At  the  same  time,  the 
overall  cost  of  living  rose  less 
than  2%  "Customers  are  not 
as  ready  to  buy  cars  as  they 
were  in  previous  years.  You 
have  higher  gas  prices,  fewer 
tax  advantages,  and  worries 
about  the  future."  says  Jurgen 
Hunger,  a  Mercedes  dealer  in 


Socialists  and  Greens  plans     June,  because  of  higher  taxes  and  rising  oil  prices  the  picturesque  southern  Ger- 


impose  three  oil-tax  hikes  by 
D03  that  would  add  :!7c  to  the 
rice  of  a  gallon  of  gas.  A  re- 
■n!  poll  shewed  nearly  two- 
lirds   of  Cermans    want    the 


THE  FALLOUT  A  major  slump  in  Germany's  auto  in- 
dustry could  undercut  growth  and  lead  to  a 
POLITICAL  BACKLASH 

DATA  BUSINESS  WEEK 


man  city  of  Esslingen.  Sales  at 
his  dealership  are  about  1595 
off  last  year's  levels. 

Small-  and   family-car  sales 
have  fallen  even  more.  Sales 
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of  the  midsize  $15,000  Opel  Astra 
plunged  37%  in  the  first  four  months  of 
the  year,  and  sales  of  the  $22,200  Volk- 
swagen Passat  fell  27%.  Although  May 
sales  ticked  up  4.9% — there  were  three 
more  shopping  days  this  May  than 
last — German  auto  makers'  association 
vda  has  lowered  its  annual  forecast 
and  now  expects  car  sales  for  the  full 
year  in  Germany  to  drop  7%,  to  3.6 
million  vehicles. 

Brisk  auto  exports  have  taken  up 
some  of  the  slack.  Exports  rose  5%  in 
the  first  five  months  of  the  year,  most- 
ly because  of  strong  German  car  sales 
in  the  U.S.  Dealers  hope  the  May 
launch  of  the  sleek  new  $25,000  Mer- 
cedes C-Class  will  rouse  sluggish  do- 


Rising  gas  prices  aside, 

there  are  signs  the 

home  market  may  be 

nearing  saturation 


mestic  demand.  That  has  worked  be- 
fore. Analysts  say  a  wave  of  rollouts 
between  1997  and  mid-1999  underpinned 
the  market  despite  the  weak  economy. 
But  besides  the  C-Class,  there's  not 
much  in  the  pipeline  this  year:  a  new 
Corsa  from   Opel,   Ford   Motor's   re- 


vamped Mondeo,  and  Audi's  new  A 
Regardless  of  the  rising  gas  price; 
there  are  signs  that  the  home  market  i 
approaching  saturation.  There  are  51 
cars  for  every  1,000  Germans,  whil 
the  European  average  is  450.  The  VD 
estimates  there  are  1.4  million  use 
cars  up  for  sale  in  Germany,  about  40^ 
more  than  usual.  Over  the  past  1 
years,  Germany's  carmakers  have  sue 
ceeded  in  boosting  exports  and  ex 
panding  their  presence  outside  Europe 
They're  lucky  they  did.  Even 
Schroder  rolls  back  gas  taxes  to  wi 
votes,  the  German  car  market  look 
stuck  in  the  slow  lane. 

By  Christine  Tiemey  in  Frankfur 
with  Katharine  A.  Schmidt  in  Stuttgai 
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THE  HIGH  EHD  HEATS  UP 


Imagine  a  car  so  luxurious  that  it 
comes  with  a  humidor  to  keep  the 
passengers'  cigars  moist.  That's  in 
addition  to  a  flat-screen  TV  that  folds 
down  from  the  roof,  matching  his- 
and-her  golf  sets,  and — of  course — a 
personal  computer.  It's  all  in  the  top- 
of-the-line  Mercedes-Benz  Maybach, 
expected  to  sell  for  something  over 
$200,000  when  it  hits  the  market  in 
2003.  The  car  is  Daimler- 
Chrysler's  bid  to  reenter 
the  superluxury  market 
after  a  20-year  hiatus. 

Car  sales  may  be 
sluggish  in  Europe 
overall,  but  German 
carmakers  are  gearing 
up  for  high  times  in 
the  ultrapremium  niche. 
Even  Volkswagen  now  wants  a 
piece  of  the  action.  The  profit  mar- 
gin can  be  as  dreamy  as  the  new 
models:  30%,  six  times  the  industry 
average.  Several  new  contenders  are 
in  the  works,  ranging  from  a  Bugatti 
from  vw  to  a  Rolls-Royce  from  BMW 
and  a  Mercedes  SLR  sports  coupe. 
ON  A  ROLLS.  Carmakers  see  no  down- 
side in  ramping  up  production  and 
crowding  the  market.  Although  esti- 
mates vary,  manufacturers  expect 
worldwide  demand  for  cars  priced  at 
$150,000  or  more  to  grow  substantial- 
ly over  tht  next  few  years.  The  su- 
perrich  have  no  problem  with  rising 
gas  prices.  "Tlujse  people  buy  cars  to 
furnish  their  gaj/ages,"  says  vw  mar- 
keting director  Robert  Biichelhofer. 

Rolling  out  a  pricey  new  model 
also  allows  a  manufacturer  to  show- 


case its  design  tastes  and  technologi- 
cal prowess,  conferring  prestige  on 
its  other  products.  The  Maybach,  for 
example,  underscores  Daimler- 
Chrysler's  claim  to  be  "the  absolute 
creme  de  la  creme"  in  every  seg- 
ment, says  company  Chairman  Jur- 
gen  E.  Schrempp. 

To  get  a  piece  of  the  action,  vw 


VW'S  NEW  BUGATTI: 

The  Chiron  concept  car 

fought  a  fierce  bidding  war  with  BMW 
for  Rolls-Royce  in  1998.  In  the  end, 
BMW  got  the  rights  to  the  Rolls- 
Royce  brand,  while  vw  ended  up 
with  Bentley.  But  besides  Bugatti, 
vw  also  has  Lamborghini.  The  com- 
pany, which  has  developed  two 
Bugatti  concept  cars,  the  Chiron  and 
Veyron,  plans  to  roll  out  a  new 
Bugatti  in  2003. 

For  its  part,  BMW  has  announced 
plans  to  develop  a  new  Rolls-Royce, 
which  will  be  built  in  a  new  plant  in 


the  British  town  of  Goodwood  in  2003. 
"It  will  combine  all  the  traditional 
values  of  the  Rolls-Royce  brand  but 
with  a  forward-looking  interpreta- 
tion," says  Karl-Heinz  Kalbfell,  senior 
vice-president  of  BMW. 

Not  everyone  is  convinced  that 
the  premium  market  is  worth  the  ef- 
fort.   While  sales  of  Ferraris,  Bent- 
leys,  Aston  Martins,  and  other  top 
models  boasted  a  38%  jump  in  the 
first  three  months  of  the  year,  they 
accounted  for  only  1,421,  of  the 
4.3  million  cars  sold  in  Eu- 
rope. Even  with  the  high 
margins,  the  market  is 
so  small  that  the  con- 
tribution to  a  carmak- 
er's bottom  fine  is 
negligible.  Analysts 
estimate  that  the 
Maybach,  for  exam- 
ple, will  generate 
minimal  profits  for 
DaimlerChrysler. 
Indeed,  Jiirgen  Pieper,  an  auto  in- 
dustry analyst  at  Frankfurt  broker- 
age Metzler,  dismisses  the  drive  to 
produce  new  sports  cars  and  limou- 
sines as  "an  ego  thing"  for  the  car- 
makers. He  also  doubts  that  con- 
sumers retain  a  link  between  a 
company's  superluxury  models  and  its 
down-to-earth  brands.  "Fiat  owns 
Ferrari,  but  that  hasn't  given  it  any 
advantage,"  he  says.  While  that  may 
be  true,  the  manufacturers  are  certain 
there  are  a  lot  of  car  buyers  out 
there  with  money  to  burn — and  a 
taste  for  fine  cigars. 

By  Christine  Tiemey  in  Frankfurt 
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Some  people  don't  think  twice  about  going  to  American  Airlines 
for  help  changing  their  Qantas  ticket.  Are  you  one  of  them? 


Plans  change.  Minutes  count.  Wouldn't  it  be  nice  to  belong  to  an  alliance  that  allows 


you  to  rely  on  any  of  its  airlines  for  assistance,  no  matter  which  one  you're  flying? 


You  can.  Welcome  to  oneworld" 


AmericanAirfines 
AerLingus^fc 
BRITISH  AIRWAYS   * 


onework 


revolves  around  you 


I  Cathay  Pacific 

^fF/NNfJ/R 
IBERIA/ 

L/XIMCHU.E 


Lo 


WNTAS 


one  in     nt)    i    ni.ible  to  passengers  on  scheduled  (lights  that  are  both  operated  and  marketed  by  a  oneworld  member  airline  (Marketed 

one  .'.i  irld  member  airline  (light  number  on  your  ticket!  American  Airlines,  Aer  Lingus,  British  Airways.  Cathay  Pacific.  Finnair,  Iberia.  LanChile  and 
Qantas  are  all  l  mpanles 

www.oneworldalliance.com 


Management 


DEALS 


WHEN  A  MERGER 
TURNS  MESSY 


Prudential's 
takeover  of  Volpe 
Brown:  How  not 
to  acquire  an 
investment 


p 


rudential  Insurance  Co.  has  strug- 
gled for  years  to  make  a  name 
for  itself  in  investment  banking, 
with  mixed  results.  But  don't  let 
it  be  said  that  Prudential  Securi- 
ties Inc.'s  travails  have  been  for  naught. 
There  is  much  Wall  Street  aspirants  can 
learn  from  Prudential's  most  recent  set- 
back, its  $150  million  acquisition  of  Volpe 
Brown  Whelan  &  Co.  at  the  tail  end  of 
1999.  Prudential's  purchase  of  the  San 
Francisco  technology  boutique  was  a 
management  fiasco  so  complete  that  it 
serves  as  a  primer  on  how  not 
acquire  an  investment  bank. 


VI 


s  log 


The  Volpe  Brown  saga  also  illur 
nates  an  unhappy  irony.  Even  as  Silici 
Valley  teems  wath  entrepreneurial  e 
ergy,  the  tech  banking  boutiques  of  a 
jacent  San  Francisco  have  lost  their  i 
dependence,  and  much  of  their  ver 
along  with  it.  "There  is  something  abo 
independent  firms  that  makes  them 
lot  more  fun,"  says  Sandy  Robertso 
founder  of  Robertson  Stephens,  whi< 
was  acquired  by  Bank  of  America 
1997  and  is  now  part  of  FleetBost 
Financial  Corp.  Volpe  Brown  was  a  se 
ond-tier  boutique,  but  its  botched  a 
quisition  leaves  a  void,  Robertson  say 
"What  happened  to  Volpe  Brown  is  t<  b  Sting 
bad  because  they  were  doing  a  vei 
good  job  filling  a  niche." 
'WE  IMPLODED.'  During  its  negotiatioi 
with  Volpe  Brown,  Prudential's  dea  ls,Mi 
makers  drew  up  a  list  of  12  banke  f 
and  analysts  considered  critical  to  tl  ptir 
firm's  value.  By  Prudential's  own  cour  achac-e 
seven  have  departed  since  the  acquis 
tion  was  announced  in  mid-Decembt  fii 
1999,  including  Charles  H.  Finnie,  a  st; 
Internet  analyst  and  rainmaker  wl 
generated  at  least  25%  of  the  firrr 
1999  revenues.  All  told,  well  more  th; 
half  of  Volpe  Brown's  220  emplo 

ees    have    left.    Most    resigne 

though  Prudential  inadvertent 

helped  trigger  the  stampede 

closing  Volpe's  trading  des 

eliminating  20  jobs.  "Basicall 

we  imploded,"  says  James 

Feuille,  the  former  chief  operatir  p  Marl 

FEU.LLE:  KILL    °fficer      of     VolfM, 
TRADING  Brown,     who     r< » PVTC 

AND  YOU  signed    in    Marc  »«b 

KILL  THE  anci  now  js  head  <  pes  has 

F,RM  global    technology  the 

banking  at  UBS  Warburg. 

Prudential  acknowledges  th;  poted  i 

it  had  hoped  to  retain  virtual]  be  ti 

t    all  of  the  departed  bankers  ar  e 

analysts,  but  it  downplays  th 

j   impact  of  their  loss.  Prudenti;  mpetitiv 

merged    its    own    technolog'WiNEi 

banking  group  with  the  ren  at  Pnid( 

nants    of   Volpe    Brown 

create     Prudential     Volp 

Technology    Group    (PVTG  pig,  si 

Prudential  will  not  disclos  erial  eft 

PVTg's  revenues  or  earning  pas  \ 

but  a  spokesman  says  thi  [ withou 

business  is  "good  and  runnin  ko  re* 

f     beyond  plan." 

However,  it  appears  that  Pn 
dential  has  yet  to  bear  the  fu 
impact  of  Volpe  Brown's  impk  nt 
sion.  By  all  accounts,  the  firm  cai  ol| 
ried  a  huge  backlog  of  financin  It 
business  into  the  acquisition.  PVT 
has  been  able  to  sustain  itself  b 
working  through  the  backlog,  whic 
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Lessons  From  a  Merger: 


ii., 


t  Si' 


►  Mollify  key  players.  Prudential 
vas  stingy  with  equity  and  reten- 
lc!  ion  bonuses. 


i, 


►  Don't  cherry  pick.  Prudential 
usted  after  Volpe's  underwriting 
>usiness,  but  a  tightly  integrated 
nvestment  bank  has  no  safely  de- 
achable  parts.  When  Pru  shut 
Jown  the  trading  desk,  lots  of 
)ther  employees  left,  too. 
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The  older  partners  were  eager  to  cash  out,  while  the 
younger  generation  pinned  its  hopes  on  expansion 


[  Prudential-Volpe  Brown  Primer 

-  Understand  who  you  are  dealing 

t/ith.  Prudential  negotiated  mainly 
vith  Tom  Volpe.  His  name  was  on 
he  door,  but  Jim  Feuille  was  really 
unning  the  firm. 


►  Do  not  disrespect  the  acquired 
irm's  logo.  A  Prudential  executive 
scoffed  at  Volpe's 
cherished  dinosaur 
emblem,  fanning  fears 
that  the  boutique  firm 
would  lose  its  identity. 


dwindled  as  such 
ents  as  Neoforma.com,  ValueClick  and 
lir  Market  pulled  financing  assign- 
ents.  The  backlog  is  nearly  gone  now, 
id  pvtg  in  effect  is  on  its  own  at  a 
ne  when  investor  appetite  for  Internet 
-ues  has  diminished.  If  Prudential  is  to 
ig  ake  the  Volpe  Brown  acquisition  pay, 
e  many  junior  pvtg  employees  newly 
;  t^  'omoted  into  senior  positions  are  going 

have  to  wrest  business  away  from 
e  Morgan  Stanley  Dean  Witters  and 
base  Hambrecht  &  Quists  of  the  uitra- 
mpetitive  tech  banking  world. 
gjD  WINE  AND  DINE.  The  miscalculations 
at  Prudential  made  in  acquiring  Volpe 
rown  are  but  variations  on  the  theme 

failing  to  understand  what  it  was  ac- 
liring,  starting  at  the  top.  Pru  made 
>ecial  efforts  to  retain  name  partners 
riomas  Volpe  and  Robert  M.  WTielan 

without  realizing  that  it  was  Feuille 
ho  really  ran  the  firm  and  commanded 
le  loyalty  of  its  key  producers.  Pru- 
jntial  disputes  that  there  was  any  mis- 
lderstanding.  "Jim's  role  from  Day 
ne  was  made  veiy  clear-  to  me  by  Tom 
olpe,"  says  Vincent  T.  Pica  II,  Pru- 
•ntial  Securities'  capital  markets  chief. 
jiet  after  the  sale,  Pru  demoted  Feuille 

a  minor  administrative  post.  It  was 
pjy  after  Feuille  threatened  to  resign 

mid-January   that   Pru   made   him 


PVTG's  president. 

Prudential  also  did  not  scctn  to  com- 
prehend  that   must    Volpe   Browners 

prized  the  firm's  independence  and  re- 
quired inducement  to  remain.  Pru  was 
stingy  with  the  retention  bonuses  that 
were  a  well-publicized  feature  of  pre- 
vious boutique  acquisitions  and  even 
dispensed  with  the  customary  wining 
and  dining.  "Had  they  spent  a  couple  of 
days  just  working  the  hallways,  making 
people  feel  wanted,  that  would  have 
helped,"  says  Ted  Ridgway,  a  senior 
Volpe  banker  now  with  Credit  Suisse 
First  Boston.  "Yet,  no  one  even  came  to 
talk  to  me,  and  I  was  a  partner." 

Volpe  Brown's  demise  is  not  all  Pru- 
dential's fault.  Its  principals  did  not  have 
to  sell  to  Pru,  of  course,  and  having 
sold,  they  could  have  done  much  more 
to  hold  the  firm  together.  Volpe  Brown 
is  a  classic  case  of  an  investment  bank- 
ing partnership  undone  by  the  diverging 
interests  of  a  coterie  of  older  partners 
eager  to  cash  out  at  top  dollar  and  a 
younger  generation  of  executives  whose 
hopes  of  getting  rich  hinged  on  the 
firm's  continued  growth  and  expansion. 

Volpe  Brown  Whelan  was  founded  in 
1986  by  a  handful  of  former  bankers 


from  rlambrechl  &  Quist,  San  Frai 
co's  prototypical  tech  boutique  (and 
pari  of  Chase  Manhattan  Corp.).  From 

the  start  the  firm  was  heavy  on  in 
ment  banking  talent  but  li^ht  on  man- 
agement. High  turnover  and  spotty  per 
formance  consigned  the  firm  to  the 

second  tier  of  tech  boutiques.  But  as 
rivals  were  acquired,  Volpe  Brown  cap- 
italized on  its  status  as  one  of  the  last 
San  Francisco  independents  by  attract- 
ing a  group  of  talented  new  staffers. 
Chief  among  them  was  Feuille,  now  42, 
who  had  helped  build  the  tech  banking 
groups  at  Robertson  Stephens  and  UBS. 
FULL-SERVICE  FIRM.  Feuille  began  over- 
hauling Volpe  Brown  from  top  to  bot- 
tom. "We  changed  every  facet  of  the 
way  we  did  business — every  policy, 
every  procedure,"  he  says.  Most  impor- 
tant, he  rounded  out  Volpe  Brown  as  a 
full-service  firm  by  building  up  its  trad- 
ing arm.  The  flowering  of  the  Internet 
economy  brought  a  bouquet  of  new  busi- 
ness as  Volpe  Brown  co-managed  fi- 
nancings for  EarthWeb,  Efficient  Net- 
works, VerticalNet,  and  many  others. 
The  firm  booked  $110  million  in  rev- 
enues in  1999,  double  1998's  total. 
But  in  the  middle  of  this  burst  of 
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VOLPE  BROWN  WHELAN 

FOUNDED  1986,  in  San  Francisco 

SOLD  1999,  to  Prudential 
Securities  for  $150  million 

MANAGED  OR  CO-MANAGED 

220  public  offerings,  raising 
$11.6  billion,  from  1992-1999 

CLIENTS  included  Prodigy, 
theglobe.com,  Chemdex.com,  CNET 

EMPLOYEES  AT  TIME  OF  SALE 

220 

LARGEST  STOCKHOLDERS 

Credit  Suisse  First  Boston,  22.5%; 
Tom  Volpe,  20% 

DATA:  BUSINESS  WEEK 

prosperity,  name  partners  Volpe  and 
Whelan  decided  to  put  the  firm  up  for 
sale.  In  Volpe's  opinion,  the  firm's  roar- 
ing revenue  growth  masked  a  worri- 
some deterioration  in  profitability.  While 
it  was  natural  that  the  firm's  rapid 
growth  should  crimp  earnings,  Volpe 
concluded  that  his  firm  was  at  a  grow- 
ing disadvantage  against  Chase  H&Q  and 
its  other  traditional  rivals,  each  of  which 
now  was  backed  by  a  well-endowed  par- 
ent. "The  fact  was,  our  margins  were 
going  down  steadily,"  says  Volpe,  49. 

At  an  executive  committee  meeting  in 
June,  1999,  Volpe  proposed  hiring  Black- 
stone  Capital  Partners  to  survey  poten- 
tial buyers.  Weeks  later,  some  other 
committee  members  would  discover  that 
Blackstone,  in  fact,  had  been  retained  in 
April  and  had  been  working  closely  with 
Bob  Whelan  ever  since.  Volpe  says  now 
that  he  cannot  remember  when  Black- 
stone  was  signed  to  an  engagement  let- 
ter and  he  refused  to  check.  "I'm  not 
sure  we  would  disclose  that  kind  of  in- 
formation," he  says. 
BROADER  BASE.  Feuille  and 
Research  Director  Peter 
Rogers,  his  principal  ally  on 
the  six-person  executive 
committee,  saw  no  need  to 
sell.  They  believed  that  the 
firm  was  disadvantaged 
only  by  its  inability  to  offer 
more  equity  to  top  bankers, 
analysts,  and  traders.  Volpe, 
Whelan,  and  Paul  W. 
Brown  collectively  owned 
35%,  while  csfb  and  other  outsiders 
held  another  35%.  The  remaining  30% 
was  thinly  spread  among  50  of  the  firm's 
employees.  Feuille  and  Rogers  proposed 
that  the  firm  convert  from  a  partnership 
into  a  corporation  and  recapitalize  on  a 
much  broader  base. 


As  it  became  apparent  that  Volpe 
and  Whelan  preferred  a  sale  to  a  re- 
cap, Feuille  and  Rogers  advocated 
merging  with  an  online  brokerage  like 
E*Trade  Group  or  Wit  Sound  view 
Group  Inc.  But  Whelan,  now  48,  effec- 
tively ended  consideration  of  a  stock- 
for-stock  combination  with  Soundview 
with  this  terse  verdict:  "That  would  not 
be  a  liquidity  event." 

Enter  Prudential  Securities.  Although 
the  firm  had  climbed  to  11th  in  the  eq- 
uity underwriting  rankings  by  1998,  it 
was  still  nowhere  in  technology.  Plug- 
ging this  gap  was  of  such  importance  to 
President  and  ceo  Hardwick  Simmons 
that  he  had  given  responsibility  for  ne- 
gotiating with  Volpe  Brown  to  Pica. 
Normally,  a  transaction  of 
such  modest  size  would 
have  been  handled  by  Paul 
V.  Scura,  the  head  of  in- 
vestment banking. 

The  negotiations  got  se- 
rious in  August,  1999. 
Feuille's  worst  fears  soon 
were  realized  when  Pru  in- 
dicated that  it  wanted  Volpe 
Brown  for  its  corporate  fi- 
nance arm  and  intended  to 
shut  down  its  trading  desk. 
Feuille  had  made  every  effort  to  inte- 
grate Volpe  Brown's  various  depart- 
ments into  a  single  tightly  knit  group, 
socially  no  less  than  professionally.  The 
coo  repeatedly  warned  that  the  trading 
unit  was  not  expendable.  Kill  it,  he  said, 
and  you  will  destroy  the  firm. 

In  October,  Pica  sent  Scura  and  an- 
other banker  to  San  Francisco  to  per- 
form the  customary  due  diligence.  How- 
ever, they  were  hampered  by  Volpe's 
refusal  to  let  them  talk  to  anyone  but 
executive  committee  members.  Even  so, 
a  Pru  spokesman  says,  a  "significant" 
number  of  employees  were  offered 
salary  guarantees  or  retention  bonus- 


POINT  MAN 

When  a  key  Volpe  player 
threatened  to  resign,  Pru 
capital  markets  chief  Pica 
negotiated  a  face-saving 
compromise.  But  the 
detente  proved  short-lived 


es.  Feuille  disputes  this,  saying  that  he 
was  one  of  only  four  Volpe  Browners 
who  got  a  guarantee  and  that  no  one 
was  offered  a  retention  bonus.  Mean- 
while, Volpe  and  Whelan  cut  an  extra- 
ordinary deal  for  themselves  and  their 
fellow  owners,  persuading  Prudential  to 


pay  a  hefty  2.4  times  book  value — 90 
of  it  due  in  cash  on  closing. 

Volpe  Browners  began  resigning 
droves  long  before  Prudential  cou 
complete  the  process  of  merging  t 
firm  with  its  own  80-person  tech  ban 
ing  group.  Star  analyst  Finnie  last 
barely  three  weeks,  resigning  on  Jan. 
to  join  an  Internet  company.  Dispatch 
to  San  Francisco  on  a  damage  contr 
mission,  Scura  spent  a  day  intervie 
staffers  and  realized  that  many  wou 
follow  Feuille  out  the  door  if  he  mac 
good  on  his  threat  to  resign  on  Jan.  1 

Scura  carried  back  to  New  York 
list  of  11  demands  from  Feuille,  most 
which  Pica  promptly  accepted.  Feuil 
was  put  in  charge  of  the  combined  uni 


A  STAR  IS  GONE 

After  Volpe  Brown's 
takeover,  Internet  analyst 
and  rainmaker  Finnie 
departed  to  join  a  Net 
company.  Finnie  generated 
at  least  a  quarter  of  the 
firm's  1999  revenues 


supplanting  Volpe  and  Whelan,  both 
whom  were  shunted  into  non-operatir 
roles.  Feuille  was  promised  that  50 
of  revenues  would  go  into  a  bonus  po 
to  be  distributed  as  he  saw  fit.  Bi 
within  weeks,  Feuille  was  complainir 
that  Prudential  was  not  living  up  to 
its  promises.  In  early  March,  he  an 
Rogers  resigned.  Simmons  flew  to  Si 
Francisco  and  took  the  two  to  dinne  I 
Feuille  and  Rogers  refused  to  rescir 
their  resignations,  but  did  agree  to  fly 
New  York  for  one  last  meeting. 
FRUITLESS  DISCUSSION.  Feuille  opene 
the  session  with  an  audacious  ultim; 
turn:  He  would  return  only  if  half  owi 
ership  in  pvtg  was  transferred  to 
employees.  Simmons  refused  to  do  s 
After  six  hours  of  fruitless  discussioi 
Feuille  and  Rogers  flew  home  empt; 
handed  and  Volpe  again  took  charge 
pvtg.  Volpe  Brown's  founder  is  $30  mi 
lion  richer,  but  admits  to  misgivings  jus 
the  same.  "The  end  result  I  would  ha\ 
liked  to  be  different,"  Volpe  says, 
would  have  liked  more  people  to  stay. 
An  investment  bank  is  a  fragiL 
evanescent  thing.  Acquiring  one  is  lik 
trying  to  bottle  lightning.  At  the  mi 
ment,  it  looks  like  Prudential  Security 
paid  $150  million  for  little  more  than 
new  name  to  insert  between  Prudei 
tial  and  Technology  Group. 

By  Anthony  Bianc 
in  San  Francisc 
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before  the  global  reach  of  the  internet,  businesses  had  to  worry  whether 
customers  would  show  up.  now  the  cause  for  concern  is  when  they  do.  all 
together,  in  droves,  in  the  volume-dense  surge  economy,  the  pressure 
to  perform  has  never  been  more  intense,  to  meet  these  demands  head-on, 
intel  is  launching  a  global  network  of  state-of-the-art  internet  data 
centers,  now  any  company  can  quickly  gain  the  advantages  of  an 
e-business  without  going  through  the  contortions  of  one.  the  same 
people  and  technology  that  make  intel  a  $1-billion-a-month  e-business  are 
at  the  heart  of  intel'  online  services,  so  while  you're  generating  traffic,  you 
can  be  assured  that  intel  will  handle  it  when  it  comes  in.  because  in 
the  surge  economy,  the  problem  isn't  finding  customers,  it's  what  to  do 
when  they  find  you.  ^solutions  for  the  surge  economy  -*  intel.com/go/ebiz  J 


_  ration.  Intel  is  a  registered  trademark  of  Intel  Corporation.  All  rigtits  reserved 
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Management 


COMMENTARY 


.     By  Louis  Lavelle 

CORPORATE  LIPOSUCTION' 
CAN  HAVE  NASTY  SIDE  EFFECTS 

In  the  1990s,  Unisys  Corp.,  which  from  1993  to  1996.  Forty-three  suf-  go  for  the  quick  hit.  Pressure  from 
supplied  mammoth  number-  fered  a  significant  downturn  in  earn-  Wall  Street  to  make  the  quarterly 
crunching  computers  to  business,  ings  growth  within  three  years,  in-  numbers,  the  difficulty  of  generating 
got  slammed  by  the  PC  revolu-  eluding  Owens-Illinois,  Campbell  sales  growth  in  stagnating  sectors, 
tion.  With  sales  of  its  mainframes  Soup,  and  Alcoa.  For  its  part,  and  the  desire  to  boost  the  value  of 
slowing,  the  company  embarked  on  a  Unisys  says  its  restructuring  al-  stock  and  options  that  make  up  an  i 
massive  restructuring,  closing  plants,  lowed  it  to  reduce  debt  and  invest  increasingly  large  part  of  their  corn- 
shutting  down  product  lines,  and  re-  in  financial  services  and  transporta-  pensation  packages  all  play  a  part, 
ducing  its  workforce  by  70,000.  tion  businesses  thatit  believes  will  CANNIBALIZATION.  Cost-cutting,  of 
Those  efforts  have  given  Unisys  a  provide  long-term  sales  growth.  course,  is  not  always  a  shortsighted 

■■■■■■■piHiB^^HHHHHI   strategy, 
the  past  five  years,  its  earn-  Id  il  I   wave  of  restructurings  helped 

ings  have  grown  95  times  ^^^^^^^^^^^^^^^^^^^^^^^^^^^   U.S.  companies  become  more 

faster  than  sales.  That  whole-  In  the  S&P  500,  25  companies  had  earnings  efficient  and  better  able  to 

sale  transformation  of  assets  growth  at  least  five  times  greater  than  sales  take  on  the  challenges  of  glob- 

into  earnings  helped  push  growth  from  1995  through  1999.  Some  examples:  alization.  But  when  companies 

Unisys  stock  from  roughly  $9  start  cannibalizing  the  very 

in  the  beginning  of  1995  to  al-  INC0ME  GR0WTH/  things  they  need  to  innovate 

.    (PrA  ,      .    rf ,    ,                                  COMPANY                                                                      SALES  GROWTH  RATIO  s  J  , 

most  $;j0  last  October.  •  and  grow, 

Then  Unisys  hit  a  wall.  In         TJnisys 95^     UNISYS   there  ™ 

October,  shares  fell  37%  after  "  consequences, 

the  company  Amerada  HeSS    33.2      freq»en«y  dire.  "If  you  simply 

announced  that  WA  cut  heads,  you  end  up  with 

price  cuts  by  ri-         Jf2  E&Stm&n  Kod&k  26  '^      'ower  costs,  but  chaos  and  dis- 

vals  had  taken  a        Mt^i  ruption,"  says  Edward  E. 

toll  on  sales.  In  KlTl3,rt  2 1  Lawler,  a  professor  at  the  Uni- 

April,  the  company's  struggle  versity  of  Southern  California's 

to  merge  three  disparate  NorthrOD  GrUITiman    11.4        .-„..-„„,    Marsha11 

salesforces  was  blamed  for  a  -     DvuLV v     School  ol 

decline  in  first-quarter  rev-  Hershey  F00(lS 10.3        |[||UnLT  U     Business' 

enue.  And  on  June  29,  the  fi-  "  Even  af- 

nal  blow:  Shares  tumbled  38%       SUDerVcilll 9.8      ter  years  of  economic  expan- 

to  close  at  14M      \/w—r~\rm\\/  sion,  there  are  still  plenty  of 

when  the  com-      /\tl\U/\.      X6F0X 8.2      companies  that  fit  Hamel's  pro 

pany  warned  file.  Twenty-five  companies  in 

that  it  wouldn't  make  its  al-  oM. 7.8      the  s&P  500  have  seen  earnings 

ready  reduced  second-quarter        of  n  grow  at  least  five  times  faster 

profit  numbers.  ucLTa,  Lee   /  .4      than  sales  over  the  past  five 

HARDLY  UNIQUE.  Unisys  may  data:  s&p  compustat  years.  They  have  market  caps 

be  an  extreme  example  of  a  ranging  from  $1.5  billion  to 

company  cutting  its  way  to  earnings  Why  the  implosions?  Basically,  it's       $60.2  billion  and  include  some  of  the 

growth,  but  the  outcome  is  hardly         the  triumph  of  short-term  thinking         best-known  corporate  names  in  the 
unique.  Unless  a  restructuring  also        over  planning  for  the  long  haul.  The       world.  Xerox,  Chevron,  Eastman  Ko- 
includes  nurturing  new  businesses  cost-cutting  measures  that  may  gen-       dak,  and  Kmart  are  all  on  the  list.  If 

that  will  soon  generate  substantial         erate  a  quick  earnings  boost  can  Hamel  is  right,  21  of  them  will  be 

sales,  earnings  are  likely  to  come  off     make  it  difficult  or  impossible  for  suffering  from  an  earnings  hangover 

the  rails.  Gary  Hamel,  a  professor         companies  to  engage  in  the  kind  of         well  before  New  Year's  Day,  2003. 
at  Harvard  Business  School  and  radical  innovation  necessary  for  -sur-  That's  already  happened  at  Xerox 

founder  of  Strategos,  a  Menlo  Park        vival.  Hamel  calls  it  "corporate  lipo-        Corp.  where  compound  annual  earn- 
(Calif.)  consulting  firm,  recently  ex-       suction,"  and  says  there's  such  a  ings  growth  has  been  running  at 

amined  50  Standard  &  Poor's  500  thing  as  going  too  far:  "Finally,  12.3%,  more  than  eight  times  faster 

companies  that  raised  earnings  at  you're  down  to  the  heart  and  lungs."      than  sales  growth.  Foreign  currency 

least  five  times  faster  than  sales  It's  not  hard  to  see  why  managers      woes,  increased  competition  in  digital 
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This  is  Janet. 


She's  your  online  customer. 


But  that's  all  you  know. 


Can  you  afford  to  wait  months  for  the  full  picture? 


Management 


T 


Companies  have  been  able  to  turn  stagnation  into  rich 
new  opportunities,  but  it  takes  a  dash  of  fortitude 


copiers  and  printers,  and  price  pres- 
sure on  key  products  had  left  the 
company  reeling.  So  it  undertook  a 
massive  restructuring  to  reduce  costs 
by  $1  billion.  Manufacturing  and  ser- 
vice operations  were  tightened.  Stor- 
age and  distribution  were  out- 
sourced. And  10%  of  the  workforce, 
some  9,000  employees,  got  the  boot. 
It  worked,  for  a  time.  Sales  began  to 
recover,  earnings  got  a  boost,  and 
the  Street  found  a  reason  to  cheer. 
Company  shares  peaked  at  nearly 
$64  in  May,  1999,  up  from  $40  in' 
September,  1998. 

But  in  the  last  year,  earnings, 
sales,  and  share  prices  have  all  taken 
major  hits.  Xerox,  which  has  changed 
chief  executives  twice  in  the  past 
year,  denies  that  its  woes  are  due  to 
excessive  cost  cutting.  "Our 
corporate  goal  is  not  to  stay 
a  low-revenue  growth  com- 
pany and  improve  our  earn- 
ings," says  Jeff  Simek,  a 
company  spokesman.  "Our 
goal  is  to  do  what  we  can  to 
improve  productivity  and 
reorient  to  higher-growth 
markets." 

For  sure,  not  all  compa- 
nies that  generate  earnings 
in  the  absence  of  equivalent 
sales  are  headed  for  a  cata- 
strophe. The  mid-'90s  recov- 
ery that  boosted  earnings  at 
many  companies  makes  the 
disparity  between  earnings 
and  revenue  growth  appear 
worse  than  it  actually  is. 
And  what  was  true  for  the 
pre-Internet  1990s  may  not 
hold  true  for  the  new  millen- 
nium. Terrence  L.  McGrane, 
a  partner  at  consulting  firm 
KPMG  International,  says  In- 
ternet-related efficiencies  will 
continue  to  grow,  making  it 
possible  for  companies  "to 
sustain  earnings  growth  that 
will  continue  to  outpace  sales 
growth"  well  into  the  future. 

But  the  Internet  cuts  both 
ways  when  it  comes  to  effi- 
ciencies, making  it  cheaper 
for  companies  to  do  business, 
but  easier  for  customers  to 
comparison  shop  and  new 
competitors  to  enter  markets. 


Michael  Knetter,  a  professor  at  Dart- 
mouth's Amos  Tuck  School  of  Busi- 
ness, says  many  of  the  efficiencies 
will  show  up  as  lower  prices  for  cus- 
tomers, not  bigger  profits  for  in-, 
vestors.  "The  efficiencies  of  the  Inter- 
net benefit  consumers  at  least  as 
much  as  they  benefit  the  firm,"  he 
says. 

GREENER  PASTURES.  At  least  a  few 
companies  have  been  able  to  turn 
stagnation  into  a  chance  to  mine  rich 
new  opportunities.  At  Corning  Inc., 
for  example,  poor  future  growth 
prospects  for  the  two  businesses  re- 
sponsible for  half  the  company's 
sales — consumer  products  and  med- 
ical testing — forced  a  restructuring  in 
1995  that  led  to  the  sale  of  both  busi- 
nesses and  a  focus  on  telecommunica- 

Not  All  Profits 
Are  Created  Equal 

There  are  lots  of  ways  to  book  earnings  that  have 

nothing  to  do  with  selling  goods  or  services.  Here 

are  some  favored  tactics  and  the  risks  they  present 


RESTRUCTURING 


Looks  good  on  paper,  but  reshuffling  can  disrupt 
operations  and  leave  sales  staffs  adrift 


LAYOFFS 


Instant  cost  savings,  but  can  be  too  extreme,  leaving 
the  company  unable  to  jump  on  new  opportunities 


UNLOADING  UNDERPERFORMING  ASSETS 


Improves  the  bottom  line,  but  unless  the  company 
makes  smart  reinvestment  choices,  the  benefit  can 
be  fleeting 


OUTSOURCING  OPERATIONS 


Often  cheaper  than  the  do-it-yourself  method,  but 
can  result  in  a  loss  of  quality  controls 


SHARE  BUYBACKS 


Can  boost  the  stock  price,  but  does  nothing  to 
build  the  business 


PENSION  GAINS 


Booking  them  can  enhance  the  bottom  line,  but 
could  disguise  mediocre  operations 


tions,  information  displays,  and  ad- 
vanced materials.  While  shedding  its 
slow-growth  businesses,  Corning  dou- 
bled its  investment  in  research  and 
development,  built  a  new  plant,  and 
hired  700  scientists  and  engineers. 

The  results  are  impressive:  Sales 
this  year  are  expected  to  approach  $7 
billion,  up  from  $4.7  billion  last  year, 
and  the  fiber-optic-devices  business  is 
growing  at  an  80%-plus  rate.  Chief 
Executive  Roger  G.  Ackerman  says 
that  ignoring  the  market  pressure  for' 
short-term  gains  and  focusing  instead 
on  the  fiber-optics  business,  ensured 
the  company's  future  growth.  "When 
we  saw  the  size  of  the  opportunity 
and  the  need  to  spend  more  at  a  time 
when  our  stock  was  in  the  tank,  it 
just  appeared  to  be  the  right  thing  to 
do,"  he  says. 

But  that  kind  of  fortitude 
is  increasingly  rare  in  the  ex- 
ecutive suite.  Many  corporate 
cultures  value  stewardship 
over  innovation.  Lawler  says 
cost-cutting  in  the  1980s  be- 
came so  ingrained  in  many 
companies  that  executives 
now  lack  the  management 
skills  needed  for  a  growth 
strategy  that  involves  making 
radical  but  necessary  change. 
Investors  share  part  of  the 
blame.  By  rewarding  quarter- 
ly earnings  gains  with  a 
runup  in  the  stock  price,  they 
encourage  executives  to  think 
short  term.  As  loud  as  they 
may  be,  companies  need  to 
ignore  the  market  voices.  "If 
you're  willing  to  create  a 
world  where  risk-taking  is  re- 
warded, you  can  get  a  more 
innovative  organization,"  says 
Lawler.  In  a  world  focused 
solely  on  the  next  quarterly 
earnings  report,  that's  a  lot 
easier  said  than  done. 

Lavelle  covers  management 
from  New  York. 


BusinessWeek  online 


For  a  more  extensive  list  of 

companies,  go  to  the 

July  17  issue  at 

www.businessweek.com. 
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Spends  $120* 

when  she  shops 

online,  but 

only  $85  by 

catalog 


Spent  $10  on  your 

site,  then  $80  in 

your  retail  store 

the  next  day 


NTRODUCING  DIGITAL  ARCHAEOLOGY. 

In-depth  customer  insights 
faster  than  you  ever  thought  possible. 


You  don't  have  to  spend  months— or  millions  of  do  liars— getting  a  complete  picture  of  your  customers.  Now  you  can  do  itaffordably,  in  only  days, 
with  revolutionary  c-Discovery™  software  from  Digital  Archaeology.  Instantly,  c-Discovery  links  all  your  separate  and  disparate  data— from  log  files  to 
bricks-and-mortar  sources  to  legacy  systems— to  reveal  who  your  customers  really  are.  What  they  buy.  Where  they  came  from.  How  they  shop.  How  they 
navigate  your  site.  Which  of  your  campaigns  or  commercials  got  them  there.  All  in  time  for  you  to  react  today,  when  it  counts. 

What's  more,  c-Discovery  lets  you  perform  complex  gueries  and  analyses  without  writing  a  single  line  of  code.  Within  days,  within  budget,  you 
can  learn  how  to  convert  browsers  into  buyers.  Increase  your  average  order  size.  Cross-sell.  Up-sell.  Personalize  offers.  And  much  more. 

Want  proof?  Using  your  own  data,  we'll  show  you  how  quickly  c-Discovery  can  ^ 

put  all  the  pieces  together.  Schedule  your  one-on-one,  customized  demonstration  today.        □  1  G  1  T-R  l_  fr  -R  -RC-H-H-EOLDGY 
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REGULATORS 


A  REAL  TEST 

FOR  TRUSTBUSTERS 

The  scale  of  the  AOL  Time  Warner  deal  is  mind-boggling 


As  Internet  powerhouse  America 
Online  Inc.  prepares  to  tie  the 
knot  with  media  giant  Time 
Warner  Inc.,  regulators  are 
champing  at  the  bit  to  set  ground  rules 
for  the  first  true  marriage  of  Old  Econ- 
omy and  New  Economy.  The  $183  bil- 
lion deal  is  "the  first  merger  of  TV  with 
the  Internet,"  says  Blair  Levin,  former 
Federal  Communications  Commission 
chief  of  staff  who  now  represents  tiny 
AOL  rival  iCast  Corp.  in  Woburn,  Mass. 
"It  presents  the  regulators  with  un- 
precedented issues  involving  conver- 
gence." Neither  a  cable  company  nor 
an  Internet  company,  the  new  aol  Time 
Warner  is  a  hybrid,  and  regulators  must 
figure  out  whether  old  or  new  rules 
should  apply — or  no  rules  at  all. 

This  deal  is  expected  to  be  ap- 
proved— with  certain  conditions — that 
could  shape  the  Net  for  decades  to 
come.  Officials  at  the  Federal  Trade 


Commission,  the  fcc,  and  the  European 
Union  in  Brussels  declined  to  comment. 
Insiders,  however,  offer  insights  into 
what  the  trustbusters  are  targeting. 

Most  merger  watchers  expect  the 
FTC  to  lead  the  way.  FTC  Chairman 
Robert  Pitofsky  has  long  champi 
oned  extra  scrutiny  of  megamerg- 
ers  that  threaten  to  narrow  the 
diversity  of  voices  in  the  media, 
business  week  has  learned 
that  the  FTC  is  about  to  issue 
civil  investigative  demands 
to  industry  players  so  it 
can  gather  more  infor- 
mation on  numerous  

Concerns  in-    TIME   WARNER 


elude  the  possibility 
that  aol,  the  largest  online  company, 
and  Time  Warner,  the  No.  2  cable  opera- 
tor and  the  owner  of  top  media  brands 
such  as  cnn  and  hbo,  could  use  their 
existing  positions  to  dominate  other  mar- 


kets such  as  instant  messaging  and  di 
tal  TV,  critics  say.  "Cable  is  hijacking  th 
Internet,"  says  Jeff  Chester,  executiv 
director  of  the  Center  for  Media  Educj 
tion,  a  consumer  watchdog  group.  "W 
can't  let  the  diversity  and  competitive 
ness  of  the  Internet  be  diminished  a 
the  cable  industry  becomes  ,the  domi 
nant  provider  of  high-speed  Internet  ac 
cess."  The  FTC  also  is  examining  the  ti 
between  Time  Warner  and  AT&T,  th 
No.  1  cable  operator,  which  owns  9% 
Time  Warner.  "Put  it  all  together,  an 
there  has  never  been  anybody  with  tha 
kind  of  concentration  in  market  power, 
says  Preston  Padden,  executive  vice 
president  at  rival  Walt  Disney  Co. 

For  their  part,  aol  and  Time  Warne 

say  they  have  little  to  fear  from  regu 

lators.  None  of  the  conditions  unde 

discussion,  they  say,  seems  to  be  ; 

deal-breaker.  "We  look  forward  t< 

closing  [the  deal]  in  the  fall, 

says  AOL  Senior  Vice-Presiden 

George  Vradenburg  III. 

The  tricky  part  for  regu 

lators    is    that    this    dea 

wouldn't  violate  tradition 

al  antitrust  rules,  aoi 

and    Time    Warne 

don't  generally  com 

pete  with  one  anoth 


t 


er  right  now,  so  the  merger  wouldn' 
reduce  competition  in  an  existing  mar 
ket.  But  as  the  analog  delivery  of  medi; 
goes  digital,  markets  collide  and  merge 
"My  anxiety,"  says  Stanford  University 
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I'ichard   ga  rriott 

intasy  game  designer/aspiring  astronaut 


ichard:  i  use  my  adventures  — the  arctic 


) 


bmarine   trip,   flying   MIG   fighters  — as 
reative  fuel. 

)hn  and  merrill  lynch  have  given  me  the 
eedom   to   focus   on   my  core   business, 


mile  they've  been  brilliant  at  coming  up 
/it h  innovative  ways  to  afford  the  creative 
tuff... my  homes... my,  uh,  excursions... 


4*- 
ft 


\ 


J 


ml.com 


►  ght  now  we  have  one  long-term  goal,  i'm 
boking  to  buy  a  flight  into  space. 


the   creative   mind    needs  to   be   fed 


John  lipinski 

earthbound  financial  consultant 

John:  he  came  to  me  with  his  first  royalty 
check  when  he  was  19...  a  big  payday  for  a 
teenager. 

by  any  definition  of  risk  tolerance,  he's 
off  the  charts,  he  likes  tech  stocks,  likes 
technology,  period. ..an  early  user  of  merrill 
lynch  online,  which  he  likes  because  it  gives 
him  more  control  over  his  portfolio. 

i  have  to  admit,  in  our  financial  plans  we  don't 
have  a  little  box  to  tick  off  called  "$10  million 
space  flight."  but  we're  working  on  it. 


;  appearing  .>.re  actual  Merrill  Lynch  customers  and  were  compensat 
.".  Pierce,  Fenner  &  Smith  Incorporated.  Member  SIPC. 


be  bullish 


Merrill  Lynch 


NEC's  expertise  in  multiple  technologies  opens  new  worlds.  From  super  thin  plasma  screens  to  the 
largest  flat-screen  LCD  monitors  with  the  widest  viewing  angle  available,  NEC  consistently  provides 
world-leading  imaging  solutions.  Because  NEC  excels  in  computers,  communications,  and  semiconductors 
we're  able  to  find  solutions  sooner  and  develop  our  technology  further.  Imaging 
leadership  is  one  reason  why  NEC  is  the  first  choice  of  world  class  businesses 
and  organizations,  from  space  operations  centers  to  global  disease  control 
facilities.  It's  easy  to  see,  NEC  is  At  The  Center  Of  Innovation. 


"IS o  1  u  t  i  ons. 


www.nec.com 


The  giant  TV-and-Internet  merger  is  likely  to  be 
approved-but  with  certain  conditions 


iw  professor  Lawrence  Lessig,  "is  that 
'hat  they  do  is  based  on  old  models." 

Regulators  have  the  authority  to  Cre- 
te conditions  that  address  mere  hypo- 
letical  problems.  In  1996,  regulators 
?ared  that  the  combination  of  Time 
/arner's  cable  systems  with  Turner 
■roadcasting  System's  cable  channels 
light  give  the  new  company  the  incen- 
ve  to  deny  competing  programmers 
scess  to  the  public.  Borrowing  from 
revisions  in  the  1992  Cable  TV  Act, 
le  agency  barred  such  anticompetitive 
mduct.  The  question  is  whether  the 
•ust busters  understand  the  Internet 
■ell  enough  to  craft  effective  rules. 

The  two-way  digital  technology  of  the 
iternet  creates  new  opportunities  for 
mipanies  to  game  the  system.  For  in- 
i;ance,  aol  Time  Warner  could_  store 
Is  own  content,  such  as  CNN  news,  on 
irvers  close  to  consumers'  homes,  en- 


suring that  their  Web  pages  appear  on 
computer  screens  faster  and  more 
smoothly  than  those  of  rivals  such  as 
AHCnews.com.  A  user  would  instantly 
get  the  latest  video  clip  from  Wolf 
Blitzer  but  wait  an  extra  few  annoying 
seconds  to  get  Peter  Jennings'  report. 
The  new  company,  which  provides  In- 
ternet access,  could  make  sure  con- 
sumers' e-mail  responses  or  e-commerce 
orders  originating  from  its  Web  sites 
travel  on  a  faster  path  than  those  orig- 
inating from  competitors'  sites.  AOL  says 
it  would  never  do  that. 

aol's  behavior  in  the  instant  messag- 
ing market  already  makes  rivals  ner- 
vous. With  90  million  users,  aol's  real- 
time e-mail  communications  system 
dominates  this  emerging  business.  Com- 
panies from  Microsoft  Corp.  to  startup 
Odigo  Inc.  have  tried  time  and  again 
without  aol's  permission  to  link  to  aol's 


WOULD  AOL  TIME  WARNER  BE  ANTICOMPETITIVE? 

The  Federal  Trade  Commission  and  the  Federal  Communications  Commission 

are  studying  whether  the  marriage  of  these  two  would  create  a  powerhouse 

so  big  it  would  thwart  competition.  Here's  what  they're  looking  at: 


TOO    COZY    WITH    AT&T 


AOL  Time  Warner  and  AT&T,  the  nation's  No.  1  cable  operator,  are  deeply 
entwined  through  AT&T's  9%   stake  in  Time  Warner  and  its  25.5% 
ownership  of  Time  Warner  Entertainment.  Competitors,  such  as  BellSouth 
and  SBC  Communications,  worry  this  will  lead  to  anticompetitive  deals. 
One  possible  example:  AOL  Time  Warner  could  get  exclusive  use  of 
AT&T's  cable  system  to  deliver  interactive  TV. 


DOMINATING    CONTENT    AND    ITS    DELIVERY 


AOL  is  the  dominant  online  service,  while  Time  Warner  is  the  No.  2  cable 
operator.  Time  Warner  owns  four  of  the  most  popular  cable  channels:  CNN, 
TBS,  TNT,  and  the  Cartoon  Network,  as  well  as  HBO,  the  leading  premium 
cable  network.  Competitors,  including  Disney  and  RCN,  fear  that  AOL  Time 
Warner  would  favor  delivering  its  own  content  over  its  broadband  cable 
system  and  Internet  service  instead  of  rivals'  programs. 


RULING    INTERACTIVE   TV 


Rivals,  such  as  Disney  and  SBC,  fear  that  AOL  Time  Warner  will  use  its 
dominance  to  squeeze  out  competitors  in  the  next  incarnation  of  the 
Internet — interactive  television,  where  consumers  get  Web  access  on  their  TV 
sets  along  with  TV  programming.  Because  AOL  Time  Warner  would  control 
the  pipes  that  deliver  l-TV,  it  could  favor  its  interactive  content  and  services. 


GOVERNING  INSTANT  MESSAGING 


With  90  million  people  signed  up,  AOL  is  a  powerhouse  in  instant 
messaging,  which  allows  consumers  to  send  instantaneous  e-mails  to  each 
I other.  Rivals,  including  Microsoft  and  startup  Tribal  Voice,  say  AOL  unfairly 
blocks  other  companies'  customers  from  exchanging  instant  messages  with 
AOL's  users,  thus  preventing  competing  services  from  thriving. 


customers.  M)L  has  blocked  them,  c 

violations  of  its  users'  security  and  pri- 
vacy rights.  AOL  says  it  has  myall;, 
licensing  agreements  with  20  trusted 

partners  to  use  its  instant-messaging 
system,  and  it  is  cooperating  with  ef- 
forts to  fashion  an  open  standard  for 
the  technology.  Rivals  are  skeptical  and 
are  urging  regulators  to  jawbone  AOL 
into  speeding  the  process  along.  If  not, 
predicts  instant  messaging  company 
Tribal  Voice  ceo  Ross  Bagully,  "this 
problem  will  end  up  two  or  three  years 
down  the  road  at  the  Justice  Dept." 
TIES  THAT  BIND,  aol  Time  Warner's 
close  relationship  with  AT&T  also  gives 
rivals  and  regulators  pause.  AT&T,  the 
biggest  cable  company  in  the  U.S.,  owns 
9%  of  Time  Warner  and  25.5%  of  Time 
Warner  Entertainment,  the  entity  that 
contains  most  of  Time  Warner's  cable 
systems.  The  cross-ownership  ties  give 
the  companies  an  incentive  to  strike  ex- 
clusive deals  that  put  rivals  at  a  disad- 
vantage, say  competitors  such  as  phone 
giant  SBC  Communications  Inc.  Rivals 
fear  AT&T  could  get  exclusive  access  to 
provide  telephone  sendee  over  aol  Time 
Warner  cable  systems  in  exchange  for 
running  aol  Time  Warner's  interactive 
TV  service  exclusively  over  AT&T's  ca- 
ble systems.  AOL  says  neither  AT&T  nor 
AOL  Time  Warner  has  an  incentive  to 
enter  exclusive  deals  because  both  need 
to  link  up, with  other  companies  to  reach 
the  widest  markets  possible. 

The  deal  is  likely  to  be  approved  with 
conditions.  SBC  wants  regulators  to  ban 
AT&T  and  AOL  Time  Warner  from  acting 
in  concert.  According  to  industry  sources, 
the  FTC  is  considering  requiring  aol  Time 
Warner's  cable  systems  to  carry  all  In- 
ternet service  providers  on  a  nondis- 
criminatory basis — in  much  the  same  way 
that  traditional  cable  operators  today 
must  carry  unaffiliated  programmers  on 
fair  terms.  To  stave  off  regulatory  con- 
cerns, the  companies  in  February  issued 
a  memorandum  of  understanding  with 
this  promise  of  so-called  open  access. 

As  regulators  weigh  the  potential 
anticompetitive  effects  of  the  aol  Time 
Warner  merger,  they  will  be  setting  the 
ground  rules  for  nothing  less  than  how 
the  media  world  will  look  in  the  brave 
era  of  the  Internet. 

By  Catherine  Yang  i)i  Washington 


BusinessWeek  online1 


For  a  look  at  the  new  corporate  politics  at  AOL 

Time  Warner,  go  to  the  June  29  Daily  Briefing 

story  at  www.businessweek.com/today.htm 
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Indiana    has   been    home    to   son 
AmcrK  .1  ams  tot  more  man 

a  century.  Maybe  it's  because  Hoosiers  are 
naturally  competitive.  Or  maybe  it's  because 
the  local  fans  are  so  supportive.  Whatever  the 
reason,  teamwork  is  one  of  the  qualities  that 

**•»•  M0'0r  Manu'ac'^g 

39E       r 


'ndiana.   USA 

has  made  their  state  great.  And  it's  definitely 
one  of  the  reasons  Indiana  was  chosen  as 
the  site  of  Toyota's  major  new  U.S.  vehicle 
manufacturing  plant. 

By  the  time  it's  fully  operational,  Toyota 
Motor  Manufacturing,  Indiana  will  have  the 
capacity  to  produce  300,000  vehicles  per 
year.  The  4,300  jobs  created  will  raise  Toyota's 
direct  U.S.  employment  to  more  than  29.000. 
Now  that's  what  we  call  an  expansion  team. 

As  a  company  which  does  business  in  the 
global  marketplace,  Toyota  recognizes  the 
need  to  invest  in  local  design,  research  and 
manufacturing,  to  ensure  that  the  products 
we  sell  answer  the  special  needs  and  stand- 
ards of  all  of  our  drivers. 

That's  why,  in  26  countries  around  the 
world,  Toyota  cars  and  trucks  are  being 
manufactured  by  the  same  people  who 
drive  them  -  local  people. 

Of  course,  it  makes  good  business  sense 
for  Toyota.  But  it  also  creates  growth  and 
competitiveness  in  the  communities  where 
we  do  business.  That's  what  team  spirit 
means  to  Toyota.  It's  how  we  play  the  game. 

TOYOTA  People  Drive  Us 


Science  &  Technology 


EPIDEMICS 


TAKING  STOCK  OF 
THE  DEVASTATION 

A  July  AIDS  conference  focuses  on  the  horrifying  numbers 

T 

1 1 


|here  are  pestilences  and  there 
are  victims,  and  it's  up  to  us, 
so  far  as  possible,  not  to  join 
forces  with  the  pestilences," 
wrote  Albert  Camus  in  his  1947  novel 
The  Plague,  about  a  fictional 
epidemic  in  a  coastal  North 
African  town  called  Oran.  On 
July  9,  thousands  of  diplomats,  scien- 
tists, activists,  and  reporters  convene  in 
Durban,  South  Africa,  to  join  forces  for 
the  victims  of  an  all-too-real  epidemic 
at  the  XIII  International  aids  Confer- 
ence. For  the  first  time  ever,  this  high- 
profile  conference  is  being  held  on  the 
continent  where  the  aids  epidemic  orig- 
inated, and  where  it  continues  to  take  its 
worst  toll.  According  to  the  U.  N.,  rough- 


AIDS  2000 


ly  8%  of  the  adults  in  sub-Saharan 
Africa,  or  23.4  million  people,  are  infect- 
ed with  the  human  immunodeficiency 
virus,  or  HIV,  that  causes  aids. 

The  venue  brings  much  needed  atten- 
tion to  the  crisis  that  is  unrav- 
eling Africa's  economic  and  so- 
cial fabric.  Infection  rates  in 
this  region  have  skyrocketed  to  levels 
far  beyond  those  predicted  a  decade  ago. 
aids  has  made  orphans  of  more  than  12 
million  children.  Because  it  pri- 
marily strikes  young  adults,  it 
is  decimating  the  area's  work- 
force. Teachers,  doctors,  and 
skilled  workers  are  dying  by 
the  thousands.  Businesses  are 
hiring  two  or  three  people  to 


BOOMING  BUSINESS:  Casket-making 
has  become  a  growth  industry 


\  reseai 


After  South  Africa, 
India  has  the  most 
people  living  with 
HIV/AIDS: 
3.7  million. 


ncan 

fill  a  single  position  in  the  hopes  that  i  \\ 
least  one  will  survive  the  scourge.  Cas  adults 
ket-making  has  become  one  of  the  cont 
nent's  outstanding  growth  industries. 

In  just  20  years,  HIV  outbreaks  havfc  in  ik 
erupted  in  every  corner  of  the  globe 
killing  19  million  people  so  far.  But  th 
blight's  biggest  impact  has  been  on  th  !;  threi 
developing  world,  especially  in  Afric; 
Lack  of  education,  poor  blood-supply  pre 
tection,  and  woefully  inadequate  re  pulation.- 
sources  have  made  it  nearly  impossibl 
for  poor  countries  to  control  the  ep 
demic.  The  potential  devastation  is 
great  that  in  January,  the  U.  N.  Securit 
Council  recognized  aids  as  an  is 
human  security  on  par  with  nuclea 
threats  and  war. 

GDP  PLUNGE.   That  same  month,  th 
U.S.  government's  National  Intelligenc 
Council  issued  details  on  the  globs 
threat  of  infectious  diseases,  includin 
hiv/aids.  Beyond  the  human  traged; 
the  report  predicted  that  the  diseas 
will  exact  an  increasingly  heavy  toll  o  | 
■^^^^"    productivity  and  commerc 
that,  by  2010,  could  reduc 
gross  domestic  product  b  i 
20%  or  more  in  some  sub-Sj  ^ 
haran  African  nations. 

On  June  27,  unaids,  a  join!,, , 
U.  N.  program  based  in  Gene 


lift.  ' 
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A  GLOBAL  VIEW  OF  HIV  INFECTION 

33  million  adults  are  living  with  AIDS  as  of  the  end  of  1999 


EASTERN  EUROPE 

&  CENTRAL  ASIA 

410,000 


SOUTH  &   ; 
SOUTHEAST 
ASIA 

5.4 
million 


.,  published  its  own  comprehensive 

udy  on  the  worldwide  aids  epidemic. 

rican  countries  south  of  the  Sahara 

e  been  hardest  hit:  At  least  10%  of 

adults  in  16  countries  are  infected 

conti  th  the  virus.  If  nothing  is  d'one,  UN- 

»-    ns  researchers  predict  that  half  of  all 

s  in  these  countries  will  fall  victim  to 

is.  In  Asia,  the  incidence    ^^^mma 

[IV  is  greater  than  \%  in 

!  iIr  ily  three  countries — Thai- 

ifrica  id,  Myanmar,  and  Cambo- 

vprofi.  But  because  of  the  huge 

e  it- filiations  of  countries  such 

)<.#(  China  and  India,  even  low 

eepKtes  of  HIV  infection  trans- 

into  huge  numbers  of 

tiple  with  the  virus.  For  in- 

ueilance,  UNAins  estimates  that 

ut  of  every  1,000  adults  are  Hiv-pos- 

•ve  in  India,  which,  given  a  popula- 

iii  of  half  a  billion  adults,  means  that 

irly  4  million  adults  are  already  in- 

jlobabted.  Equally  worrisome,  the  area  of 

j  e  world  where  iiiy  is  spreading  fastest 

neither  southern  Africa  nor  India;  it  is 

istern  Europe.  In  just  two  years,  the 

tal  number  of  HIV-positive  cases  has 

ore  than  doubled  in  Ukraine,  from 

(1,000  in  1997  to  240,000  in  1999. 

In  the  face  of  these  grim  statistics, 

-    alth-care  workers  and  government 

iders  come  to  the  Durban  conference 

ined,  paradoxically  it  might  seem, 

ith   hope.   Young  people  around  the 


13.2  million 

children  under 
15  were  orphaned 
last  year. 
12.1  million 

live  in  sub-Saharan 
Africa. 


DATA:  WORLD  HEALTH  ORGANIZATION 

globe  are  postponing  their  first  sexual 
encounters  and  protecting  themselves 
with  condoms  when  they  do.  For  in- 
stance, statistics  show  that  young 
Brazilians  are  now  as  likely  to  use  con- 
doms as  their  counterparts  in  Switzer- 
land. There  are  also  signs  that  preven- 
tion programs  in  such  places  as  Senegal, 
mmm—^a  Uganda,  and  Thailand  are  ef- 
fectively stemming  the  tide 
of  new  HIV  infections.  "We 
are  not  helpless  against  the 
epidemic,"  says  Dr.  Peter 
Piot,  unaids'  executive  direc- 
tor. "The  real  task  now  is  to 
increase,  massively,  the  polit- 
ical will,  resources,  and  so- 
cial commitment  needed  to 
turn  the  tide  of  the  epidem- 
ic." Unless  that  happens,  he  warns,  the 
damage  already  done  will  be  minuscule 
compared  with  what  lies  ahead. 
TEACHER  SHORTAGE.  What  AIDS  does  to 
human  bodies — devastating  ^^^^m 
them — it  is  doing  to  societies: 
The  most  important  demo- 
graphic groups  are  wrasting 
away.  Harvard  University 
economist  David  E.  Bloom  es- 
timates that  at  least  80%  of 
the  people  dying  from  AIDS 
are  workers  in  their  20s,  30s, 
and  40s.  Doctors  and  nurses 
are  not  immune  to  the  virus 


parts  of  Africa  are  unable  to  handle  the 
increased  demand  caused  by  aids.  Nei- 
ther are  schools.  In  the  first  10  months 
of  1998,  for  exam-    m^^mmmmmhh 


In  Botswana,  a 
shocking  35.8% 
of  adults  are  now 
infected  with  HIV, 
while  in  South 
Africa,  19.9% 
are  infected,  up 
from  12.9%  just 
two  years  ago. 


either.  As  it  is,  clinics  in  many 


The  number  of 
new  HIV  cases  in 
the  Russian 
Federation  tripled 
in  1999.  There 
are  now  about 
130,000 
people  infected  in 
this  region. 


pie,  Zambia  lost 
1,300  teachers — 
equivalent/  to  two- 
thirds  of  the  edu- 
cators it  trains 
annually.  In  the 
Central  African 
Republic,  only  a 
third  of  the  pri- 
mary schools  re- 
main open  because 
of  severe  teacher 
shortages.  "These  deaths  suck  produc- 
tivity out  of  businesses  and  whole 
economies,"  says  Bloom. 

The  oil,  mining,  and  agriculture  in- 
dustries are  starting  to  feel  the  impact 
on  their  bottom  line.  For  example,  man- 
agers at  a  sugar  company  in  Kenya  told 
^^^^m  unaids  that  they  suffered  a 
50%  drop  in  productivity  and 
lost  8,000  days  of  labor  from 
1995  to  1997  because  of  sick- 
ness. In  rural  Zimbabwe, 
meanwhile,  UNAIDS  estimates 
that  30%  to  50%  of  the  land 
is  no  longer  being  used  to 
grow  cash  crops  but  rather 
for  subsistence  farming.  The 
troubles  in  Africa  may  seem 
remote  to  Westerners   who 
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are  enjoying  booming  economic  times. 
But,  says  Harvard's  Bloom,  "in  a  global 
market,  everyone  eventually  suffers." 

Given  the  magnitude  of  the  AIDS  epi- 
demic, what  can  be  done?  A  lot,  says 
UNAIDS  leader  Piot.  Even  in  the  hardest- 
hit  countries,  at  least  65%  of  the  popu- 
lation is  still  free  of  aids.  The  goal,  he 
says,  must  be  to  keep  them  that  way. 
He  points  to  Uganda,  where  openness 
about  the  seriousness  of  the  problem 
and  government-sponsored  education 
campaigns  about  condom  use  have  sig- 
nificantly lowered  Hiv-infection  rates — 
from  14%  in  the  early  1990s  to  8%  today. 
PRENATAL  PILL.  On  the  treatment  front, 
there  is  the  growing  recognition  that 
the  anti-Hiv  drug  nevirapene,  adminis- 
tered just  before  birth,  can  slow  the 
transmission  of  HIV  from  infected  moth- 
ers to  their  children.  The  drug,  which 
can  be  administered  as  a  single  oral 
dose,  costs  about  $4.  Another  bright 
spot:  In  May,  five  pharmaceutical  giants 
agreed  to  slash  the  prices  of  their  anti- 
virals  sold  in  Africa  from  $10,000  for  a 
year's  treatment  to  $1,000. 

Unfortunately,  that  is  still  beyond  what 
many  African  nations  can  afford.  And 
the  cost  of  drugs  is  just  one  of  the  many 
issues  facing  countries  in  southern  Africa. 


BUSINESS... SHOULD  BE  DOING  MORE 


Businesses  can  play  a  key  role  in 
the  fight  against  AIDS.  In-house 
care  and  prevention  programs 
can  stanch  the  number  of  hiv  infec- 
tions. It  can  also  be  good  for  the  bot- 
tom line.  Four  years  ago,  Volkswa- 
gen established  an  AlDS-care  program 
in  Brazil  that  installed  condom  ma- 
chines in  company  bathrooms  and 
provided  HIV-positive  workers  with 
medical  care.  By  1999,  the  company 
found  that  hospitalizations  were 
down  90%  and  HIV  costs  down  40%. 

"The  reality  is  that  businesses  can 
and  should  be  doing  more,"  says 

Because  of  the  stigma  attached  to  AIDS 
and  the  lack  of  widely  available  diagnos- 
tic tests,  many  people — up  to  90%  in 
some  areas — don't  even  know  they  are 
infected.  Most  of  these  countries  also  lack 
the  basic  infrastructure  needed  to  effec- 
tively get  medicines  to  their  people. 

The  upshot,  says  Dr.  Seth  Berkley, 
president  of  the  International  aids  Vac- 
cine Initiative  (iavi),  is  that  humanitar- 


William  H.  Roedy,  president  of  MTV 
Networks  International  and  chairmar 
of  the  Global  Business  Council  on 
HIV/AIDS  (gbc).  mtv  is  working  with 
unaids  to  spread  the  word  about 
condom  use  and  safe  sex  to  young 
people  around  the  world.  At  next 
week's  AIDS  conference  in  Durban, 
South  Africa,  Roedy  and  other  mem- 
bers of  the  gbc  will  hold  a  panel  dis- 
cussion on  how  businesses  can  help 
fight  aids.  A  major  goal  will  be  to 
encourage  more  multinational  compa- 
nies to  take  action.  "It's  the  right 
thing  to  do,"  says  Roedy. 

ian  disasters  continue  despite  scienti 
progress.  As  Camus  wrote:  "We  t< 
ourselves  that  pestilence  is  a  bogey 
the  mind,  a  bad  dream  that  will  pa 
away.  But  it  doesn't  pass  away... it 
the  men  who  pass  away."  That's  wl 
doctors  such  as  Berkley  and  Piot  car 
on,  committed  to  building  on  even  t' 
smallest  successes. 

By  Ellen  Licking  in  New  Yo 
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In    19  35,  FDR  introduced  Social  Security 

so  millions  of  Americans  could  retire  with   less  worry, 

Today,  we're  picking  up  where  he  left  off. 


Presenting  the  Retirement  Income  Manager™  from  T.  Rowe  Price. 

It  helps  you  determine  how  much  of  your  retirement  savings  you  can  comfortably 
spend  each  month  for  the  rest  of  your  life.  Using  advanced  computer  analysis,  it  applies 
ial-world  factors  like  inflation,  interest  rate  shifts,  and  the  ups  and  downs  of  the  market, 
not  to  mention  your  own  standard  of  living  and  life  expectancy.  All  of  which  means,  for 
a  one-time  fee  of  only  $500,  you'll  get  a  customized  investment  plan.  And,  because  it's  a 
ervice,  not  just  a  planning  tool,  dedicated  counselors  work  with  you  to  determine  a  plan 

that  best  meets  your  goals  and  priorities. 
The  Retirement  Income  Manager.   Exclusively  from  T.  Rowe  Price. 


cm 


T.RoweFrice 

//  you're  retired,  or  about  to,  call  1-800-541-4041.  or  visit  us  at  www.trowepnce.com. 

Retirement  Income  Manager  is  a  service  of  T.  RoW  Price  Associates,  ln<  .,  a  registered  investment  adviser.  The  Retirement  Income  Manager  and  ,in\ 
investments  available  through  T.  Rowe  Price  are  neither  t ndorsed,  insured,  nor  guaranteed  by  the  I  S.  government  and  are  subject  to  market  risk 
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DISEASE 


RETHINKING 

THE  AIDS  ARSENAL 

Drug  limitations  and  side  effects  spur  new  approaches  to  HIV 


Although  he  has  lived  with  Hiv  for 
more  than  10  years,  Tom  Dionne 
seemed  the  very  picture  of  health. 
Since  suffering  a  bout  of  AlDS-re- 
lated  infections  in  1996,  Dionne  had  used 
powerful  new  drugs  to  beat  back  the 
disease.  Regular  gym  workouts  kept 
him  buffed  and  strong.  But  in  April,  en 
route  to  his  Washington  (D.  C.)  home 
from  a  marketing  meeting,  he  suddenly 
couldn't  breathe.  When  the  hospital  di- 
agnosed a  heart  attack,  Dionne  was  fu- 
rious. "I'm  only  38,"  he  raged  to  the 
doctors.  "I  eat  well.  I  don't  party.  I'm 
doing  everything  right." 

Dionne's  best  efforts  to  keep  himself 
healthy  were  no  match  for  the  side  ef- 
fects of  his  aids  medications.  While  they 
were  keeping  the  virus  at  bay,  they 
were  also  causing  problems  of  their 
own.  "The  drugs  clogged  up  his  arteries 


and  gave  him  a  heart  attack,"  says  re- 
searcher Dr.  Fred  M.  Gordin  of  the  Vet- 
erans Administration  Medical  Center  in 
Washington.  To  recover,  Dionne  stopped 
taking  the  drugs.  His  cholesterol  level 
plunged  to  160  from  its  high  of  300 — but 
the  virus  roared  back.  "For  a 
while,  the  future  seemed  so 
bright  and  positive,"  says 
Dionne.  "Now,  it's  uncertain  again." 

The  same  shadow  looms  over  the 
whole  field  of  aids  treatment.  The  seri- 
ous side  effects  and  outright  failures  of 
potent  drug  cocktails  are  forcing  pa- 
tients to  walk  a  narrow  path  between 
the  debilitating  effects  of  the  disease 
and  problems  caused  by  the  drugs.  This 
dilemma  is  forcing  doctors  to  rethink 
how  and  when  combinations  of  today's 
16  brand-name  approved  drugs  should 
be  used.  It  is  also  spurring  companies 


AIDS  2000 


and  academic  scientists  to  develop 
number  of  innovative  new  therapk 
from  drugs  that  work  in  new  ways  i 
helping  the  body's  immune  system  ho 
the  deadly  virus  at  bay. 

Overall,  there's  no  doubt  that  the  d 
velopment  of  new  aids  drugs  has  been 
remarkable  success  story,  at  least  f< 
those  who  can  afford  them.  After  a 
the  death  rate  from  the  disease  in  tl 
U.  S.  is  down  80%  from  its  peak  in  199 
"On  balance,  these  meds  are  making 
huge  difference,"  says  Dr.  Michael  fl 
Lederman,  director  of  the  aids  Clinic 
Trials  Unit  at  Case  Western  Reserve 
University  Hospitals  of  Cleveland.  "Bi 
they  come  with  risks."  In  addition  1 
patients'  daily  suffering  from  indige 
tion,  nausea,  and  other  side  effect 
there's  increasing  evidence  that  ov< 
the  long  term,  the  drugs  a 
cause  everything  from  di; 
betes  and  disfiguring  redisti 
butions  of  fat  in  the  body  to  heart  di 
ease  and  cancer.  What's  more,  Hiv 
uncanny  ability  to  mutate  means  th; 
the  drugs  often  don't  work  at  all. 
BETTER  TO  WAIT?  That  sobering  rea 
ization  is  turning  the  standard  idea 
how  to  fight  the  virus  on  its  head, 
few  years  ago,  researchers  aimed  to  h 
HIV  as  soon  and  as  hard  as  possible  a 
ter  infection.  They  hoped  that  trea 
ment  might  even  be  able  to  wipe  th 
virus  from  the  body.  But  research  h 


NEW  LIGHT  ON  A  WILY  VIRUS 

Given  the  damage  wrought  by  current  drugs,  companies  are  searching  for  new  ways  to  fight 
HIV.  One  of  the  most  promising:  Keeping  it  from  infecting  cells.  Here's  how: 


ENVELOPE 


HARPOON 


Iln  order  to  infect  cells,  the  outside  envelope  of 
the  virus  must  first  attach  to  two  docking  ports, 
or  receptors,  on  a  cell's  surface. 


2  Then  the  virus  is  stripped  of  its  envelope,  unleashing 
a  harpoon  that  spears  the  cell  and  then  bends  into  a 
hairpin,  pulling  the  virus  toward  the  cell. 


POSSIBLE  COUNTERMEASURES  Two  new  drug  candidates  aim  to  prevent  infection  by  either  clogging  up  one 
of  the  two  receptcrs,  thus  preventing  the  virus  from  attaching  in  the  first  place,  or  by  gumming  up  the  harpoon's 
ability  to  bend  ano  pull  the  virus  to  the  cell.  data: trimeris/bw 
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Today,  providing  professional  online  learning  takes  more 
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for  the  Web,  Element  K  offers  instructor-led  courses,  self-paced  tutorials,  a  comprehensive  reference 
library  and  dynamic  interaction  with  experts  and  peers.  Element  K  hosts  a  rich  learning  environment 
integrated    with    a    powerful    learning    management    system.    Fast-forward    to    knowledge. 
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NEW  FRONTS  IN  THE  WAR  AGAINST  AIDS 

Here's  how  researchers  and  doctors  are  trying  to  cope  with  the  drawbacks 
of  todays  antiviral  drugs: 

USE  TODAY'S  DRUGS  IN  NEW  WAYS  By  starting  treatment  later 
and  scheduling  regular  breaks  from  the  drugs,  the  debilitating  long-term 
side  effects  may  be  reduced — and  the  breaks  may  prod  the  immune 
system  to  work  better. 

IMPROVE  ON  EXISTING  CLASSES  OF  DRUGS  New  formulations  and 
next-generation  drugs  promise  simpler  dosing  regimens — and  perhaps 
fewer  side  effects. 

DEVELOP  DRUGS  AGAINST  NEW  TARGETS  Clinical  trails  of 
experimental  drugs  show  that  it's  possible  to  block  HIV  from  infecting  cells 
instead  of  attacking  the  virus  once  it's  inside,  as  current  drugs  do. 

BOOST  THE  IMMUNE  SYSTEM  Vaccines,  natural  substances,  or  drugs 
may  be  able  to  goad  the  body  to  mount  a  more  effective  defense  on  its  own. 


shown  that  HIV  cunningly  hangs  around 
in  cells  even  when  it  can't  be  found  in 
the  blood.  "It  has  become  clear  that  no 
matter  what  you  do,  you  will  never 
eradicate  the  virus  completely,"  says  Dr. 
Anthony  S.  Fauci,  director  of  the  Na- 
tional Institute  of  Allergy  &  Infectious 
Diseases. 

As  a  result,  many  researchers,  doc- 
tors, and  activists  are  raising  the  hereti- 
cal notion  that  it  may  be  better  not  to 


start  drug  treatment  until  years  after 
infection.  "What's  the  point  of  starting 
early  if  you  all  you  do  is  expose  people 
to  side  effects  and  risk  creating  drug-re- 
sistant strains?"  says  Martin  Delaney, 
founding  director  of  Project  Inform.  The 
alternative,  which  researchers  hope  to 
test  in  clinical  trials,  is  to  wait  until  the 
number  of  patients'  CD4  T-cells,  a  key 
immune-system  cell  affected  by  HIV, 
drops  to  worrisome  levels.  Only  then  is 


the  virus  hit  hard  with  drugs.  "Tv 
years  ago,  people  would  have  said  tli 
was  crazy,"  says  Gordin.  "But  no  01 
really  knows  the  best  way  to  use  the 
drugs — and  their  toxicity  has  real 
woken  people  up." 

In  addition,  researchers  are  expei 
menting  with  taking  people  off  drugs. 
one  trial  run  by  Fauci's  group  at  niai 
patients  get  two  months  on  the  druj 
followed  by  one  month  off.  Scientis 
hope  that  the  burst  of  viral  activity  du 
ing  the  off  month  wall  goad  the  immur 
system  into  mounting  a  stronger  r 
sponse.  At  the  xm  International  ai: 
Conference  in  Durban,  South  Afric 
Fauci  will  report  some  tantalizing 
suits.  After  three  complete  cycles 
and  off  the  drugs,  he  says:  "What  'v 
are  seeing  with  each  successive  eye 
is  that  peaks  in  the  virus  are  lower." 

Still,  few  believe  that  the  currei 
drugs  alone  are  enough.  "We  need  ne 
drags,  and  we  need  new  drugs  with  d 
ferent  means  of  action,"  says  Dai 
Bolognesi,  ceo  and  chief  scientific  offie 
of  startup  Trimeris  Inc.  in  Durhar 
N.C.  One  promising  new  approac 
blocking  HIV  from  getting  into  cell 
That's  a  big  change  from  today's  drug 
which  work  by  bollixing  either  of  tw 
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key  enzymes  the  virus  needs  to  copy 
itself  and  continue  its  life  cycle  after  it 
has  already  infected  a  cell.  The  new 
tack  has  been  made  possible  by  a  series 
of  remarkable  studies  in  which  scien- 
tists have  uncovered  the  complex  mole- 
cular dance  HIV  performs  to  breach  a 
cell's  defenses. 

The  virus  first  attaches  to  two  sepa- 
rate docking  ports,  or  receptors,  on  the 
surface  of  T-cells.  That  triggers  a  major 
change  in  the  shape  of  the  virus'  outer 
envelope,  unleashing  a  protein  named 
GP41.  "The  protein  shoots  out  like  a  har- 
poon into  the  cell,  then  snaps  back  into 
a  hairpin  shape,  bringing  the  cell  and  vi- 
ral membrane  close  together,"  explains 
Peter  S.  Kim  of  Massachusetts  Insti- 
tute of  Technology's  Whitehead  Insti- 
tute, who  helped  discover  the  mecha- 
nism. That  allows  the  membranes  to 
fuse  together — and  the  deadly  viral 
genes  to  enter  (diagram,  page  88). 
LOOKS  SAFE.  One  of  the  key  receptors, 
named  CCR5,  was  discovered  in  1996.  A 
Schering-Plough  Corp.  team,  led  by 
Bahige  M.  Baroudy,  immediately  launched 
an  effort  to  develop  a  drug  that  would  at- 
tach to  the  receptor,  thus  blocking  the 
virus.  Just  four  years  later,  it  has  created 
a  compound  that  successfully  inhibits  the 
virus  in  the  test  tube  and  looks  safe  in 
animals.  Clinical  trials,  business  week 
has  learned,  will  begin  in  July. 


Further  along  is  a  Trimeris  drug  that 
works  by  gumming  up  the  harpoon.  Its 
story  begins  back  in  the  early  1990s, 
when  then-Duke  University  researcher 
Thomas  J.  Matthews  was  trying  to  de- 
velop a  vaccine.  The  idea  was  that  bits 
of  GP41  could  be  used  to  prod  the  im- 
mune system  into  making  antibodies 
against  the  protein,  which  then  might 
block  viral  entry.  The  idea  flopped.  But 
Matthews,  almost  as  an  afterthought, 
tested  a  piece  of  GP41  to  see  if  it  could 
inhibit  the  virus  in  the  test  tube.  To 
his  surprise,  it  did.  "It  was  a  'eureka!' 
moment,"  recalls  colleague  Bolognesi. 
"Tom  came  running  up  the  stairs  and 
said  he'd  never  seen  anything  like  this 
before." 

The  researchers  figured  out  that  the 
piece  of  GP41  worked  by  attaching  to  the 
virus'  own  GP41.  Now,  Trimeris,  the  com- 
pany Bolognesi  and  Matthews  founded  in 
1993,  and  partner  Hoffman-La  Roche 
Inc.  have  shown  that  the  substance, 
called  T-20,  successfully  fights  the  virus 
in  patients  without  major  side  effects. 
A  second-generation  drug,  T-1249,  is  even 
more  potent. 

AIDS  researchers  and  patients  are  ex- 
cited that  so-called  entry  inhibitors  work 
but  say  T-20  won't  help  much  because  it 
has  to  be  injected  instead  of  swallowed. 
Trimeris  execs  counter  with  a  survey 
of  its  clinical-trial  participants,  to  be 


"UNCERTAIN  AGAIN" 

Drugs  have  been  keeping 
Tom  Dionne  AIDS-free-but 
they  may  have  left  his 
arteries  so  badly  clogged 
that  he  had  a  heart  attack 

presented  in  Durban,  showin 
that  patients  prefer  an  injectior 
to  the  side  effects  and  compli- 
cated dosing  schedules  of  other 
drugs.  In  a  few  more  years, 
though,  there  may  be  another 
choice,  mit's  Kim  has  shown  that 
much  smaller  molecules — the 
size  of  typical  oral  drugs — can 
also  inhibit  GP41  and  viral  entry 
by  fitting  into  a  pocket  he  dis 
covered  on  GP41. 
INTRIGUING.  Ultimately,  howev- 
er, the  best  way  to  conquer  Hiv 
is  training  the  immune  system 
to  control — or  even  defeat — the 
virus  on  its  own.  "That's  where 
much  of  the  interest  is  right 
now,"  says  Dr.  Robert  Siliciano 
of  Johns  Hopkins  University 
School  of  Medicine.  There  are 
no  lack  of  intriguing  ideas.  Dr. 
Robert  C.  Gallo  and  others  at 
the  University  of  Maryland's  Institute  of 
Human  Virology  have  shown  that  stim- 
ulating an  immune  response  to  a  viral 
substance  called  TAT  helps  knock  back 
Hiv  in  primates.  A  vaccine  made  by 
putting  Hiv  genes  into  weakened  sal- 
monella bacteria  will  be  tested  in  Africa 
as  early  as  next  year.  And  startup  Hol- 
lis-Eden  Pharmaceuticals  Inc.  will  pre- 
sent data  in  Durban  showing  that  its 
experimental  drug  HE2000  boosts  the  im- 
mune system. 

Then  there  are  a  number  of  natural 
hormone-like  molecules  that  stimulate 
the  production  of  key  immune-system 
cells.  Chiron,  for  instance,  is  conduct- 
ing clinical  trials  with  interleukin-2, 
which  increases  the  number  of  impor- 
tant CD4  T-cells.  The  big  unknown:  Do 
these  new  cells  actually  join  the  war 
against  hiv? 

It's  one  of  many  questions  that  still 
need  to  be  answered.  "There  are  a  lot  of 
interesting  molecules  and  interesting 
agents  out  there,"  says  Case  Western's 
Lederman.  "We  need  to  figure  out  how 
to  get  into  development  and  trials."  It 
can't  happen  too  soon  for  Tom  Dionne 
and  the  millions  of  other  HIV-infected 
people  around  the  world  who  desper- 
ately need  a  new  way  to  fight  this  dead- 
ly scourge. 

By  John  Carey  in  Washington,  with 
Ellen  Licking  in  New  York 
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OPEN  SAN  SOFTWARE  SOLUTIONS  FROM  COMPAQ. 
BET  YOU  WEREN'T  EXPECTING  THAT,  HUH? 

Watch  out!   Here  comes  Compaq  SANworks"   When  the  number  one  storage  system 

provider  and  a  leader  in  SAN  solutions  applies  its  open-computing  expertise 

to  create  open  storage  solutions,  you  have  to  sit  up  and  take  notice. 

Ready  for  more?  See  www.compaq.com/sanworks 


COMPAQ. 


Introducing  Roadmap  to  the  Future. 
Log  on  to  americanexpress.com  and  you're 
just  minutes  away  from  a  great  first  step 
in  financial  planning.  With  Roadmap  to  the 
Future  -  our  online  financial  planning  tool  - 
you'll  gain  a  quick  understanding  of  your 
financial  situation.  It's  free.  It's  easy.  It's 
fast.  Roadmap  considers  income,  savings, 
investments,  monthly  expenses,  taxes  and 
timelines.  Then  it  evaluates  your  current 
decisions,  identifies  potential  roadblocks 
and  offers  strategies  to  help  get  you  on 
track.  But  the  road  doesn't  end  there.  For 
more  in-depth  planning  and  advice,  we 
have  over  10,000  advisors  ready  to  assist 
you.  At  American  Express,  we  have  the 
financial   tools  to   help  you   do   more. 


How  your  financial 
future  can  look 
within  moments. 


online  trading 


advice  &  planning 


investments 

j 


AMERIOWl 

1  800  GET  ADVICE  americanexpress.com 


American  Express  Financial  Advisors  inc.  Member  NASD  and  SIPC.  American  Express  Company  is  separate  from  American 
Express  Financial  Advisors  Inc.  and  is  not  a  broker-dealer.  ©2000  American  Express  Financial  Corporation.  All  rights  reserved. 
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TRAIGHT  TEETH 

fITHOUT 

HE  SUIT  OF  ARMOR 


IK  GLEAMING  MOITHFI'L  OF 
etal  called  braces  has  long 
■«n  a  bane  of  people  seeking 
te  perfect  smile.  Now,  two 
ilifornia  inventors  have 
me  up  with  an  alternative — 
e-through  plastic  braces 
at  are  both  barely  visible 
id  removable,  much  like  con- 
ct  lenses. 

The  Invisalign  System  was 
itented  by  Zia  Chishti  and 
elsey  Wirth  while  both 
'9re  finishing  their  mbas  at 
.anford  University.  They 
unded  Align  Technology  in 
mnyvale,  Calif.,  to  market 
e  braces,  available  since 
ily,  1999.  The  product  has 
ready  captured  the  interest 

financing  bigwigs:  Align 
^st  raised  $105  million.  "We 
ve  markets  where  we  are 
tally  revolutionizing  the 
ay  something  is  done,"  says 
>e  Lacob  of  Kleiner,  Perkins, 
aufield  &  Byers,  one  of 
lign's  investors. 

A  3-D  computer  program 

used  to  create  "aligners,"  a 
ries  of  disposable  plastic  re- 
iners  that  are  changed 
'ery  two  weeks.  Each  align- 
•  is  changed  slightly  to 
atch  the  mouth's  new 
uipe,  and  can  be  removed 

any  time.  "They  are  so 
uch  more  cosmetic  and  hy- 
enic  than  regular  braces ...  I 
st  love  them,"  says  cus- 
Bier  Peggy  Pylant,  37,  of 
Bdford,  Tex.  Now,  if  they 
mid  just    figure  out  a  way 

make  the  orthodonist's  bill 
Visible.      Marii  Ann  Saudi 


SUPERFAST 
COMPUTERS  STILL 
AREN'T  FAST  ENOUGH 

BY  YEAREND,  IHM  WILL  HAVE 

installed  the  world's  fastest 
supercomputer  at  Lawrence 
Livermore  National  Labora- 
tory in  Livermore,  Calif.,  ca- 
pable of  crunching  up  to  16 
trillion  calculations  per  sec- 
ond, or  Hi  teraflops.  Still, 
that's  only  a  fraction  of  the 
horsepower  needed  by  the 
Dept.  of  Energy — and  quan- 
tum physicists  everywhere. 
For  more  oomph.  Energy 
plans  to  flip  the  switch  in  2004 
on  a  100  terafiop  machine. 

Since  the  1992  ban  on  nu- 
clear-wreapons  testing,  com- 
puter simulations  have  been 
the  only  way  to  assure  that 
aging  bombs  are  still  func- 
tional. But  the  simulations 
now  used  require  worrisome 
shortcuts,  or  they'd  never  fin- 


ish. When  Livermore  recent- 
ly eliminated  the  Bhortcute 

and  did  a  quantum-physics 
simulation  of  an  explosion,  it 
took  a  month  to  model  5  mil- 
lionth^ of  a  second — on  a  su- 
percomputer running  at  more 
than  1  terafiop.  A  second 
would  take  16,000  years. 

Even  split-second  simula- 
tions are  important.  They  re- 
veal exactly  how  individual 
atoms  and  molecules  inter- 
act— knowledge  that  scien- 
tists can  only  guess  at  now. 
But  researchers  still  want 
longer  slices  of  time.  That's 
why  the  Energy  Dept.  spent 
$110  million  on  its  new  com- 
puter, dubbed  ASCI  White 
(asci  is  Energy's  Accelerated 
Strategic  Computing  Initia- 
tive). It  fills  a  room  twice  the 
size  of  a  basketball  court, 
harnesses  8,192  IBM  PowerPC 
microprocessors,  and  gulps 
enough  electricity  to  power 
10,000  homes.  Otis  Port 


INNOVATIONS 


■  The  high  seas  may  soon  be 
a  little  safer  for  whales. 
James  H.  Miller,  an  ocean 
engineering  professor  at 
the  University  of 
Rhode  Island,  has 
developed  a  sonar 
device  for  the 
hulls  of  ships  that 
helps  captains 
identify  and  steer 
clear  of  whales. 
That's  particular- 
ly good  news  for 
the  endangered 
northern  whale. 
There  are  only  H00  left  in  the 
world,  and  ship  collisions  are 
their  leading  cause  of  death. 
Miller's  device  sends  out 
sonar  signals  that  deliver  im- 
ages of  whatever  is  in  front 
of  the  ship.  While  most  sonar 
devices  look  straight  down 
to  measure  ocean  depth,  this 
one  looks  forward  and  has  a 
very  high  resolution.  The 
professor  has  started  a  com- 
pany, Pyroon,  to  produce  the 
device. 

■  Looking    for    something 
new  and  different  for  your 


summer  vacation?  Forget 
Disney  World  and  Dolly- 
wTood — keep  the  kids  on 
their  toes  with  a  trip  to  a 
scientific  theme  park.  On 
May  5,  the  Pare  d'Aventures 


Scientifiques  opened  on  100 
acres  in  Belgium.  Thrill  to 
the  Room  of  Machines, 
which  features  a  revolving, 
animated  multimedia  experi- 
ence. Gasp  at  the  Garden  of 
Adventures,  where  you  can 
go  on  virtual  expeditions. 
Check  out  interactive  ex- 
hibits that  explain  the  hu- 
man body  and  the  world  of 
artificial  materials.  The 
park's  moving  sidewalks  will 
take  you  through  40  such 
multimedia  exhibits.  Who 
needs  a  beach? 


A  TREATMENT  FOR 
DEADLY  ANEMIA? 

SCIENTISrra  AT  MEMORIAL- 

Sloan  Kettering  ( lancer 
Center  say  they  have 
made  a  gene-therapy 
breakthrough  that  could 
hold  out  hope  of  an  even- 
tual cure  for  the  victims  of 
a  life-threatening  form  of 
anemia.  About  100,000 
children  are  born  around 
the  world  each  year  with 
beta-thalassemia,  caused 
by  a  defect  in  the  beta- 
globin  gene.  It  is  impossi- 
ble for  an  affected  individ- 
ual's red  blood  cells  to 
hold  enough  oxygen  to 
maintain  basic  life  func- 
tions, and  the  only  treat- 
ments are  a  lifetime  of  re- 
peated blood  transfusions 
or  a  sometimes  lethal 
bone-marrow  transplant. 

In  the  July  6  issue  of 
Nature,  a  team  headed  by 
Dr.  Michel  Sadelain  re- 
ports that  it  has  used 
gene  therapy  to  treat  five 
mice  with  this  form  of 
>  anemia.  Just  15  weeks  af- 
ter a  correct  copy  of  the 
beta-globin  gene  was  in- 
troduced into  the  test 
mice,  all  five  showed  dra- 
matically increased  levels 
of  hemoglobin,  the  oxygen- 
carrying  molecule  in  blood 
cells.  Sadelain  was  quick 
to  note  that  the  therapy 
didn't  eliminate  the  ane- 
mia, and  there  are  still 
questions  about  the  long- 
term  therapeutic  effects. 

To  introduce  the  beta- 
globin  gene  into  the  mice, 
the  researchers  used  a 
version  of  Hiv,  the  virus 
that  causes  AIDS,  that  had 
been  stripped  of  its  infec- 
tious properties.  They  also 
added  genetic  elements 
that  make  sure  the  gene 
is  active  only  in  the  cor- 
rect cells.  The  next  step. 
say  the  scientists,  is  to  see 
if  the  method  works  in 
monkeys.     Ellen  Licking 
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ADVISERS 


FIRST,  SUE  ALL 
THE  CONSULTANTS 

Malpractice  actions  against  them  are  on  the  rise 


By  any  measure,  Sunbeam  Corp.'s 
income  statement  looks  like  a 
crime  report,  with  the  appliance 
maker  suffering  more  than  $1  bil- 
lion in  losses  over  the  past  two  years.  Up 
to  now,  the  Boca  Raton  (Fla.)  company's 
woes  have  been  largely  blamed  on  the 
brief  but  turbulent  reign  of  former  Chief 
Executive  Albert  J.  Dunlap,  who  was 
fired  after  engineering  a  brutal  restruc- 
turing— and  then  inflating  sales  with  a 
scheme  that  gave  retailers  credit  for  un- 
shipped goods. 

But  with  "Chainsaw  Al"  gone  for  two 
years  and  the  appliance  maker  still  strug- 
gling to  recover,  Sunbeam's  new  ceo, 
Jerry  W.  Levin,  has  fingered  a  new  ac- 
complice to  Dunlap's  misdeeds:  The  man- 
agement consultants  at  Coopers  &  Ly- 
brand  International,  whose  advice  Dunlap 
supposedly  relied  on  during  his  tenure.  In 
early  June,  Sunbeam  sued  Coopers'  suc- 


cessor, PricewaterhouseCoopers,  for  its 
alleged  "inept  bungling"  of  the  turn- 
around effort. 

There's  more  where  that  charge  came 
from.  Corporations  across  the  country 
are  lashing  back  with  lawsuits  against 
their  outside  consultants.  Their  com- 
plaint? The  high  priests  of  management 
came  in,  charged  a  bundle,  and  proceed- 
ed to  screw  things  up.  While  overall  sta- 
tistics are  hard  to  come  by,  most  insurers 
agree  that  such  suits  are  on  the  rise;  jlt 
Services  Corp.,  a  leading  insurance  bro- 
ker, says  malpractice  suits  against  its 
consulting  clients  have  soared  by  30% 
over  the  past  four  years.  A  growing 
number  of  the  suits  involve  faulty  instal- 
lation of  costly  computer  systems — a 
huge  growth  area  for  consultants.  "Ten 
years  ago,  there  was  more  acceptance 
that  if  you're  buying  cutting-edge  tech- 
nology, you're  going  to  be  a  guinea  pig," 


notes  Guy  Moffitt,  senior  vice-presidei 
at  AON  Risk  Services.  "Now,  compank 
don't  hesitate  to  race  to  the  courthouse 
NO  HANDSHAKES.  While  executives  sa 
they're  looking  to  bring  some  new  a< 
countability  to  the  consulting  game,  coi 
sultants  counter  that  they're  simply  a 
easy  scapegoat  for  ceos  seeking  cove 
with  Wall  Street.  Consultants  insist  th 
new  litigation  isn't  changing,  how  the 
do  business,  but  observers  believe  th 
consultant-client  relationship  has  becom 
more  guarded:  Handshake  deals  are  Ion 
gone — replaced  by  voluminous  contract 
replete  with  legal  protections.  Many  cor 
sultants  now  attempt  to  limit  their  li; 
bility  to  their  actual  fees  and  to  requii 
potential  plaintiffs  to  prove  "gross  negl 
gence" — a  higher  legal  hurdle  that  n 
quires  proof  of  not  just  simple  error  bi 
also  reckless  behavior.  "They  may  nc 
be  more  conservative  in  their  advice,  bi 
they're  more  circumspect  in  how  the 
approach  a  project,"  notes  Alex  v 
Zabrosky,  a  Chicago  attorney  who  d< 
fends  consultants. 

Companies,  for  their  part,  are  writin 
tougher  language  into  contracts,  as  we] 
One  big  concern:  preventing  consultant 
from  pulling  a  bait-and-switch — paradin 
in  veteran  talent  to  win  the  contrac 
only  to  deploy  less-experienced  staffer 
later  on.  John  K.  Keitt  Jr.,  a  partne 
with  the  Dewey  Ballantine  law  firm 
New  York,  now  advises  corporate  client 
to  write  contracts  forcing  consultants  t 
name  exactly  who  will  be  on  the  insta 
lation  team.  "We  have  written  agree 
ments  recently  that  actually  spell  out  th 
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30,000  feet  is  no  place  to  go  into  sudden 
cardiac  arrest. 


lowerful  enough  to  restart  a 
heart,  portable  enough  to  fit  in  a  seat  pocket, 
and  simple  enough  to  use  without  a  medical 
degree.  It's  already  saved  dozens  of  lives 
around  the  world,  and  now,  even  above  it. 


Have  a  safe  fliqht. 


Agilent  Technologies 

Innovating  the  HP  Way 

Agilent  Technologies  is  a  new  company 
comprised  of  the  former  Hewlett-Packard 
test  and  measurement,  chemical  analysis, 
semiconductor  components  and  medical 
products  businesses,  www.agilent.com 


Legal  Affairs 


individuals'  names  and  that  tie  payments 
to  a  delivery  date,"  notes  Keitt. 

And  corporations  are  starting  to  win 
big  bucks.  Last  year,  accounting  giant 
Ernst  &  Young  International  agreed  to 
pay  $185  million  to  settle  claims  that  its 
consulting  work  only  accelerated  the 
demise  of  the  Merry-Go-Round  retail- 
clothing  chain.  Shareholders  and  credi- 
tors charged  Ernst  &  Young,  which  was 
paid  $4.5  million  in  fees  in  late  1993  to 
devise  a  turnaround  plan,  with  moving 
far  too  slowly.  The  retailer  says  it  took 
nearly  a  year  to  devise  a  modest  plan 
that  offered  only  $11  million  in  cuts  for  a 
company  losing  more  than  $180  million  a 
year.  What's  more,  creditors  later  sus- 
pected that  Ernst  &  Young's  reluctance 
to  simply  shutter  the  chain's  unprof- 
itable stores  was  because  it  also  did 
business  with  the  developers  of  some 
of  the  stores  likely  to  be  closed.  E&Y 
failed  to  disclose  this  relation- 
ship to  the  bankruptcy  court. 
E&Y  denied  the  charges  and 
says  it  settled  to  avoid  the  costs 
of  further  litigation. 

While  Sunbeam  and  Merry- 
Go-Round  took  their-  consultants 
to  task  for  bad  advice,  W.  L. 
Gore  &  Associates,  in  Novem- 
ber, 1999,  slapped  Deloitte  & 
Touche  and  its  Deloitte  Con- 
sulting arm  with  a  suit,  alleg- 
ing the  firm  botched  the  setup 
of  a  new  human-resources  pro- 
gram designed  bv  PeopleSoft 
Inc. 

CONFUSED.  Gore,  the  makers  of 
Gore-Tex  brand  fabrics,  claims 
that,  after  convincing  company 
execs  of  its  expertise  with  Peo- 
pleSoft systems,  Deloitte's  con- 
sultants usually  appeared  flum- 
moxed about  how  to  proceed. 
"They  were  always  on  the 
phone  with  PeopleSoft,  asking 
them  what  to  do  next,"  says  Jay 
W  Eisenhofer,  an  attorney  rep- 
resenting Gore. 

Even  after  the  installation 
was  finished,  Gore  claims  the 
new  system  was  riddled  with 
bugs,  spitting  out  erroneous 
paychecks,  benefits,  and  tax 
statements.  Indeed,  some  of  the 
paychecks  were  made  out  to 
Donald  Duck  and  other  Disney 
characters,  whose  names  De- 
loitte consultants  typed  in  dur- 
ing test  runs  but  then  couldn't 
delete.  A  Deloitte  spokesman 
counters  that  the  assignment 


attempted  to  make  later  changes  on  its 
own. 

Government  agencies,  too,  are  seek- 
ing revenge  for  malfunctioning  systems. 
In  August,  a  judge  will  hear  arguments 
from  the  Mississippi  State  Tax  Commis- 
sion, which  claims  American  Manage- 
ment Systems  Inc.,  a  Fairfax  (Va.)-based 
consultancy,  botched  a  three-year,  $11.2 
million  project  to  install  a  system  com- 
puterizing the  collection  of  38  different 
taxes.  But  state  officials  claim  tha"t  after 
stalling  the  project,  AMS 
reassigned  most  of 
its    staffers    to    a 


WITH  EXPERTS  LIKE  THESE... 


Unhappy  executives  are  suing  management 
consultants  for  what  they  consider  bad  advice 

SUNBEAM  VS.  PRICEWATERHOUSECOOPERS  The 

appliance  maker  in  June  accused  Coopers  &  Lybrand, 
predecessor  of  PricewaterhouseCoopers,  with  rubber- 
stamping  ex-CEO  "Chainsaw"  Al  Dunlap's  ill-fated 
turnaround  plan  and  offering  faulty  advice  of  its  own. 
Sunbeam  claims  that  Coopers'  recommended  cost 
cuts  went  too  deep,  leaving  the  company  so  decimat- 
ed it  couldn't  deliver  the  new  products  Dunlap  had 
promised. 

MERRY-GO-ROUND  VS.  ERNST  &  YOUNG  The  trou- 
bled clothing  retailer  hired  the  accounting  giant  in 
late  1993  to  devise  a  turnaround  plan.  But  Merry-Go- 
Round  charged  E&Y  with  deploying  staffers  who 
didn't  understand  the  retail  business  and  offering 
only  modest  restructuring.  Ernst  &  Young  settled  last 
year  for  $185  million. 

W.L.  GORE  VS.  DELOITTE  &  TOUCHE  The  maker  of 
Gore-Tex  hired  Deloitte  to  install  a  human-resources 
software  system  designed  by  PeopleSoft — but  in 
1999  sued,  claiming  Deloitte  staffers  were  unquali- 
fied and  depended  too  heavily  on  PeopleSoft  tech 
support. 

MISSISSIPPI  STATE  TAX  COMMISSION  VS. 
AMERICAN  MANAGEMENT  SYSTEMS  In  a  suit  filed 
last  year,  state  officials  say  the  tax-collection  software 
it  purchased  through  AMS  in  1996  never  worked. 
They  claim  that  after  AMS  won  the  contract,  it  divert- 
ed key  staffers  on  the  project  to  another'assignment 
in  Kansas — leaving  mostly  inexperienced  consultants 


more  lucrative  project  in  Kansas.  "Afl 
had  about  200  people  here  at  one  timl 
but  only  22  when  they  left,"  complahf 
Ed  Buelow  Jr.,  chairman  of  the  stafl 
commission.  Buelow  says  the  new  tea| 
didn't  have  nearly  as  much  expertise 
wrestled  with  the  project  for  five  yeal 
before  he  sued  AMS  in  1999.  AMS  VicJ 
President  Ronald  C.  Kuykendall  saj 
"the  suit  is  without  merit." 

In  their  defense,  consultants  strej 
that  many  clients  seeking  counsel  arer 
well-run  companies  in  the  first  plaJ 
but  rather  troubled  companij 
like  Sunbeam,  in  need  of  triag 
"Turnaround  situations,  by 
finition,  demand  that  pro| 
lems  be  solved  as  quickly 
possible,"  says  C.  Donald  BurneJ 
senior  partner  at  Coopers,  and  nc 
PricewaterhouseCoopers. 

Whether  Coopers  acted  t(J 
quickly  is  at  the  heart  of  tl| 
Sunbeam     dispute.     Sunbes 
claims  that  Coopers'  only 
tempt  to  analyze  a  key  man| 
facturing    plant    consisted 
sending  a  junior  staffer  fori 
brief  tour  that  lasted  just  a  fa 
hours.   And   Sunbeam   alleg| 
that   the    plan    assembled 
Coopers,  which  received 
lion  in  fees  during  the  DunlJ 
tenure,    left    the    company 
mess — with  its  factories  lackij 
key  parts,  its  financial  repoi 
ing  systems  in  disarray,  and  t| 
company  unable  to 'process 
the  resulting  returns  from  d 
tomers.  Coopers,  says  the  co^ 
pany,  "cut  not  merely  fat, 
the  muscle  needed  to  run  St 
beam  day  by  day." 
BAD  RAP?  In  written  answe 
to  business  week,  Pricewat^ 
houseCoopers'   Burnett  not 
that  "the  recommendations  wd 
developed      in      collaborate 
among  key  functional  mana^ 
ment."  And  he  insists  Cooper 
getting  a  bad  rap,  noting  thaj 
different  firm  was  to  blame 
the  computer  problems,  and  til 
some    of   the    plants    Dunl| 
closed  were  not  at  Cooper 
urging. 

Clearly,  the  consulting  bt 
ness  has  come  far  from  the  da 
when  highly  respected  advisd 
were  welcomed  by  executh 
into  the  corporate  family.  Nd 
it  doesn't  seem  far  off  when  c<| 
sultants  won't  offer  advice  wii 


was  completed  "to  the  client's      incaPable .of  finishing. the .[?.!?;.....  out  first  talking  to  their  lawyq 


satisfaction"  and  suspects  the 
problems  occurred  when  Gore 
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The  bull  market  has  made  America 
a  nation  of  lapsed  diver  sifters 


BY  MIKE  McNAMEE 


Retire  rich.  If  that's  your  goal, 
thank  your  lucky  stars  for  the 
stock  market  of  the  1990s.  Wall 
Street's  remarkable  five-year 
run,  lifting  the  Standard  & 
Poor's  500-stock  index  220%, 
showered  undreamed-of  re- 
wards on  retirement  savers  and  created  more 
401(k)  millionaires  than  Regis  Philbin  could  ever 
imagine.  But  now  the  miracle  market  is  looking 
shaky:  Tech  stocks  haven't  fully  recovered  from 
their  two-day  April  plunge,  and  the  broader 
market  has  gone  nowhere  all  year.  Maybe  you've 
started  to  wonder:  How 
can  I  protect  the  paper 
wealth  for  my  retire- 
ment and  keep  it  grow- 
ing for  10,  20,  or  30 
years — until  I  leave  the 
working  world,  and 
beyond? 


The  answer,  experts  say,  is  asset  allocatk 
Dozens  of  investment  studies  show  that  one  t 
sic  decision — how  you  divide  funds  among  su 
broad  asset  classes  as  large-  and  small-compai 
stocks,  domestic  and  foreign  shares,  corpora 
and  government  bonds,  and  cash — will  det« 
mine,  on  average,  90%  of  your  success  as  mon 
manager.  The  impact  of  a  diversified-asset  n 
swamps  the  effects  of  hot  stock  picks  or  gre 
calls  on  market  turns. 

Younger  investors,  with  a  long  time  to  ride  o 
market  swings,  can  invest  more  heavily  in  stocl 
even  volatile  sectors  such  as  technology  a: 
small  caps.  Older  savers  need  to  start  locking 
funds  in  safer  securities  such  as  bonds.  But  i 
vestors  of  all  ages,  even  those  who  are  alreai 
retired,  can  benefit  from  mixing  asset  class< 
Diversification  can  both  cut  their  risks  and  boc 
returns,  as  gains  in  overseas  markets,  for  exai 
pie,  offset  the  inevitable  occasional  losses  in  U. 
stocks. 

RISKY  TERRAIN.  Yet  the  bull  market  has  turn 
America  into  a  nation  of  lapsed  diversifiej 
Thanks  to  strong  stock  gains,  investors  w 
started  1995  with  wealth  split  evenly  betwe 
stocks  and  bonds  would  have  entered  2000  wi 
71%  of  their  portfolios  in  stocks.  Even  40K 
investors — long  criticized  for  being  too  cautious 
had  72.5%  of  their  funds  in  equities  at  the  end 
1998,  the  latest  data  available.  "If  you  asked  o 
investors  what  they  think  is  the  right  mix,  the} 
say  between  40%  and  60%  stocks,"  says  Jim  N( 
ris,  who  oversees  401(k)s  at  Vanguard  Group 
mutual-fund  manager.  "But  in  fact,  they're  clos 


SUN  MICROSYSTEM  MILLIONAIRES 

The  Levys  are  cashing  in  options  to  buy  Old  Econo- 
my standbys:  utilities,  oil,  and  chemicals 
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to  diversify  into  the  Old  Economy — utilities,  oi 
chemicals — as  well  as  small  companies,  intern; 
tional  stocks,  and  bonds.  His  goal:  "I  want 
buffer  of  steady  income  so  I'll  never  ha\ 
to  sell  into  a  down  market." 

For  younger  investors,  such  thinkir 
is  so  1990.  In  their  experience,  investo: 
who  sold  stocks  to  maintain  a  balance 
portfolio  have  been  left  in  the  dust.  "W 
have  thousands  of  accidental  millionaire 
whose  fortunes  were  made  because  the 
didn't  fuss  with  rebalancing,"  says  Joanr 
Bickel,  who  develops  advice  and  tools  ft 
participants  in  tiaa-cref's  retiremei 
plans.  Today's  prevailing  message:  Stock 
despite  their  short-term  swings,  delive 
bigger  long-term  rewards  than  othe 
investments. 

For  investors  such  as  Anne  Strusz,  th; 
means  every  market  dip  offers  a  chance  i  L 
buy.  When  the  Nasdaq  fell  790  points 
April,  "I  called  my  planner  and  said:  'Lett,.. 
find  a  way  to  take  advantage  of  this,' 
says  Strusz,  national  sales  manager 
Verizon  Information  Systems,  a  Dall 
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FAT  DIVIDENDS 

Murray  and 
Purcell  freed  up  a 
lot  of  cash  by 
reorganizing  their 
appliance  compa- 
ny as  a  Subchap- 
ter S  corporation 


to  80%."  When  the  market  drops,  millions  of  in- 
vestors are  going  to  discover  that  their  ride  on 
the  bull  has  taken  them  into  far  riskier  territory 
than  they  ever  intended. 

For  a  growing  number  of  workers,  that  risk  is 
keyed  to  an  enormous  bet  in  shares  of  their  em- 
ployers' stocks.  Workers  whose  plans  offer  com- 
pany shares  have  tied  up  more  than  30%  of  their 
401(k)  money  in  that  option.  Employee  stock- 
purchase  plans  and  stock  options  boost  the  con- 
centration. Take  Bob  Levy  of  Salt  Lake  City,  a 
self-described  "very  aggressive  investor,"  whose 
stock  portfolio  was  well-diversified  until  three 
years  ago.  That's  when  the  stock  of  Sun  Mi- 
crosystems, Levy's  employer  since  1987,  blasted 
off,  gaining  866%  from  mid-1997  to  today.  Now, 
the  60-year-old  sales  manager  and  his  wife, 
Suellen,  a  58-year-old  teacher,  are  Sun  million- 
aires— and  watched  nervously  as  the  stock 
dropped  from  106M  in  March  to  72  in  May,  be- 
fore rebounding  to  90  at  the  beginning  of  July. . 

With  retirement  just  three  years  away,  Levy 
is  exercising  Sun  options  and  selling  the  shares 
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company  formed  by  the  recent  merger  i  ^y, 

gte  and  Bell  Atlantic.  So  Strusz,  49,  star 
ed  putting  an  extra  $100  a  month  into 
tech-dominated  fund  recommended  by  he  L^ 
American   Express   Financial   Advisoi 
planner.  As  a  single  woman  hoping  to  r<  [ 
tire  by  age  58,  Strusz  figures  she  needs  I  j( 
invest  for  rapid  growth.  "I'm  a  risk-take  L 
in  many  ways,"  she  says 
OVERCONFIDENT.    To    money    manage 
Roger  Gibson,  such  talk  smacks  of  tin 
bravado  a  Japanese  investor  might  hav 
expressed  in  1989.  "Why  would  they  d  E 
versify  out  of  the  Nikkei  when  Japanese  comp; 
nies  were  buying  up  the  world?"  asks  Gibsoi 
president  of  Gibson  Capital  Management  in  Pitt:  LJT 
burgh.  Those  overconfident  Japanese  took  a  bi 
hit — and  still  haven't  recovered.  The  Nikkei  t(  L 
day  is  55.4%  below  its  1989  peak. 

Asset  allocation,  with  periodic  rebalancing  E 
can  give  you  the  discipline  to  avoid  such  irrc  L 
tional  exuberance.  Rebalancing  forces  you  to  se 
high,  unloading  the  assets  that  have  gained  th  (| 
most,  and  buy  low.  That  locks  in  gains  and  r< 
duces  your  exposure  to  market  drops.  A  dive! 
sified  portfolio  also  positions  you  to  catch  th 
next  great  winner.  "For  years,  my  clients  wer 
saying:  'You're  killing  us — these  reits  are  dogs!' 
says  Stephen  Barnes,  who  blends  balanced  por 
folios    for    Barnes    Investment    Advisory 
Phoenix.  "But  every  dog  has  its  day" — and  re; 
estate  investment  trusts  are  2000's  top  perforn 
ers,  posting  15%  returns  in  the  first  half. 

Of  course,  diversifying  requires  a  dispassionat  i 
view  of  your  investments.  That  can  be  especia 
ly  tough  for  entrepreneurs.  Since  1981,  Timoth 


Rebalancing  forces  investors  to  sell  high,  unloading  the  assets  that  have  perfoi 
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Out  of  Balance  In  a  Bear  Market 


Why  rebalance?  Because  the  soaring  market  has  tilted  your  portfolio  toward  stocks-and  added  risk.  A  fund  that  started  1995  a  mty 

split  between  stocks  and  bonds  would  now  have  71%  of  its  value  in  stocks.  Online  investment  advisor  mPower.com  calculated 

what  an  investor  with  $100,000  would  have  lost  in  three  major  market  drops,  based  on  whether  she  held  50%  or  71%  stocks. 


MARKET  DROP 
1973-74 

IN  STOCKS 

50%  71% 


$22,000   $31,000 
LOSS     LOSS 


MARKET  DROP 
SEPT.-NOV.  1987 

IN  STOCKS 

50%  71% 


$14,000   $21,000 
LOSS     LOSS 


DATA  MP0WER.COM 


MARKET  OROP 
APR.  13-14  2000 

IN  STOCKS 

50%  71% 


$5,500 
LOSS 


$7,800 
LOSS 
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irray  and  Laurence  Purcell  have  poured  most 
their  earnings  back  into  their  firm,  Purcell 
pray  Co.,  a  Brisbane  (Calif.)  distributor  of 
jh-end  appliances.  In  1998,  as  California's  boom 
we  up  demand  for  designer  kitchens,  the  part- 
rs  anticipated  skyrocketing  growth.  This  year's 
es  should  double  1999's  $100  million-plus,  they 
,'.  But  Purcell,  now  58,  and  Murray,  57,  needed 
strategy  to  start  pulling  wealth  out  of  the 
siness  and  diversify. 

Their  solution:  Reorganize  the  firm  as  a  Sub- 
apter  S  corporation,  which  combines  a  corpo- 
;ion's  limited  liability  with  a  partnership's 
ipler  taxes.  Purcell  and  Murray  are  now  pay- 
j  themselves  dividends — payouts  they  had 
oided,  since  dividends  from 
*ular  corporations  are  taxed 
ice.  The  company  can  also  now 
Dvide  richer  pension  and  sav- 
js  plans  for  the  owners  and 
iir  56  employees.  Murray  and 
rcell  are  pouring  up  to  70%  of 
eir  newly  freed  cash  into 
>cks.  "These  are  healthy  guys 
10  plan  to  be  running  their 
siness  another  10  or  15  years, 
ey  can  take  that  risk,"  says 
sir  planner,  Stewart  Viets  of 
acoln  Financial  Advisors. 

ritss  HAZARD.  Most  savers  don't 
ed  a  corporate  reorganization 
rebalance.  Their  challenge  is  to 

vd1  sess  how  they  feel  about  the 
ree  R's — risk,  return,  and  re- 
ement.  "If  you've  got  retire- 
|  pnt  goals,  you  look  for  the  return  you  need 
meet  them,"  explains  Harold  Evensky  of  plan- 
Is  Evensky  Brown  &  Katz  in  Boca  Raton, 
a.  "Then  see  whether  you  can  stomach  the 
k  to  make  that  return.  If  not,  you  have  to 

*  cide:  Do  you  want  to  eat  better  or  to  sleep 

*  tter?" 
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Answering  that  requires  you  to  understand 
your  own  style  and  risk  tolerance.  Darryl  Hays- 
bert  of  Atlanta  just  decided  he  could  take  more 
chances.  An  investor  since  he  was  16,  the  33- 
year-old  mortgage  broker  says  he's  selling  bonds 
to  buy  more  blue-chip  stocks — an  added  risk 
that  is  offset,  he  says,  by  keeping  half  his  wealth 
invested  in  rental  homes  in  high-quality  neigh- 
borhoods. "I'm  looking  for  greater  return,  and  I 
have  time  to  recover  any  losses,"  Haysbert  says. 
Diversifying  reduces  hazards  in  two  ways:  By 
blending  in  low-risk  assets,  such  as  cash  or  short- 
term  bonds,  a  balanced  fund  gives  an  investor  a 
secure  base  of  money  with  a  steady — though 
small — payoff.  And  diversifying  combines  in- 
vestments that  behave  differently, 
so  that  the  upswings  of  one  ,will 
offset  the  drops  of  another. 
The  goal  is  to  mix  assets  to 


GOLDEN  OPPORTUNITY 

When  the  Nasdaq  fell  in  April,  Strusz  said: 
"Let's  find  a  way  to  take  advantage  of  this" 


achieve  a  targeted  return  with 
the  least  possible  risk.  Academics 
and  investment  pros  fill  books 
with  dense  mathematical  argu- 
ments over  how  to  find  that  "ef- 
ficient frontier."  If  you  want  a 
scientifically  optimized  portfolio, 
find  a  private  money  manager 
who's  steeped  in  the  subject  and 
who  will — for  a  minimum  investment  of  $500,000 
and  fees  up  to  3%  a  year — invest  your  funds 
accordingly. 

Most  investors,  however,  can  get  90%  of  the 
benefit  of  asset  allocation  with  1%  of  the  effort. 
Some  401(k)  managers  will,  if  you  elect,  automati- 
cally rebalance  your  account  every  quarter  or 
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over  the  long  haul-usually  stocks-and  buy  low 
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Don't  Dump 
Those  Stocks 

Should  you  shift  100%  of  your  retire- 
ment portfolio  into  fixed-income  in- 
vestments? Not  if  you  plan  to  live 
very  long.  While  the  "bond  shelter" 
offers  the  apparent  safety  of  steady 
income  and  less  volatility,  fixed-in- 
come returns  won't  protect  your  port- 
folio against  inflation.  Say  you  plan 
to  retire  at  age  65  with  $1  million. 
FinanceWare.com  calculated  your 
chances  of  running  out  of  money  be- 
fore age  85,  based  on  your  invest- 
ment mix  and  spending  rate: 


IF  YOU  SPEND 
$65,000*  A  YEAR 

CHANCE  OF  60ING 
BROKE  BY  AGE  85 

100%  BONDS 

78% 

60%  BONDS/40%  STOCKS 

5 

30%  BONDS/70%  STOCKS 

9 

100%  STOCKS 

16 

IF  YOU  SPEND 
$85,000*  A  YEAR 

CHANCE  OF  GOING 
BROKE  BY  AGE  85 

100%  BONDS 

90% 

60%  BONDS/40%  STOCKS 

65 

30%  BONDS/70%  STOCKS 

29 

100%  STOCKS 

43 

*  Spending  rate  for  first  year  of  retirement,  increased  by  3% 
inflation  each  subsequent  yeat  DATA:  FINANCEWARE.COM 


year.  But  for  most  people,  the  simplest 
way  to  maintain  a  diversified  portfolio  is 
to  buy  a  balanced  fund  or  a  fund  of  funds 
tuned  to  your  age  or  conservative,  mod- 
erate, or  aggressive  style  (page  108). 

If  you  want  more  control,  you'll  find 
a  wealth  of  calculators,  risk  question- 
naires, and  sample  portfolios  on  the  In- 
ternet sites  of  mutual-fund  companies 
and  financial  advisers.  (For  mixes  pre- 
pared by  Standard  &  Poor's  Personal 
Wealth,  see  page  106.)  Most  rely  on 
the  standard  asset  types  offered  by 
brokers  or  401(k)  plans:  U.S.  stocks, 
international  stocks,  real  estate  limited 
partnerships  and  REITs,  corporate  and 
government  bonds,  and  cash. 
LOTS  OF  BUZZ.  Finding  pure  plays  in 
all  these  groups  can  be  tricky.  Fortu- 
nately, index  funds — mutual  funds  that  track  the 
performance  of  a  market  index,  such  as  the  Rus- 
sell 2000  for  small-cap  stocks — have  proliferated, 
making  it  easier  to  diversify  inex- 
pensively. The  latest  wrinkle  is  ex- 
change-traded funds  (ETFs),  index- 
based  instruments  that  can  be 
traded  all  day  long  like  stocks.  In 
many  cases,  they're  even  cheaper 
and  more  tax-efficient  than  com- 
parable index  funds.  But  while 
ETFs  are  getting  a  lot  of  buzz,  they 
offer  little  advantage  to  retirement 
savers,  who  tend  to  be  buy-and- 
hold  investors  using  tax-deferred 
accounts  such  as  iras  or  401(k)s. 
Not  everyone  can  buy  index 
funds:  401(k)  investors  are  limited 
to  a  menu  of  investments  selected 
by  their  employer.  Matching  those 
choices  to  asset  classes  isn't  easy — 
especially  with  mutual  funds, 
which  don't  always  stick  to  their 
stated  style  and  objective  (page 
110).  Two  Web-based  services — Fi- 
nancialEngines.com  ($54.95  per 
year)  and  Morningstar's  free  Port- 
folio X-Ray — delve  into  funds' 
holdings  to  give  you  a  picture  of 
how  your  investments  meet  or 
miss  your  planned  mix.  Fidelity 
Investments  offers  a  similar  plan- 
ner for  its  401(k)  clients. 
Team  Vest,  a  Charlotte  (N.C.)  firm 
that  provides  investment  advice 
for  Quicken.com,  offers  a  $400-per- 
year  service  to  analyze  your  401(k) 
holdings  and  alert  you  when  your 
mix  shifts  out  of  balance. 

Setting  up  your  asset  mix  is  just 
the  first  step.  You  must  also  re- 


view and  rebalance 
your  portfolio  period- 
ically. You  don't  want 
to  rebalance  too  of- 
ten. If  you  sell  off 
fast-rising  stocks  to 
buy  more  bonds 
every  month,  you'll 
lose  much  of  the  ad- 
vantage of  holding  stocks.  "You've  got  to  let  y 
best-performing  assets  run,"  says  El  Cajon  (C 
money  manager  William  Bengen.  Many  expe: 
recommend  an  annual  review.  Another  approa 
Rebalance  when  your  portfolio  strays  more  th 
some  set  amount,  such  as  five  or  seven  percenta 
points,  from  your  preferred  mix.  If,  for  examp 
you  want  large-cap  U.  S.  stocks  to  account  1 
40%  of  your  portfolio,  you  would  rebalance  if  th< 
share  fell  below  33%  or  rose  above  47% 

Most  401(k)s  allow  frequent,  even  daily,  a 
justments,  and  you  don't  have  to  worry  abo 
the  tax  impact  of  gains  or  losses.  If  you  ha 
both  a  401(k)  and  a  taxable  account,  you  can  i 
most  of  your  rebalancing  in  the  tax-deferred  i 
count.  But  at  some  point  you'll  probably  have 
face  the  bite  of  selling  taxable  assets.  Just 
member:  "Unless  you're  going  to  die  holding  t' 
stock,  you're  going  to  pay  that  tax  eventuall; 
says  Evensky.  Besides,  a  20%  tax  on  your  capil 
gain  could  be  dwarfed  by  the  damage  that 
25%,  30%,  or  40%  drop  in  stocks  could  wreak. 

Perhaps  this  sounds  like  too  much  trouble 
especially  after  five  years  in  which  U.  S.  stock  i 
vestors  made  money  with  such  ease.  If  so,  make 
stop  at  the  Bear's  Cave  (www.401kafe.com/educ 
tion/bears/bears_calc.html).  Plug  in  your  portfoi 
to  see  how  you  would  have  fared  in  the  40%  dr< 
of  the  1973-74  bear  market.  That  might  be  just  t 
wake-up  call  you  need  to  get  the  message:  Pr 
tecting  your  retirement  account  through  diversi 
cation  is  well  worth  the  effort 
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The  internet  is  no  genius.  It's  just  technology. 
Your  people  -  your  customers,  employees,  and 
suppliers  -  have  the  ideas.  Give  them 
PeopleSoft's  new  generation  of  e-business 
applications,  and  they  may  have  a  few  thoughts 
about  making  your  company  more  competitive. 


CUSTOMERS  •  EMPLOYEES  •  SUPPLIERS 


People  power  the  internet. 


www.peoplesoft.com         1.888.773.8277 
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In  Assets,  It's  All 
In  the  Mix 


These  models 
may  help  plan 
your  future 


W 


BY  TRIPP  REYNOLDS 
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Rebalancing  Your 
Portfolio  as  You  Mature 

LARGE-CAP  STOCKS    ■  INTERNATIONAL  STOCKS 
SMALL-CAP  STOCKS         BONDS 

30-YEAR-OLD 


45-YEAR-OLD 


55-YEAR-OLD 


DATA:  STANDARD  &  POOR'S  CORP 


hen  saving  for  retirement,  the  right 
asset  allocation  can  make  all  the  dif- 
ference. You  want  a  portfolio  with 
enough  growth  to  meet  your  goals 
but  enough  stability  to  carry  you  if  one  of  your 
riskier  holdings  blows  up. 

To  see  what  a  well-constructed  retirement 
portfolio  should  look  like,  look  at  the  pie 
charts  below.  Standard  &  Poor's  Corp. 
(which,  like  business  week,  is  a  unit  of 
The  McGraw-Hill  Companies)  has  creat- 
ed model  portfolios  for  three  hypothetical 
investors:  a  30-year-old  man,  a  45-year- 
old  woman,  and  a  55-year-old  man.  (While 
women,  on  average,  live  longer  than  men,  the  dif- 
ference isn't  enough  to  alter  the  model  portfolios.) 
For  more  on  these  allocations,  go 
to  www.personalwealth.com  or 
www.businessweek.com/investor/. 
The  younger  you  are,  the  more 
risk  you  can  take  with  your  in- 
vestments. That's  because  you 
have  more  time  to  recover  from 
market  setbacks.  If  you're  30,  you 
can  afford  to  eschew  bonds  and 
concentrate  mostly  in  large-cap 
stocks,  mixing  in  smaller  portions 
of  small-cap  and  international  eq- 
uities. As  you  age,  preserving 
capital  becomes  more  important. 
By  age  55,  you'd  be  wise  to  put 
half  your  assets  in  bonds. 

s&P  also  has  given  us  a  list  of 
funds  and  stocks  that  you  may 
want  to  use  in  its  recommended 
allocations.  s&P  thinks  you  should 
keep  at  least  half  of  your  retire- 
ment assets  in  individual  stocks 
even  if  you're  only  10  years  from 
retirement.  But  if  your  portfolio 
is  worth  less  than  $50,000,  you 
should  stick  with  equity  funds,  to 
ensure  that  your  holdings  are 
spread  across  a  diversified  selec- 
tion of  companies. 


BusinessWeek  online 


You'll  find  more  recommended  stocks 

and  funds  at  www.personalwealth.com 

and  at  www.businessweek.com 


Funds  To  Salt  Away... 


Standard  &  Poor's  recommends  these  mm 


FUND/TICKER  SYMBOL 

LARGE-CAP 

Janus  Mercury/JAMRX  5/A 

PBHG  Large  Cap  20/PLCPX       5/NA 
Gabelli  Asset/GABAX  5/A 

MID/SMALL-CAP 

FMI  Focus/FMIOX  5/NA 

RS  Diversified  Growth/RSDGX    5/NA 


S&P  STARS*    TOTAL  RETURN* 
BW  RATING      3-YRANN.    YTD  j 


46.21%  -1.5] 
62.00     13.54 


55.65     32.7 
51.13       0.21 


Meridian  Value/MVALX  5/A  25.31 

INTERNATIONAL 

Amer.  Ctry.  Intl.  Discovery/TWEGX     5/B+  30.78 

Gabelli  Global  Grth/GICPX         5/A  44.13 


Pilgrim  Intl.  Sm.  Cap  Grth/C/NARCX  5/NA  41.66 
SHORT-TERM  BOND 

Amer.  Pert.  Sht.  Tm.  Inc/APSTX  5/B+  6.19 
INTERMEDIATE  BOND 

Fremont  Bond/FBDFX  5/B  6.16 

LONG-TERM  BOND 


14.9C 

2.8 

-9.0' 

1.4< 

3.3; 

5.2 


Strong  Corporate  Bond/STCBX  4/B 


5.44       3.3:  ■ 


...Stocks  Worth  Considering 


S&P  likes  these  individual  equities 


P-E 

RATIO** 


LARGE-CAP 

96.9       5 


FUND/TICKER  SYMBOL 

Analog  Devices/ADI 

Pfizer/PFE  52.0  5 

Sun  Microsystems/SUNW  99.3  5 
MID/SMALL-CAP 

Pre-Paid  Legal  Services/PPD  16.0  5 

Cytyc/CYTC  241.7  5 


S&P         TOTAL  RETURN 
STARS*    3-YRANN.    YT 


80.6%  72.2 
47. 

16. 


33.3 
113.1 


9.5     25. 
56.4     66. 


Intermedia  Comm./ICIX       NA         5         29.1 
INTERNATIONAL 

BPAmoco/BPA  18J       5         17.1 

5 

5 


Vodafone  Airtouch/VOD        198.8 


Taiwan  Semiconductor/TSM  75.1 


0. 
66.9     -8. 
10.J 


NA 


*0ut  of  a  possible  5  "Through  July  3      ***Estimated  2000  earning 

DATA:  STANDARD  &  POORS  CORP..  M0RNINGSTAR  INC. 
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is  about  knowing  what  your  customers 
want  -  even  before  they  do.  By  tracking  your  customers'  behavior  and  history,  PeopleSoft's  new 
generation  of  e-business  applications  gets  information  into  the  hands  of  the  people  in  your 
company  who  need  it,  when  they  need  it.  Now,  armed  with  Vantive's  best  of  breed  CRM  technology, 
everyone  can  proactively  forge  and  develop  profitable  customer  relationships  like  never  before. 
Which  is  exactly  the  competitive  advantage  your  people  need  to  successfully  lead  your  business. 


PeopleSott  CRM  powered  by 

vantive 


CUSTOMERS  •  EMPLOYEES  •  SUPPLIERS 


People  power  the  internet: 


www.peoplesoft.com/crm         1.888.773.8277 
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Diversification 
Made  Easy 


Funds  of  funds, 
or  lifestyle 
funds,  take 
care  of  all  the 
homework 


BY  LEWIS  BRAHAM 


Not  every  investor  has  the  time  or  incli- 
nation to  build  a  well-balanced  portfolio. 
For  those  who  find  pie  charts  unappe- 
tizing, funds  of  funds  are  a  palatable 
alternative.  Also  known  as  lifestyle  funds,  these 
funds  buy  other  funds,  building  a  diversified  port- 
folio designed  to  reach  a  specific  investment  goal. 
For  instance,  Fidelity  Freedom  2010  is  a  fund  of 
funds  designed  for  investors  expecting  to  retire  in 
2010.  It  does  all  the  allocating  for  you,  investing  in 
17  different  Fidelity  stock,  bond,  and  cash  funds. 
But  this  solution  comes  with  a  price.  Most 
funds  of  funds  charge  fees — on  top  of  those  al- 
ready charged  by  the  underlying  funds.  According 
to  Morningstar,  the  average  fund  of  funds  adds 
0.63%  in  expenses.  The  av 


HOW  TO 


RETIRE 


erage  expense  ratio  of  U.  S. 
stock  funds  is  1.4%,  so  a 
stock  fund  of  funds  could 
boost  your  total  expenses 
to  more  than  2% — 
which  over  time  can 
dramatically  reduce 
returns. 

Not  every  fund  of 
funds  includes  these 
double  charges.  Vanguard, 
tiaa-cref,  and  T.  Rowe 
Price  all  offer  products 
without  secondary  fees.  Van- 
guard has  four  different 
LifeStrategy  funds  of  funds 


that  invest  primarily  in  index  funds,  so  the  tol 
expenses  are  even  lower  than  usual:  aroui 
0.29%.  "For  someone  with  only  $5,000  or  $10,0 
to  invest,  I  recommend  Vanguard's  funds  of  fun 
all  the  time,"  says  financial  planner  Bre 
Brodeski  of  Savant  Capital  Management  in  Roc 
ford,  111. 

Understanding  a  fund  of  funds'  allocation  pc 
cy  is  crucial,  tiaa-cref  Managed  Allocation,  i 
instance,  works  around  a  60-40  split  betwe 
stocks  and  bonds  that  rarely  changes.  It  h 
turned  over  a  mere  4%  of  its  portfolio  in  t 
past  year.  But  such  funds  as  Merrim 
Asset  Allocation  like  to  trade  in  and  out 
funds  to  time  the  market.  Merrimai 
turnover  ratio  is  an  enormous  351%.  Su 
heavy  trading  incurs  high  tax  bills,  a 
leaves  investors  in  the  dark  as  to  th( 
allocations. 

FUGGEDABOUDIT.  Fidelity's  Freedom  fun 
take  a  unique  approach.  As  the  funds  ne 
their  target  dates— 2000,  2010,  2020,  ai 
2030 — their  managers  gradually  shift  tj 
allocations  away  from  stocks  toward  bon 
and  cash.  This  strategy  increases  incor 
and  reduces  risk  for  retirees,  a  con\ 
nience  if  you  just  want  to  buy  one  fu: 
and  forget  about  it.  Fidelity  does  charge 
secondary  fee,  but  it's  a  low  0.08%. 

If  funds  that  buy  other  funds  make  y 
dizzy,  consider  balanced  funds,  which  ha 
only  one  layer  of  fees,  but  are  often  not  as 
versified.  According  to  Morningstar,  the  avera 
balanced  fund  has  a  foreign  stock  weighting 
only  3.8%  and  a  median  market  capitalization 
$46  billion.  That  means  the  funds  dwn  most 
large  U.S.  stocks. 

But  there  are  worthy  exceptions.  The  socia 
responsible  Pax  World  Fund  has  a  10.7%  exposu 
to  foreign  stocks.  It  also  has  a  track  record  of  hi; 
returns,  low  risk,  and  moderate  expenses.  Ma 
ager  Christopher  Brown  thinks  balanced  fun 
have  an  advantage:  "You  get  a  portfolio  manag 
looking  at  the  overall  picture  rather  than  o: 
manager  for  bonds  and  one  for  equities."  A 
balanced  fund  managers  can  add  value  direct 
with  their  own  stock  and  bond  picks — somethii 
no  fund  of  funds  manager  can  do. 


Funds  That  Allocate  Assets  for  You 


FUND/SYMBOL 


TOTAL        PERCENT  PERCENT    3-YR.  AVER 
EXPENSE  RATIO   STOCKS      BONDS      ANN.  RETUI 


COLUMBIA  BALANCED  CBALX 

0.67% 

60% 

40% 

14.6% 

FIDELITY  FREEDOM  2010  FFFCX 

0.82 

55 

45 

15.6 

FIDELITY  FREEDOM  2030  FFFEX 

0.87 

85 

15 

19.2 

PAX  WORLD  PAXWX 

0.95 

64 

36 

18.0 

TIAA-CREF  MANAGED  ALLOCATION  TIMAX 

0.39 

61 

39 

NA 

VANGUARD  LIFESTRATEGY  INCOME  VASIX 

0.28 

15 

85 

8.7 

VANGUARD  LIFESTRATEGY  GROWTH  VASGX 

0.29 

74 

26 

14.8 

"Through  July  3 

DATA:  MORNINGSTAR  INC. 
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PeopleSoft  Human  Resources  Management  gives  you  the  ability  to  assess  each  and  every 
employee's  job  satisfaction  in  real  time.  Our  new  Workforce  Analytics  products  help  you  gauge 
how  satisfied  an  employee  might  be  in  terms  of  compensation,  benefits  and  work  environment. 
You  can  even  add  learning,  professional  growth,  and  industry  benchmark  data  into  the  mix.  And 
because  our  new  generation  of  e-business  applications  is  built  to  run  purely  on  the  internet,  you 
can  take  action  on  the  analysis  on  any  web  browser.  So  you'll  always  have  what  you  need  to  keep 
recruiting  your  best  people  —  which  means  you  won't  lose  them  to  your  competition. 


CUSTOMERS  •  EMPLOYEES  •  SUPPLIERS 


People  power  the  internet; 


www.peoplesoft.com/hrms        1.888.773.8277 


~mt     mm  mm 


There's  no  place  like  the  new  economy. 

There's  no  place  like  the  new  economy. 

There's  no  place  like  the  fiew  economy. 


But  the  new  economy  isn't  what  it  used  to  be. 
It's  an  ever-changing  place  where  staying  o 
the  road  to  success  requires  a  fresh  financial 
perspective  on  your  business.  Which  is  why  our 
knowledgeable  people  around  the  world  have 
pioneered  a  proprietary  approach  to  help  you 
increase  shareholder  value.  Giving  you  the 
confidence  to  make  better  decisions,  faster. 

To  learn  how  we  can  help  you  accelerate  value, 
call  1-800-265-9109  or  visit  ey.com/valuenow. 
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BY  MARA  DER  HOVANESIAN 


gnorance  may  be  bliss — but  not  for  mutual- 
fund  investors.  The  last  thing  they  need  are 
surprises  about  the  stocks  and  bonds  held 
by  funds  they've  chosen.  With  their  future 
riding  on  their  asset  allocations,  investors  must 
know  the  styles,  objectives,  and  the 
stock  picks  of  funds  they've  bought. 

Unfortunately,  fund  managers  don't 
always  invest  the  way  they  promise. 
Nor  do  they  make  it  easy  to  tell  when 
they're  changing  their  tack.  And  if  fund 
companies  and  regulators  get  their  way,  the 
view  could  soon  be  a  whole  lot  murkier. 

Today,  managers  must  mail  their  investors  a 
complete  tally  of  holdings  twice  a  year.  For  a 
while,  the  Securities  &  Exchange  Commission 
considered  requiring  more  frequent  reports.  But 
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Rinds  protested    so  thi  now  in  n 

Officials  may  allow  the  semiannual  mailing  to 
list  top  holdings  and  summaries  of  othei  p 
dons  with  the  full  list  on  the  Web.  The 
tion:  Shareholders  are  already  flooded  with  data 
and,  managers  say,  they  don't  need  to  know. 

The  fund  industry  had  better  get  back  in 
touch  with  reality.  The  Internet  overflows  with 
tools  to  measure  funds'  vital  statistics.  Twice 
yearly  isn't  enough  for  reports.  Investors  want 
more  information,  not  less.  How  else  to  explain 
the  fervor  over  exchange-traded  and  indexed 
mutual  funds?  These  no-nonsense  investments 
deliver  the  market  slices  or  baskets  of  stocks 
they  promise — ideal  for  for  allocation  planning. 

Managers  love  the  Net's  help  in  marketing 
their  funds.  But  they  fear  that  the  more  they 
disclose,  the  more  day-traders  can  leap  ahead  of 
them,  to  buy  or  sell.  Long-term  investors  are 
the  losers,  argues  Craig  Tyle,  legal  counsel  for 
the  Investment  Company  Institute  (ici)  trade 
group.  But  all  that  advocates  are  seek- 
ing is  monthly  or  quarterly  reports  of  a 
fund's  holdings — with  a  30-day  lag.  By 
then,  the  data  is  too  stale  to  give  day- 
traders  much  help. 

The  fact  is,  most  of  the  25  largest 
fund  companies  already  provide  Morningstar 
with  monthly  holdings  data  for  its  screening 
tools.  So  investors  can  find  out  what  they  own — 
for  a  fee.  But  why  don't  funds  tell  their  owners 
directly,  and  for  free?  "Inertia,"  explains  Morn- 
ingstar  Research  Director  John  Rekenthaler. 
NOT  A  WORD.  Still,  reform  advocates  aren't  de- 
terred. On  June  20,  Davis  Nadig,  co-founder  of 
San  Francisco  fund  .manager  Metamarkets.com, 
went  to  ici's  Washington  headquarters  to  argue 
for  openness.  After  he  made  a  few-minute  "best 
passionate  plea,"  Nadig  says,  the  ici  boardroom 
resembled  "a  scene  from  Dr.  Strangelove.  I  was 
sitting  with  [75  fund  lawyers]  looking  at  me  and 
not  one  saying  a  word." 

Nadig  is  taking  his  case  to  market.  Metamar- 
kets.com  is  one  of  several  that  report  activity 
daily  on  the  Net.  Last  year,  it  launched  the 
$35.7  million  OpenFund,  which  shows  videocam 
picture  of  trades.  "We're  using  technology  to 
change  the  industry,"  Nadig  boasts.  "That's 
probably  seen  as  a  threat  to  the  old  guard." 

ICI  members  insist  that  most  investors  care 
only  about  performance,  not  methods.  Mont- 
gomery Asset  Management  in  San  Francisco 
begs  to  differ:  Its  survey  of  2,500  investors  who 
bought  mutual  funds  online  this  year  found  that 
79%  want  more  data  on  holdings.  So  Mont- 
gomery is  launching  Stock  Solution,  a  series  of 
focused  funds,  which  will  post  complete  holdings 
on  its  Web  site  (www.montgomeiyfunds.com) 
every  two  weeks. 

These  are  modest  steps,  but  they're  respond- 
ing to  a  clear  demand.  If  the  SEC  wants  to  be 
the  investor's  advocate,  it  should  encourage 
more  openness — not  less. 

Der  Hovanesian  covers  finance  from  New  York. 
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When  to 
Collect 

It  may  not  pay  to  file  for  Social 
Security  at  age  65 


HOW 


BY  ANNE  TERGESEN 


Everyone  planning  for  retirement  kno^ 
it's  critical  to  make  informed  decisio 
about  when  to  withdraw  assets  frc 
savings  plans  such  as  401(k)s  and  iRy 
But  perhaps  because  of  an  impulse  to  grab  be 
eflts  as  soon  as  possible,  few  bother  to  consid 
the  best  time  to  start  collecting  their  montl- 
Social  Security  checks. 

That's  a  mistake.  Two  out  of  three  senio 
rely  on  the  Depression-era  program  for  most 
their  retirement  income.  "For  large  portions 
the  population,  the  decision  about  when  to  cla: 
benefits  is  a  very  important  one,"  says  Soc 
Security  Administration  Commissioner  Kenne 
Apfel.  The  decision  about  when  to  start  taki: 
benefits  can  mean  the  difference  between  getti 
the  most  out  of  the  system — or  leaving  money 
the  table. 

To  get  the  full  benefits  calcu- 
lated on  your  lifetime  earnings, 
you  must  wait  until  you  turn  65. 
But  you  can  start  collecting  a  re- 
duced amount  as  early  as  age  62. 
The  reduction  is  permanent:  You'll 
collect  less  every  year  for  the  rest  of  your  1: 
than  you  would  if  you  waited  until  your  full  r 
tirement  age  to  start  getting  checks.  But  t 
amount  is  calculated  so  that  if  you  reach  t 
average  life  expectancy,  you'll  receive  the  sar 
total  lifetime  benefit  whether  you  start  yo 
benefits  at  62,  63,  64,  or  65. 
PLACE  YOUR  BET.  Until  this  year,  those  retirii 
at  62  took  a  20%  hit.  But  a  new  schedule  tak 
effect  this  year,  the  result  of  congressional  effoi 
to  shore  up  Social  Security  funding.  Under  tl 
new  plan,  retiring  at  age  62  will  cost  y 
20.83% — a  bite  that  will  climb,  in  stages,  to  30 
by  2022.  Those  choosing  to  retire  at  63  or  64  w 
take  proportionally  smaller  reductions  relati 
to  those  retiring  at  65.  Under  the  same  ne 
policy,  the  full  retirement  age  is  rising  this  ye 
to  65  and  2  months,  and  will  keep  climbing 
age  67  by  2022  (table). 

Those  entitled  to  Social  Security  payouts  fa 
a  series  of  choices.  For  example,  a  62-year- 
who  garners  the  maximum  benefit,  based 
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wages  earned  over  a  35-year  career,  must  con- 
sider whether  it's  better  to  take  $1,248  a  month 
now,  $1,7G7  a  month  starting  at  age  65,  or  a 
larger  sum  starting  later. 

Since  the  benefits  are  based  on  aver- 
age life  expectancy,  arriving  at  an  an- 
swer requires  betting  on  your  longevity. 
Those  who  die  young  are  better  off  if 
they  take  their  checks  early.  Centenari- 
ans, on  the  other  hand,  come  out  ahead  if 
they  wait  for  a  larger  benefit. 

The  consequences  of  miscalculating  can  be 
dire,  as  any  90-year-old  trying  to  make  ends 
meet  on  a  permanently  reduced  monthly 
check  can  testify.  "If  everyone  started 
retiring  at  age  62,  about  700,000  more 
seniors  would  be  living  in  poverty 
sometime  later  in  their  lives — and 
the  majority  would  be  widows," 
Apfel  says.  Indeed,  many  of  today's 
recipients  will  live  long  enough  to 
regret  their  decision.  That's  because 
almost  70%  of  those  receiving  retire 
ment  benefits  took  them  early — a  move 
that  will  pay  off  if  they  die  before  reaching  the 
average  life  expectancy.  But  by  definition  only 
half  will  die  before  reaching  that  age.  So  some 
20%  of  the  recipients  will  be  drawing  a  perma- 
nently reduced  benefit  in  their  old  age. 

To  find  the  average  life  expectancy  for  your 
birth  year,  go  to  the  Social  Security  Administra- 
tion's Web  site  at  www.ssa.gov/search/index.htm, 
enter  "life  expectancy"  and  click  on  "Life  Ex- 
pectancy for  Social  Security."  But  before  making 
a  wager  on  your  life  span,  consider  your  family's 
medical  history  as  well  as  your  own  health.  And 
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Where  You  Stand  On  Benefits 


IF  YOU  WERE 
BORN  IN... 

1937  &  EARLIER 
1938 

YOU  CAN'T  COLLECT 
YOUR  FULL  BENEFIT 
UNTIL  AGE... 

65 

65  &  2  months 

HOW  MUCH  YOU  LOSE  IF 
YOU  START  COLLECTING 
AT  AGE  62 

20.00% 

20.83 

1939 

65  &  4  months 

21.67 

1940 

65  &  6  months 

22.50 

1941 

65  &  8  months 

23.33 

1942 
1943-1954 

65  &  10  months 
66 

24.17_ 
25.00 

1955 

66  &  2  months 

25.84 

1956 

66  &  4  months 

26.66 

1957 

66  &  6  months 

27.50 

1958 

66  &  8  months 

28.33 

1959 

66  &  10  months 

29.17 

1960  &  LATER 

67 

DATA:  SOCIAL  SECURITY  ADMINISTRATION 

30.00 

don't  forget  to  factor  in  your  spouse's  likt 
longevity  if  he  or  she  stands  to  inherit  some 
all  of  your  benefits. 

Calculations  performed  at  the  Social  Secur: 
Administration's  Web  site  (www.ssa.gov/retire/c 
culators.htm)  can  give  you  an  idea  of  what  y 
should  expect  to  receive  per  month  beginning 
a  variety  of  ages.  If  you  go  to  www.ssa.gov/] 
tire/walkthru.htm  or  call  800  772-1213,  you  c 
also  get  an  estimate,  based  on  your  earnin 
history,  of  your  benefits  at  62,  at  full  retirem? 
age,  and  at  70.  The  benefits  estimate  is  based 
an  extrapolation  of  your  work  history.  If  y 
expect  your  future  earnings  to  change  sign 
cantly,  you  can  use  the  Web  calculators  to  inc< 
porate  them  in  the  benefits  estimate. 
You  can  boost  your  Social  SecUri 
check  even  more  by  putting  off  c 
lecting  beyond  age  65.  But  a  quirk 
the  Social  Security  system  pro! 
|  bly  makes  that  a  bad  move.  Tha 
'  because  those  who  wait  are  ci 
rently  compensated  with  a  payo 
increase  of  only  6%  per  year  on  t 
of  an  annual  cost-of-living  adjustme: 
Suppose  a  65-year-old  man  entitled  to  t 

average  monthly  payment  of  $1,066  decid 
to  postpone  collecting  until  age  70,  when 
would  get  about  $1,425  per  month.  He  wov. 
have  to  live  until  at  least  85  to  make  up  t 
benefits  he  did  not  collect  between  65  and 
Since  his  life  expectancy  is  about  81,  that's 
bad  bet — unless  his  family's  history  or  his  o\ 
good  health  make  him  think  he'll  live  longer. 
STAYING  AT  WORK.  In  2008,  this  anomaly  will 
remedied.  That's  when  the  annual  "credit"  i 
postponing  the  start  of  your  claim  rises  to  £ 
for  those  born  after  1942.  Then,  says  Ali< 
Munnell,  a  professor  at  Boston  College's  Carr 
School  of  Management  and  an  expert  on  Soc 
Security,  "it  shouldn't  make  any  differenc 
whether  someone  with  an  average  life  sp 
starts  receiving  checks  at  62  or  70.  In  any  cai 
you  can't  boost  your  initial  benefit  any  furth 
after  age  70 — so  there's  no  point  in  postponi 
beyond  that  age. 

Because  the  benefits  formula  averages  ea 
person's  35  highest  years  of  earnings,  continuing 
work  pays  off  for  some  people.  And  thanks  tc 
law  that  Congress  passed  this  year,  workers  abo 
full  retirement  age  are  no  longer  subject  to  lim 
on  what  they  can  earn  while  receiving  benefits 

Despite  the  drawbacks  of  early  payouts,  y 
might  wind  up  ahead  financially  by  taking 
as  soon  as  you  can.  If  you  think  you  can  earn 
higher  return  than  the  long-term  Treasury  ra 
take  the  money  as  soon  as  possible  and  inve 
it.  Before  calling  your  broker,  though,  ask  yoi 
self  whether  you  are  comfortable  with  t 
volatility  and  uncertainty  of  the  stock  mark< 
says  David  Bugen,  a  principal  at  Bugen  Stua 
Korn  &  Cordaro,  a  Chatham  (N.J.)  wealth-ma 
agement  firm.  If  you  can  stomach  the  marke 
ups  and  downs,  you  might  set  yourself  up  for 
more  secure  retirement. 
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BY  MARY  HICKEY 


ally  and  Frank  Rager,  both  in  their  mid- 
50s,  plan  to  retire  in  two  years.  So  they 
sat  down  recently  with  their  financial 
planner  to  crunch  some  numbers.  The 
Clarksville  (Term.)  couple  toted  up  all  their  ex- 
pected expenses — from  home  mainte- 
nance and  travel  to  long-term  care  in- 
surance. They  looked  at  their  combined 
income  and,  to  their  relief,  determined 
that  they'd  be  in  pretty  good  shape. 
"We'll  have  enough  money  to  live  com- 
fortably until  we're  85,"  says  Sally,  a  nurse  whose 
husband  is  a  quality-control  manager  for  an  au- 
tomobile-parts manufacturing  company.  "If  we 
live  much  past  that,  we  may  be  in  trouble." 
The  Rogers  arc  among  the  lucky  ones:  They've 
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scoped  out  where  the  potential  dangers  lie.  Most 
working-age  Americans  haven't  any  idea  how 
much  income  they're  going  to  need  in  retire- 
ment. A  survey  by  the  Employee  Benefit  Re- 
search Institute  (EBRI)  released  in  May  found 
that  only  half  of  American  workers  have  both- 
ered to  analyze  their  retirement  needs.  "People 
are  saving,  but  they're  saving  blindly,"  says  Don 
Blandin,  president  of  the  American  Savings  Ed- 
ucation Council,  an  affiliate  of  EBRI.  Even  those 
who  do  work  out  a  retirement  budget  tend  to  be 
overly  optimistic:  "Most  people  rely  on  outdated 
projections  and  unrealistic  assumptions,  and  they 
fail  to  plan  for  contingencies,"  says  Ronald  Roge, 
a  certified  financial  planner  in  Bohemia,  N.Y. 
SNEAK  PEEK.  Your  own  retirement  may  be 
decades  away — but  if  nothing  else,  a  sneak  peek 
at  what  it  will  take  to  replace  your  current  in- 
come in  the  future's  inflated  dollars  is 
likely  to  spur  your  savings.  Indeed,  88% 
of  those  who  have  worked  out  a  retire- 
ment budget  are  setting  money  aside, 
according  to  the  EUR  I  survey,  compared 
with  only  61%  of  those  who  haven't  done 
the  math.  "Clearly,  it  helps  to  have  a  goal," 
Blandin  says. 

But  once  you  leave  your  40s,  you  need  to  re- 
place rough  estimates  with  detailed  figures.  The 
first  step  is  to  determine,  as  closely  as  possible, 
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Don't  Get 
Blindsided 

►  Will  you  need  to 
buy  an  individual 
health  insurance  pol 
cy  to  cover  you 
before 
Medicare 
kicks  in  at 
age  65? 


►  Will  you 
have  to 
pay  for  ex- 
pensive pre 
scription  drugs, 
which  are  not  covered 
by  Medicare? 

►  What  if  you  have  to 
support  a  boomerang 
child — one  who  re- 
turns home  after 
being  independent? 

►  Could  you  or  your 
spouse  become  dis- 
abled? Some  costs, 
such  as  a  home  aide, 
may  not  be  covered 
by  either  your  health 
insurance  or  your 
long-term  care  policy 


they 


the  kind  of  retirement  lifestyle  you  hope  to  have. 
"You  need  to  ask  yourself,  Where  do  I  plan  to 
live?  Do  I  want  to  have  a  second  home?  What 
hobbies  and  interests  will  I  want  to  pursue?'"  ex- 
plains Jeffrey  Rattiner,  a  certified  financial  plan- 
ner in  Englewood,  Colo.  The  more  specific  you 
can  be,  the  better,  ideally  including  even  such 
costs  as  club  memberships  and  trips  to  visit  the 
grandkids. 

Although  conventional  wisdom  has  long 
held  that  retirees  will  spend  between 
70%  and  80%  of  their  current  expenses, 
many  planners  now  believe  that's  a 
bare-bones  estimate,  particularly  for 
self-indulgent  baby  boomers.  While 
some  expenses  such  as  housing  and 
child-related  costs  may  go  down,  oth- 
ers— such  as  travel  during  the  active 
retirement  years  and  health-care  costs 
later — are  likely  to  increase.  So  you  should 
plan  on  spending  roughly  as  much  as  you  are 
now,  at  least  during  the  first  10  years  or  so  of 
your  retirement.  "Who  wants  to  ratchet 
down  their  lifestyle?"  asks  Joel  Davis,  a 
certified  financial  planner  with  American 
Express  Financial  Advisors  in  Augusta, 
Maine.  "Everyone  I  know  wants  to  be  at 
least  as  well  off — even  better  off — than 
currently  are." 

Miscalculations,  of  course,  can  land  you  in  big 
trouble.  A  common  one  is  forgetting  to  account 
for  inflation,  which  most  planners  project  at  an 
average  4%  annually.  You  should  calculate  for 
inflation  when  you  figure  your  expenses,  your 
income  goal,  and  your  investment  returns.  So  if 
your  income  goal  in  10  years  is  $200,000 
in  today's  dollars,  aim  for  $296,000 
which  includes  4%  inflation  com- 
pounded annually. 

You  should  also  consider  the  im- 
pact of  taxes  on  your  retirement  in- 
come. "Retirees  tend  to  think  they're 
better  off  than  they  really  are,"  says 
Roge,  because  they  forget  that 
distributions  from  their  tax-de- 
ferred individual  retirement  ac- 
counts, 401(k)s,  and  pension 
plans  are  taxed — and  don't  en- 
joy the   lower   capital-gains 
rates  assessed  on  many  in- 
vestments. Planners  suggest 
preparing    sample    tax    re- 
turns— state  as  well  as  feder- 
al— based  on  your  projected 
income  to  get  an  idea  of  how 
much  to  earmark  for  taxes. 

Another  common  mistake: 
Underestimating  life  ex- 
pectancy by  relying  on  out- 
dated actuarial  tables.  "Most 
of  my  younger  clients  have  a 
hard  time  envisioning  them- 
selves living  past  85,"  says 
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To  Figure  Out... 


HOW  LONG  YOU'LL  LIVE 


www.northwestemmutual.com/games/longevity 

www.retireweb.com/death.html 

www.beeson.org/livingtolOO/quiz.htm 


HOW  MUCH  YOU'LL  NEED 


quicken.com/retirement/planner/ 


SOCIAL  SECURITY  BENEFITS 


www.ssa.gov/retire/calculators.htm 


THE  YIELD  ON  YOUR  INVESTMENTS 


www.consumerfed.org/cfada.html 
www.asec.org/int-blpk.htm 


Davis.  "But  with  today's  medical  advances,  mi 
of  them  probably  will." 

While  you  obviously  can't  predict  your  d< 
tiny,  new  tools  exist  to  help  you  make  an  ec 
cated  guess.  Experiment  with  the  longevity  c 
culators  on  the  Internet  (table).  After  ji 
provide  vital  statistics  and  answer  health  qu 
tions,  these  sites  compute  an  estimated  age 
death.  Use  several  and  compute  the  avera 
for  planning  purposes.  A  more  conservative  j 
proach  favored  by  many  planners  is  to  ac< 
mulate  enough  savings  that  you  can  live  to  a 
95  without  running  out  of  money. 
EMERGENCIES.  Your  savings  needs  will  vary  < 
pending  on  your  assets,  level  of  risk  toleran 
and  even  factors  like  your  proximity  to  fam 
and  other  support  systems.  And  while  you  ob 
ously  can't  plan  for  every  contingency,  the  mc 
possibilities  you  take  into  account,  the  bett 
prepared  you'll  be.  Smaller  expenses,  such 
home  repairs  and  auto  maintenance,  should  al 
be  figured  in.  Planners  recommend  setting 
an  emergency  fund  (anywhere  from  $1,500 
$3,000)  for  unexpected  large  expenses  such 
new  appliances. 

On  the  income  side,  don't  count 
much  on  Social  Security:  The  entit 
ment  program  currently  provides  or 
$17,196  annually  for  the  highest  ear 
ers  retiring  at  age  65.  And  be  careful  not 
overestimate  the  rate  of  return  on  your  invei 
ments.  "People  tend  to  look  at  how  their  port: 
lio  has  performed  in  the  past  five  or  ten  yea 
and  that's  very  deceiving,"  says  John  Feeney 
certified  financial  planner  with  Noble  Financ 
Advisory  in  East  Sandwich,  Mass. 

A  realistic  calculation  is  to  figure  the  rate 
the  return  based  on  long-term  analys 
For  stocks,  that's  about  11%  annual 
and  it's  between  5%  and  7%  for  bon 
and  money-market  accounts.  Feen 
suggests  estimating  a  7%  to  8%  r 
turn  on  a  balanced  portfolio. 

Whatever  you  do,  make  sure 
create  a  cash  reserve  that,  sugge 
some  planners,  will  cov 
from  18  months  to  two  yea 
of  living  expenses.  That  pr 
tects  you  from  having  to  d 
into  a  stock  portfolio  for  li 
ing  expenses  when  the  m£ 
ket  is  down. 

Finally,  when  you  do  ma' 
a  budget,  revisit  it  regular 
so  you  can  rework  and  refir 
Planners  recommend  reev 
uating  once  every  five  yea 
when  you're  in  your  40s  ai 
once  every  two  years  as 
tirement  draws  near.  If  yc 
have  a  clear  sense  of  ho 
much  you'll  need,  it  will 
easier  to  take  the  next  ste 
figuring  out  how  to  finan 
your  dream  retirement. 
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It's  Never 
Too  Late  to 
Make  a  Plan 


Three  tales  of  people  who  got 
serious  about  retirement 


BY  ELLEN  HOFFMAN 


Twentysomethings  are  becoming  millionaires, 
teenagers  are  playing  the  stock  market  on 
their  home  computers,  and  a  television  ad 
for  a  brokerage  house  features  football 
players  in  a  huddle  talking  about  price- 
earnings  ratios. 
A  third  of  U.  S.  households  have  individ- 
ual retirement  accounts  (iras).  Contributions  to  401(k) 
plans  have  grown  an  average  of  18%  per  year  since  1990, 
to  total  more  than  $1.4  trillion  at  the  end  of  1998.  More 
Americans  than  ever  own  stocks.  The  Internet,  the  baby 
boom,  the  bull  market — the  interactions  of  these  phenome- 
na have  caused  an  explosion  of  financial  interest  and  activi- 
ty that  would  have  been  impossible  to  predict  a  decade 
ago.  Yet  a  1997  study  by  Public  Agenda,  a  nonprofit  re- 
search organization,  found  that  46%  of  Americans  aged  22 
to  61  have  saved  less  than  $10,000  for  retirement.  The  rate 
of  personal  savings  has  been  spiraling  downward  from  9% 
of  disposable  income  in  1982  to  0.5%  in  1998.  And  an  Amer- 
ican Association  of  Retired  Persons  study  reports  that  only 
one-fifth  of  baby  boomers  aged  36  to  54  have  more  than 
$25,000  in  assets.  Clearly,  a  lot  of  Americans  need  to  catch 
^^^^        up  on  their  saving  for  retirement. 

In  a  bygone,  simpler  era,  the 
strategies  for  ensuring  financial 
comfort  in  retirement  were  pretty 
straightforward.  If  you  were  lucky, 
you  or  your  spouse  worked  for  a 
company  or  government  agency  that 
guaranteed  a  pension.  You  knew  that 
when  you  attained  a  certain  age,  after 
a  certain  number  of  years  on  the  job, 
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you  could  count  on  receiving  that  regular  pension  check, 
you  didn't  have  a  traditional  pension,  you  had  one  other 
option:  put  all  of  your  extra  cash  into  savings  accounts, 
stocks  and  bonds,  or  real  estate.  Until  the  creation  of  IRAL 
in  1974,  the  federal  government  didn't  even  offer  most 
Americans  any  tax  incentives  to  save  for  retirement. 

Early  in  the  21st  century,  it's  clear  that  in  addition  to 
increased  longevity,  many  factors  have  combined  to  mak 
the  whole  business  of  saving  for  retirement  more  com- 
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ex.  Among  them:  the  decline  in  access  to  traditional 
•nsions;  the  shift  to  iras,  401(k)s,  and  other  tax-advan- 
ged  retirement  vehicles  that  challenge  you  to  make  a 
nstant  stream  of  investment  decisions;  and  the  intense 
mpetition  in  the  financial-services  industry  to  manage 
air  retirement  funds. 

How  do  I  figure  out  how  much  money  I  '11  really  need 
hen  1  retire?  ('an  I  count  on  receiving  Social  Security? 
ow  much  risk  should  I  take  when  I  am  investing  my  re- 
•ement  money?  Is  it  too  late  for  me  to  save  for  retire- 
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merit?  Many  people  an  red  by  these  question!  'hat, 

they  put  off  planning  tor  retirement  altogether.  At  10,  50, 
60,  or  even  older,  they  tnaj  suddenly  realize  their  retire 

mint  prospects  are  grim.  They  may  even  think  their  situ- 
ation is  hopeless.  lint  those  of  us  who  haven't  planned  or 
prepared  adequately  can  make  up  tor  lost  time  at  any 
age — even  those  of  us  who  are  already  retired. 

Since  there's  no  shortage  of  financial  ad- 
vice available,  rather  than  give  a  textbook 
lesson  in  financial  planning,  this  book  Bhares 
the  real  stories  of  people  who  have  used 
those  strategies  and  techniques  successfully. 
The  people  interviewed  had  to  play  catch-up 
for  a  myriad  of  reasons:  poor  money  management,  credit- 
card  debt,  losses  in  a  divorce  settlement,  a  business  fail- 
ure, bad  investments,  or  just  plain  low  income. 

What  was  most  surprising:  the  number  of  people  living 
a  solidly  middle-  or  upper-middle-class  lifestyle,  with  ex- 
pensive cars  and  capacious  homes,  vacations  overseas,  and 
children  in  private  school,  who  are  very  unprepared  finan- 
cially for  retirement.  They  have  only  the  most  general 
idea  about  what  they  need  to  do  to  remedy  their  situa- 
tion. Even  some  people  who  are  quite  sophisticated  about 
investing  in  the  stock  market  have  no  idea  how  much  So- 
cial Security  they  might  receive,  let  alone  how  to  create 
what  Richmond  (Va.)  financial  planner  Duke  Grkovic  calls 
a  "road  map"  to  follow  from  their  current  assets  to  a  tar- 
get they  have  set  for  retirement  assets.  Yet  despite  these 
uncertainties  and  knowledge  gaps,  everyone  described  in 
this  book  was  consciously  taking  steps  to  catch  up  on  sav- 
ing for  retirement.  Most  of  the  people  started  to  adjust 
their  financial  habits  when  they  were  in  their  40s  or  50s. 
But  there  are  also  stories  about  people  who  may  have 
been  retired  for  a  decade  or  more  and  who  realized  only 
after  they  stopped  working  that  they  hadn't  saved  enough 
to  maintain  the  lifestyle  they  wanted. 

Every  story  in  The  Retirement  Catch- Up  Guide  is  true. 
But  all  the  names  and,  in  some  cases,  facts  such  as  the  in- 
dividuals' jobs  or  where  they  live  have  also  been  changed 
to  protect  their  privacy.  What  follows  are  three  stories 
that  give  valuable  lessons  about  saving  for  retirement. 

Give  Your  Future  a  Reality  Check 

People  often  harbor  subconscious  assumptions  about 
their  retirement  life.  Even  in  the  21st  century, 
many  women  hold  the  unspoken  belief  that  they 
will  meet  and  marry  the  perfect  provider  who  will  take 
care  of  their  economic  needs  for  the  rest  of  their  life.  Of 
course,  the  older  we  get,  the  less  likely  it  is  this  will  hap- 
pen. At  some  point,  women  who  think  this  way  realize 
they  must  provide  their  own  financial  resources  for  retire- 
ment. Here's  the  story  of  one  woman  who  confronted  that 
reality  at  age  41. 

For  nearly  two  decades,  Rita  led  an  incredibly  exotic 
and  adventurous  life.  She  lived  or  traveled  extensively  in 
Latin  America,  becoming  fluent  in  Spanish  and  indulging 
a  strong  interest  in  handicrafts  and  folk  art.  What  started 
as  an  avocation  became  a  business.  Until  recently,  she 
was  selling  $1  million  of  imported  goods  a  year,  employing 
more  than  60  people,  and  attending  a  seemingly  endless 
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round  of  trade  shows  to 
connect  with  buyers. 

Before  starting  the 
business,  she  had  worked 
for  a  foundation  and  a  civil 
rights  organization.  In 
those  years,  she  recalls,  "I 
didn't  care  at  all  about 
saving  money  or  bank- 
ing and  stocks.  For 
most  of  my  life  my  pri- 
orities have  had  to  do 
with  education,  travel, 
and  professional  growth 
and  development." 

On  one  overseas  busi- 
ness trip,  Rita  found  her- 
self dining  with  a  stock- 
broker from  the  U.  S.  The 
conversation  turned  to 
money,  and  he  told  her:  "I'm 
so  tired  of  hearing  smart  people 
tell  me  that  they  have  nothing  to 
retire  on.  They  are  stupid  and  de- 
serve anything  they  get."  Rita,  who  at 
this  time  had  neither  retirement  plans  nor  sav- 
ings, asked:  "What  do  you  mean?"  The  stockbroker's  reply 
was  to  the  point:  "You  put  money  into  an  account.  There 
is  something  called  compound  interest.  If  you  leave  the 
money  there,  then  20  years  later  you  will  have  money  to 
retire  on." 

Rita  remembered  this  conversation,  even  as  she  contin- 
ued to  reinvest  all  the  company's  returns  back  in  the  busi- 
ness. Then,  at  41,  she  had  a  crisis.  "I  was  taking  stock  of 
my  life.  I  realized  that  all  along  I  had  the  fantasy  that  I 
would  marry  a  professional  man,  that  he  would  have  a 
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WHAT  IT  OFFERS 


American  Savings  Education  Council  provides  "savings 
tools"  to  calculate  your  "retirement  readiness"  and  make 
a  ballpark  estimate  of  how  much  you  need  to  save 

At  MSN  MoneyCentral,  you  can  find  how-to  articles  on  re- 
tirement savings  and  calculators  to  help  you  plan 

Get  government  publications  from  the  Pension  &  Welfare 
Benefits  Administration  on  how  to  save  and  how  to  protect 
your  retirement  benefits 

Tools  provided  by  S&P  Personal  Wealth*  help  you  create  a 
retirement  plan  and  monitor  your  portfolio 

The  Social  Security  Administration's  retirement  planner 
can  help  you  predict  your  Social  Security  benefits 


"I'm  so  tired  of 

—  *"    hearing  smart  people 

tell  me  they  have  nothing  to  retire 
.  on.  They ...  deserve 
everything  they  get" 


good  salary,  and  we  woul 
have  a  house  and  family. 
Suddenly  it  became  clear 
that  at  41,  there  were  no 
options  for  marriage  in 
sight.  I  realized  I  was  all 
alone  in  the  world.  I  had 
to  make  my  own  choices. 
Soon  after  that,  Rita 
bought  a  house  and  con 
suited  with  a  stockbrok 
about  how  to  save  for  r 
tirement.  "We  assumed 
that  my  house  would  b( 
paid  off.  I  would  drive 
very  modest  car.  I'd  lik 
to  go  to  Europe  once  a 
year  for  a  month.  I  thought  that  with  $30,000  a  year  I 
could  live  happily  ever  after."  The  broker  said  she  woul 
need  to  put  away  $500  per  month  to  achieve  that  goal 
This  seemed  like  more  than  she  could  af- 
ford, but  interest  rates  declined,  she  refi- 
nanced her  house,  and  Rita  decided  to  have 
the  $300  per  month  she  was  saving  on  the 
mortgage  deposited  in  her  brokerage  ac- 
count automatically. 

Even  though  she  has  decided  to  close  down  her  busi 
ness  and  start  another  career  at  52,  Rita  feels  good  abou 
her  future.  "My  anxiety  is  tremendously  reduced  knowin 
that  I  am  doing  this,"  she  says.  "Had  I  un- 
derstood the  principle  of  compound  interest 
earlier,  I  would  not  have  waited  to  save  unti 
after  I  was  40  years  old.  I  would  have  start 
ed  saving  from  the  beginning.  If  I'd  done 
that,  I  would  have  incredible  freedom  now 
because  my  financial  worries  would  have  bee 
taken  care  of." 
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Shift  from  High-Interest  Credit  Cards 
to  a  Mortgage  or  Home  Equity  Loan 

fhen  you  face  a  constant  barrage  of 
credit-card  finance  charges  and  the 
debt  never  seems  to  go  down,  it  can 
be  hard  to  squeeze  out  a  monthly  contributioi 
.to  your  retirement  account.  That's  why  some- 
times the  first  step  toward  building  up  your 
savings  is  to  pay  off  the  credit  cards — or  com 
up  with  a  plan  that  allows  you  to  reduce  the 
debt  and  save  for  retirement  at  the  same  tirm 

At  49,  David  was  a  self-employed  lawyer 
with  about  $100,000  in  credit-card  debt.  Abou 
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By  refinancing  his  house  and 
folding  in  $70,000  of  credit- 
card  debt,  David  saved  himself 
$10,000  a  year 


I 


I 


$10,000  was  on  a  card  that  charged 
14.9%  annually.  The  rest  was  on  cards 
with  finance  charges  of  17%.  A  divorced 
father  who  has  custody  of  his  son,  David 
had  piled  up  the  debt  after  a  costly  di- 
vorce settlement,  buying  out  a  business 
partner,  and  paying  bills  his  ex-wife  had 
incurred  from  TV  shopping  channels. 

That  left  him  stuck  trying  to  pay  off 
the  debt,  create  a  college  fund  for  his 
10-year-old,  and  add  to  the  $120,000  he 
had  put  into  Keogh  and  IRA  retirement  ac- 
counts. These  goals  were  not  easy  to 
achieve,  because  his  income  fluctuated 
widely — from  $17,000  in  one  recent  year  to 
$150,000  in  1999. 

A  financial  adviser  recommended  two 
steps  David  could  take  to  reduce  his 
monthly  expenses:  First,  wrap  some  of  the 
credit-card  debt  into  a  loan  that  would  refi- 
nance his  house.  Then,  consolidate  the  re- 
maining debt  on  cards  with  lower  rates. 

David  owed  -about  $125,000  on  his  mort- 
gage and  was  paying  a  rate  of  TA%  per 
year.  When  he  asked  his  bank  for  refinancing,  the  answer 
was:  "When  you  originally  got  this  mortgage,  you  had  two 
incomes.  But  now  you're  single,  and  you're  an  entrepreneur 
with  a  sole  proprietorship."  They  considered  it  too  risky  to 
give  him  the  new  mortgage.  The  second  mortgage  company 
David  approached  had  a  very  different  attitude:  "We  know 
that  if  you  default  on  this  loan,  you'll  lose  your  license"  to 
practice  law,  they  said,  so  they  didn't  see  him  as  a  serious 
risk.  Within  a  month,  he  had  increased  his  mortgage  to 
$195,000.  The  house  was  worth  well  over  $200,000,  so  the 
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lender  allowed  him  to  wrap  $70,000  of  credit-card  debt  int 
the  new  mortgage,  which  he  pays  at  a  7%%  rate. 

The  next  step  was  to  reduce  the  finance 
charges  on  the  other  $30,000  of  debt. 
When  David  called  up  the  credit-care 
company,  he  asked  for  a  9.9%  rate, 
which  he  knew  they  were  offering.  T 
his  surprise,  they  offered  to  guarantee 
him  that  rate  "in  perpetuity." 

Just  two  or  three  years  before,  David 
seemed  to  be  mired  in  financial  disaster. 
Although  he  had  a  nice  start  on  building 
up  retirement  savings,  his  debts  were  so 
high  that  he  couldn't  imagine  taking  mon( 
out  of  cash  flow  to  save  for  the  future.  Bi 
by  refinancing  the  house,  wrapping  in  son 
of  the  credit-card  debt,  and  getting  a  lowi    | 
rate  on  the  remaining  debt, 
"I've  reduced  my  out-of-pock- 
et expenses  by  about  $1,500  a 
month,"  a  tidy  $18,000  a  year. 
With  the  divorce  and  changes 
m    in  his  business  completed, 
I   David's  earnings  went  way  up  in  1999 J 
enabling  him  to  pay  off  $15,000,  or  hal 
of  his  remaining  credit-card  bills,  and  f 
to  fully  fund  his  son's  college  educatic 
by  contributing  to  a  program  offered  | 
to  residents  of  his  home  state. 

David  is  reaping  yet  another  bonu 
!  a  much  lower  tax  rate  in  a  year  whe- 
\  his  income  was  high.  That's  because 
the  credit-card  interest  shifted  to  th 
mortgage  is  now  deductible,  as  are 
the  large  costs  he  spent  dn  dissolv 
ing  his  business  partnership.  And 
now,  after  years  of  uncertainty  and  crisis 
David  is  in  a  position  to  use  his  higher  earnings  to  catch  l 
on  contributions  to  his  retirement  account — instead  of  on 
nance  charges  to  credit-card  companies. 


Retire  in  a  State  with  Low  Property  and  Income 
Taxes 

While  we're  working,  we  may  grouse  about 
paying  taxes  but  not  put  much  effort  into  redu 
ing  them.  But  when  the  time  comes  to  retire, 
and  income  tends  to  flatten  out,  taxes  become  a  much 


Strategies  for  Catching  Up 

If  you  haven't  been  as  diligent  about  saving  for  retirement  as  you  should  have, 
here  are  ways  to  give  yourself  a  financial  boost: 


►  Make  a  savings  plan 
and  stick  to  it.  Con- 
tribute the  maximum 
to  your  retirement  ac- 
counts. Don't  sabo- 
tage your  efforts  by 
taking  out  the  money 
early. 

►  Become  a  savvy  in- 


vestor. Educate  your- 
self about  where  to  in- 
vest. Keep  a  close  eye 
on  your  portfolio  to 
minimize  losses  from 
mistakes  or  outdated 
investment  priorities. 

►  Downsize  your  life 
by  cutting  out 


nonessential  expens- 
es. Forgoing  that  $3 
latte  every  morning 
can  really  add  up. 

►  Make  the  most  of 
your  home  equity  to 
generate  retirement 
savings  or  income. 
Consider  selling  that 


big  old  house,  buying 
a  smaller,  less  expen- 
sive place,  and 
putting  the  rest  of  the 
proceeds  in  invest- 
ments that  generate 
higher  returns. 

►  Move  to  a  less  ex- 
pensive location  where 


you'll  save  on  taxes 
and  daily  costs. 


►  Readjust  your  wo 
plans,  even  if  it 
means  delaying  reti 
ment,  so  that  your 
pension  and  other  s 
ings  will  have  more 
time  to  grow. 


300N 
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Even  cold  rolled  steel  can 
have  a  heart  and  soul. 


300M 

Its  ancestor,  the  Chrysler  C-300,  was  no  stranger  to  the  winner's 
circle.  Its  descendent  proudly  follows  the  family  tradition.  The  Chrysler 
300M— named  one  of  Car  and  Driver's  10  Best  for  the 
second  consecutive  year.  $29,815,'  fully  equipped. 
Call  1.800. CHRYSLER  or  visit  us  at  www.chrysler.com. 
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BOOK  EXCERPT 


Taxes  can  play  a  much  larger  role  in  your  budget 
than  you  expect,  as  Norma  and  Brent  learned  to 
their  chagrin  upon  moving  to  North  Carolina 


bigger  factor  in  your  budget.  The  couple  in  this  story 
did  not  focus  on  choosing  a  low-tax  state  when  they 
first  retired.  But  their  story  shows  how  you  may  not 
need  to  play  as  much  catch-up  with  your  savings  as  you 
thought  if  you're  willing  to  move  to  a  state  where  you 
can  reduce  your  annual  tax  bills  by  several  thousand 
dollars. 

Norma  and  Brent,  now  67  and  70,  respectively, 
made  a  snap  decision  to  retire  to  a  town  in  North 
Carolina  in  1985.  His  work  with  a  U.  S.  govern- 
ment agency  had  taken  them  to  live  in  various 
countries  in  Asia  and  Africa.  They  had  vacationed 
on  the  coast  and  in  the  mountains  of  North  Carolina, 
and  they  found  the  state  beautiful.  "So  when  we  found  a 
house  we  liked,  we  bought  it  and  moved  there,"  Norma 
recalls.  "But  it  was  a  mistake.  We  hadn't  done  any 
research,  and  we  sort  of  blindly  bought  a  house  and 
settled  in." 

Soon  the  negative  aspects  of  their  choice  surfaced. 
About  17  miles  from  a  major  town,  "the  little  area  where 
we  lived  was  hardly  even  a  village.  Every  time  we  want- 
ed to  go  shopping  or  see  the  symphony,  it  entailed  dri- 
ving. And  as  we  got  older,  we  realized  we  were  driving 
34  miles  to  see  a  movie." 

Taxes  were  also  a  problem.  "Property  taxes  became  a 
big  factor.  We  got  very  little  relief  from  the  state  govern- 
ment. And  then  county  taxes  started  going  up  as  well. 
We  were  living  on  a  fixed  income.  As  all  these  taxes  in- 
creased, it  meant  we  could  afford  to  do  less  and  less," 
Norma  explains.  They  started  to  search  in  other  Southern 
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states  for  another  retirement  location — an  area  with  a 
full-service  golf  club,  which  was  important  to  Brent,  as 
well  as  one  with  lower  taxes. 

After  visiting  venues  in  Texas,  Arkansas,  Georgia, 
Florida,  one  day  they  noticed  an  item  in  a  magazine 
about  the  benefits  Mississippi  offers  to  retirees.  Nor 
and  Brent  admit  they  were  skeptical  at  first:  Their  i 
age  of  the  state  as  one  that  lacked  amenities  and  had 
widespread  poverty  simply  did  not  comport  with  thei 
vision  of  comfortable  retirement  living. 

Nevertheless,  they  responded  to  the  advertising 
blurb  and  received  both  written  information  and  phon 
calls  from  volunteers  who  participate  in  "Hometown 
Mississippi,"  the  program  designed  to  attract  resident 
"We  had  a  lot  of  questions  about  the  medical  services, 
the  cost  of  living,  the  traffic  situation,  and  of  course 
the  taxes,"  says  Norma.  One  particularly  attractive  fe 
ture  was  that  Mississippi  exempts  retiree  in 
come — including  Social  Security,  private  and  go 
ernment  pensions,  and  annuities — from  state 
income  taxes. 

Their  interest  piqued,  Norma  and  Brent 
traveled  to  Mississippi  and  decided  to  settle  in 
a  college  town  that  shows  its  respect  for  the 
older  newcomers  by  offering,  among  other  things,  low 
cost  courses  on  topics  such  as  computer  skills  and  the 
Civil  War.  The  sale  of  their  four-bedroom  house  in  No 
Carolina  paid  for  another  four-bedroom  home  in  Missis 
sippi.  But  the  new  home  is  "much  nicer,  with  a  better 
cation,  and  the  yard  is  better  landscaped,"  Norma  say 
In  addition,  their  utility  bills  are  about  $1,000  a  year 
lower. 

What  really  makes  a  difference  in  their  retirement 
budget,  however,  is  Mississippi's  low  taxes.  Brent  esti 
mates    they  are  saving  $2,000  a  year  in  state  income 
tax,  and  $1,000  a  year  on  property  taxes.  (They  pay 
about  $825,  vs.  $1,850  in  North  Carolina.)  Added  to  lo 
er  utility  costs  and  a  lower  cost  of  living,  the  tax  brea 
have  helped  reduce  financial  pressure  on  this  couple 
sides,  now  they  only  have  to  drive  four  miles  to  go  to 
the  movies. 
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o  one  has  ever  been  dazzled  by  an  upside-down  overhead.  So  come  on,  make  a  real  impression. 
Wow  your  audience  with  one  of  the  industry's  best-selling  data/video  projectors  from  InFocus. 
Whether  you  need  an  ultra-portable  projector  you  can  take  anywhere  (like  the  sleek,  4.8-pound 
"Dragonfly"  above),  or  a  projector  that  will  light  up  a  giant  auditorium,  there's  an  InFocus  model  that 
will  help  you  look  brilliant.  Hey,  it's  your  image.  Project  yourself.1"  www.infocus.com/bw  1-888-lnFocus. 
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Second  Home- 
br  Now 


\the  coming 
hades,  baby 
hmers  will 
\ly  be  driving 
ices  up 


BY  SUSAN  SCHERREIK 


Closer  to  age  50  than  60,  today's  retire- 
ment-home buyers  favor  a  farsighted 
strategy:  They're  looking  for  vacation 
homes  they  can  enjoy  now,  maybe  rent 
out  for  some  income — and  then  use  for  retire- 
ment several  years  hence.  It's  a  particularly 
savvy  gambit  in  the  current  market. 

True,  prices  are  just  as  frothy  for  vacation 
homes  as  they  are  for  primary  residences  in 
many  areas  of  the  country.  But  with  77  million 
baby  boomers  set  to  depart  the  work- 
force over  the  next  three  decades,  hous- 
ing in  prime  retirement  spots  promises 
only  to  get  pricier. 

Strong  demand  for  vacation  rentals 
helps  make  owning  a  second  home  af- 
fordable. In  many  areas,  you  can  count  on  a 
stream  of  rental  income  to  offset  carrying  costs. 
Recent  changes  in  capital-gains  tax  laws  also 
help.  Married  couples  no  longer  have  to  pay  cap- 
ital-gains taxes  on  the  first  $500,000  of 'profit 
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when  they  sell  their  primary 
home.  That  makes  it  easier 
for  empty-nesters  to  trade 
down  to  a  smaller  primary 
residence  and  use  the  profit 
to  help  fund  a  second  home. 
Last,  it  may  be  easier  to  af- 
ford your  dream  home  while 
you're  still  working. 
'  That  buy-now,  retire-later 
strategy  appealed  to  Ron  Pin- 
del,  a  dentist  in  Greendale, 
Wis.,  and  his  wife,  Marilyn. 
They  bought  an  oceanfront 
condo  on  tony  Sanibel  Island, 
Fla.,  six  years  ago.  "We  felt  that  if  we  waited, 
we  might  get  priced  out  of  the  market,"  says 
Pindel,  60,  who  plans  to  retire  in  10  years.  The 
Pindels  figure  the  1,600  square-foot,  two-bed- 
room property  they  bought  for  $312,000  would 
fetch  $600,000  in  today's  hot  market.  Thanks  to 
robust  rental  demand,  they  lease  their  place  for 
$1,900  a  week  in  the  winter  when  they  aren't  va- 
cationing there  themselves. 
CHANGING  VIEW.  Of  course,  buying  a  retirement 
home  before  you  stop  working  isn't  without  risks. 
Second  homes  are  luxuries  that  owners  may 
have  to  dump  in  a  severe  economic 
downturn.  Likewise,  today's  strong  va- 
cation rental  market  will  take  a  hit  if 
the  economy  slows  significantly.  Over- 
building is  another  danger.  The  home 
you  love  now  for  its  ocean  view  could 
look  out  on  a  sea  of  condos  when  you  retire  10 
years  from  now. 

But  you  can  expect  more  rewards  than  draw- 
backs if  you  do  your  homework.  For  instance, 
stick  to  areas  where  much  of  the  land  is  set 
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SITTING  PRETTY:  The 

Pindels  bought  a 
Florida  condo  in 
199 U  for  $312,000.  It's 
now  worth  $600,000 


aside  for  conservation,  such  as  Taos, 
N.M.,  or  the  Florida  Keys.  Limited 
development  will  help  support  prices 
and  preserve  the  area's  character.  If 
you  plan  to  rent  out  your  second 
home,  ask  local  agents  what  amount 
properties  like  yours  rented  out  for- 
when  the  economy  was  soft,  as  in 
1991,  a  recession  year. 

You'll  also  get  more  bang  for  your 
buck  if  you  bypass  the  hottest  vacation 
home  havens  such 
as  Nantucket  Island, 
Mass.;  Pebble  Beach, 
Calif.;  and  Aspen,  Colo. 
Prices  in  these  exclu- 
sive playgrounds  have 
surged  as  much  as  50% 
during  the  past  year  or 
so,  bid  up  by  Silicon 
Valley  billionaires  and 
other  wealthy  buyers. 
Besides,  James  Retz, 
manager  of  Fine  Homes 
&  Resort  Properties  at 
Prudential  Real  Estate 
in  Irvine,  Calif.,  says 
that  buyers  in  their  40s 
and  50s  who  have  not 
yet  retired  prefer  places 
that  offer  more  in  the 
way  of  culture  and  even 
jobs.  "Retirement  today 
means  working  as  little  or  as  much  as  you  want," 
Retz  says. 

Places  that  appeal  to  the  preretirement  crowd 
are  small,  charming  cities  such  as 
Charleston,  S.  C,  and  Savannah,  Ga.,  as 
well  as  picturesque  college  towns  such  as 
Hanover,  N.  H.  Also  popular:  tourist 
spots  within  easy  driving  distance  of  big 
cities,  such  as  the  wine  country  of  Napa 
Valley  northeast  of  San  Francisco.  While  real 
estate  prices  in  these  areas  also  have  climbed, 
they  remain  relatively  more  affordable  than  the 
marquee  name  resort  areas,  Retz  says  (table). 
Ben  Craine,  56,  of  Bloomfield  Hills,  Mich.,  is 
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LOCATION 


RECENT  PRICE  OF  A 
TYPICAL  VACATION  HOME 


THE  APPEAL 


PARK  CITY,  UTAH 
SANTA  BARBARA,  CALIF. 

CHARLESTON,  S.C. 
HANOVER,  N.H. 


$482,000      Ski  resort  will  host  some  of  2002  Winter  Olympics 

$450,000      Beach  town  with  mountains,  galleries,  and  fine  dining — 
all  just  north  of  Los  Angeles 

$500,000      Port  city  noted  for  colonial  and  antebellum  architecture 

$150,000      New  England  village  and  home  of  Dartmouth  College 
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typical  of  the  new  breed  of  retirement-h 
buyer.  Owner  of  a  paper-packaging  company 
built  a  $400,000,  three-bedroom  home  in  Sco 
dale,  Ariz.,  last  year  because  his  wife,  Vicki, 
wanted  a  place  near  her  parents.  "Otherwis 
probably  wouldn't  have  thought  about  a  sec 
home  until  I  was  in  my  60s,"  he  says.  Last  \ 
ter,  the  Craines  rented  out  their  Arizona  r 
dence  for  $6,500  a  month  for  three  months 
spent  six  weeks  there  themselves.  He  kep 
touch  with  his  office  by  phone  and  compu 
The  arrangement  worked  so  well  that  they 
lengthen  their  stay  to  four  months  this  wii 
"The  beauty  of  this  is  that  I  don't  have  to  tl 
about  retiring,  which  I  never  plan  on  fully 
ing,"  Craine  says.  Notes  Retz:  "Telecommu 
allows  people  to  spend  more  time  in  their  y; 
tion  homes." 

COMPLEX  DECISION.  Should  you  rent  out 
property?  That  decision  can  affect  your  finan<H 
and  income  taxes — even  whether  you  opt  fc  I 
condo  or  house.  (Apartments  can  be  easiej  I 
rent  out.)  Keith  Gumbinger  of  hsh  Associate  I 
Butler  (N.J.)  research  firm  that  tracks  mortg  I 
rates,  says  you  should  be  able  to  obtain  ami 
gage  for  90%  of  the  home  price  if  you're  bm  I 
for  your  personal  use  and  you  limit  rentals  1 1 
few  weeks  a  year.  If  you  plan  on  renting  I 
longer  periods  but  don't  depend  on  the  rental 
come  to  qualify  for  the  mortgage,  lenders 
ask  for  a  20%  down  payment.  But  if  you  n  I 
rental  income  to  qualify,  expect  to  cough  up  \  I 
for  your  down  payment.  Mortgage  rates  for  ;  I 
ond  homes  are  similar  to  those  for  primary  r 
dences,  Gumbinger  says,  with  this  exceptior 
you  need  rental  income  to  qualify  for  the  m 
gage,  you'll  pay  about  a  percentage  point  hig 
because  the  loan  is  deemed  riskier. 

As  for  your  IRS  bill,  you  owe  no  taxes 
rental  income  if  you  let  for  fewer  thai 
days  a  year.  If  you  rent  for  15  day; 
more,  however,  you  must  report  tb 
come.  The  good  news  is  that  you 
deduct  rental-related  expenses.  But 
rules  governing  what  you  can  deduct 
tricky.  If  you  personally  use  the  place  for  n 
than  14  days,  or  10%  of  the  number  of  d 
rented,  the  IRS  considers  it  a  personal  reside 
and  you  can  only  deduct  a  pro-rata  share 
rental-related  expenses  based  on  the  numbe 
days  it's  been  rented.  If 
limit  your  personal  use  t( 
days,  or  less  than  10%  of 
days  let,  you  can  deduct  n 
of  those  expenses. 

Buying  and  maintainin  j  §a[j 
second  residence  is  work 
be  sure.  However,  the  rev* 
is  a  retirement  exactly 
way  you  want  it.  Even  bei 
you'll  never  run  the  risl 
boring  family  and  friends 
starting  a  conversation  w 
"If  only  I  had  bought 
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BY  ROY  FURCHGOTT 


any  retiring  executives  have  trou- 
ble winding  down.  They  pack  their 
days  with  activity  but  soon  dis- 
cover that  being  busy  isn't  as  sat- 
isfying as  being  productive:  Re- 
tirement has  left  a  gap  in  their  lives.  For  these 
Type  As,  consulting  may  be  the  answer.  The  job 
market  has  tightened,  and  as  the  oldest 
Baby  Boomers  begin  to  retire  there  is 
new  demand  for  experienced  workers. 
Lots  of  opportunities  exist  for  retiree 
consultants  who  want  to  work  at  their 
own  pace,  take  only  the  most  appealing 
jobs,  and  give  clients  the  kind  of  frank  assess- 
ments that  were  unimaginable  when  they  worked 
on  staff.  Not  to  mention  make  a  few  bucks — in 
some  cases,  quite  a  lot  of  bucks.  "I  would  think  a 
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senior  executive  out  of  a  [large]  company  would 
make  $250,000  without  breaking  a  sweat — and 
that  is  only  working  part-time,"  says  Jerald 
Savin,  chairman  of  the  Institute  of  Management 
Consultants. 

Take  Harry  Jacobs.  In  1997,  after  20  years  of 
building  Richmond  (Va.)  advertising  firm  Martin 
Agency  into  a  powerhouse  with  $400  million  in 
billings,  Jacobs  retired  at  age  68.  He  planned 
an  idyllic  life  of  golfing,  fishing,  painting  ab- 
stracts, building  scale  models,  volunteering,  and 
playing  with  his  grandchildren.  It  didn't  turn 
out  to  be  the  Norman  Rockwell  scene  he 
had  imagined.  "To  be  perfectly  honest, 
it's  an  awful  transition — in  my  case,  al- 
most brutal.  I  am  the  classic  case  of  the 
retiree  who  worked  40  years,  loving  all 
of  it."  No  one  was  knocking  on  his  office 
door  seeking  advice.  "You  lose  some  of  your  self- 
esteem,"  he  says. 

Within  months.  Jacobs  was  back  to  work — 
this  time  as  a  consultant.  "Consulting  is  a  good 
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way  to  continue  at  your  own  cadence  without  a 

lot  of  grief,"  he  says. 

Yet  would-be  retiree  consultants  may  find  that 

they  need  to  polish  up  neglected  skills,  such  as 

typing,  or  learn  new  skills,  such  as  managing 
an  e-mail  account,  before 
they  are  ready  for  prime 
time.  And  they'll  have  to  get " 
used  to  the  idea  that,  as  con- 
sultants, they  can't  give  or- 
ders. "I'm  used  to  making 
things  happen,"  says 
Robert  Potter,  67,  of 
Irving,  Tex.,  who  re- 
tired as  ceo  of  Data- 
point,  a  computer- 
networking  company, 
in  1990  and  has  been  a  con- 
sultant ever  since.  Because 


Getting  Up  to  Speed 

►  Survey  the  market  to  determine  a  fair 
pay  rate 

►  Meet  with  your  financial  adviser  to 
determine  the  tax  and  Social  Security 
implications  of  how  best  to  shelter  your 
new  income 

►  Have  your  lawyer  draft  a  contract  to 
give  your  clients 

►  Brush  up  on  computer  skills  such 
as  e-mail,  surfing  the  Net,  and  word 
processing 

►  Steel  yourself  for  menial  tasks  such 
as  filing  and  buying  supplies 

►  Do  your  marketing:  Network  with 
industry  friends,  attend  trade  shows, 
publish  in  industry  magazines 
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ever  since, 
he  can  only  advise,  he  says, 
"I  don't  get  the  satisfaction, 
the  reward,  the  completion 
feeling." 

Others  may  find  it  diffi- 
cult to  market  themselves. 
"The  phone  doesn't  ring  if 
you  don't  make  it  ring,"  says 
Savin.  You  can  land  assign- 
ments through  your  old  ca- 
reer contacts,  by  attending 
conferences,  and  by  making 
presentations  at  conferences. 
Getting  published  in  a  trade 
journal  is  an  attention- 
getter. 

There  are  also  agencies 
that  match  retirees  and  tem- 
porary assignments,  such  as 
imcor  in  Stamford,  Conn.,  or 
New  York's  Executive  In- 
terim Management.  For  very 
top  executives,  assignments 
are  not  industry-specific  but 
call  on  skills  that  cross  in- 
dustry groups.  "At  the  top 
level,  you  see  the  same  four 
or  five  issues,  and  these 
guys  have  seen  these  is- 
sues," says  Roger  Sweeney, 
managing  director  of  Execu- 
tive Interim  Management. 
Larry  Frost,  58,  who  signed 
with  eim  after  retiring  as 
chief  executive  at  aluminum 
manufacturer  Alumax  after 
a  25-year  career,  was  called  in  to  turn  around  a 
$100  million  steel-distribution  company  in  Penn- 
sylvania and  then  a  California  medical-equip- 
ment manufacturer.  And  he  still  manages  to 
average  more  than  1,500  miles  of  bicycling  a 
year. 

One  advantage  to  being  an  interim  executive 
is  that,  unlike  being  a  consultant,  an  interim 


1 


manager  has  the  power  to  execute,  says  Fr 
"We  will  not  take  an  assignment  unless  we  h 
complete  authority,  and  that  has  worked  vj 
very  well,"  he  reports.  EIM  charges  clients  ^ 
to  $6,000  a  day,  based  on  the  complexity  of 
job.  The  firm  says  the  interim  exec  gets 
bulk  of  that. 

Not  all  consultants  rake  in  those  high  fees, 
second-career  earnings  do  raise  some  finan 
questions.  Fortunately,  the  rules  on  Social  St 
rity  were  loosened  this  year,  so  people  over  65 
longer  have  their  benefits  lowered  if  their 
come  exceeds  a  threshold.  A  bigger  issue  is  h 
to  shelter  income  with  a  retirement- 
ings  program.  A  Keough  plan  lets  c 
sultants  shelter  about  $30,000  a  y< 
The  contribution  methods  that  allow 
to  shelter  the  most  require  you  to  paj 
each  year  whether  you  take  a  salary 
not.  You  may  be  expected  to  offer  the  Keough 
any    employee,    and    when    an    account 
$100,000,  it  requires  extra  tax  filings. 

Even  more  can  be  put  aside  with  a  defin 
benefits  plan,  but  that  requires  an  actuary  to 
up  and  administer,  which  can  cost  thousands 
dollars.  "For  someone  who  is  consulting  fo 
few  years,  it  may  not  make  sense,"  says  Sc 
Kahan,  a  certified  financial  planner  in  New  Y( 
A  Simplified  Employee  Pension  Plan  (sepp] 
the  easiest,  but  you  can  shelter  only  $10,800. 
of  the  plans  are  tax-deductible  and  tax-deferi 
and  can  be  rolled  into  an  IRA.  Some  consulta 
may  want  to  consider  incorporating  as  a  Si 
chapter  S  corporation,  which  distributes  bJ 
salary  and  profits  to  its  members.  The  pri 
portion  is  free  of  Social  Security  taxes.  "SoJ 
people  take  100%  as  profit  and  zero  in  sak 
That's  very  aggressive,  and  the  IRS  can  come 
and  hit  you  with  taxes,"  warns  Kahan. 

Also,  don't  forget  to  get  a  tax  break  on  y( 
office.  The  pitfall  to  deducting  a  home  office 
that  when  the  house  is  sold,  some  of  the  pr< 
may  be  considered  a  business  gain  and  be  tax 
However,  says  Kahan:  "If  a  person  quits  a 
keeps  the  house  a  few  more  years,  it's  usuz 
not  a  problem." 

DONT  TAKE  TESTS.  How  much  should  cons| 
tants  charge?  Whatever  the  going  rate  is. 
by  what  you  used  to  pay  when  you  were  on 
other  side.  Or  survey  what  other  consultaij 
charge.  Some  consultants  have  forgone  fees 
equity  in  small  companies,  but  experienced  cA 
sultants  recommend  against  it.  Most  of  all,  wai  I 
consultant  Potter,  don't  fall  for  companies  til 
ask  for  a  free  "test  project"  with  the  promise  I 
paying  work  to  follow. 

Few  retiree  consultants  plan  to  work  ur 
they  drop.  But  consulting  can  combine  leisi  * 
with  labor  in  a  way  the  corporate  world  doesi  I 
"It  may  take  a  while  to  get  to  the  point  when 
can  enjoy  retirement,  but  it  is  critical  for  anyo 
to  get  there,"  says  Jacobs,  the  retired  ad  ex 
Meantime,  consulting  lets  him  work  the  sai 
way  he  plans  to  retire — at  his  own  speed  and 
his  own  terms. 
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But  is  there  a  business  model  behind  it? 


Conventional  cyberspace  wisdom 
suggests  that  first,  you  make  the 
maximum  splash  for  your  business. 
Then,  after  you've  garnered  mind 
share,  you  fill  in  everything  else, 
like  infrastructure  and  profit. 

But  how  much  time  do  you,  have? 


How  long  before  Wall  Street  gets 
restless?  How  long  before  basic 
competitive  realities  take  hold? 

Using  our  strategic  and  techno- 
logical skills,  Andersen  Consulting 
can  help  create  the  structure  to 
support  and  extend  your  vision. 


So  your  business  can  actuall 
be  as  imposing  as  it  seems. 
Visit  us  at  ac.com 

/V  Andersen 
Consultin 


m 


nessWeek  Investor 


HEALTH  &  FITNESS 


fau  Can  Slow  Down 
"he  Clock 


earch  shows 
t  diet  and 
rcise  can 
v  aging 


BY  KATE  MURPHY 


w 


HOW  TO 


RETIRE 


hen  Leon  Pope,  73,  plays  soft- 
ball,  he  goes  all  out.  "I  may  not 
run  as  fast  or  hit  as  far  as  I  used 
to,  but  I  do  my  utmost,"  he  says. 
In  fact,  he's  doing  just  fine:  Bat- 
ting .583,  he's  a  star  in  the  Lubbock  (Tex.)  Senior 
Softball  League.  As  you  grow  older,  changes  in 
the  musculoskeletal,  nervous,  and  vascular  sys- 
tems lead  to  a  steady  decline  in  strength,  re- 
flexes, balance,  stamina,  and  flexibility  But  there 
is  much  you  can  do  to  slow  the  deterioration  so 
that,  like  Pope,  you  won't  spend  your  golden 
years  warming  the  bench. 

"After  age  30,  things  start  going  downhill 
physiologically,"  says  Dr.  James  Goodwin,  direc- 
tor of  the  Sealy  Center  on  Aging  at  the  Univer- 
sity of  Texas  Medical  Branch  in  Galveston.  No 
matter  what  you  do,  you'll  lose  ground.  But  luck- 
ily, we  are  born  with  10  times  the  phys- 
ical capacity  we  need.  "We  have  tremen- 
dous reserve,"  says  Goodwin. 

Why,  then,  do  some  people  become 
decrepit  while  others  stay  vital?  Genetics 
and  disease  play  a  role,  of  course.  But 
recent  research  indicates  that  altering  your  diet 
and  how  you  exercise  as  you  grow  older  can 
make  a  big  difference. 

Muscle  mass  decreases  40%  to  50%  between 
the  ages  of  30  and  80.  This  reduces  strength: 
Your  swimming  stroke  and  running  stride  will 
become  less  powerful.  It  also  slows  metabolism, 
so  you  will  need  to  eat  fewer  calories  to  maintain 
your  weight. 

ENDURANCE  PAYS.  But  what  you  lose  over  time  is 
compounded  dramatically  by  inactivity.  Muscles 
atrophy  from  lack  of  use  much  faster  than  from 
age.  Not  exercising  also  accelerates  the  degrada- 
tion of  cardiovascular  function.  That's  why  it's 
good  to  do  at  least  30  minutes  of  endurance  ex- 
ercise such  as  brisk  walking  and  cycling  at  least 
three  times  a  week.  Chores  that  get  your  heart 
pumping — such  as  mowing,  raking,  and  mop- 
ping— also  count.  But  as  the  years  pass,  bones 
lose  calcium  more  rapidly  and  are  more  prone  to 
break  or  fracture.  Connective  tissue  dries  out 
and  becomes  less  pliable,  making  joints  stiff  and 
more  easily  injured. 

To  avoid  undue  strain  on  older  bones  and  joints, 
exercise  physiologist  Ross  Anderson  at  Johns 
Hopkins  Medical  School  in  Baltimore,  advises 
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he  average 
Internet  download 
takes  22  seconds, 
hats  22  seconds 
onger  than  a 
110-year-old  wants 


n  \a/ 


Today's  kids  are  born  believing  that  fast 
enough  isn't  fast  enough.  The  Optical 
Internet  we're  helping  to  create  offers 
unlimited  bandwidth.  So  kids  can  send 
friends  streaming  video  of  their  birthday 
party.  Or  download  pictures  from  their 
cousins  in  nanoseconds.  And  actually  have 
time  left  to  email  their  grandparents. 
Change  the  way  kids  communicate, 
and  you  change  the  way  they  live. 
Lucent  Technologies.  We  make  the  things 
that  make  communications  work." 


Expect  great  things: 
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"moving  away  from  high-impact  activi- 
ties." Instead  of  running  and  tennis,  he 
suggests  swimming  and  cross-country  ski- 
ing. Cross-training,  doing  a  range  of  ac- 
tivities, will  keep  you  from  overstressing 
the  same  muscle  groups. 

Arteries  also  harden  as  you  grow  older,  so  the 
heart  has  to  work  harder  to  pump  blood  through 
them.  The  result  is  that  maximum  heart  rate 
and  oxygen  consumption  decline  about  1%  a  year. 
So  the  same  workout  will  get  progressively  more 
difficult.  And  because  of  a  decline  in  the  number 
of  motor  neurons,  your  muscles  won't  react  as 
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ORGANIZATION/WEB  SITE  (WWW.) 

NATIONAL  INSTITUTE  ON  AGING 

nih.gov/nia,  800  222-2225 

AMERICAN  GERIATRICS  SOCIETY 

americangeriatrics.org 
800  247-4779 

AMERICAN  COLLEGE  OF 
SPORTS  MEDICINE 

acsm.org 


Toning  Up 

WHAT  THEY  OFFER 

Its  territic  book  and  video  on  exercise  is 
available  online  or  by  normal  mail,  and  is  free. 

Makes  referrals  to  geriatric  specialists. 
Informative  brochures  include  Complete 
Guide  to  Aging  and  Health  ($40). 

Doesn't  make  referrals  but  will  verify 
whether  a  particular  trainer  is  certified  to 
work  with  older  people. 


YMCA  AND  YWCA 

ymca.net 

Check  phone  book  for  local  branches 

NATIONAL  SENIOR  GAMES 
ASSOCIATION 

314  621-5545 

HUMAN  KINETICS 

humankinetics.com 
800  747-4457 


Many  branches  offer  exercise  programs  for 
older  adults,  including  endurance,  strength, 
and  water  exercises. 

Promotes  competitive  sports  for  older  adults 
through  local  chapters  in  48  states; 
national  games  held  every  two  years. 

Its  "Ageless  Athlete"  book  series  tells 
people  over  50  how  to  train  in 
particular  sports. 


quickly.  Hence,  you  won't 
want  to  place  any  bets  on 
your  Ping-Pong  game. 
Always  listen  to  your  body.  If  an  ex- 
ercise hurts,  back  off  or  do  another 
k   activity  that  doesn't  cause  pain  or 
Si     undue  fatigue.  Also,  you  can  break 
up  your  30-minute  workouts.  Two 
15-minute  or  three   10-minute 
sessions  will  provide  the  same 
benefit. 

To    offset 


NO  BENCH  WARMER: 

Pope's  batting  .583 
in  a  senior  softball 
league 


weakness  associated  with  muscle  loss,  add  re 
tance  or  weight  training  to  your  routine.  "Aerc 
exercise  alone  isn't  going  to  do  it,"  says  Willi 
Evans,  director  of  the  Nutrition,  Met 
olism  &  Exercise  Lab  at  the  Univerc 
of  Arkansas  at  Little  Rock  School 
Medical  Sciences.  Senior  slugger  P 
started  lifting  weights  in  his  forties  w 
he  noticed  it  was  getting  harder  to 
handcuffs  on  criminals  "I  had  to  do  something, 
the  crooks  were  going  to  get  away,"  says 
former  postal  inspector.  In  the  past  five  ye; 
several  studies  have  found  weight  training  is 
pecially  beneficial  to  older  adults.  The  lean  m 
you  gain  will  boost  your  metabolism  and  impr 
nerve  function  so  that  muscles  contract  more 
ficiently. 

Evans  says  older  people  who  do  just  th 
sets  of  eight  repetitions  three  times  a  week 
ten  achieve  gains  of  200%  in  strength  and  1 
in  the  size  of  targeted  muscles  within  th 
months.  "It's  pretty  dramatic,"  he  says.  I 
three  times  a  week  is  the  upper  limit.  And 
should  never  lift  weights  on  consecutive  da 
Muscles,  particularly  older  ones,  need  at  least 
hours  to  recover  and  rebuild  after  a  weig 
training  session.  You  can  use  weight  machii 
or  hand  weights.  Rubberized  resistance  bar 
that  you  stretch  (available  at  most  sport 
good  stores  for  under  $5)  will  work,  too. 

Strength  and  resistance  training  improve  k 
ance  and  flexibility.  But  experts  also  recommt 
daily  stretching.  Consider  yoga  and  tai  chi,  t 
Recent  studies  published  in  the  Archives 
Physical  Medicine  &  Rehabilitation  and  el 
where  have  shown  these  exercises  can  prev 
falls  and  increase  range  of  motion  even  amc 
people  in  their  eighties  and  nineties.  "These 
whole  mind-body  approaches  that  have  pro\ 
themselves  by  how  long  they've  been  practiced 
other  cultures,  as  well  as  in  scientific  researc 
says  University  of  Georgia  Associate  Profes 
Elaine  Cress. 

As  for  nourishing  your  aging  body,  the  b 
diet  is  still  low  fat  with  plenty  of  fruits  a 
vegetables,  but  you  would  do  well  to  a 
more  protein.  "Older  people  need  more  pi 
tein  because  they  are  not  as  efficient  at  usi 
it  to  build  muscle,"  says  Evans.  The  Agric 
ture  Dept.'s  recommended  daily  allowan 
(rda)  for  protein  is  about  50  to  60  grams 
adults  over  50.  But  a  study  to  be  published 
The  Journal  of  Gerontology  suggests  mc 
like  70  to  80  grams  a  day.  (A  medium-s: 
chicken  breast  holds  30  grams). 

After  age  50,  you'll  also  need  to  boost  yc 

daily  intakes  of  calcium  (1,500  n 

ligrams,  vs.  1,000  mg),  vitamin  D 

micrograms  to  15  meg,  vs.  5  meg),  a 

B12  (2.4  meg,  vs.  2  meg).  An  agi 

body  has  difficulty  processing  th« 

nutrients,   which   are   essential   1 

healthy  bones  and  nerve  functioning.  Followi 

these  prescriptions  won't  turn  back  the  clock. 

odds  are  you'll  have  a  lot  better  time. 
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From  Treasuries  to  currency. 

Oil  to  weather. 

Weather?  Yeah.  Even  weather. 

We're  eSpeed™  And  we  run  the  biggest  interactive 

electronic  marketplaces  on  the  planet.  Trading  over 

$45  trillion  (not  million,  not  billion — trillion)  a  year. 

Of  course,  that  was  last  year. 

And  we're  just  getting  started. 

We're  building  new  markets.  And  there  are 

plenty:  electricity,  bandwidth,  telephone  minutes — 

to  name  just  a  few. 

We  create  B2B  marketplaces  and  exchanges  in 

virtually  every  market  segment.  In  other  words, 

if  it's  B2B  and  it  trades,  it  can  trade  on  eSpeed. 

And  not  just  trade.  Trade  like  stocks.  Online. 
And  you  know  how  that  is. 
With  our  technology,  end-2-end  solutions 
and  trading  expertise,  the  future  of  B2B 
e-commerce  will  be  powered  by  eSpeed. 
Now  that's  something  you  can  trade  on?" 


■817-1233 


www.eSpeed.com 


-eSpeed 

WE      ARE      MARKETS. 

NASDAQ:  ESPD 


HOW  QUICKLY  COULD  YOU  SET  TO  MARKET  IF  I 
HOW  SWIFTLY  COULD  YOU  PROSPER  II 


^ilLL^l 


HOW  FAST  COULD  YOU  LEAVE  EVERYONE  ELSE 


What  if  you  could  fast-forward  your  e-comraerce  initiative?  Electron  Economy,'"  with  complete  consulting,  technoloi 
and  management  services,  speeds  the  planning  and  building  of  back-end  operations.  And  once  up,  the  Internet  TOI 
our  Internet  Transaction  Operations  Network,  makes  it  fly.  Open  and  extensible,  it  enables  you  to  integrate  on  impub 
leverage  assets  at  will  and  transport  data  and  product  on  demand.  Download  the  whitepaper  at  www.electroneconomy.ee 


Saving  companies  from  the  chaos 


e 


electron  economy 
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Seniors  are 
refusing  to  let 
age  slow  down 
their  sporting 
pursuits 


BY  HEATHER  TIMMONS 


More  and  more  seniors  are  shunning 
golf  clubs  and  walking  shoes  for 
heartier  sports,  from  heli-skiing  to 
surfing,  and  even  triathlons.  These 
very  active  over-55s  say  that  participating  in  a 
sport  that  sparks  an  adrenaline  rush  keeps 
them  physically  fit — and  makes  them  mentally 
younger,  too. 

Experts  say  the  focus  on  strenuous  sports 
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will  increase  as  baby  boomers  near  retirement. 
"The  whole  concept  of  age  is  definitely  changing," 
says  Harold  LeCrone,  a  clinical  psychologist  spe- 
cializing in  aging  issues  at  the  Lake  Shore  Cen- 
ter for  Psychological  Services  in  Waco,  Tex. 
When  the  first  baby  boomers  turn  55  next  year, 
he  notes,  they'll  be  "more  active  and  healthy" 
than  any  preceding  group  of  that  age. 

Even  before  the  boomers  arrive  on 
the  scene,  the  Senior  Olympics  is  at- 
tracting 250,000  entrants  to  annual 
statewide  competitions,  and  almost  15,000 
to  a  national  event 
held  every  other  year. 
Participation  in  the  latter  has 
increased  more  than  50%  in  the 
past  five  years.  And  it  now  has 
more  entrants  than  the 
Olympic  Games,  notes  David 
Hull,  the  organization's  presi- 
dent and  chief  executive  for  10 


years.  Initially,  Hull  says,  he  was  skeptical  o 
direct  link  between  a  fit  physique  and  a  healt 
mind.  But  now  he's  convinced  they're  related 
Certainly,  many  seniors  are  in  tip-top  con 
tion.  "Our  national  participants  are  incredi 
athletes"  from  age  50  to  102,  he  says.  Tfr 
tend  to  be  well  read,  higher-income  individu 
who've  opted  to  keep  fit  through  competiti 
Martin  Rothenberg,  67-year-old  former  ch 
executive  of  Syracuse  Language  Systems,  c 
tainly  fills  the  bill.  He  competed  in  the  Emp 
State  Senior  Games  triathlon  this  June.  Or  c 
sider  Tom  Morrison,  who  traded  his  golf  bag 
a  parachute  when  he  was  39.  Today,  the 
year-old  owner  of  a  New  Jersey  specialty  ; 
vertising  agency  skydives  almost  every  we* 
end.  The  World  War  II  veteran  jumped  w 
fellow  vet  George  Bush  Sr.  in  Houston  1; 
June.  Why  risk  his  life  this  way?  "It's  fu: 
says  Morrison. 

Many  sports  promote  healthy  aging.  Th 
one  of  the  main  points  of  Surfing  For  Lift 
documentary  about  senior  surfers  released  1 
year.  Producer  David  Brown  featured  10  over 
surfers  from  the  hundreds  who  are  active.  Rai 
ing  from  retired  school  teachers  to  former  co 
puter  pros,  they  all  have  one  thing  in  comm 
"They  refuse  to  be  curtailed,"  says  Brown. 

Looking  for  an  adrenaline  rush  of  your  om 
The  Web  site  aarp.org  has  a  guide  to  adventi 
vacations  from  sea  kayaking  in  Belize,  to  whi 
water  rafting  in  the  Upper  Yangtze,  and  climb 
in  Ecuador.  Or  try  a  more  extreme  version  o 
standard  sport.  About  10%  of  clients  of  Hi 
Mountain  Heli-Skiing  in  Jackson  Hole,  Wyo.,  { 
over  55,  says  owner  Jon  Schick.  The  'firm  flies 
skiiers  to  untracked  slopes  in  the  Tetons.  T 
sport  isn't  for  the  faint  of  heart,  nor — at  abc 
$500  a  day— for  t 
light  of  pocket.  But  h 
skiing  isn't  just  for  < 
perts.  "Basically 
have  to  be  stro 
enough  and  fit  enou 
to  get  yourself  down  the  mountain,"  says  Schii 
Extreme  sports  participants  are  often  ms 
agers,  executives,  and  owners  of  companies,  se 
Steve  Matthiesen,  director  of  technical  undi 
writing  at  Hartford  Life,  which  insures  peoj 
with  risky  hobbies.  They  share  one  quality, 
notes:  "They've  got  an  air  of  invulnerability." 
The  new  emphasis  on  keep-fit  for  seniors 
spawning  some  surprising  results.  Last  year,  t 
retirement  community  of  Sun  City,  Tex.,  pi 
lished  Aged  Beef:  Men  in  their  Prime,  a  calenc 
featuring  pinup  shots  of  male  residents.  Sa! 
were  so  brisk  that  the  publi: 
ers  couldn't  keep  up  with 
ders.  This  year,  Sun  City  pla 
a  women's  version.  With  p; 
ticipation  in  demanding  spoi 
on  the  rise,  there  ought  to 
plenty  of  models  to  choo 
from.  The  challenge  will 
getting  them  to  hold  still. 


AGED  BEEFCAKE: 

Triathietes  at  the 
Empire  State  Games 
outside  Syracuse 
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Just  a  reminder  that  upgrading 

to  Microsoft  Windows  2000  Professional 

is  just  plain  smart. 


"When  all  the  numbers 

are  in,  we  expect 

Microsoft8  Windows  2000 

Professional  to  help 

increase  sales -force 

productivity  by  about  5%, 

while  reducing  IT  costs 

by  over  12%." 

—  Steve  Adamo,  General  Manager,  Panasonic 


Microsoft 

Where  do  you  want  to  go  today?'  j  JL 

microsoft.com/windows2000 


100  Microsoft  Corporation.  All  rights  reserved.  Microsoft.  Where  do  you  want  to  go  today?,  and  Windows  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  Slates 
or  other  countries.  The  names  of  actual  companies  and  products  mentioned  herein  may  be  the  trademarks  of  their  respective  owners. 
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TECHNOLOGY 


SMALL  BUSINESS 

B-SCHOOLS 

CAREERS 


FIND  OUT  WHAT'S  BEEN 

REVOLUTIONIZED 

SINCE  YOU  TURNED  THE  PAGE 


One  click  and  you're  deep  into  the  most  comprehensive  e-business 
resource  online.  Get  Business  Week's  perspective  on  the  latest 
tech  news  and  its  movers  and  shakers,  in-depth  company  close-ups, 
and  our  highly  functional  IT  Knowledge  Center. 


Business  Week's  exclusive  online  coverage  and  services  also 
provide  global  news  updates;  frontier:  the  resource  for  small 
business;  great  career  tips  and  thousands  of  job  listings. 
You'll  also  enjoy  personal  finance  advice 
from  one  of  the  most  trusted 
names  on  Wall  Street. 
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HEALTHS  FITNESS 


eeping  Old  Age 
rom  Acting  Up 


\ife  spans 
ithen,  new 
iicines 
de  the  aches 
I  pains 


HOW  TO 


RETIRE 


BY  CATHERINE  ARNST 


With  heart  disease  and  cancer  no 
longer  automatic  killers,  Ameri- 
cans are  living  longer  than  ever. 
But  of  course,  there's  bad  news: 
Our  bodies  were  just  not  designed 
to  last  9  or  10  decades:  Bones  decay,  joints  creak, 
eyesight  fails,  healing  fades,  the  bladder  weakens, 
and  the  heart  gets  tired  of  pump- 
ing, no  matter  how  well  we  take 
care  of  ourselves. 

The  pharmaceutical  industry 
knows  a  growing  market 
when  it  sees  one:  Nearly 
200  drugs  for  geriatric  diseases  are  in 
development.  No  one's  come  up  with  a 
cure,  but  there  is  some  relief  from  suf- 
fering available  if  you  develop  any  of 
these  chronic  ailments: 
ARTHRITIS  Four  out  of  live  people  age 
75  and  older  suffer  from  osteoarthri- 
tis, the  most  common  form  of  this 
painful  deterioration  of  cartilage  lining 
the  joints.  An  improved  way  to  treat 
the  pain  are  the  cox-2  inhibitors,  Cele- 
brex and  Vioxx,  approved  two  years 
ago.  They  work  much  like  aspirin  but 
without  gastrointestinal  side  effects. 

About  2  million  Americans  suffer 
from  rheumatoid  arthritis,  a  more  seri- 
ous inflammation  that  attacks  the 
hands,  wrists,  and  feet.  Recently  ap- 
proved Enbrel  and  Remicade  target  a 
chemical  in  the  body  thought  to  play  a 
major  role  in  the  inflammation. 
OSTEOPOROSIS  Weak  bones  afflict  some 
28  million  older  Americans.  Doctors  rec- 
ommend that  people  begin  eating  calci- 
um-rich foods  and  exercising  regularly  as 
children  to  avoid  leg  and  hip  fractures  in 
old  age.  The  next  best  thing  is  estrogen 
replacement  therapy  as  women  reach 
menopause,  when  bones  start  rapidly 
losing  mass.  But  estrogen  can  have  side 
effects,  including  a  slightly  higher  risk  of 
breast  cancer.  An  alternative  is  one  of 
the  so-called  designer  estrogens  ap- 
proved in  the  past  three  years,  such  as 
Raloxifene.  These  mimic  estrogen's  bone- 
building  role  without  the  danger. 
URINARY  INCONTINENCE  Some  17  million 
Americans  suffer  from  weak  bladder 
control — including  50%  of  the  nursing 


TAY  AT 


CEN' 


ATTENTION. 


Enjoy  the  unrivalled  attention 

to  personal  .service  and  all 

the  imperial  luxuries  of  The  Palace 

Hotel  in  the  midst  of  Beijing  s 
premier  commercial  and  shopping 

area.  Book  a  Superior  Deluxe 

Room  for  just  USS210,  or  a  Suite 

from  only  US$390.  Of  course 

both  come  with  complimentary 

American  Breakfast  and  round 

trip  limousine  airport  transfers. 

To  hook  your  room,  please 

contact  The  Palace  Hotel 

Beijing  or  The  Peninsula  Group 

Reservations  Centre. 


Offer  valid  pum  now  until  31  December  2000. 

Minimum  3  ni^/its  stay.  Kates  are 

subject  tn  15%  surcharge  and  US$0.7  per  person 

her  nishi  for  City  Development  Fund. 


THE  PALACE  HOTEL 

Belling 

Manafcd   bj   THE   PENINSULA  CROUP 


8GolJli>h  L.mc.  Wangfujlng,  Beijing  100006.  P.R.C. 

Tel:  (86-10)  6559-2888  •  Fax:  (86-10)  6512-9050 

E-mail:  iphttp<?nin>ul.i  com  •  Website:  www.peninsula.com 

~«-2K      °TV=fr*&tf7**Wsrfric'H4»*y'      UTI.I.J. 
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UCLA 

Award  for 
Excellence 
in  Supply 
Chain 
Management 


Recognizing  businesses  worldwide 

for  innovation  and  effe  ctiveness  in 
Supply  Chain  Management 

Deadline    for    entries:    August    31,    2000 
AWARDS   IN 


Product  Design 

Manufacturing  and  Distribution  Process 

Operations 


Sponsored  by 

Hewlett-Packard 

and 

The  Anderson  School 

at  I  CLA 


email:  supply.chain  «  .uulorsoii.ucla.edu 

phone:  310-206-2098     website:  www.supplychainavvard.com 


JLn  nature 

we  see  reflections  of  our  children. 


e  strong  one. 


n,  rambunctious  and  untamed, 
the  absolute  dreamer. 


jjid  to  choose  the  tree  over  the  ocean 
would  belike  choosing  one  child  over  the  next. 

je  as  the  world  itself. 

^he  worlds  leading  environmental  groups  are  working  together. 
To  find  out  how  you  and  your  employer  can  help, 

please  visit  our  Web  site  at  www.earthshare.org. 


Earth  Share 

One  environment.  One  simple  way  to  care  for  it. 


home  population — and  85%  of  the 
ferers  are  women.  Pelvic  exercise 
the  most  common  treatment,  but  c 
the  first  drugs  for  urinary  incontir 
Detrol,  was  approved  in  1998.  The 
blocks  a  chemical  in  the  bladder 
contributes  to  the  urge  to  urinate, 
tors  are  also  trying  out  minimal 
vasive  surgery. 

FAILING  EYESIGHT  The  most  se 
type  is  age-related  macular  dege 


Info  Trove 


i 

•  ip 

fllonl 


The  Pharmaceutical  Research'&l 
Manufacturers  Assn.  describes  dril 
in  development  for  the  aging  J 


nih.gov 


National  Institutes  of  Health's  si1?l 
describes  government-sponsored  i kM 
search  and  lists  drugs  in  clinical  t  ; 

pa  sunt 

Both  doctors  and  patients  use  th  p 
site  to  learn  about  diseases,  stand 
treatments,  and  new  developmen 


DATA:  BUSINESS  WEEK 

toon; 
tion,  the  leading  cause  of  blind  jnlyS6 
among  people  over  50.  Visudyn  jv,  - 
drug  approved  this  April,  strain  uui 
the  blood  vessel  growth  under  *> 
retina  that  causes  many  cases  of  :  V?® 

J  r  tie  m  vi  ii 

ular  degeneration.  For  farsightedi  UA  , 
which  usually  starts  after  age  40,  ppoio 
perion  ltk  laser  surgery — simila'01"jM 
the   method  used  to  correct  n  "J 
sightedness — is  expected  to  be  L  „ 
proved  this  summer. 
DEAFNESS  Some  30  million  Ameri  k'] 
suffer  some  hearing  loss,  but  on  |r"! 
million  use  a  hearing  aid.  To  make  t ,  ~ 
devices  more  appealing,  Songbird  I  i  i#i 
ical  just  introduced  a  $39  dispos  [ 
hearing  aid  that  delivers  superb  sc  i  ■. ". 
quality  but  is  meant  to  last  onh  Ga^ 
days.  Songbird  uses  softer,  more  (tome* 
fortable  plastics  that  wouldn't  hold  i  fj*j 
a  product  meant  to  last  years. 
CONGESTIVE  HEART  FAILURE  This 
gressive  weakening  of  the  heart  mi  St< 
afflicts  5  million  Americans.  Two  p 
maker-like  devices  by  Medtronic 
Guidant,  called  ventricle  resynchroni^— 
are  in  the  final  stages  of  testing 
could  reach  the  market  next  year, 
implants  may  not  prolong  life,  but 
can  keep  the  heart  beating  in  sync, 
abling  patients  to  have  a  much  be 
quality  of  life.  And  that  may  be 
matters  most  when  you're  95. 


to  p„ 


F; 
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aver  hills9  Best  Sellers 

*Bnt  read  this  ad  for  an  even  better  deal! 


* 


fore  titan  just  a  telescope... more  than 
ist  a  microscope... 

ipiscope" 

he  complete  vest-pocket  optical  system) 


till  only  $59.95* 


Memove  the  I  piscope  from 
.Vits  fitted  leather  case  and 
>wer  microscope.  A 
vist  of  Hit'  wrist  converts  it  to 
3x  telescope,  or  a  unique  3x 
ftescope-loupe.  Another 
vist,  and  you  have  a  choice 
f  magnifiers  and  loupes:  5x, 
Ox,  and  15x  powers.  The 
fCh ■(  piscope  .  only  2"  long,  was 
ij,  eveloped  in  Wetzlar  (Ger- 
lany),  the  home  of  world- 
jmous  Leica  cameras;  it's 
ow  being  made  by  one  of 
.ski's  finest  lens  makers.  The 
ptics  are  superb:  brilliant 
tminositv,  needle-sharp  focus,  absolute  planarity, 
rial  chromatic  correction,  and  fully  anastigmatic. 
he  Episcope  is  the  first  choice  of  geologists,  biol- 
gists,  numismatists,  philatelists,  engineers,  and 
ist  anybody  who  likes  to  see  the  infinite  derail  in 
is/her  surroundings.  It  comes  with  a  plastic  "tri- 
od"  for  extended  observations  at  15x  or  30x 
lagnifications.    Episcope"    #1062F683a 


•Even  at  its  highest 

magnification  of30x, 

the  Episcope ' 

resolves  as  distinctly 

as  any  laboraton/ 

microscope,  yet  it  is 

only  2"  long.  An 

optical  miracle! 


sell 
lad 


mei! 


1  breakthrough  in  audio  technology... 

V1R-318T  AM/FM/TV  Stereo 
'ersonal  Digital  Radio] 
i  >nly  S6925* 

There  is  absolute- 
ly 


ly  nothing  like 
t.  This  outstand- 
ing personal  receiv- 
t  fits  in  your  shirt 
>ocket  or  fits 
nconspicuously  on 
,.;],  , 'our  desk  or  night 
able.  It's  packed 


tder 

-nfi 
itedi 


tot 


hi 

hIiIii 


-  mi 

■'■'!' 
inic  i 

minii 


•77b  MR-3I8T  marks  on  too  AA- 
batteries  (included).  It  measures  only 
5  i  IS  inches  and  weighs  less  than 
slx  ounces,  fidelity  is  astonishing! 
The  maker  of  the  MR-318T  receiver  is 

vitli  features  that  l'"''  ot  ""'  wona"s  leaders  m  the  pro- 
duction of  advanced  nxlfo  equipment. 

;ive    you     crisp 

eception  over  the  entire  AM  and  FM  bands  and 
he  audio  portions  of  all  VJ  IF  TV  channels — 2  to 
3.  Here  are  some  of  the  orher  great  features  of 
his  breakthrough  personal  digital  radio: 
I   PLL  Synthesized  Tuning         ■   Headphones  Included 
jp| )  1 1    Built-in  Speaker  ■   25  Memory  Presets: 

I    Nice-Styled  Aluminum  Case         10  AM,  10FM,  5  TV 

I      in u-ArtDesign  ■   FM  Directional  Antenna 

HfU   Automatic  Scanning  ■   Batteries  Included 

3et  "shirtpocket"  AM/FM  reception  as  you  never  had 
vlore  l  ah  h  the  audio  portion  of  your  favorite  1  V 
ihow,  wherever  you  are;  watdi  the  Lite  TV  show  with- 
in t  disturbing  your  partner;  listen  to  the  commaitator 
rtrhen  you  watch  the  ball  game  or  any  sporting  event — 
md  much  more.  Order  n  today!  MR-318T  AM/FM/TV 
j]  Stereo  Personal  Digital  Radio*  #1074F683d 


Never  let  a  dead  car  battery  stall  you 
again — go  with. 

Car  Starter  I 
only  S4925* 

The  sickening  "click- 
c 


>  Car  Starter  II"  will  keep  its 


click"  of  a  dead  car 
battery  is  the  most  dis 

couraging    sound    a    . 

P .    °      i  v        eluinc  or  i/mrs  ana  will  uvrk 

motorist  can  hear.  You        * 

are  stranded-some-  "  "" 
times  for  hours  or  in  >*??» 
dangerous  neighbor-  '""  ?  ■  **»<f»»X  7±a^h 
hoexfs-^r  are  dependent  fa  mcompanOh,  hgher  than 
on  the  kmdness  of  """  """/"""X  <">«■  Car 
strangers,  who  might  not  b'Ar%[n  ""'"^  8f  * 
even  W  jumper  cables.  2  XJ  <"'d  ?*«te  m\  2' 
And  you  know  how  dan-  ":  You  *«u  "'"'u"s  ^ 
gerous  jumper  cables  >fn  the  glove  compartment 
fand  strangers!)  can  be.  "' «""  l""'  "'  wur  cars! 

This  can  never  happen  to  you  with  Car 
Starter  IT",  a  portable  power  source  that  will 
charge  your  car  battery  in  15  minutes  or 
less — just  by  plugging  it  into  vour  cigarette 
lighter!  After  use,  you  can  recharge  the  unit 
again  right  through  that  same  cigarette 
lighter.  And  that  isn't  all:  You  can  also  use 
Car  Starter  IT"  to  operate  any  and  all  12-volt 
appliances,  such  as  small  TV  sets  (up  to  16 
hours),  portable  fridges,  cellular  phones  (up  to 
100  hours),  camcorders,  and  much  more. 

Don't  ever  again  worry  about  a  dead  battery  and 
a  stalled  car — give  convenience  and  safety  to  your- 
self and  your  loved  ones  and  order  vour  Car  Starter 
II™  unit(s)  today!  Car  Starter  it  #1080F683b 

Almost  as  bright  as  the  sun... 

Night  Piercer  IT 

1  Million  CandlePower  Halogen  Spotlight 

only  $79.25* 

The  Night  Piercer  IT" 
casts  a  focused  beam 
that    can    be    seen    for 
many  miles.  It  is  20-times 
brighter  than  automobile 
headlights,  more  luminous  than 
aircraft  landing  lights. 
This  powerful  light  is 
indispensable         for 
tracking  and  exploring 
unknown  territory  and 
for  any  contingencies 
at    night,    in    plane, 
boat,    truck,    or   car. 
With  its  red  gel,  the 
Night   Piercer  II 


•Night 
Piercer  II™ 

is  constructed  of  Heavy- 
duty  high-impact  poly- 
propylene. It  comes  with 
a  super-bright  100-zvatt 
halogen  bulb  and  red  gel 
for  use  as  learning  light. 
110-volt  and  12-volt 
rechargers  are  also  included. 

can  be  a  lifesaver  in 
any  emergency.  The  unit  contains  two 
sealed  heavy-duty  lead-acid  batteries 
and  can  be  recharged  either  through 
your  household  current  or  through  the 
cigarette  lighter  socket  of  your  car,  RV 
or  boat.  Both  adapters  are  included,  of 
course.  The  Night  Piercer  IT"  should  be 
your  companion  on  all  your  travels. 
Don't  leave  home  without  it — order  it 
today!  Night  Piercer  11"  #1088F683e 


Rid  xfour  home  of  varmints 
and  pests  once  ami  for  all... 

Rodelsonix  IX M 
only  $69.25* 

Mice,  rats,  roaches,  bats,  fleas,  spidi 
other  pests  make  life  miserable  at  home 
or  at  the  plant.  Old-fashioned  poisons  get  rid 
of  them — but  only 
temporarily, 
and  they  are  a  I 
hazard  to  you 
and    to   your 
pets.  Rodelsonix 
IX "  works  on  a 
different  princi-  '^^^^^^^^■•M  * 

pie:  It  delivers  a  » 

tremendous  .Rodelsonix  IX  is  an  industrial-type 
blast  of  ultra-  unit,  the  most  powerful  you  can  get. 
sound — inaudi-  It's  a  humane  and  effective  system  to 
ble  to  you  and  Ze>  nd  °f  pests—once  and  for  all. 
your  pets — that  disrupts  the  nervous  systems  of  those 
pests.  They'll  leave  your  home  within  a  few  weeks — 
never  to  return.  No  poison  and  no  mess. 
Rodelsonix  IX  is  an  industrial-type  unit 
designed  and  engineered  to  be  effective  in  restau- 
rants, factories,  and  food-processing  plants.  It  pro- 
tects up  to  10,000  sq.  ft.  (70,000  cu.  ft.).  It  has  six 
variable  pitch  and  "loudness"  settings.  You  can 
even  adjust  it  to  keep  larger  pests,  such  as  raccoons 
or  rabbits,  at  bay.  Rodelsonix  IX"  #1007F683c 

A  spyglass  in  the  great  naval  tradition. . . 

Adm  Nelson's  Telescope"' 
(with  table-top  tripod)  just  §59.25* 


W 


hen  Horatio  Nelson 
fought  the  battle  of 


•The  optics  of  Admi- 
ral Nelson's  Tele- 


Trafalgar,  he  used  a  telescope 
just  like  this  to  monitor  the 
movements  of  the  French- 
Spanish  fleet  Our  manufactur- 
er has  created  a  faithful  replica 
of  this  famous  scope.  Admiral 
Nelson's  Telescope  measures 
about  five  inches  in  its  "col- 
lapsed" position.  When  you 
extend  the  four  sections  to  full 
length,  the  scope  will  be  thir- 
teen inches  long  and  focused  to  scope  '  art  "25x30" 
infinity  with  needle  sharpness,  which  means  25x  mag- 
Evervthing  will  appear  twenty-  mfal""1  a"d  ""'  Srea< 

five  times  larger  than  it  would  **J  «■*»*« 

°  ,        tuofa30-mmobieetree 

to  the  naked  eye.  Compare  that  ,-,„ .  Mmral  ^  s 

to  standard  binoculars  which  tt.i^co,v  :i„s  made  of 

give  you  only  6x  or  8x  magnifi-  brass.  This  replica  is 

cation.  If  you  have  ever  wanted   heavily  chrome-plated 

to  own  a  fine  telescope,  but  f"r  extra  beauty  and 

found  prices  a  little  steep,  P' 

Admiral  Nelson's  Teles 

should  be  your  choice.  You'll 

get  many  years  of  good  use  and 

enjoyment  from  it.  Admiral  Nel- 

son's  Telescope"  #1069F683f 


comes  with  a  belt-looped 
vinyl  earning  I  1! 
permanent  mount- 
ing the 

With  an  extendible 
table  -top  rri 


♦Our "special  deal":  BUY  ANY  2  ITEMS  AND  GET  ANOTHER  ONE  EKEE! 

For  instance:  Buy  a  $69.95  item  and  a  $49.95  item  and  get  another  $49.95  or  lesser-priced  item  FREE! 


J2s 


■ear. 
ball 

-'.11C, 

be 


FOR  FASTEST  SERVICE,  ORDER  BY 
TOLL-FREE  PHONE  OR  BY  FAX. 
SEE  NUMBERS  BELOW. 
or  customer  service,  please  call  (415) 
43-2810.  For  wholesale  orders,  call 
hris  Simpson  at  that  same  number. 


Ybu  may  order  by  toll-free  phone,  by  mail,  or  by  fax  and  pay 
k  or  Visa  /MasterCard.  Please  give  order  number 
show  ii  .ifter  the  item.  Add  $4.95  shipping/ias  for  each  Hem 
(except  three  Car  Starter  II  units,  three  Rodelsonix  IX,  or 
ihree  Adm.  Nelson's  Telescope  for  $9.90  or  one  Night 
Piercer  II  for  $9.95  or  three  Night  Piercer  II  units  for  $19.90), 
plus  sales  tax  far  (  Idettverx,  Youhave  XMa)  return  and 
u  warrant)  We  do  not  refund  shipping  charges 


2360  Third  St.,  San  Francisco,  CA  94107 


(&  Order  by  toll-free  phone:  (800)  797-7367  or  (fastest!)  by  fax:  (415)  643-2818  © 
Visit  our  website  at  www.haverhills.com 


The  New  Economy  has  changed 
the  way  the  world  does  business. 
Explore  its  multi -faceted  opportunities. 

On  Thursday  October  5,  2000,  Business  Week  magazine  will  convene  a  select  group  of  the  most  accomplished  leaders  of  tl 
New  Economy  at  The  Waldorf-Astoria  in  New  York  City  This  private,  invitation  only  meeting  will  create  a  forum  where  th< 
business  world's  most  brilliant  thinkers  can  examine  the  multi-faceted  opportunities  presented  by  the  New  Economy,  and  1 
ways  in  which  corporations,  as  well  as  their  leaders,  must  evolve  to  succeed  in  this  variegated  env.ronment. 
The  CEO  Summit  will  delve  deeply  into  these  issues  by  encouraging  peer  interaction  and  by  spotlighting  exemplary  leaders  fn 
best-of-breed  organizations,  such  as  Richard  N.  Barton  president  &  CEO,  Expedia,  Inc.,  Erik  Brynjolfsson  associate  professor,  M 
Sloan  School  of  Management;  co-director,  MIT  center  for  ebusiness@MIT,  Walter  W.  Buckley  III  president  &  CEO,  Internet 
Capital  Group,  Inc.,  Dan  Carp  president  &  CEO,  Eastman  Kodak  Company,  Candice  Carpenter  CEO,  Milage  Inc  Jeffery  A 
Dachis'pres/dent,  CEO  &  treasurer,  Razorfish,  Inc.,  Richard  D.  Fairbank  chairman  &  CEO,  Capital  One  Financial  Corporafioi 
Edward  D  Horowitz  CEO,  e-Citi;  senior-corporate  officer  Citigroup,  Dr.  Irwin  Jacobs  founder,  chairman,  &  CEO,QUALCOMI 
Inc    Dr  David  Lawrence  chairman  &  CEO,  Kaiser  Foundation  Health  Plan  Inc..  Robert  J.  Lynch  pres.dent  a  CEO, 
ClearCommerce  Corp.,  Peter  Neupert  president  a  CEO,  drugstore.com,  Stephen  B.  Shepard  ^^^^| 
Roger  S.  Sibom  president  a  CEO,  E.piphany,  Inc..  Mitch  Wienick  president  a  CEO,  CDI  Corp.,  Robert  W.  Wrubel  present  8 
CEO,  Ask  Jeeyhs,  Inc. 
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CEO  for  the  New  Economy 

October  5f  2000 

The  Waldorf-Astoria,  New  York  City 

Sponsored  by: 
Aventail  Corporation     Cyveillance    Dell  Computer  Corporation    EDS 
Hewitt  Associates/Sageo,  a  Hewitt  eBusiness    PeopleSoft    Vitria  Technology,  Inc. 

With  support  from: 
Diamond  Technology  Partners    Diners  Club  International 


BusinessWeek 


l  Division  of I'heMcdraw Hill  Companies 


If  you  have  received  an  invitation,  we  urge  you  to  RSVP  today. 
If  you  have  not  received  one  but  believe  you  should  attend,  please  contact  us. 

Simply  call  1-800-682-6007. 


£  Celanes 


A  key  to  success  in  the  global  chemical  industry  is  to  focus  on  one's  own  strengths. 

That's  why  we  rapidly  refocused  and  repositioned  our  company. 
We  are  now  concentrating  on  our  core  businesses,  in  which  we  are  a  worldwide  leader. 
This  will  allow  us  to  create  new  resources  for  growth  in  the  future. 

Our  next  step:  The  continuous  development  of  our  strengths  by  strategic 
investments  in  profitable  market  segments. 

Celanese  AG.  A  global  leader  in  the  chemical  industry,  www.celanese.com 
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The  Barker  Portfolio 


ETTING  RETIREES 
N  THE  RIGHT  PATH 


ier  Boeing 
utive  Bud 
eler  quickly 
ned  that  most 
ice  for  retirees 
ad.  It  didn't 
i  him  long  to 
e  up  with 
ething  bettei* 


Each  of  us  can  conjure  our  own  specific  re- 
tirement fantasy  (mine  mixes  mornings  in 
the  ocean  with  afternoons  of  flawless  stock- 
picking).  But  when  I  recently  drove  past  the 
guardhouse  of  suburban  Seattle's  Meridian  Valley 
Country  Club  to  visit  Henry  K.  "Bud"  Hebeler,  I 
had  to  think  he's  already  enjoying  much  of  what 
we  all  dream  about.  Trips  by  seaplane  to  fish 
British  Columbia  for  king  salmon.  Winters  skiing 
in  Park  City,  Utah,  followed  by  visits  to  sunny 
Scottsdale,  Ariz.  Time  to  design  his  own  home. 
Steady  volunteer  work 
with  the  city's  needy. 
Ample  means  to  help 
his  mother-in-law  with 
medical  bills,  or  to  tide 
over  any  of  four 
daughters  and  13 
grandkids  in  a  pinch. 

Yes,  from  Bud 
Hebeler's  den,  looking 
out  past  the  rhododen- 
drons' cool  fire  to  the 
16th  fairway,  you'd 
think  the  byword  is 
satisfaction.  Yet  sitting 
with  him  there,  I 
found  he's  still  agitat- 
ed— outraged  by  what 
he  learned  on  retiring 
as  one  of  Boeing's  very 
top  officers:  The  advice 
given  by  most  financial  planners  stinks.  "I  had  a 
reputation  as  a  forward-looking  guy,"  he  told 
me.  "And  I'm  reading  this  stuff,  and  I  couldn't 
believe  what  they  were  telling  people." 

Stuff,  he  said,  such  as  advising  retirees  to  set 
a  budget  simply  by  estimating  the  interest  in- 
come on  their  nest  egg.  Financial  journalists 


weren't  much  better.  Even  advice  in  Kk-  '• 
used  i"  tnim  financial  planners  -truck  him 
"horrible,  horrible,  horrible!  It  was  so  primi 
tivt."  Ever  since,  Hebeler,  <i'i,  has  been  crusading 
through  article.-,  books,  seminars,  and  home 
brewed  software  to  raise  the  level  of  our  re- 
tirement planning. 

Thanks  to  the  Internet,  this  crusade  is  steadi- 
ly becoming  less  lonely.  His  site,  www.ana- 
lyzenow.com,  is  spreading  his  views  far  beyond 
Mt.  Rainier.  "His  work  is  excellent.  It's  accu- 
rate," said  Patrick  Shine,  a  Middletown  (N.J.) 
planner.  "For  clients  who  are  very  serious,  I 
turn  to  his  stuff." 

LOCAL  HERO.  Another  fan,  Dick  Allen,  is  an  en- 
gineering manager  in  Los  Gatos,  Calif.  Nearing 
his  own  retirement,  Allen  gave  up  on  packaged 
software  planning  tools  such  as  Quicken  and 
Microsoft  Money.  "You 
don't  know  their  as- 
sumptions," he  said. 
"You  don't  know  if 
vou  could  trust  them 


STRAIGHT  SHOOTER: 

He  gets  high  marks 
for  being  practical 


Hebeler  has  made  a  crusade  of  improving 
financial  planning  and  advice  for  retirees. 
Three  choice  tips: 


N  TO  RETIRE  EARLY?  Then  shut  up  about  it.  If  everyone  knows 
e  planning  to  leave,  your  pay  and  assignments  may  suffer. 

GET  REINVESTMENT  PLANS.  In  your  taxable  account,  instead  of 
ing  dividends  and  capital-gains  distributions  back  into  stocks  and 
jal  funds,  take  the  cash.  Then,  use  the  cash  to  buy  the  stocks  or 
is  you  need  to  get  back  to  the  portfolio  mix  that  you  want. 

ST  ON  "REAL,  REAL  RETURNS."  When  forecasting  the  future 
2  of  your  retirement  savings,  be  sure  tojeduce  your  anticipated 
"ns  not  only  by  inflation,  but  also  by  advisory  fees  and  other 
stment  costs. 

DATA  BUSINESSWEEK 


or  not."  So  Allen  be- 
gan laboring  over  his 
own  elaborate  spread- 
sheets. Then,  on  the 
Web,  he  discovered 
Hebeler's  software. 
"When  I  looked  at  his, 
I  said  to  myself: 
'That's  a  better  w7ay 
to  do  it.'  I  got  a  very 
high  degree  of  confi- 
dence that  I  knewT  wThat  was  going  on." 

The  advisory  tools  Hebeler  posts  at  his  site 
aren't  free  (table,  page  154),  but  by  all  accounts 
he's  not  in  this  for  the  money.  A  St.  Louis  native, 
Hebeler  took  engineering  degrees  from  Massa- 
chusetts Institute  of  Technology  before  heading 
west  in  a  1956  Volkswagen  for  Seattle  and  Boe- 
ing. By  the  early  1980s,  he  was  running  its  $3 
billion  aerospace  unit,  directing  some  20,000  em- 
ployees, and  schmoozing  clients  on  Boeing's 
yacht. 

In  1989,  a  few  years  after  losing  his  shot  at 
becoming  Boeing  ceo,  Hebeler  retired.  He  had 
money  enough.  But  still  just  55,  wiiat  he  had 
more  than  enough  of  was  time  and  energy.  He 
started  lavishing  both  on  spreading  what  he  had 
learned  about  retirement  planning.  His  first  for- 
ay, a  book,  flopped.  "Those  publishers  won't  talk 
to  you,"  he  found.  "I'm  a  guy  who  has  had  a 
chauffeur,  and  a  staff  to  do  my  research,  and  I 
couldn't  get  past  the  secretary."  An  agent  didn't 
help  either.  So  Hebeler  turned  to  giving  seminars 
locally.  In  1994,  he  found  a  small  publisher  to  is- 
sue the  book.  Retirement  Resources:  How  Much 
Can  I  Spend? 

Out  of  print  now,  it's  much  like  the  rest  of 
Hebeler's  output:  meaty,  financially  conservative,  a 
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"He  wants  people  to 
be  more  realistic,  to 
be  more  prepared 
for  the  sales  pitches 
of  financial 
planners,"  says  one 
money  manager 


Hebeler's 
Helpers 


bit  cranky,  time-consuming — and  altogether  help- 
ful. A  second  book,  Managing  Retirement  Re- 
sources, he  publishes  himself  in  spiral-bound  form. 
Like  many  books  on  the  topic  that  you  might 
find  at  Barnes  &  Noble,  it  covers  the  familiar  ba- 
sics, including  taxes,  inflation,  investments,  and 
that  Excedrin  marketing  ploy,  required  minimum 
distributions.  Its  rarer  value  lies  in  how  Hebeler  - 
has  distilled  comprehensive  mathematical  solu-  , 
tions  to  some  tricky  practical  problems. 
"ADAPTIVE  FEEDBACK."  These  formulas  always 
account  for  purchasing  power  lost  not  just  to 
inflation  but  also  to  investment  advisory  fees 
and  commissions.  Hebeler  also  care- 
fully considers  how  large 
extraordinary  cash  in- 
flows or  expenses- 
proceeds  from  the  sale  of  a 
vacation  home,  for  instance,  or 
the  purchase  of  new  cars — are 
likely  to  affect  a  retiree's  future  bud 
get.  More  complicated  still  are  the  ef- 
fects that  the  year-by-year  pattern  of  infla- 


Atwww.analyzenow.com,  Hebeler's  site, 
he  offers  a  variety  of  homemade  reports, 
books,  and  interactive  spreadsheets  to 
guide  retirement  plans.  They  include: 


STRATEGIC  RETIREMENT  PLANNING  II  An  Excel  spreadsheet 
that  helps  project  a  realistic  budget  for  retirement  years.  Accounts 
for  real-estate  investments,  large  future  expenses,  long-term-care 
insurance,  and  required  minimum  distributions  from  tax-deferred 
accounts.  Hard  to  follow  in  spots,  but  worthwhile.  Costs  $43  by 
mail  on  floppy  disk;  $19.95  by  download. 

THE  REAL  WORLD  An  Excel  spreadsheet  with  graphics  showing 
how  your  retirement  savings  would  have  fared  in  the  past.  Seeing 
what  happens  to  the  nest  egg  of  someone  retiring  in  1969  com- 
pared with  someone  retiring  in  1979  is  an  eye-opener.  Price: 
$32.50  by  mail  on  floppy  disk;  $14.50  by  download. 

MANAGING  RETIREMENT  RESOURCES  A  204-page,  spiral-bound 
book  full  of  practical  advice  on  saving,  investing,  and  spending  in  re- 
tirement, from  a  retiree's  financially  conservative  point  of  view.  It's  ful 
of  helpful  tables,  but  be  ready  to  push  a  pencil.  $39.50  by  mail. 


tion  and  investment  returns  can  have  on  your 
quality  of  life  in  retirement. 

How,  for  example,  do  you  adjust  a  retirement 
budget  to  falling  (or  rising)  inflation  and  a  grow- 
ing (or  dwindling)  brokerage  balance?  If  you  fig- 
ure you  can  safely  spend  so  much  each  year  giv- 
en average  rates  of  inflation  and  returns  on 
stocks  and  bonds,  you  can  go  awry  fast  if  your 
early  retirement  years  don't  measure  up.  Hebel- 
er's latest  spreadsheet  program,  The  Real  World, 
shows  how  a  65-year-old  retiring  in  1970  and 
drawing  $50,000  a  year  from  a  $1  million  nest 
40%  invested  in  stocks,  60%  in  cash  and 


bonds,  would  have  been  out  of  money  by  ag< 
All  else  the  same,  another  person  retiring 
five  years  later  and  escaping  years  of  high  i 
tion  and  retreating  stock  markets  would  1 
still  had  nearly  $545,000  on  turning  79. 

To  deal  with  that  uncertainty,  Hebeler 
gests  using  "adaptive  feedback,"  an  idea  fan 
to  makers  of  autopilot  systems  on  airpla 
"There's  a  lot  of  similarity  between  the  econ 
going  up  and  down  and  gusty  air,"  H< 
.|x   er  said.  If  an  autopilot  senses  an  upv 
urst  of  wind,  it  will  use  that  inform; 
to  adjust  the  jet's  directio 
keep  it  on  course, 
larly,  Hebeler's  Strat 
Retirement  Planning  II  spr< 
sheet  includes  a  routine  that 
adjust  your  annual  expense 
get  to  how  inflation  and 
markets  fared  in  the  past  j 
He  also  suggests  adjus 
your  planning  for  any  Big 
ture  observations  about  j 
life  or  the  economy  that  yoi 
the  "pilot"  of  your  portfolio 
to  make  in  setting  your  bud 
"Most  financial  planners  say: 
raise   your   spending   by   3.5'- 
year,'"  Hebeler  said.  "That's 
we  call  'open  loop.'  There's  no  fi 
back.  Inflation  could  have  been 
|  more,  or  your  returns  a  lot  less.  r 
]  could  cause  trouble,  and  you  sb 
take  advantage  of  a  little  bit  n 
knowledge." 

This  way  of  thinking  may  st: 
many  investors  as  too  conservative 
as  just  plain  odd.  Others  see  his 
proach  as  a  welcome  antidote  to 
retirement  advice.  "Our  industry  te 
to  sell  to  the  path  of  least  resistanc 
which  means  that  you  don't  wani 
scare  anybody,"  observed  Paul  Me 
man,  whose  Seattle-based  Merrir 
Capital  Management  runs  $300  mill 
Hebeler's  spreadsheet,  he  said,  has  some  g 
For  instance,  Hebeler  ignores  investments  in 
eign  stocks.  But  Merriman  likes  the  prog] 
overall,  noting:  "He  wants  people  to  be  more 
alistic,  to  be  more  prepared  for  the  sales  pitche 
financial  planners." 

To  that  end,  Hebeler  is  nowhere  near  d( 
He's  working  on  his  third  book,  which  he  aim; 
finish  by  yearend.  He  wants  to  simplify  his  id 
turning  them  into  something  his  wife,  Mirri 
will  be  able  to  use  long  after  he's  gone.  She's 
sure  why  he  spends  so  much  time  on  all  this, 
can  be  glad  he  does. 


BusinessWeek  online 


For  barker.online,  go  to  www.businessweek.com/inves 
or  AOL  keyword:  BW  Daily 


QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (321)  728-1711 
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,  busy  custo 


customer  relationships 


1 888.917.8884       ibm-siebel.com 


I  WILL  NOT  UNDERESTIMATE  THE  AMOUNT 

ill  need  to  RETIRE  COMFORTABLY. 


/,;:;»■£■  I  f  I 


[IGUEL  GOMEZ-IBANEZ 


FIDELITY    INVESTOR 


Fidelity 


Investments' 


WE  HELP  YOU  INVEST  RESPONSIBLY5 


..EMENT 
PLANNING 


"Experts  agree  that  once  you  retire,  you'll  still 
need  60%-80%  of  your  pre-retirement  salary. 
Social  Security  or  pensions  won't  even  make  up 
half  of  that*  That  means  you  need  to  determine 
where  the  rest  of  your  retirement 
income  will  come  from  for  the  next 
20  years  or  more.  Fidelity  Retirement  % 
Income  Planning  will  help  you  assess 
how  a  Rollover  and  other  investments 
work  toward  your  retirement  goals." 


—  PETER  LYNCH 


FOR  YOUR    RETIREMENT    INCOME    PLANNING    KIT   VISIT   FIDELITY.COM    O 


C    A    L     L 


8     0     0-544 


5     6     5     ( 


Mi   Gomez-Ibanez  is  a  Fidelity  customer  and  was  compensated. 

'  All  statistics  sourced  from  Social  Security  Administration,  1998.  Fidelity  Brokerage  Services,  Inc.  Member  NYSE,  SIPC. 
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American  investors  looking  for  global  tech 
plays  are  zeroing  in  on  France's  Dassault 
Systemes  (DASTY),  which  develops  software 
for  computer-aided  design  (CAD),  manufacturing, 
engineering,  and  data  management. 

The  excitement  stems  from  Dassault's  products 
for  e-manufaeturing,  which  help  factories  create, 
monitor,  and  control  their  production  systems 
from  beginning  to  end,  thus  saving  time  and 
money.  Dassault  was  first  featured  in  this  column 
on  June  16,  1997,  when  the  stock  was  at  a  split- 
adjusted  32  a  share.  It  has  since  leaped  to  97. 

Dassault's  customers  include  blue  chips  from 
all  over:  DaimlerChrysler, 
Honda,  Boeing,  and  IBM, 
which  owns  10%  of  Das- 
sault. Dassault's  major 
customers  are  the  auto  and 
aerospace  outfits  in  the 
U.S.  and  Europe. 

Dassault's  goal,  notes 
Vinay  Shah,  an  analyst  at 
Morgan  Stanley  Dean  Wit- 
ter, is  to  provide  customers 
with  products  that  inte- 
grate not  just  one  stage  of  their  production  cycle 
but  all  areas  of  manufacturing.  Dassault  has  now 
become  a  diversified  supplier  of  "digital  solu- 
tions" to  aid  manufacturers  to  revolutionize  their 
production  systems,  says  Shah. 

He  figures  Dassault's  e-manufacturing  busi- 
ness represents  a  potential  $2.5  billion  market  for 
the  company.  In  2000,  Shah  expects  Dassault  to 
earn  $134.4  million,  or  $1.14  a  share,  on  rev- 
enues of  $620  million.  In  2001,  he  foresees  $171 
million,  or  $1.44  a  share,  on  sales  of  $748  million. 

Jay  Vleeschhouwer  of  Merrill  Lynch,  who 
rates  Dassault  a  long-term  buy,  says  Microsoft 
has  expressed  growing  interest  in  Dassault's  dig- 
ital manufacturing  systems  and  could  partner 
with  Dassault  on  it.  "Microsoft  wants  to  create 
an  environment  around  Windows  for  business 
processes,  including  manufacturing,"  he  says. 
Dassault  couldn't  be  reached  for  comment. 
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he  sizzling  growth  in  communi- 
cations has  ramped  up  demand 
for  fault-management  services — 
trouble  spotting  and  root-cause  analy- 
sis— for  networks  and  other  Internet 
service  providers.  Enter  startup  Mi- 
cromuse (MUSE),  which  makes  software 
that  helps  networks  operate  efficiently. 
Micronluse,  which  went  public  at  12 
in  February.  1998,  hit  200  in  early 
March,  2000 — just  before  stocks  headed 
south.  The  stock  has  since  fallen  to 


L56  .  Even  at  that  level,  Micromuse    porta  a 
market  cap  of  $6.1  billion  and  a  itupendou    |"  ra 
tin  of  680,  baaed  on  1999  earnings  of  224  ;i  share. 

But  that  hasn't  daunted  some  tech  bulla,  who 
think  Micromuse  is  a  bargain.  "You're  getting  a 

company  that  could  grow  at  a  100';  yearly  pace  in 
the  next  year  or  two,"  say-  Jay  Nakahara  of  In- 
vesco  ot  Technology  Fund.  And  the  company  is 
No.  1  in  its  markets.  Customers  include  big  tele- 
coms,  plus  Cisco,  with  5%  of  sales,  and  Lucent. 

Micromuse  isn't  yet  a  strong  earnings  play, 
since  it  still  has  to  invest  in  infrastructure.  Says 
Nakahara:  "It's  just  at  the  starting  gate  but  al- 
ready growing  rapidly."  He  sees  sales  jumping  to 
$118  million  in  fiscal  2000  and  to  $200  million  in 
2001,  up  from  1999's  $58  million.  Earnings  should 
leap  to  35tf  a  share  in  fiscal  2000  and  to  66c  in 
2001,  vs.  a  loss  in  1999,  figures  Nakahara. 

Wendell  Laidley  of  Credit  Suisse  First  Boston 
rates  it  a  strong  buy,  in  part  because  he  sees  it 
benefiting  from  "every  growth  avenue  of  the 
communications  industry — broadband,  wireless 
Internet,  voice,  and  fiber-optical  networking." 

WILL  CITRIX  SYSTEMS 
CLICK  AFTER  ALL? 

What  do  you  do  about  a  118  stock  that 
plummets  84%  in  three  months?  Most 
investors  dump  it.  That's  the  fate  that  be- 
fell Citrix  Systems  (ctxs).  It  was  down  to  51  in 
early  June,  when  it  warned  of  low  second-quarter 
earnings.  The  stock  is  now  at  18. 

But  some  pros  think  it's  a  buy.  Stephen  Leeb, 
editor  of  market  letter  Personal  Finance,  thinks 
Citrix  is  a  "beaten-down  value  play  that  will  deliver 
plenty  of  bang."  He  recommended  buying  the  stock 
on  June  28,  when  it  was  at  22.  There  isn't  any  flaw, 
he  says,  in  the  business,  which  makes  software  to 
let  customers  reach  more  users  with  more  appli- 
cations. Its  software  is  the  most  effective  way,  he 
notes,  of  distributing  appli- 
cations, such  as  Microsoft 
Word.  It  runs  on  Windows, 
UNIX,  Solaris,  and  Linux. 

Citrix,  which  had  been 
selling  through  retail  chan- 
nels, was  in  the  process  of 
moving  toward  sales  to  larg- 
er clients,  says  Leeb.  But 
corporate  sales  take  longer 
to  close  than  retail  channels. 
So  a  profit  shortfall  occurred 
although  total  sales  had  climbed  sharply.  Leeb 
thinks  Citrix  will  get  its  act  together  in  the  next 
quarter  or  two  and  resume  earnings  growth  of 
30%  a  year.  "With  a  forward  p-e  of  less  than  30, 
Citrix  has  far  more  upside  than  downside,"  Leeb 
says.  "It's  an  easy  double  from  here." 


BusinessWeek!  online 


AFTER  THE 
FREEFALL 


▲  DOLLARS 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


Watch  for  Gene  Marcial's  Inside  Wall  Street  Online 
column  every  Tuesday  afternoon  at 
www.businessweek.com/today.htm 
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Figures  of  the  Week 


%  change 


STOCKS 


U.S.  MARKETS 


July  5 


Year  to 
Week      date 


Last  12 
months 


GLOBAL  MARKETS 


July  5      Week 


Y„ 


S&P  500 

July    Jan.    July     June  29-July5 


1570 


1485 


1400 


1315 


1230 


1485 


S&P  500 

Dow  Jones  Industrials 
Nasdaq  Composite 
S&P  MidCap  400 
S&P  SmallCap  600 
Wilshire  5000 


1446.2 

10,483.6 

3863.1 

484.5 

210.3 

13,530.2 


1425 


COMMENTARY 

Interest  rates  stayed  put,  but  the  mar- 
ket headed  south  this  week.  Although 
Fed  Chairman  Alan  Greenspan  opted  to 
wait  out  another  rate  hike,  inflation 
fears  continue  to  spook  investors:  The 
Dow  fell  0.4%,  while  the  S&P  dipped 
0.6%.  Warnings  from  tech  companies 
that  they  would  fall  short  of  quarterly 
earnings'  expectations  sent  the  Nasdaq 
down  2.0%  for  the  week. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems.  Inc. 


SECTORS 

Business  Week  50*  1225.9 
Business  Week  Info  Tech  100**    935.0 

S&P/BARRA  Growth  886.1 

S&P/BARRA  Value  589.8 

S&P  Energy  839.8 

S&P  Einancials  135.8 

S&P  REIT  83.1 

S&P  Transportation  599.1 

S&P  Utilities  260.0 

GSTI  Internet  429.3 

PSE  Technology  1066.9 
•Mar.  19.  1999  =  1000       "Feb.  7,  2000=1000 


-0.6 
-0.4 
-2.0 
-1.4 
-1.5 
-0.7 


-1.3 

-2.6 

-0.8 

-0.4 

-4.8 

0.1 

0.7 

3.3 

-2.2 

-2.7 

-3.7 


-1.6 
-8.8 

-5.1 
8.9 
6.3 

-2.0 


-5.8 
NA 

-0.1 

-3.4 
0.7 
2.1 

12.9 
0.4 

14.4 

-39.7 

9.8 


4.0 
-5.9 
40.9 
15.4 
12.3 

6.2 


17.9 
NA 
13.6 
-6.7 
-2.1 
-8.1 
-2.5 

-21.8 
0.0 

-16.1 
74.1 


S&P  Euro  Plus  (U.S.  Dollar)  1528.3  -3.1 

London  (FT-SE 100)  6382.5  1.1 

Paris  (CAC  40)  6462.7  -2.2 

Frankfurt  (DAX)  6961.7  -1.3 

Tokyo  (NIKKEI  225)  17,436.0  0.4 

Hong  Kong  (Hang  Seng)  16,474.3  0.2 

Toronto  (TSE  300)  10,323.8  0.9 

Mexico  City  (IPC)  7372.6  10.4 

FUNDAMENTALS July  3       Wk. 


: 


S&P  500  Dividend  Yield  1.10% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  29.8 
S&P  500  P/E  Ratio  (Next  1 2  mos.)*  23.3 
First  Call  Earnings  Surprise*  1 1 .89% 

"First  Call  Corp. 
TECHNICAL  INDICATORS 


1.11 
29.3 
23. 

5.681 


i 


July  3      Wk.agL„;; 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 


1408.2  1405.6 

54.0%  57i0 

0.53  0.51 

1.59  1.57 


BEST-PERFORMING 
GROUPS 


Last 

month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 

GROUPS  month  % 


Hospital  Management 

Diversified  Health-Care 

Drugs 

Food  Wholesalers 

Publishing 


16.7 
15.4 
15.3 
11.7 
11.3 


Instrumentation 
Semiconductors 
Defense  Electronics 
Health-Care  Services 
Communications  Equip. 


89.0 
83.2 
79.7 
73.8 
56.0 


Office  Equip.  &  Supplies  -21.1 

Money  Center  Banks  -19.6 

Auto  Parts  &  Equip.  -17.1 

Apparel  Manufacturing  -13.5 

Specialty  Appar.  Retailers  -13.2 


Pollution  Control 
Office  Equip.  &  Supj 
Metal  &  Glass  Conta 
Toys 
Furnishings  &  Appli 


li 


HI! 


■  MUTUAL  FUNDS 

Week  ending  July  3 
■  S&P  500  ■  U.S.  Diversified  BAN  Equity 
4-week  total  return 


%       1        2        3 


Weekending  July 3 
■  S&P  500  B  U.S.  Diversified  BAH  Equity 
52-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return % 

Leaders 

Health  12.7 

Latin  America  7.6 

Small-cap  Growth  5.7 

Real  Estate  5.2 

Laggards 

Financial  -5.4 

Precious  Metals  -2.6 

Mid-cap  Value  -2.0 

Large-cap  Value  -2.0 


52-week  total  return % 

Leaders 

Technology  84.7 

Health  70.3 

Small-cap  Growth  55.4 

Mid-cap  Growth  51.2 

Laggards 

Precious  Metals  -12.3 

Financial  -9.7 

Miscellaneous  -7.3 

Large-cap  Value  -3.3 


EQUITY  FUNDS 

4-week  total  return 


% 


%       4  8       12       16      20      24 

Data:  Standard  &  Poor's 


Leaders 

Franklin  Biotech.  Discovery  A  21.1 
Westcore  Small  Cap  Growth  19.0 
Dresdner  RCM  Biotech.  N  19.0 
Turner  Micro  Cap  Growth  18.1 
Laggards 

Ameritor  Industry  -23.3 

Lex.  Troika  Dialog  Russia  -14.0 
Rydex  Banking  Inv.  -13.5 

Fidelity  Banking  -11.1 


52-week  total  return % 

Leaders 

PBHG  New  Opportunities  282.1 

Dresdner  RCM  Biotech.  N  229.4 

PBHG  Select  Equity  217.7 

Roulston  Emerging  Growth  214.7 

Laggards 

Potomac  OTC  Short  -48.8 

Calvert  New  Africa  A  -37.4 

Rydex  Transportation  Inv.  -32.3 

Midas  -31.9 


■  INTEREST  RATES 

ttalojies 

KEY  RATES 

July  5 

Week  ago 

Technology 

systems 

MONEY  MARKET  FUNDS 

6.13% 

6.10% 

90-DAY  TREASURY  BILLS 

5.97 

5.80 

1-YEAR  TREASURY  BILLS 

6.04 

6.12 

itei 

10-YEAR  TREASURY  NOTES 

5.98 

6.11 

ipbict 

30-YEAR  TREASURY  BONDS 

5.86 

5.97 

30-YEAR  FIXED  MGRTGAGEt 

8.11 

8.29 

tBanxQuote,  Inc. 


I 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  t 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  bond     3 


aterials 
'national 
Associates 


GENERAL  OBLIGATIONS 


5.03% 


TAXABLE  EQUIVALENT 


7.29 


INSURED  REVENUE  BONDS 


5.19 


TAXABLE  EQUIVALENT 


7.52 


MP 


I  THE  WEEK  AHEAD 


^ 


INSTALLMENT  CREDIT  Monday,  July  10,  3 
p.m.  edt>-  Consumers  probably  added 
about  $7.8  billion  in  debt  in  May,  after 
borrowing  $9.2  billion  in  April.  That's  the 
median  forecast  of  economists  surveyed 
by  Standard  &  Poor's  mms,  a  unit  of  The 
McGraw-Hill  Companies. 

IMPORT-EXPORT  PRICES  Thursday,  July  13, 
8:30  a.m.  edt*-  The  average  price  for  ex- 
ports likely  rose  0.2%  in  May,  the  same 
gain  as  in  April.  Import  prices  likely  rose 
0.5%  in  May,  after  jumping  0.6%. 


PRODUCER  PRICE  INDEX  Friday  July  14, 
8:30  a.m.  edt>  Producer  prices  for  fin- 
ished goods  probably  increased  0.6%  in 
May,  led  by  higher  energy  prices.  Exclud- 
ing food  and  energy,  core  prices  likely 
rose  just  0.1%.  In  April,  total  prices  were 
unchanged  while  core  prices  edged  up 
0.2%. 

RETAIL  SALES  Friday,  July  14,  8:30  a.m. 
edt  ►  The  s&p  mms  survey  projects  that 
retail  sales  in  May  rose  a  mild  0.3%,  af- 
ter falling  0.3%  in  April.  Excluding  vehi- 


cles, store  receipts  probably  rose 
after  no  change  in  April.  A  modest 
in  June  retail  buying  would  providi 
ther  evidence  that  consumer  spen 
slowed  in  the  second  quarter. 


INDUSTRIAL  PRODUCTION  Friday,  July 
9:15  a.m.  edt>-  Output  at  the  nat 
factories,  mines,  and  utilities  prob 
increased  0.3%  in  May,  after  adva 
0.4%  in  April,  says  the  s&p  mms  s 
The  May  operating  rate  likely  rerric 
April's  82.1%. 
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ks  tripped  up  the  BW  50  this  week.  Plunging  46.0%  on  news  that  Wall  Street's  profit  expecta- 
•f  'iigh,  Computer  Associates  capped  off  a  week  where  blue-chip  companies  such  as  Dell  Computer 

d  in  the  red.  Guidant,  up  8.3%,  rallied  on  FDA  approval  of  one  of  its  medical  devices,  while  biotech 
-  |iticals  such  as  Merck,  Pfizer,  and  Biogen  managed  gains  in  a  humdrum  week. 
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Daily  June  29- July  5 


I 


1275 
1260 
1245 


I-    1225.9 


1215 


COMPANY  PERFORMANCE 


IIS 

%  change 

%ch 

ange 

li' 

Since 

Since 

ny 

Week 
-0.6 

3/1/00 
-13.6 

Ran 

k      Company 

Week 

3/1/00 

26 

Intel 

-0.6 

13.6 

er 

6.1 

-6.8 

27 

Tribune 

-10.7 

-13.3 

i 

ems 

-2.7 

-6.0 

28 

Xilinx 

-9.6 

4.4 

LJjj 

i 

-12.9 

1.0 

29 

Enron 

-3.5 

-3.7 

M 

I 

0.7 

28.4 

30 

Lexmark  International 

-5.2 

-46.2 

. 

ems 

-5.6 

-82.7 

31 

Omnicom  Group 

-0.1 

-4.8 

-,J 

anley  Dean  Witter 

4.0 

15.4 

32 

America  Online 

6.1 

-5.0 

-5.3 

-37.6 

33 

Guidant 

8.3 

-27.0 

thnologies 

-1.8 

-17.8 

34 

MBNA 

0.6 

17.3 

Technology 

-14.1 

-18.7 

35 

Pfizer 

2.1 

48.8 

.no 

systems 

-4.1 

-11.7 

36 

Solectron 

1.1 

18.4 

■' 

4.2 

-37.0 

37 

Gateway 

-2.0 

-17.7 

:hwab 

0.6 

5.4 

38 

Wells  Fargo 

0.8 

19.5 

J 

ot 

4.3 

-9.8 

39 

General  Dynamics 

-1.8 

23.9 

1 

uter 

-3.2 

10.3 

40 

Texas  Instruments 

-11.0 

-22.4 

-2.6 

26.3 

41 

Capital  One  Financial 

-2.2 

20.9 

ppliance 

-5.5 

-17.9 

42 

General  Electric 

-0.6 

14.7 

1.0 

-2.3 

43 

Kansas  City  Southern  Industrie; 

5.0 

4.4 

6.8 

13.4 

44 

Wal-Mart  Stores 

1.8 

16.3 

e 

-6.3 

-52.6 

45 

Paccar 

-2.5 

-4.1 

aterials 

-7.9 

-9.6 

46 

PE  Biosystems  Group 

-0.8 

-35.8 

TS 

national 

4.5 

28.5 

47 

Merck 

4.3 

28.6 

Iff 

Associates 

^46.0 

-55.7 

48 

Adobe  Systems 

2.3 

27.2 

^t.l 

11.4 

49 

Reliant  Energy 

0.5 

46.2 

i 

-8.1 

-58.0 

50 

Citigroup 

-1.5 

22.5 

ODUCTION  INDEX 


desj 
mid 


ial 

-.it 
\li 
SI 


Change  from  last  week:  0.4% 
Change  from  last  year:  14.5% 

TRIAL  OUTPUT                           ^ 

e  24=171.8 
992=  100 

The  index  is  a  4-week 
moving  average 

Oct. 
1999 

Feb.            May 
2000           2000 

i  index  increased  in  the  latest  week.  The 
lex  also  rose,  but  at  a  slower  pace  than 
;ks.  After  seasonal  adjustment,  produc- 
nber,  trucks,  and  rail-freight  traffic  were 
vever,  crude-oil  refining  and  auto  output 
electric  power.  Looking  ahead,  Ward's  Au- 
rts  says  that  production  plans  for  the 
;uggest  a  record  high  level  for  vehicle 
quarter. 

:h  of  the  index  components  is  at  www.business- 
duction  index  Copyright  2000  by  The  McGraw-Hill 


I  ONLINE  RESOURCES 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

S&P  PERSONAL  WEALTH  Real  time  mar 
ket  coverage,  industry  analysis,  and 
personalized  retirement  advice. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  online 


For  more  investment  data  and  the 

components  of  the  production  index, 

visit  www.businessweek.com. 
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SMALL  BUSINESSES... 


KEY  AREAS: 


TECHNOLOGY 


FINANCE 


HUMAN 
RESOURCES 


BUSINESS  WEEK  TAKES 
SMALL  BUSINESS  SERIOUSLY. 

This  September  14-15,  Business  Week  and  Frontier  invite  you  to  Las  Vegas 
to  be  a  pioneer  in  the  world  of  small  business  in  the  new  millennium.  As  an 
attendee  at  the  magazine's  First  Annual  Small  Business  Summit,  you  will 
network  with  the  world's  most  successful  and  creative  entrepreneurs  during  two 
days  of  interactive,  solutions-oriented  seminars.  This  live  forum  for  entrepreneurs 
will  address  three  critical  areas  for  continued  growth:  raising  capital;  leveraging 
technology  for  competitive  advantage;  and  recruiting,  developing,  and  retaining 
talent.  The  summit  will  also  create  opportunities  for  the  profitable  exchange  of 
ideas,  strategies,  and  experiences.  Let  Business  Week  help  you  become  a  player  on 
the  small  business  frontier. 

Confirmed  speakers  to  date  include  David  Brancaccio,  Anchor  and  Senior  Editor, 
Public  Radio's  "Marketplace";  Miles  Spencer,  "Money  Hunt";  Quentin  Fleming, 
Author,  Keep  the  Family  Baggage  Out  of  the  Family  Business;  Patricia  Halo, 
Benefits  Consultant  and  Author,  Managing  Health  Benefits  in  Small  and  Mid  Sized 
Organizations;  Jack  Litman-Quinn,  President  and  CEO,  OneCore.com;  Terri  Lonier, 
Head,  Working  Solo  Inc.,  among  others. 

Sponsored  by  IKON  Office  Solutions 


<*»> 


SEPTEMBER  14-15,  2000        THE  DESERT  INN   RESORT        LAS  VEGAS, 


BusinessWeek 


SMALL 

BUSINESS 

SUMMIT 

JJJjJJiiiijJJ 


TO  REGISTER  FOR  BUSINESS  WEEK'S  SMALL  BUSINESS  SUMMIT 

GO  TO:  www.conferences.businessweek.com/2000/smallbusiness 

E-MAIL:  smallbusine-ss@businessweek.com 

PHONE:  1-888-239-6878 

FAX  ON  DEMAND:  1-888-239-6878,  document  #190 


MONEYHUNT  LIVE 

sponsored  by  Business  Week 

Miles  Spencer,  host  of 

MoneyHunt,  will  assist  in 

the  selection  of  20  companies 

eligible  to  screen  test  for  a 

chance  to  appear  on  the 

nationally  televised  show. 

Two  companies  will  then  be 

chosen  to  appear  on 

MoneyHunt,  and  pitch  their 

business  plan  for  a  chance 

to  win  funding. 

Presentation  of  the 

MoneyHunt  TV  Winner 

Award  will  take  place 

during  the  Summit. 


MONEY 
HUNT 


Index  to  Companies 

Thk  index  eives  the  starting  page  for  a  story  or  feature  with  a  significant 
Serene! *  o  rcompany  Most  subsidiaries  are  indexed  under  their  own  names 
Companies  listed  only  in  tables  are  not  included. 


AboveNet 

Communications  70 
Acer  22 
Aetna  (AET)  52 
Air  Canada  10 
Alcoa  (AA)  76 
Align  Technology  95 
Allstate  (ALL)  76 
Alumax  131 
American  Express 

Financial  Advisors 

(AXP)  117 
American  Management 

Systems  96 
America  Online  (AOL) 

78 

AON  Insurance  Services 

(AOC)  96 

Astrolink  International 

48 

AT&KT)  38,  48,  62,  78 

Aucland  10 


Cigna  (CI)  76 

Cisco  Systems  (CSCO) 

34,157 
Citrix  Systems  (CTXS) 

157 
CNW  Marketing/Research 

52,67 

Coca-Cola  (KO)  38. 164 

Columbia  108 
Comcast  (CMCSK)  48 
Computer  Associates 

International  46 
Converse  Technology  52 
Coopers  &  Lybrand 

International  96 
Credit  Suisse  First 

Boston  70, 157 


FleetBoston  Financial 

(FBF)  70 

Ford  Motor  (F)  60,  67 
Forrester  Research 

(FORR)  10 
France  Telecom  62 
Furniture.com  34 

G 


Kleiner  Perkins  Caufield 
&  Byers  95 
Kmart  (KM)  76 


General  Motors  (GM) 

52,  60,  67 
Gibson  Capital 

Management  100 
Goldman  Sachs  (GS)  52 
GTE  (GTE)  100 

H 


Lehman  Brothers  (LEH) 
46,67 

Liberty  Digital  (LDIG) 
48 

Liberty  Livewire  (LWIRA) 
48 

Liberty  Media  (LMGA) 
48 

Lincoln  Financial 
Advisors  100 
Lucent  Technologies 
(LU)  157 

M 


Oracle  (ORCL)  42,  52 
Owens-Illinois  (01)  76 

P 


B 
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HELPING  AMERICA'S  WORKING  POOR 


I 


In  the  midst  of  plenty,  some  distressing  signs  of  poverty 
persist.  Five  years  into  one  of  the  strongest  booms  in 
American  history,  most  measures  of  income  and  wage  distri- 
bution suggest  that  the  wage  gap  is  getting  wider,  not  nar- 
rower. Meanwhile,  the  percentage  of  full-time  workers  living 
in  poverty,  according  to  the  latest  figures,  is  no  lower  than  it 
was  in  1994. 

The  widening  disparity  makes  neither  good  moral  nor  eco- 
nomic sense.  In  particular,  the  inability  of  full-time  workers  to 
make  even  a  poverty-level  income  flies  in  the  face  of  one  of 
the  core  values  of  the  U.  S.  polity,  the  notion  that  hard  work 
is  rewarded. 

That's  why,  with  unemployment  still  hovering  around  4%, 
it  may  be  the  right  time  to  raise  the  minimum  wage.  The 
last  increase  pushed  up  the  federal  minimum  wage  in  two 
steps,  from  $4.25  to  $4.75  in  October  1996,  and  then  up  to 
$5.15  per  hour  in  September  1997.  Another  $1  increase,  if 
passed,  would  raise  the  minimum  wage  to  $6.15  per  hour, 
bringing  it  back  in  inflation-adjusted  terms  to  the  level  of  the 
early  1980s. 

Such  a  wage  hike  would  affect  about  10  million  workers,  or 
about  9%  of  the  workforce.  About  70%  of  the  beneficiaries 
would  be  adults,  not  teenagers,  about  16%  would  be  black  and 
about  19%  Hispanic.  Some  63%  of  the  gains  from  a  higher 


minimum  wage  would  go  to  families  in  the  bottom  40%  of 
income  distribution,  according  to  calculations  by  the 
nomic  Policy  Institute,  a  liberal  think  tank. 

Politically,  this  may  not  be  as  difficult  as  it  sounds.  The 
publican-controlled  House  and  Senate  have  already  pa 
bills  raising  the  minimum  wage  by  $1  earlier  this  year, 
because  the  legislation  was  tied  to  other  bills — a  tax  cu 
the  House,  and  a  bankruptcy  bill  in  the  Senate — it  has  b 
stalled.  But  a  minimum  wage  bill  could  pass  easily  if  Rer. 
licans  decide  it  is  in  their  interest  to  deny  the  Democra 
campaign  issue. 

Economists  who  oppose  a  hike  in  the  minimum  wage'v 
ry  that  it  will  cut  jobs  and  hours  for  low-wage  workers, 
hence  potentially  reduce  their  income.  Indeed,  even  the 
finds  some  evidence  of  a  small  but  statistically  insignifk 
negative  impact  in  employment  from  the  latest  minirr 
wage  increases.  Nevertheless,  when  the  labor  markets  art 
strong  as  they  have  been  recently,  the  minimum  wage  efi 
simply  washes  out.  For  example,  since  September,  IS 
when  the  minimum  wage  was  last  raised,  the  unemploym 
rate  for  teenagers  has  fallen  from  16.1%,  down  to  12.5% 

Nobody  is  saying  that  raising  the  minimum  wage  i 
magic  bullet  for  poverty,  inadequate  education,  or  poor  tr; 
ing.  But  it  will  help — and  it  is  the  right  thing  to  do 
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MEXICO:  OPEN  MARKETS,  OPEN  POLITICS 


The  surprising  election  of  Vicente  Fox  as  President  of 
Mexico  on  July  2  will  be  remembered  as  a  triumph  not 
just  for  Fox  himself  but  also  for  the  people  of  Mexico  and  for 
current  president  Ernesto  Zedillo.  For  Mexico,  the  victory  of 
Fox's  National  Action  Party  over  the  Institutional  Revolu- 
tionary Party  (PRl),  which  had  ruled  the  country  uninter- 
ruptedly since  1929,  is  a  sign  of  the  country's  transition  to 
full  democracy.  And  for  Zedillo,  despite  the  pri's  loss,  the 
ability  to  shepherd  Mexico  through  its  freest  elections  ever 
will  stand  as  a  permanent  testimonial  to  his  foresight  and 
wisdom. 

But  perhaps  equally  important,  Fox's  election  is  a  rousing 
vindication  of  the  principle  that  open  markets  can  be  a  posi- 
tive force  for  political  change — not  just  in  Mexico  but  in 
Asia  and  Europe  as  well.  Certainly  the  North  American 
Free  Trade  Agreement  dramatically  altered  the  political 
landscape  in  Mexico. 

Since  1994,  when  NAFTA  took  effect,  external  trade  has  be- 
come far  more  important  to  the  Mexican  economy.  The  coun- 
try's exports  have  tripled  in  size,  and  their  share  of  the 
economy  has  risen  from  18%  to  32%.  Growth,  too,  has  ac- 
celerated. That  tilted  the  political  balance  toward  the  in- 
ternal forces  that  had  favored  growth  and  modernization 
rather  than  the  factions  within  the  PRl  that  had  a  vested  in- 


terest in  the  status  quo.  It  is  no  accident  that  Fox  was  a 
mer  executive  for  Coca-Cola  Co.,  one  of  the  most  global  n 
companies 

Moreover,  the  growing  importance  of  trade  and  foreign 
vestment  has  made  certain  types  of  official  and  social 
havior  seem  less  acceptable,  pri's  "business  as  usual"  attiti 
toward  crime  and  government  corruption  became  not  onl; 
personal  hardship  for  Mexicans  but  an  economic  probl 
as  well,  as  foreign  companies  balked  at  investing  in  and 
ing  business  with  a  country  that  was  widely  perceived 
dangerous 

More  broadly,  Fox's  electoral  success  suggests  that  the  p 
icy  of  pursuing  open  markets,  even  with  countries  that  hs 
relatively  closed  political  systems,  may  bear  fruit  over  t 
long  run.  For  instance,  bringing  China  into  the  global  tradi 
system,  and  the  World  Trade  Organization  in  particul 
eventually  could  help  strengthen  those  sectors  of  the  Chine 
power  structure  that  are  more  concerned  with  growth  rati 
than  merely. holding  on  politically 

Fox  still  has  a  long  way  to  go  to  fulfill  the  promise  of  I 
election.  He  needs  to  find  the  funds  to  boost  education  spei 
ing  and  investment  in  poorer  parts  of  Mexico,  while  refor 
ing  the  tax  system.  But  his  election  is  a  clear  sign  of  the  j  k%\ 
tent  virtues  of  openness.  n^ 
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at  intel'  online  services,  we  live  by  a  simple  motto:  "only  the  paranoid  survive."  because 
in  our  business,  total  obsessiveness  is  what  separates  the  never-miss-a-blip  from 
the  merely  attentive,  we  take  over  2,000  measurements  of  website  performance 
every  hour,  we  monitor  the  entire  end-to-end  path  from  you  to  your  customers 
in  over  40  countries  around  the  world,  and  we  have  a  team  of  web  and 
application  hosting  specialists,  certified  in  over  35  web  and  networking  standards, 
at  your  disposal  around  the  clock,  because  in  the  surge  economy,  a  lot  can 
happen  between  tick  and  tock.  to  take  the  first  step,  visit  us  online  or  call 
1-877-320-2662.  f^web  hosting  for  the  surge  economy  -»  intelonlineservices.com/infoj 
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WHAT     EXACTLY     IS 


A     COMPUTER    VIRUS 


LIKE,    YOU     ASK? 


Whoosh.  Out  of  nowhere,  your  most  important  digital  assets  — 
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passwords,  personal  records  and  files  — all  vanish.  Your  computer 
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stops  working.   Criminals  get  your   personal    info.   And   you 


unknowingly  do  things  like  sending  rude  emails  to  unsuspecting 


C?  \  parties.  Don't  blame  the  Internet.  Blame  viruses.  Now,  catch  your  breath. 


McAfee.com   is  here  with  advanced  anti-virus  protection.   It's  just  one  of 
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the  many  services  from  McAfee.com  that  keep  your  PC  running  at  its  best. 


Visit  www.mcafee.com  and  learn  more.  Because  viruses  are  definitely  coming. 
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Up  Front 


EDITED  BY  ROBERT  McNATT 


CAR  TALK 


chase  of  the  automobile.  In  ef- 
fect, it's  a  rebate.  "We  just 
pass  it  on  to  the  consumer," 
says  Jim  Gentry,  general  man- 
ager of  Saturn  of  Fulton  Av- 
enue in  Sacramento,  Calif.  Ad- 
ditionally, Saturn  is  offering 
cut-rate  financing  or  special 
lease  deals. 

In  fairness  to  Saturn,  the 
entire  auto  industry  is  using 
record-high  rebates.  But 
things  are  grim  at  Saturn. 


SAY  IT  AIN'T  SO, 
SATURN 

THE   DIFFERENT  KIND  OF  CAR 

Company  is  using  the  same 
tricks  as  everyone  else  to  sell 
its  vehicles.  General  Motor's 
Saturn  retailers  have  tradi- 
tionally banned  haggling  and 
earnestly  tried  to  avoid  re- 
sorting to  rebates.  Recently, 
however,    Saturn    has    been 
pumping  up  its  incentives  to 
bolster      sales — notably 
those  of  its  just-intro-   m 
duced       mid-size  _^^f 
L-series  cars. 

In  June,  in- 
centives for  all 
Saturns    hit    a 
record      $1,116 
per  vehicle,  says 
CNW    Marketing/ 
Research.  By       L-SERIES:  A  rebate  by  any  other  name. 
July,  Saturn  was 


giving  dealers  up  to  $1,000  per 
vehicle,  supposedly  to  adver- 
tise L-series  cars.  A  competi- 
tively equipped  L-series  V-6, 
for  instance,  goes  for  $21,300. 
But  a  Saturn  spokesman  says 
that  dealers,  if  they  wish,  can 
use  that  cash  toward  the  pur- 


The  L-series  has  stalled  in 
showrooms.  Although  total 
Saturn  sales  rose  24%  in  the 
first  half,  disappointing  sales 
of  the  L-series  models  led 
Saturn  to  lay  off  a  shift  at 
the  plant  where  they  are 
made.  David  Welch 


THE  LIST   BATTLE  OF  THE  BANDS 


Depending  on  your  point  of 
view,  Napster,  the  subject  of 
recent  congressional  hear- 
ings, represents  either  the 
"digital  music  preservation 
movement,"  as  described  on 
Web  site  www.antifan.com, 
or  outright  stealing — the 
view  of  anti-Napster  sites 
like  www.artistsagainstpira- 


^i     PRO-NAPSTER 

'  -3^Hf    * 

Limp  Bizkit 

Chuck  D. 

1 

•  Billy  Corgan 

■\ 

|  •  Cypress  Hill 

1  •  The  Offspring 

w&m 

[  •  Neil  Young 

DATA  NAPSTER, 
BUSINESSWEEK 


cy.com.  But  there  are  a 
handful  of  big-name  acts 
that  are  not  reflexively 
against  the  Web-based 
music-sharing  system  and,  in 
differing  ways,  are  trying  to 
make  their  peace  with  it. 
They  see  Napster  as  a  way 
to  enlarge  the  music-buying 
market. 

•  Christina  Aguilera     l|4   - 

•  Dr.  Dre 

•  Faith  Hill  J^ 

•  Bon  Jovi 

•  Metallica 

•  Alanis 

Morissette 

A 


TALK  SHOW  UWhen  you  get  taken  for  granted,  you  get 
taken" 

— Ralph  Nader,  addressing  the  naacp's  annual  convention 


FRIENDS  OF  BILL 

HOW  TO  SHUT  UP 
A  DISSIDENT 

HARRY  WU 

became "  famous   i 
as    a    critic    of 
China's     dismal 
record  on  human 
rights.  But  after 
leaving  China  in 
1985,  the  dissi- 
dent now  won- 
ders if  friends  of 
President   Clin- 
ton are  squelch- 
ing   his    speech 
here      in      the 
Land     of     the   WU:  Sorry, 
Free.     If    so,  " 
they're  doing  it  the  Ameri- 
can  way:   by   withholding 
money. 

Last  year,  Wu  persuaded 
Congress  to  fund  a  $900,000 
plan  to  aid  pro-democracy 
Chinese  dissidents.  The  mon- 
ey was  to  be  administered  by 
Greg  Craig,  head  of  the 
China  Working  Group  of  the 
RFK  Memorial  Foundation,  a 


nonprofit  human-rights  | 
But  the  project  won't 
dime.  Wu  says  Craig,  a 
ton  lawyer  during  M 
gate,  is  angry  that  Wi 
posed   Clin 
efforts    to 
malize 
with  China 
In  a  No 
letter,  Craij 
Wu    that 
headed  the 
dent  projei 
"would 
evitably 
his     ability 
speak  out  oi 
China  policy 
bate.  Wu  li 
"   that    to    an 
tempt  to  silence  him.  "1 
was   no   gag   order,"   C 
counters.  He  says  that 
politics  are  incompatible 
a   nonprofit   foundation 
have  the  right  to  speak," 
Wu.  Unable  to  see  eye-tc 
with  Wu,  Craig  pulled 
plug  on  the  project  in 
and    the    money    won't 
spent.  Lorraine  Woe 


no  funding 
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O  CANADA 

THE  ICE 
BENEATH  THE  ICE 

SOUTH     AFRICA'S     DE     BEERS 

Consolidated  Mines  is  push- 
ing for  a  stake  in  the  promis- 
ing Canadian  dia- 
mond fields — which 
would  be  its  first 
ownership  of  a  mine 
outside  Africa. 

The  company's  re 
cent  $175  million  hos- 
tile takeover  bid  for 
Canada's  Winspear  Diamonds 
should  help  De  Beers  retain 
global  dominance  as  a  supplier 
of  the  gems.  But  De  Beers 
also  wants  Canada's  dia- 
|^  monds — mined  in  the  frigid 
north — for  marketing  rea- 
sons, say  analysts.  After 
the  beating  it  took 
for  selling  diamonds 
from  apartheid-era  South 
Africa,  De  Beers  wants  to 
be  able  to  tell  consumers 


that  the  rock  in  hat  ring 
a  "conflict"  diamond- 
mined  in  war  rn  Angol 
Sierra  Leone. 

Insiders  say  that  Can 
where  British  and  Austr; 
companies  already  opei 
could  eventually  yield  u 


20%  of  the  $7  billion  work 
amond  market.  De  Beers 
about  a  65%  share.  Says 
Ettlinger,  a  mining  analyst 
Yorkton  Securities:  "De  B< 
has  to  be  part  of  this  if  t 
want  to  maintain  their  dc 
nance."  De  Beers  Canac 
Senior  Vice-President  T 
Beardmore-Gray  says  that 
Beers  has  also  found  anot 
large,  promising  Canac 
field.  Hugh  Film 


Veritas  Software  Corp 

have  agreed  to  dtgune 

Seagate  Technology,  Inc. 


® 


has  acquired 

Aspect  Development,  Inc. 


$230,000,000 


P)ONI 

-■^       Systems- 


Initial  Public  Offering 


$609,500,000 

htibco 

Common  Stock 


IS! 


has  agreed  to  be  acquired  try 

Sema  Group  Pic 


ArrowPoiNt 


has  been  acquired  by 


Cisco  Systems,  Inc. 


$115,000,000 


Sonus 


Initial  Public  Offering 

May  2000 


€6,071,625,0 

Infineon 

Initial  Public  Offering 


webMethods,  Inc. 


$1,167,873,850 


Taiwan  Semiconductor 
Manufacturing  Co.  Ltd. 

American  Depositary  Shares 


$87,975,000 


NUANCE 


Initial  Public  Offering 


$1,150,000,000 

[^Juniper 

s^Kz  networks! 

Convertible  Subordinated  Motes 


ETEK 


JOS  Uniphase  Corporation 


has  agreed  to  acquire  a  maionty 
interest  m  the  privately  held 


RightWorks  Corp. 


$500,000,000 

Recbac 

CMSKKKZE 

Convertible  Subordinated  Notes 


$100,050,000 

.1. 

Initial  Public  Offering 


Leading  technology  companies 
share  something  in  common. 
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FOOD  STUFF 

HATE  PRUNES? 
TRY  DRIED  PLUMS 

WE  ALL  KNOW  WHAT  PRUNES 

are  good  for,  don't  we?  Their 
stodgy  image  as  a  laxative 
for  the  elderly  hasn't 
helped  sales,  which 
fell  14%  from  1993 
to  1999,  to  $87.9  mil- 
lion annually.  Old 
people      still      eat 


FEINSTEIN:  Her 

clout  helped 


prunes — but 
younger  folks 
are  spurning 
them  in  droves. 
So  the  prune 
barons  decided  that 
if  they  can't  change  the 
product,  they  can  at  least  get 
a  boost  from  changing  its 
name.  Henceforth,  you  will 
not  be  buying  prunes.  You 
will  be  buying  "dried  plums." 


It  took  more  than  a  year 
for  the  California  Prune 
Board — 99%  of  prunes  sold 
in  the  U.  S.  are  grown  in  that 
state — to  persuade  the  Food 
&  Drug  Administration  to 
O.K.  the  name  change.  The 
FDA  was  involved  because  it 
regulates  food  labeling.  It 
also  took  the  political  clout 
of  California  Senator  Dianne 
Feinstein,  who  urged  the 
agency  to  expedite  the  label 
change.  Now,  the  cpb  is 
launching  a  $1  million 
campaign,  mostly 
on  radio,  emphasiz- 
ing the  "fresh- 
fruit  goodness"  of 
dried  plums. 

Because  the 
board  promotes 
products  not  sub- 
ject to  the  name 
change,  such  as  prune 
juice,  the  trade  group — like 
a  modern  bride — will  retain 
its  name.  It  has  declined  to 
become  the  California  Dried 
Plum  Board.     Dennis  Blank 


OVER  THERE 

THE  SOCCER  THEORY 
OF  ECONOMICS 

FRANCE  MAY  GET  MORE  THAN 

Continental  bragging  rights 
for  winning  soccer's  Euro- 
pean Cup,  say  some  experts, 
who  note  the  economic  re- 
bound that  fol- 
lowed France's 
1998  World  Cup 


euro  CUP:  France 
takes  it  home 

win.  If  history 
repeats  itself, 
the  French 
economy  may 
be  about  to  go 

into  overdrive. 

France's  brutal  five-year 

recession  ended  after  the  '98 


World  Cup  win.  Some  econo- 
mists believe  that  the  good 
vibes  generated  by  that  vic- 
tory helped.  "It  had  a  huge 
impact  on  the  confidence  of 
French  households,"  says 
Marc  Touati,  an  economist  at 
Natexis  Banques  Populaires. 
Since  1998,  the  French  econ- 
omy has  grown  by  over  3% 
annually.  So  when  France 
won  the  European  Cup  on 
July  2,  some  observers  pre- 
dicted even  more  gains.  Says 
Antoine  Grimbert,  CEO 
of  Paris  high-tech  group 
Hypnotizer:  "This  victo- 
ry is  going  to  give  the 
French  even  more  self- 
confidence,  and  we  are 
going  to  create  and  in- 
vest more  than  ever.  No 
one  can  beat  us.  We  are 
"  the  champions!" 
Then  again,  maybe  the 
French  should  be  careful  what 
they  wish  for.  If  star  cyclist 
Laurent  Jalabert  takes  the 
Tour  de  France,  the  economy 
could  go,  in  little  over  two 
years,  from  merely  hot  to 
overheated.      David  Vannier 


MzJAWUMIMA^H. 


PRODUCT  PEEK 

CHARLIE  THE  TUNA 
KICKS  THE  CAN 

IF  THE  MARKETING  WIZARDS 

at    StarKist    Seafood    have 
their  way,  the  can  opener 
may  soon  become  as 
outdated  a  gadget  as 
a   bottle   opener.    In 
September,  Starkist, 
which  introduced 
canned  tuna  in 
the   1920s,  will 
start        selling 
tuna      in       foil 
pouches.  And  the 
H.J.  Heinz  unit  will 
bring  Charlie  the 
Tuna  out  of  re- 
tirement to  hawk 
the  stuff,  in  a  record  $20  mil- 
lion ad  campaign. 

Foil  pouches  may  be  de- 
sirable if  you're  the  type  who 
always  misplaces  the  can 
opener.   But  they  may  not 


BANKING  IN  YOUR 
BEDROOM  SLIPPERS 

Today,  36%  of  the  nation's 
top  100  banks  offer  no 
Web  presence.  By  2005, 
3,000-pIus  institutions 
will  offer  transactional 
services  and  banking 
products  online. 


seem  so  great  if  you're  c 
budget.  The  soft  packa'g 
pricey,  with  the  seven-ot 
pouch  of  chunk  light  peg 
at  $1.99,  more  than  twice 
typical  79(2  for  a  six-ou 
can.  Starkist  says  that 
bargain.  Why?  The  bags 
vacuum-sealed,  so  the  tun 
^^  packed  with 
liquid.  Tl 
StarKist  say 
pouch  yi( 
four  sandw 
es,  vs.  2.5  fi 


a  can. 

Food  ana 
Erika  Lon 
J.  P.       Mor. 
S  e,c  u  r  i  t 
thinks  the 
packaging 
boost  sales.  And,  speakin 
a  consumer,  she  adds:  " 
could  buy  my  tuna  like 
tomorrow,  I  would."  Lo 
like  Charlie  will  be  reel 
'em  in.  Michael  Ar 


FOOTNOTES  Percentage  wage  hike  expected  this  year  in  six  major  industries:  4%;  number  of  years  this  percentage  has  held: 
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everyone's  invited 


For  over  two  of  the  world's  six  billion  people,  access  to  modern  health  care  is  just  a  dream. 
itli  Samsung,  a  new  digital  day  is  dawning.  In  communications,  computing,  home  entertainment, 
appliances,  and  the  semiconductors  that  make  them  all  possible,  we're  putting  innovation 

and  digital  technology  to  work  in  ways  that  are  making  life  easier,  richer,  and  more  enjoyable. 
Like  empowering  advances  in  telemedicine  to  help  deliver  the  most  advanced  medical  care  available  anywhere  on  the  planet. 

You  see,  at  Samsung,  we  measure  our  success  by  how  well  we  help  the  world  succeed. 
And  that's  a  reality  that'll  make  tomorrow  a  healthier  place  for  all. 
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In  May,  Business  Week  Online  was 
honored  with  a  National  Magazine 
Award  for  General  Excellence  in 
New  Media.  Yet  even  as  we  were  ac- 
cepting this  award,  we  were  already 
deep  into  the  task  of  preparing  a  re- 
design of  the  entire  site. 

Why  change  a  proven  winner?  Be- 
cause we  believe  that  the  highest  lev- 
els of  quality  can  be  achieved  only 
through  a  process  of  constant  im- 
provement— what  the  Japanese  call 
kaizen.  We  think 
our  new  site  reach- 
es that  goal. 

First,  it  simply 
looks  better,  with 
cleaner  lines,  less 
clutter,  and  bolder 
graphics — including 
a  more  handsome 
logo.  Working  with 
BUSINESS  WEEK 
Art  Director 
Malcolm  Frouman, 
Online  Creative 
Director  Arthur 
Eves,  and  Design 
Director  Brian 
Kelly,  consultants  Ron  Louie  and 
John  Klotnia  of  Opto  Design  were 
charged  with  creating  a  Web  site 
with  the  look  and  feel  of  an  impor- 
tant business  destination.  They  have 
succeeded  marvelously. 

Just  as  important,  their  new  de- 
sign works  better.  Now  clearly  orga- 
nized into  eight  distinct  channels — 
business  week  magazine,  Daily 
Briefing,  Investing,  Global  Business, 
Technology,  Small  Business,  B- 
Schools,  and  Careers — the  revamped 


it- 


site  reflects  our  desire  to  make  it  a 
global  hub  for  business  news  and 
analysis.  Click  on  the  channel  tabs 
atop  every  screen,  and  you'll  be  abf 
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to  move  around  the  site  with  ease 
To  help  you  dig  deeper  into  the 
channels,  each  one  has  specific  navi 
gation  links  on  the  left  side  of  any 
page  within  that  channel. 

One  of  our  top  priorities  was  to 
help  readers  quickly  reach  the  wealt  n; 
of  information  contained  in  a  site  as 
deep  as  Business 
Week  Online.  So 
this  design  featur 
a  new  overall  horr|ce  a  spu 
page,  and  it  gives 
each  channel  its 
own  internal  homAr 
page  to  insure  tha  all 
you'll  always  be 
presented  immedi- 
ately with  the  lat-Jaseven 
are  gum 
ira 
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CLEANER,  BOLDER  A  global  hub 
for  business  news  and  analysis 


est  and  most  im- 
portant new  stone  i 
features,  or  tools. 
Keeping  up  wit 
the  pace  of  chang<  nally 
on  the  Internet  is 


HB, 


daunting  challenge.  We  hope  you'll 
agree  that  these  design  changes  im- 
prove both  Business  Week  Online's 
look  and  your  ability  to  use  it.  Afterbid)  was 
all,  what  could  be  better  than  finding 
the  best  business  information  on  the  I 
Web  faster  than  ever?  Check  us  out 
at  www.businessweek.com. 
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y  limited  set  of  numbers  can  be 
out  of  context  to  reach  a  faulty 
ision.  Of  the  dozens  of  ratios  used 
fiasure  a  bank's  financial  health,  "Is 
Jovia's  plight  a  warning?"  (News: 
['sis  &  Commentary,  July  3)  picked 
then  used  them  to  construct  a 
na^jaiming  to  identify  banks  most  "vul- 
>le"  to  a  recession  because  of  poor 
BancWest  Corp.  was  on  that  list. 
I  respectfully  disagree.  We  lend 
rvatively.  Annual  net  loan  losses 
•  exceeded  6%  of  total  loans  de- 
recession  and  economic  stagnation 
.waii  throughout  the  1990s.  Unlike 
other  banks,  we  never  had  to  an- 
iline a  special  charge  against  earn- 
to  cover  nonperforming  loans 
gh  this  entire  downturn. 
iiAr  1999  loan  losses  (0.42%)  were 
tu  ully  equal  to  peer  banks'  (0.41%), 
ding  to  Federal  Reserve  data. 
ei|vVest's  loss  rate  in  2000's  first  quar- 
as  even  lower.  Also,  nonperforming 
are  going  down.  BancWest's  ratio 
torii(l  nperforming  assets  to  total  loans 
leclined  each  year  since  1995  and 
miiontinued  to  drop  in  2000. 
iang  lally,  our  reserves  are  adequate. 
^West's  relatively  heavier  propor- 
of  consumer  loans  has  made  loss 
more  stable  and  predictable.  Our 
ve  (1.29%  of  total  loans  and  leases 
md)  was  triple  our  1999  loss  ratio, 
mid  an  economic  downturn  be 
thili  on  banks,  along  with  the  rest  of 
oiiB  economy?  Of  course.  But  nothing 
incWest's  financial  data  suggests 
special  "vulnerability"  to  a  future 
si  on. 

Walter  A.  Dods  Jr. 

Chairman  and  ceo 

BancWest  Corp. 

Honolulu 
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JlAL  (IN)SECURITY: 
A  H  AND  GORE  MISS  THE  MARK 


SINESS  WEEK  editors  have  fallen 
r  the  spell  of  "don't  worry,  be  hap- 
ifter  drinking  from  the  New  Econ- 

fountain  ("Social  Security:  Safer 
you  think,"  Editorials,  July  3).  Your 
list'  assumes  the  factors  bringing 
LI.  S.  its  unprecedented  favorable 
)mie  and  productivity  growth  this 
decade  will  continue  long  into  the 
e.  The  editors  could  be  correct,  but 
ees  are  that  long  boom  cycles  are 

ed  by  long  bust  cycles,  which  have 
dency  to  have  a  negative  impact  on 
rose-colored"  averages  mentioned. 

aring  Japan  of  the  1980s  with  the 


Japan   of  the    1990s   is  a  case   in   point. 

The  retirement  plans  put  forward  by 

both  Bush  and  Core  arc  political  in  na- 
ture, long  on  promises  and  short  on 
specifics.  Bush's  plan  of  allowing  citi- 
zens to  keep  2'/(  of  their  Social  Security 
contributions  is  flawed.  The  Social  Se- 
curity system  is  already  underfunded 
in  the  out  years  (2030  or  so),  when  the 
largest  numbers  of  baby  boomers  be- 


gin   collect  in).'    monthly     tipend     en 
masse.  Eliminating  'H <  of  the  yjl.y 
annual  contributions  will  only  acceli  i 
the  day  of  reckoning.  Any  pen-ion  plan 
losing  169S  'if  its  annual  contributi 
will  soon  find  it-elf  with  large  benefit 
cuts  or  payroll  tax   increases.   Also, 
promising  twentysomethings  that  their 
2%  contribution-  invested  in  stocks  will 
grow  into  a  large  fortune  flies  in  the 


Williams  wants  you  to  know  that  the  path  to  a 
network  upgrade  should  be  adaptive  to  your 
reality.  Otherwise,  the  price  may  be  too  high. 
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JV7T  DoCoMo  Flie 

Past  the  Milesto 


Most  companies  experience  a  major  turning 
point  perhaps  once  every  five  years  or  so.  For 
NTT  DoCoMo,  however,  participation  in  the 
hyperkinetic  world  of  mobile  communications 
has  already  resulted  in  several  significant 
milestones  in  the  year  2000  alone.  And  more 
are  just  ahead. 


In  April,  a  little  more  than  a  year  alter 
the  introduction  of  NTT  DoCoMo's 
i-mode  cellular  phone  service  in  Japan, 
the  number  of  subscribers  to  that  ser- 
viee  surpassed  the  six  million  mark. 
That  same  month,  the  eompany 
officially  changed  its  name  from  NTT 
Mobile  Communications  Network  Inc. 
to  NTT  DoCoMo,  Inc.,  and  became  the 
first  to  apply  for  permission  to  begin 
operation  of  third-generation  W-CDMA 
service. 

Ever  Faster 

The  world  has  been  moving  toward 
wireless  communications  for  at  least  a 
decade.  In  Japan,  the  real  story  is  the 
speed  at  which  wireless  communica- 
tions have  been  embraced.  A  recent 
government  survey  notes  that  the 
number  of  mobile  phone  subscribers 
in  Japan  has  surpassed  that  for  fixed 
phones. 

NTT  DoCoMo  ranks  among  the  world's 
largest  mobile  phone  operators,  with 
over  30  million  subscribers.  The  com- 
pany's renowned  research  and  develop- 
ment capabilities  keep  it  in  the  forefront 
amid  changes  in  mobile  communica- 
tions. For  example,  NTT  DoCoMo's 
i-mode  service  has  been  credited  with 
the  extraordinary  growth  of  non-voice, 
or  data,  communication  in  Japan. 


The  i-mode 
Explosion 

NTT  DoCoMo  set  the 
wireless  world  on  fire 
when  it  introduced  its 
i-mode  phones  in 
February  1999. In 
excess  of  800,000  new 
subscribers  are  signing 
up  every  month. 
"Its  success  has 
surprised  even  me," 
admits  Dr.  Keiji 
Tachikawa,  president 
of  the  company.  The 
enthusiastic  acceptance  of 
i-mode  demonstrates  the 
business  potential  of  using 
mobile  phones  for  appli- 
cations other  than  voice  transmission. 

NTT  DoCoMo's  i-mode  allows  users  to 
access  a  wide  range  of  on-line  services, 
including  the  Internet  and  e-mail,  with 
just  their  cell  phones.  Sites  offering 
banking,  ticketing,  weather,  and  even 
horoscope  services  are  now  used  regu- 
larly by  scores  of  subscribers  every  day. 

"We  knew  that  if  we  could  get  the  vast 
amount  of  information  already  on  the 
Internet  onto  our  phones,  we  would 
attract  large  numbers  of  users.  That's 
why  we  adopted  a  compacted  version  of 
HTML  for  creating  i-mode  sites," 


Dr.  Keiji  Tachikawa,  president  of  NTT  DoCoMo,  was  appointe 
current  position  in  June  1998.  His  38-year  career  includes  tim 
both  the  parent  company,  NTT,  and  at  NTT  DoCoMo.  Dr.  Tact  •  ac'1"' 
has  an  MBA  and  a  Doctor  of  Engineering  degree.  i  after  I 

deogai 

explains  Dr.  Tachikawa.  NTT  DoCdesto 
strategy  has  proven  itself  many  tir  while 
over,  as  there  are  already  more  th 
12,000  i-mode  sites  available. 

Besides  services,  subscribers  are  or 
attracted  to  i-mode's  low  cost.  Bee  n 
i-mode  operates  on  a  packet  transi 
sion  network,  charges  are  based  oi  \^. 
volume  of  data  transmitted  and 
received,  not  according  to  the  amo}n 
of  time  the  phone  is  in  use 

What  is  more,  i-mode  is  easy  to  i  0 
Scrolling  and  clicking  with  just  a  it  rimest 
keys  allows  users  to  check  their  e-:  pected 
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Advertisement 


\ing,  not  dialing. 

Irline  seats,  and  pay  their  utility 
fough  bank  transfers — all 

need  of  a  computer  or  eompli- 
fetup.  "The  reasons  tor  the 

of  i-mode  are  simple:  it  is 
jasy,  and  tits  in  your  pocket," 

Tachikawa. 

)et  Access  and  Beyond 

s  to  e-mail,  the  Internet,  and 
»ed  services  has  sparked  the  first 
interest  in  i-mode,  "but  we  don't 
lat  we  can  just  stop  here,"  ac- 
dges  Dr.  Tachikawa. 
xist  February,  NTT  DoCoMo 
|>ffering  still-photo  transmission 
s  using  a  tiny  camera.  And  the 
hy's  loeationing  terminal  allows 
fians  to  navigate  their  way 
1  eities  using  their  cell  phones. 
,  NTT  DoCoMo  expects  another 
l  mobile  phone  use  when  a  new 
i  Jownloading  service  begins. 
■  y  as  this  summer,  Japan's  youth 
I  diiw  nloading  music  on  their  PHS 
lial  Handyphone  System)  phones 
I /back  on  a  variety  of  new  devices. 
I  iy  after  that,  they  will  be  able  to 
deo  games,  either  by  downloading 
I  nes  to  their  handsets  or  by  using 
ii  lobile  phones  to  play  games 
hers. 

nd  new  services,  NTT  DoCoMo 
or  its  mobile  communications  to 
1  yet  other  directions. 


Ill'-l 


nding  the  Market 


nding  to  Dr.  Tachikawa,  the 
•r  of  mobile  terminals  will  likely 
0  million  units  in  Japan,  almost 
imes  the  total  population.  And 
pected  increase  will  not  come 


only  from  more  people  talking  to  each 

other.  NTT  Do(  !oMo  is  also  utilizing 
mobile  technology  to  uci  machines  to 

talk  to  machines 

Machine-to-machine  communication 

allows  companies  to  remotely  monitor 
outside  operations  and  to  dispatch 
personnel  only  when  needed.  A  growing 
number  of  beverage  vending  machines 
in  Japan,  for  example,  are  equipped 
with  a  wireless  packet  data  transmission 
system  that  allows  a  control  center  to 
monitor  sales,  stock,  temperature,  and 
other  functions  and  to  dispatch  delivery 
or  repair  personnel  solely  as  required. 
This  helps  companies  to  increase 
efficiency  and  to  lower  costs. 


Willing  to  Partner 

While  much  of  the  telecom  world  is 

absorbed  In  mergers  and  acquisitions 

NTT  l)o(  loMo  is  looking  not  to  buy 
but  to  invest  for  growth   NTT  DoCoMo, 
for  example,  holds  a  19%  stake  in 
Hutchison  Telephone  Co.,  Ltd..  Hong 
Kong's  largest  cellular  phone  carrier. 
Most  recently,  NTT  DoCoMo  signed  a 
memorandum  of  understanding  for 
a  15%  equity  participation  in  KPN 
Mobile  N.Y.,  the  leading  Dutch-based 
mobile  carrier. 

Dr.  Tachikawa  comments  that  "our 
policy  is  to  create  alliances  in  regions 
around  the  world  with  those  companies 


Something  Even 
Bigger 


As  impressive  as 
i-mode  is,  NTT  DoCoMo 
has  something  even 
bigger  coming. 
Beginning  in  May  2001, 
the  company  will 
launch  the  world's  first 
commercial  3G 
W-CDMA  operation.  Service  will  begin 
in  the  greater  Tokyo  region  and  will  roll 
out  nationally  over  a  three-year  period. 

W-CDMA  is  fast.  And  big.  With  a 
maximum  transmission 
|   capability  of  2  megabits 
per  second,  W-CDMA 
has  the  ability  to 
transmit  data  200  times 
faster  than  current- 
generation  phones.  And 
that  blazing  speed  is  not 
just  for  show. 

The  many  services 
and  features  that  i-mode 
made  possible  will  take 
a  quantum  leap  forward 
when  W-CDMA  service 
begins.  Everything  will  be  faster,  more 
vivid,  and  in  motion.  The  soon-to-be 
offered  music  and  game  services  will  be 
enhanced  many  times  over,  and  an 
entire  range  of  multimedia  services  for 
individuals  and  businesses  will  become 
available. 


According  to  Dr.  Tachikawa, 
"The  number  of  mobile  terminals 
will  likely  top  360  million  units  in 
Japan,  almost  three  times  the 
total  population." 


W-CDMA 
conceptual  model. 


that  are  interested  in  developing  the 
networks  and  services  for  IMT-2000. 
We  want  to  create  win-win  partnerships 
for  everyone."  These  alliances  will  help 
to  build  the  infrastructure  to  realize  a 
seamless  W-CDMA  service  network 
worldwide. 

The  Road  Ahead 

Much  remains  to  be  accomplished, 
and  Dr.  Tachikawa  is  already  looking 
ahead.  "The  fourth  generation  of 
phones  will  be  able  to  broadcast  HDTV. 
But  the  fifth  generation  will  require  a 
change  from  silicon  wafers  to 
something  like  a  biochip  or  other 
technology.  Of  course,  we  don't  expect 
that  until  2020,"  he  says. 

It  has  been  a  time  of  tremendous 
change  and  progress  for  NTT  DoCoMo 
as  it  pushes  the  mobile  frontier  forward 
But  the  challenges  are  just  beginning. 


NTT  DoCoMo,  Inc. 


http://www.nttdocomo.com/ 


Readers  Report 


face  of  reality.  Instead  of  "buy  low,  sell 
high,"  they  have  to  buy  high  and  hope 
for  the  best. 

Although  I  endorse  Al  Gore's  com- 
mitment to  pay  down  the  national  debt 
with  the  federal  government  surpluses, 
his  retirement  plan  creates  another  gov- 
ernment entitlement  program — on  top  of 
the  ones  we  already  can't  afford  now. 
Also,  I  resent  redistribution  politics — in 
which  any  taxpayer  receives  $1,500  for 
putting  only  $500  down.  This  policy  is 
an  unintended  bonus  to  citizens  who  op- 
erate   in    the 
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underground  economy,  who  understate 
their  income,  and  who  cheat  on  their 
income  taxes,  while  penalizing  honest 
citizens. 

James  H.  Nicholas 
Sellersville,  Pa. 

WHY  IS  THE  RECORD  INDUSTRY 
SO  SCARED  OF^NAPSTER? 

I  read  with  great  interest  "Can 
Microsoft's  nemesis  save  Napster?" 
(News:  Analysis  &  Commentary,  July 
3)  and  look  forward  to  seeing  the  legit- 
imacy of  Napster  as  a  useful  (yes,  use- 
ful) product  proven  in  court. 

I  am  a  perfect  example  of  why  the 
Recording  Industry  Assn.  needs  to  sup- 
port Napster  strongly.  I  have  purchased 
six  CDs  since  discovering  it  on  the  In- 
ternet three  months  ago.  If  Napster  is 
successfully  influencing  its  users  (i.e., 
consumers)  to  buy  more  music,  what  is 
the  recording  industry  so  afraid  of? 

Tisha  Nemeth 
Painesville,  Ohio 

SELL  MORE  DRUGS 

OVER  THE  COUNTER 

The  safety  of  selling  what  used  to  be 
prescription  medications  over  the 
counter  (otc)  is  established  on  several 
continents,  including  Europe— contrary 
to  what  you  state  in  "Lots  of  drugs 
should  stay  behind  the  counter"  (News: 
Analysis  &  Commentary,  July  3).  There, 


medical  utilization  is  considered  "too 
high,"  not  decreased,  as  author  Amy 
Barrett  fears. 

For  mental  health,  such  availability 
would  be  a  boon.  First,  the  new  psy- 
chotropics are  safer  than  otc  nostrums. 
They  have  not  caused  the  permanent 
comas  of  aspirin  or  the  internal  hemor- 
rhages of  naprosyn.  Second,  people  with 
mental  disorders  may  be  too  withdrawn 
to  see  a  new  doctor  or  to  go  through  an 
"intake  process"  at  a  clinic.  Partially 
successful  self- 
medication  may 
inspire  them  to 
do  so. 

Third,  the  low 
doses  that  are 
available      otc 
are     often     as 
effective        as 
more  problem- 
atic   prescrip- 
tion     doses. 
Come  on,  the 
U.  S.  consumer 
can     handle 
this  as  well  as 
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his  Mexican  and  African  friends. 

David  Behar,  M.  D. 

Narberth,  Pa. 

James  Schaller,  M.  D. 

West  Chester,  Pa. 

AT&T'S  INVESTMENTS 

ARE  PAYING  OFF 

"One  tough  call"  (News:  Analysis  & 
Commentary,  July  10)  was  wrong  about 
our  investments.  They  are  indeed  pay- 
ing off,  although  they  are  masked  some- 
what by  an  industrywide  decline  in  con- 
sumer voice  revenue.  In  fact,  excluding 
our  consumer  voice  business,  AT&T's 
1999  pro  forma  revenue  of  about  $42 
billion  grew  at  more  than  12%.  Not 
many  businesses  of  that  size  can  make 
the  same  claim. 

Richard  J.  Martin 

Executive  Vice-President 

AT&T 

Basking  Ridge,  N.J. 

ONLINE  TRADING  HAS 

ITS  LIMITATIONS 

"Trading  online:  It's  a  jungle  out 
there"  (Business  Week  Investor,  May 
22)  raises  interesting  points  but  reflects 
a  flawed  understanding  of  the  different 
kinds  of  market  centers,  specifically  elec- 
tronic communications  networks  (ECNs), 
vs.  market  makers. 

You  suggest  that  individual  investors 
who  enter  limit  orders  online  should 
contemplate  switching  to  a  broker  who 


makes  "heavy  use  of  ECNs,"  the 
being  that  ecns  "match  buyers  and 
ers  automatically  at  a  single  price 
out  the  dealer  spread."  The  advi 
like  recommending  that  a  traveler 
an  urgent  need  to  be  in  Clevelan 
morrow  log  on  to  Priceline.com  an( 
his  hopes  on  a  discounted  fare, 
he  conceivably  might  end  up  sa 
money,  he  also  risks  not  getting  of 
ground. 

What's  more,  limit  orders  execute 
a  market  maker  are  not  subject  to 
a  spread,  either.  In  fact,  limit  orders 
to  ecns  often  do  not  get  executed  a 
Investors'  limit  orders  are  far  more 
ly  to  be  filled — and  more  quickly- 
market  center  that  receives  a  large 
ume  of  order  flow.  Moreover,  whe 
vestors  want  to  buy  or  sell  secur 
with  limited  volume — say  a  stock 
side  of  the  Nasdaq  100 — the  chanct 
getting  their  orders  executed  thr( 
ecns  decrease  concomitantly.  But  ui 
ECNs,  which  are  essentially  passive 
order  files,  market  makers  risk  their 
capital  to  take  the  other  side  of  a  tr 
Committing  capital  adds  liquidity, 
lifeblood  of  the  marketplace. 

Michael  T.  Do 

Senior  Vice-Presi< 

and  General  Cou 

Knight  Trading  Group 

Jersey  City,  ] 
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in   e-business 


SURVIVAL    MEANS    ATTRACTING    ATTENTION   TO   WHAT  S    CRITICAL 


l    the    new    economy,    yon    need    immediate    contact 
ith    every   employee —   especially   when    building   a 
nified   corporate   image.    BackWeb"    delivers.    From 
Kecutive    videos    to    employee    feedback    surveys, 
ack Web's  patented  Polite"  Push  technology  seamlessly 
ownloads  large  files  on  any  connection —  even  dial-up 
Hinections —  without  impact  to  the  network.  Then  a  BackWeb 

What  Pushes  e-business 


Flash   animates  an  alert  on   users'   screens,   prompting 

instant    attention.    Little    wonder    that    BackWeb    is 

currently  used  throughout  Global  2000  companies. 

Download  a  white  paper  that  details  how  BackWeb 

can    increase    the    efficiency    of    your    executive 

communications:  www.backwcb.com/accelerator4.html 

or  call  us  at  1-800-863-0100. 


nng  the  many  companies  ksih^  Hack  Web:   British  [elecommunk  itions,  Rogers  Communh  itions,  Cisco,  Robertson  Stephens,  Siemens 


Books 


AMERICA'S  FORGOTTEN  MAJORITY 
Why  the  White  Working  Class  Still  Matters 

By  Ruy  Teixeira  and  Joel  Rogers 
Basic  Books- 2 15pp.  $27 


THE  IMPORTANCE 
OF  JOE  SIX-PACK 


Blue-collar  workers  get  no  respect 
in  political  circles  these  days.  To 
most  pundits,  the  key  to  recent 
national  elections  lies  with  wired, 
white-collar  suburbanites,  especially 
those  soccer  moms  who  won  so  much 
attention  when  they  helped  Bill  Clinton 
take  back  the  White  House  from  Re- 
publicans in  1992  and  keep  it  four 
years  later. 

Ruy  Teixeira  and  Joel  Rogers  want 
to  change  that  perception.  Their  con- 
tention is  laid  out  squarely  in  the  title 
of  their  provocative  new  book,  Ameri- 
ca's Forgotten  Majority:  Why  the  WJiite 
Working  Class  Still  Matters.  Teixeira,  a 
polling  expert,  and  Rogers,  a  social  sci- 
entist, argue  persuasively  that  this 
group  was  actually  the  swing  bloc  in 
recent  national  elections — just  as  it  was 
in  the  days  when  blue-collar  workers 
who  voted  Republican  were  called 
Nixon  Democrats  and,  later,  Reagan 
Democrats. 

Politicians  in  both  parties  have  large- 
ly ignored  such  boring  Old  Economy 
types,  assert  the  authors,  who  are  left- 
leaning  academics.  But  the  pols  do  so  at 
their  peril.  "The  members  of  the  for- 
gotten majority,  the  real  swing  voters  in 
politics  today,  are  waiting  for  someone 
who  really  understands  both  their  val- 
ues and  their  economic  experience," 
they  write.  "Right  now,  that  could  come 
from  any  political  direction." 

Of  course,  their  view  is  not  entirely 
surprising.  After  all,  lefty  activists 
would  champion  the  working  class  as 
the  heart  of  the  body  politic  that  has 
been  betrayed  by  centrist  New  Demo- 
crats. Teixeira  headed  up  polling  analy- 
sis at  the  liberal  Economic  Policy  In- 
stitute before  recently  jumping  to  a 
similar  think  tank,  the  Century  Foun- 
dation. Rogers,  a  law  and  sociology  pro- 
fessor at  the  University  of  Wisconsin, 
pens  a  column  for  The  Nation.  Still,  the 
two  do  center  their  analysis  on  a  valid 


starting  point,  which  is  that  the  Demo- 
crats are  the  ones  who  have  some  ex- 
plaining to  do.  After  all,  the  big  event  in 
electoral  politics  in  the  decades  since 
Richard  Nixon's  Presidency  has  been 
the  general  shift  away  from  the  Demo- 
cratic Party.  The  Dems  have  lost  both 
houses  of  Congress,  after  controlling 
them  almost  continuously  since  the 
New  Deal.  While  Clinton  recaptured 
the  White  House  after  12  GOP  years,  he 
did  so  only  by  adopting  many  centrist 
and  right-of-center  positions. 
Even  Nixon  didn't  have  the 
nerve  to  advocate  the  end 
of  welfare. 

The  Democrats'  central 
problem,  the  authors  main- 
tain, lies  with  the  flip-flop- 
ping voting  patterns  of  the 
forgotten  majority,  which 
they  define  as  whites  with- 
out a  four-year  college  de- 
gree. This  group  makes  up 
about  55%  of  the  electorate. 
At  $42,000,  median  annual 
income  lags  behind  the  national  aver- 
age by  roughly  10%.  Working-class 
doesn't  mean  uneducated,  however.  Most 
have  a  smattering  of  college,  even  if 
they  didn't  complete  a  degree.  A  ma- 
jority work  in  low-level  service,  sales,  or 
technical  jobs. 

Teixeira  and  Rogers  deploy  a  battery 
of  polling  data  to  further  their  case. 
They  start  with  race.  The  share  of 
whites  who  voted  Democratic  in  Presi- 
dential races  from  1960  to  1996  plunged 
by  13  percentage  points,  to  40%,  in  1996. 
Meanwhile,  the  black  Democratic  vote 
rose  by  4  points.  This  is  why  the  book 
focuses  on  whites:  Blacks  have  never 
left  the  Democratic  Party.  The  authors 
then  divide  whites  by  education,  finding 
that  support  for  Democrats  by  whites 
without  a  college  degree  plunged  by  14 
points,  to  41%,  in  1996.  Men  led  the 
way;  their  Presidential  votes  for  Demo- 


Ruy  Teiietia  and  Joel  Rogers 


Why  the  White  Working  Class 
Still  Matters 


AMERICA'S 
rORGOTTEH 
MAJORITY 


crats    dropped    by    21    points, 
women's  slipped  by  just  9  points 
contrast,  38%  of  college-educated  vj 
voted  Democratic  in  1996,  a  figure 
essentially  unchanged  since  1960. 

So  why  did  white,  working-class 
ditch  the  party  that  had  pushed  tb 
terests  since  the  New  Deal?  Th 
thors  say  it's  largely  because  of  th 
nomic  pounding  these  men  have  t; 
From  1979  to  1998,  white  non-col 
educated  men  have  seen  their  infi 
adjusted  wages  fall  by  15%.  Rej. 
cans  seemed  to  offer  better  soluti 

While   Teixeira  and    Rogers 
sound  critical  of  Clinton's  New  D 
crats  for  ignoring  the  working-clas: 
jority,  they  also  embrace  a  criticis 
the  Democratic  Party  that  sounds 
like  that  of  some  New  Democrats! 
stead  of  trying  to  address  slow  gro| 
income  inequality,  and  stagnating  li 
standards,  they  say,  Dems  until  a 
years  back  "focused  on  liberal  si 
programs    to    help    g 
women,  and  minorities." 
gop,  by  contrast,  pron: 
money  in  the  pocket  in 
form  of  tax  cuts,  cou 
with  an  assault  on  a  we 
state  that  appeared  no 
address  the  economic  pi 
of  working-class  whites. 
Teixeira  and  Rogers  c 
for  a  minute  believe 
white  workers  have  acti 
become  more  fconserva 
just  because  they  are 
willing  to  vote  Republican.  Instead,  ' 
gotten  majority  voters  became  incr 
ingly  convinced  that  government 
ply  had  no  answers  to  their  probler 
The  rip-roaring  economy  of  the  j 
few  years  has  brought  the  two  par 
to  something  of  a  stalemate  in  term 
white  workers.  GOP  tax  cuts  and 
tacks  on  bloated  government  now  s« 
less  important,  if  not  altogether  irr 
vant.  And  Clinton  has  pushed  he; 
coverage,  job  training,  and  other  str; 
gies  to  help  workers,  while  reshap 
his  party's  image  on  social  issues  s 
as  welfare.  Neither  party,  warns  An 
ica's  Forgotten  Majority,  has  a  p 
form  that   speaks  directly  to  wl 
workers.  If  they  do  hold  the  sw 
vote,  the  future  is  up  for  grabs. 

BY  AARON  BERNST 

Bernstein  covers  social  and  wo 

place  issues  from  Washington. 


BLUE-COLLAR  WHITE  MEN,  THE  AUTHORS  SAY, 


COULD  BE  THE  KEY  TO  NOVEMBER'S  ELECTION 
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Don't  move.  We'll  come  to  you. 

2000 
sable 


The  new  2000  Mercury  Sable  has  foot  pedals*  that 
move  forward  or  backward  at  the  push  of  a  button. 
So  they're  never  too  close  or  too  far  away.  Plus  a 
Personal  Safety  System  that  includes  dual-stage  front 
airbags'  and  energy-absorbing  safety  belts.  How  else 
does  the  new  Sable  accommodate  you?  Click  or  call. 
www.mercuryvehicles.com    ■    888.566.8888 


onal. 

ays  wear  your  safety  belt  and  secure  children  in  the  rear  seat. 


Mercury  Live  life  in  your  own  lane 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 

tec  h&you@  bus  inessweek.com 

A  HOME  PAGE  WITH 
(YOUR)  PERSONALITY 

One  of  the  ways  to  make  the  Web  a  lot 
friendlier  is  to  start  with  a  personalized 
home  page  that  displays  the  information 
you  want  in  the  form  you  want  it.  Portals  such 
as  Yahoo!  Inc.'s  My  Yahoo!  and  Microsoft  Corp.'s 
MSN  allow  some  customization,  but  the  menus 
you  can  choose  from  are  limited.  Now,  a  couple 
of  new  services  offer  almost  complete  freedom  to 
create  a  personal  gateway  to  the  Web. 

Both  Octopus  (www.octopus.eom)  and  OnePage 
(www.onepage.com)  are  works  in  progress. 
OnePage  officially  calls  its  product  a  beta,  or 
test,  version,  and  Octopus  still  has  plenty  of 
rough  edges.  Although  they  use  different  tech- 
nologies, both  free  services  work  on  the  same 
principle:  You  assemble  the  page  of  your  desires 
by  selecting  from  a  broad  menu  of  choices.  Each 
selection  puts  a  chunk  of  informa- 
tion in  a  browser  window,  and  you 
can  easily  create  and  switch  among 
multiple  windows.  If  you  are  a  bit 
more  adventurous,  you  can  grab  con- 
tent from  any  Web  page  and  add  it 
to  your  custom  page. 

One  of  the  neatest  features  of  Oc- 
topus— and  a  good  illustration  of 
these  services'  capabilities — is  the 
construction  of  a  company  financials 
window  on  your  page.  First,  pick 
the  companies  you  want  to  profile 
by  entering  their  ticker  symbols. 
You  can  then  choose  from  a  long  in- 
ventory of  items  to  display,  including 
such  obvious  selections  as  current 
stock  price  as  well  as  an  extensive 
list  of  balance-sheet  and  income- 
statement  data.  The  information 
comes  from  a  variety  of  sources, 
mostly  Quicken.com  and  Yahoo!  for 
the  financials.  Clicking  on  the  data  for  more  de- 
tails opens  the  source  Web  site  in  a  new  window. 
Octopus  and  OnePage  maintain  marketing  agree- 
ments with  the  sites  that  supply  the  data — a 
major  revenue  source  for  the  services. 

The  ability  to  grab  snippets  from  any  Web 
page  is  one  of  the  most  interesting,  albeit  prob- 
lematic, features  of  these  services.  In  general,  it 
worked  better  on  Octopus  than  on  OnePage, 
though  OnePage  says  it  will  leapfrog  the  com- 
petition with  a  new  version  that  is  due  shortly. 
For  example,  Octopus  let  me  grab  the  quick 
fare-finder  and  flight-status  sections  from  United 
Air  Lines'  home  page  (www.ual.com),  but  these 
weren't  available  from  OnePage.  To  grab  content 


Two  new 
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you  create  a 
startup  page 
with  the  info 
you  want  from 
all  over  the  Net 
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from  a  site,  Octopus  takes  advantage  of    j 
mation  hidden  in  the  computer  code  that  ge 
ates  the  page.  Whether  any  feature  can  be 
ed  into  an  Octopus  page  depends  on  howl 
original  site  was  designed — a  hit-or-miss  afa 

Octopus  says  it  works  with  Netscape  Na\| 
tor  or  Microsoft  Internet  Explorer  for  Wind 
(a  Macintosh  version  is  in  the  works),  bi 
gives  the  best  results.  Netscape  doesn't  let  | 
drag  sections  of  your  page  around  to  place 
in  the  window.  And  some  elements  on  p^ 
created  in  IE  may  not  work  when  viewed 
Netscape  browser.  An  occasional,  and  inexj 
ble,  problem  I  had  with  Octopus:  My  home 
would  sometimes  come  up  as  gibberish. 

The  first  time  you  create  an  Octopus  pag 
IE,  you  have  to  download  a  small  program  caj 
ActiveX   control.   When  you  edit  a  pag«| 
Netscape,  you  get  a  scary  warning  saying  tr 
Java  program  wants  to  do  something  "high 
This  doesn't  mean  the  Netscape  version  is 
dangerous,  just  that  Java  plays  by  stricter 
rity  rules  than  ActiveX.  Any  time  you  dc 
load  software,  you  have  to  trust  the  source. 
MAC  CAVEAT.  OnePage  doesn't  need  downld 
for  editing.  It  also  works  considerably  bettej 
Netscape  browsers,  though  constructing  paga 
still  easier  on  IE.  Unlike  Octopus,  OnePage  I 
be  displayed  on  a  Mac.  But  beware:  The  resl 


^m 


jrtriWrjfe, 


I 
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are  unpredictable  and  likely  to  crash  your  bro 
er.  Better  Mac  support  is  in  the  works. 

If  you'd  like  a  customized  page  as  your  en 
point  for  Web  browsing,  I  encourage  you  to 
either  of  these  services.  My  current  favorite 
Octopus  on  Internet  Explorer,  but  the  progra 
are  evolving  rapidly,  so  that  preference  co 
change  with  the  next  version.  I'd  also  encour; 
.you  to  modify  one  of  the  predesigned  paj 
rather  than  go  through  the  somewhat  confus 
process  of  creating  one  from  scratch. 

Typical  of  Web  startups,  neither  company 
yet  found  a  way  to  turn  these  free  services  i 
profitable  businesses.  I  hope  they  do — th< 
pages  are  very  handy. 
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QUALCOMM's  next  generation  of  CDMA  chipsets  and  system  software  is  truly 
the  future  of  wireless  communications.  By  providing  the  bandwidth  necessary 
to  deliver  the  full  power  of  the  Internet,  our  new  CDMA  chips  transform  your  mobile 
phone  into  a  Web  browser  you  can  carry  wherever  you  go.  In  addition,  QUALCOMM 
CDMA  chips  deliver  superior  call  quality,  higher  connect  rates,  and  longer  talk  and 
standby  times. 

The  QUALCOMM  name  will  always  guarantee  the  integration  of  the  most  advanced 
features  available.  As  manufacturers  produce  increasingly  innovative  products, 
QUALCOMM  CDMA  chips,  backed  by  our  superior  support  tools,  customer  service, 
and  dedication  to  partnership,  will  play  a  critical  role. 

Look  to  the  future.    Look  to  QUALCOMM. 


qualcomm.com/cdmatechpu 
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■    CDMA  Technologies 
Enabling  the  future  of  communications. 
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BY  LAURA  D'ANDREA  TYSON 


A  STARTLING  MEDICAL 
BREAKTHROUGH:  THE  INTERNET 


ANTIDOTE: 

By  making 
health-care 
consumers 
more  savvy 
and 

providers 
more 

efficient  and 
competitive, 
the  Web  is 
fighting  the 
cost  crisis 


Laura  D'Andrea  Tyson  is 
dean  of  the  Haas  School  of 
Business  at  the  University  of 
California  at  Berkeley.  She  is 
chair  of  the  Council  on 
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As  the  recent  deciphering  of  the  human 
genome  reminds  us,  the  health-care  indus- 
try is  an  information-intensive  one  that  de- 
pends on  the  development  and  interpretation  of 
highly  specialized  knowledge.  Yet  despite  its  de- 
pendence on  precise  and  timely  information,  the  in- 
dustry remains  a  notable  laggard  in  the  application 
of  information  technologies.  Most  health-care  trans- 
actions are  still  mediated  by  bits  of  paper  rather 
than  bytes  of  data.  The  systems  used  by  doctors, 
insurers,  hospitals,  pharmacies,  and  clinical  labs  to 
manage  patient  records  are  often  outmoded  and  in- 
compatible— a  costly  and  sometimes  dangerous 
combination. 

Inadequate  information  systems  are  a  prime 
reason  why  administrative  costs  account  for  an 
estimated  15%  to  20%  of  total  health-care  spend- 
ing, with  perhaps  an  additional  20%  reflecting  un- 
necessary or  inappropriate  care.  The  Internet 
has  enormous  potential  to  trim  these  costs  by 
transforming  the  practice  and  structure  of  the  in- 
dustry. The  Net  can  strengthen  the  three  basic 
foundations  of  greater  efficiency  in  the  health- 
care industry:  information,  competition,  and 
economies  of  scale. 

Market  efficiency  depends  first  and  foremost 
on  providing  reliable  information  to  participants. 
The  Internet  can  supply  both  health-care  con- 
sumers and  providers  with  the  information  nec- 
essary to  make  better  decisions.  Consumers  are 
already  flocking  to  e-health  sites — indeed,  ac- 
cording to  some  estimates,  half  of  all  consumers 
who  access  the  Internet  are  seeking  health-re- 
lated information.  Armed  with  more  knowledge 
about  alternative  insurers,  providers,  and  treat- 
ment options,  consumers  are  becoming  a  more 
powerful  force  for  greater  competition  in  all 
facets  of  health  care. 

DOCTORS  WITHOUT  PCs.  Consumers  are  also 
learning  new  ways  to  maintain  good  health,  to 
prevent  the  onset  of  disabilities,  and,  when  all 
else  fails,  to  better  manage  their  own  treatment 
for  chronic  conditions.  A  recent  survey  found 
that  one-third  of  chronic-disease  sufferers  re- 
ported taking  their  medications  more  regularly 
after  checking  out  a  disease-specific  Web  site. 
Consumers  who  share  a  specific  ailment  are  also 
forming  online  communities  to  share  informa- 
tion and  advice  and  even  to  lobby  their  political 
representatives  for  more  funding  for  research 
on  their  disease. 

Historically,  the  suppliers  of  health  care  have 
also  faced  gaping  holes  in  the  knowledge  needed 
to  do  their  jobs  efficiently.  Nowhere  has  the 
dearth  of  knowledge  been  more  dramatic  than 


among  physicians  themselves.  Clinical  costs 
count  for  about  75%  to  80%  of  health-care  sp 
ing.  Yet  most  physicians  still  have  only  lin 
access  to  objective  information  about  recent 
medical  breakthroughs  or  the  efficacy  of  a' 
native  methods  of  treatment.  The  Internet 
vides  a  potential  channel  to  such  informatior 
all  physicians  regardless  of  whether  they  woi 
state-of-the-art  medical  centers  or  small 
practices. 

FASTER  REIMBURSEMENTS.  By  using  Inter 
mediated  interactive  disease-management  t 
niques  with  their  patients,  doctors  can  also 
duce  the  cost  and  increase  the  quality  of  can 
chronic  conditions  such  as  diabetes,  heart 
ease,  and  asthma.  Since  chronic  disease  is 
major  cause  of  illness,  disability,  and  deatl 
the  U.S.,  affecting  about  100  million  path 
and  accounting  for  about  70%  of  all  medical 
penses,  the  potential  savings  from  such  ti 
niques  are  substantial. 

The  Internet  will  also  generate  dramatic 
ings  in  the  administrative  costs  of  running 
health-care  system.  About  85%  of  medical-p 
tice  revenues  come  from  insurance  reimbu 
ments,  but  the  average  processing  time  for 
claims  is  still  between  45  and  90  days.  The 
ternet  is  fostering  cheaper,  faster  reimbu 
ment  processes.  As  a  consequence,  industry 
perts  predict  that  within  a  few  years,  at  I 
30%  of  medical  claims  will  be  processed  onl 
The  Internet  is  also  encouraging  standardi 
coding  of  clinical  and  patient  information 
lowing  the  different  information  systems 
ployed  by  participants  in  the  health-care  sysl 
to  communicate  with  one  another  more  relia 
and  efficiently. 

Finally,  the  Internet  is  providing  ways 
balkanized  health-care  providers  to  enjoy  hen 
fore  out-of-reach  scale  economies  by  outsoi 
ing  such  core  administrative  tasks  as  billing, 
nancial  management,  and  data  processing  i 
by  purchasing  supplies  through  specialized  W 
based  intermediaries  and  exchanges. 

During  the  past  half  century,  technologi 
progress  in  biomedical  science  has  improved 
quality  of  health  care,  increasing  longevity 
reducing  disability  among  the  elderly  at  an 
•  celerating  rate.  But  by  fueling  increases  in  o 
sumer  demand  for  new,  more  expensive  meth< 
of  treatment,  this  progress  has  also  been  a 
factor  driving  growth  in  per-person  health-c 
spending.  By  fostering  greater  efficiency 
competition,  the  Internet  could  go  a  long  way 
ward  slowing  that  growth. 
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WITH   OUR   HELP, 

THE   MARS   LANDER   MIGHT  HAVE  ACTUALLY 

LANDED  ON   MARS. 

Make  your  next  project  a  success  by  using  HelloBrain.com.  It's  the  digital  marketplace  where  you  can  source 
solutions  to  virtually  any  problem.  Just  post  your  project  and  let  the  best  minds  from  around  the  world  find  you. 
From  programming  to  protocol,  diamond  making  to  DSP  algorithms,  they  can  deliver  the  solution  you  need 
to  get  to  market  fast.  Which  could  make  the  difference  between  flying  like  a  rocket  and  falling  like  a  rock. 


HeIIoBrain.com 

The  World's  Intellectual  Capital  Exchange.5 


©  2000  HelloBrain.com.  All  rights  reserved. 


Economic  Trends 


BY  GENE  KORETZ 

THE  LITTLE  GUYS 
SPY  A  SLOWDOWN 

Spending  and  hiring  plans  are  down 

Recent  reports  of  sluggish  hiring 
gains,  fiat  vehicle  sales,  and  weak 
consumer  spending  all  suggest  that  the 
long-awaited  economic  slowdown  is  tak- 
ing shape.  If  you  need  more  evidence, 
cast  an  eye  at  the  nation's  bellwether 
small-business  sector.  Based  on  the  Na- 
tional Federation  of  Independent  Busi- 

SMALL-BUSINESS  SPIRITS 
ARE  FLAGGING 
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ness'  monthly  survey  of  its  members, 
the  organization's  index  of  small-busi- 
ness optimism  fell  to  97.9  in  June — its 
lowest  level  since  the  fall  of  1993. 

"Uncertainty  about  the  economic  out- 
look is  evidently  inspiring  many  small 
enterprises  to  temper  their  hiring  and 
spending  plans,"  reports  nfib  economist 
William  C.  Dunkelberg.  Looking  ahead, 
only  8%  of  those  surveyed  in  June  ex- 
pect the  economy  to  strengthen  over 
the  next  six  months,  compared  with  the 
25%  who  expect  it  to  weaken. 

That  doesn't  mean  that  demand  is 
actually  contracting,  however.  Reports  of 
rising  sales  weakened  a  bit  in  June,  but 
remained  relatively  solid.  A  net  17%  of 
owners  still  expect  real  sales  gains  over 
the  next  half-year. 

Labor  markets,  too,  show  little  sign 
of  slacking  off.  For  the  third  month  in  a 
row,  a  record  34%  of  small  businesses 
said  they  had  "hard-to-fill"  job  open- 
ings, and  20%  cited  finding  qualified, 
skilled  workers  as  their  most  important 
problem.  Although  actual  employment 
growth  in  the  second  quarter  was 
strong,  only  12%  of  companies  plan  to 
expand  payrolls  in  the  next  six  months, 
down  from  22%  last  fall. 

Meanwhile,  wage  costs  are  accelerat- 
ing. A  near-record  32%  of  nfib  mem- 
bers reported  that  they  boosted  labor 


compensation  in  the  second  quarter,  and 
20%  say  they  intend  to  do  so  in  the 
months  ahead.  Still,  only  8%  deem  rising 
labor  costs  their  most  important  problem. 

The  investment  picture  is  also  mixed. 
Actual  outlays  on  plant  and/or  equip- 
ment have  been  running  at  quite  high 
levels  for  some  time,  but  that  is  likely 
to  change.  Last  month,  only  30%  of 
members  said  they  intended  to  make 
capital  outlays  in  the  next  six  months, 
the  lowest  reading  since  1993. 

What  small  businesses  are  doing  with 
alacrity  is  raising  prices.  In  June,  a  net 
19%  of  respondents  reported  higher  sell- 
ing prices,  the  most  since  1990.  By  con- 
trast, the  monthly  average  was  just  5% 
last  year  and  2%  in  1998.  A  net  22%  plan 
further  price  hikes  in  coming  months. 

The  bottom  line  is  that  the  small- 
business  sector  seems  to  be  battening 
the  hatches  for  a  slowdown.  It  is  tem- 
pering hiring  and  investment  plans,  and 
it  is  also  boosting  prices  to  protect  prof- 
its in  the  face  of  rising  labor  costs  and 
slowing  sales  gains.  Such  strategies 
point  to  a  soft  landing,  but  with  price 
pressures  growing,  there  could  be  some 
nasty  bumps  on  the  way  down. 


JOB  CUTS  DECLINE 
-BIT  SO  DO  EXITS 

Tight  labor  market  holds  a  surprise 

Corporate  America's  downsizing  in- 
clinations are  waning.  Challenger, 
Gray  &  Christmas  Inc.,  which  keeps 
tabs  on  layoff  plans,  reports  that  the 
job  cut  total  in  June  fell  to  a  mere 
17,241,  the  lowest  number  in  three  years 
and  the  tenth  consecutive  month  with  a 
reading  below  its  year-earlier  level. 

"Despite  reports  of  a  slowing  econo- 
my, companies  still  face  severe  labor 
shortages,"  notes  a  spokesman.  An  ex- 
ception is  the  dot-com  sector,  whose  2,967 
layoffs     in     June  —n^—^^—^— 


were  the  most 
among  industries 
announcing  cuts. 

While  employ- 
ers appear  to  be 
rethinking,  or  at 
least  deferring, 
their  downsizing 
plans,  some  dissat- 
isfied employees 
may  be  rethinking 
their  own  plans  to 
fly  the  coop.  In 
April,  the  percent- 
age of  the  unem- 
ployed made  up  of 
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workers  quitting  their  jobs  volunt; 
which  normally  rises  sharply  durinj 
coveries,  finally  climbed  into  the 
plus  range  it  had  reached  in  earliei 
pansions.  But  in  recent  months  it 
fallen  back  to  12.1% — suggesting 
economic  worries  may  be  inhibiting 
urge  to  seek  greener  pastures. 


GETTING  HIGHEI 
IN  HIGH  SCHOOL 

The  fall  and  rise  of  toking  teens 
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It's  something  of  a  puzzle.  In  the 
two  decades,  marijuana  use  by  1 
adolescents  has  twice  changed  direc 
first  falling  precipitously  for  a  numbt 
years,  then  rising  dramatically  in 
1990s.  In  a  new  National  Burea 
Economic  Research  study,  Rosalii 
Pacula  and  five  fellow  researchers  p 
a  finger  at  two  factors  which  appes 
account  for  this  seesaw  pattern. 

"The  answers  to  the  mystery  of 
decline  and  subsequent  rise  in  mari 
na  use  by  youngsters  lie  in  their  ch; 
ing  views  about  its  harmful  effects 
in  the  dramatic  shifts  in  the  pric 
the  substance,"  says  economist  Mic 
Grossman,  one  of  the  study's  autho; 

The  study  draws  on  data  from  ai 
al  nationwide  surveys  of  representa 
samples  of  students.  From  1981  to  1 
the  percent  of  high  school'  seniors 
reported  using  marijuana  in  the  pr 
ous  30  days  and  12  months  fell  fi 
32%  and  46%,  respectively,  to  just 
and  22%.  After  1992,  however,  the  tr 
reversed,  and  by  1998,  23%  of  sen 
reported  using  pot  in  the  previou 
days  and  38%  in  the  previous  year. 

Significantly,  the  turnaround  para 
students'  changing  perceptions  of 
risks  involved  in  marijuana  use.  In 
earlier  period,  report  the  authors, 
youths  assessed  the  potential  harmful 
fects  as  relatively  large.  In  the  '90s,  h 
ever,  they  tended  to  downplay  them.  . 
coincidentally,  media  campaigns  about  Ji 
dangers  of  marijuana  were  far  more  c 
mon  in  the  '80s  than  the  '90s. 

The  other  major  culprit  behind 
recent  surge  in  pot  consumption 
pears  to  be  falling  prices.  In  the  195 
report  the  researchers,  the  inflation 
justed  street  price  of  an  ounce  of  m 
juana  more  than  tripled,  while  pote: 
fell  by  22%,  which  means  that  the  r 
"quality-adjusted"  price  rose  even  mi 
From  1992  to  1998,  however,  the  p: 
fell  by  16%,  while  potency  increased 
a  startling  53%,  translating  into  a  he 
quality-adjusted  price  cut  of  45%. 
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servistreanr 

online  service  with  personality" 


The  web  is  always  OPEN. 

s  your  customer  service? 

We  are  Servistream. 

We  are  open  24/7.  Just  like  your  website. 

We  give  you  traditional  outsourced  customer  service. 

Coupled  with  the  VERY  latest  customer-interaction 

technology.  Our  IGuides   will  treat  your  customers 

the  way  you  would.  And  help  turn  site  visitors 

into  buyers.  Via  e-mail,  co-browsing,  voice  over 

internet,  live  chat,  or  that  old  fav  -  the  phone. 

All  day,  everyday  if  need  be. 


we 

are 

you 

you 

are 

us 


Call  us  at  858.654.9062 

or  visit  www.servistream.com 

we'll  be  there,  you  can  depend  on  it. 
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"I  thought  they'd  give  me  a  few  tools. 

But  I  walked  away  with  a  shiny  new  toolbox." 

Tomas  Mathews,  V.P.  Human  Resources  -  International,  America  Oi\ 
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Today's  hyper-competitive  bui 
world  demands  a  new  standai 
succeed,  your  toolbox  must  cj 
not  just  a  few  ideas,  but  full-r 
knowledge.  Even  more  than  tha 
tools  need  to  be  action-ready 
results-producing. 


That's  why  Michigan  ExecutivJ 
Education  is  today's  standard- 
ranked  one  of  the  two  best  in 
world  and  rising.  It's  part  of  a 
center  of  business  thinking  (" 
competence"  was  co-invented 
With  a  passion  and  a  talent  fo 
results-producing  application. 

It's  under  the  same  roof  as  the 
ranked  the  world's  most  innov 
One  of  just  five  MBAs  in  the  Bu 
Week  top-ten  throughout  the  r 
ing's  history.  And,  top-five  in  e 
functional  area  surveyed.  Inten 
developing  a  cadre  of  leaders  1 
meet  a  higher  standard — peopli 
not  only  know  business  but  alsi 
to  make  big  things  happen  in  to 
business  world. 

Join  the  new  breed  of  results- 
producing  leaders. 
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n  Arbor,  Hong  Kong,  Sao  Paulo,  Singapore  and  other  selected  locations.  Company-specific  and  public  prog  J 
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HE  GREAT  JOBS  MACHINE 
rARTS  TO  DOWNSHIFT 

ges  are  rising  smartly,  but  productivity  is  keeping  labor  costs  in  check 


u.s.  ECONOMY 


JOB  GROWTH 
IS  COOLING  OFF... 


Soft-landing  mavens  at  the 
Federal  Reserve  and  else- 
likely  latched  on  to  the  June  employment  report 
ithusiastically  as  a  vacationer  grabbing  an  icy  drink 
•  a  hot  day  at  the  beach.  Weak  job  growth  last 
th  gave  further  evidence  that  the  economy  slowed — 
iaps  considerably — in  the  second  quarter  from  its 
annual  rate  gain  in  the  first  quarter, 
ually  important,  the  job  report  suggests  economic 
vth  ended  the  quarter  as  softly  as  it  began  the 
ig.  That's  significant  to  the  outlook  because  one 
question  facing  the  Fed  is  whether  the  soft  landing 
continue  into  the  second  half  (page  30).  Given  the 
ly  strong  pace  of  demand  in  the  prior  three  quar- 
the  soft  landing  cannot  be  a  one-quarter  wonder. 
The  labor  report  offered 
some  cool  data  to  satisfy  poli- 
cymakers thirsty  for  signs  that 
the  economy  is  slowing  enough 
to  curb  price  pressures.  First, 
although  swings  in  the  em- 
ployment of  census  workers 
have  skewed  overall  payrolls, 
hiring  at  private  businesses  is 
easing  up  (chart).  And  total 
hours  worked  in  the  nonfarm 
sector  last  quarter  grew  at  the 
'est  rate  in  more  than  four  years, 
here  were  some  pips  in  the  lemonade,  however, 
jobless  rate  slipped  back  again  in  June,  suggesting 
job  growth,  while  easing,  is  still  draining  the  pool 
vailable  workers.  In  addition,  pay  gains  last  quarter 
v  at  their  fastest  pace  in  two  years. 
11  this  suggests  the  Fed  cannot  relax  just  yet.  In 
icular,  the  Fed  must  decide  how  much  of  the  recent 
ng  in  job  growth  is  the  result  of  businesses  un- 
■  to  find  qualified  workers.  If  slower  job  growth  is 
result  of  a  shortage  of  workers — and  not  a  down- 
1  in  the  demand  for  labor — then  wages  will  continue 
.ccelerate  in  the  second  half.  And  consumers  toting 
$er  paychecks  could  rev  up  their  spending  again 
r  a  very  short  spring  break  in  which  real  consumer 
nding  likely  grew  at  a  3%  annual  rate. 

i  JUNE  EMPLOYMENT  REPORT  was  a  surprise  on 

|ry  counts.  The  puny  top-line  gain  of  11,000  non- 

|n  jobs  was  well  short  of  the  consensus  forecast  call- 

for  an  increase  of  250,000.  The  Labor  Dept.,  how- 
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ever,  said  that  190,000  temporary  census  jobs  were 
lost  last  month.  Back  in  1990,  the  last  year  of  a  na- 
tionwide census,  those  government  jobs  didn't  fall  away 
until  July. 

Private  payrolls  alone  rose  by  206,000  in  June,  after 
a  revised  loss  of  165,000  in  May.  For  the  quarter,  pri- 
vate businesses  created  just  110,000  jobs  per  month, 
less  than  half  the  pace  in  the  first  quarter.  Payrolls 
increased  2.1%  in  the  12  months  ended  in  June,  slower 
than  the  2.4%  pace  of  a  year  earlier. 

Not  all  the  job  news  was  weak.  Manufacturers  man- 
aged to  expand  their  payrolls  in  June,  adding  8,000 
workers.  They  also  lengthened  the  workweek  by  12 
minutes,  suggesting  that  industrial  production  posted 
another  solid  gain  in  June.  Factory  output  continues  to 
accelerate  despite  signs  of  fading  domestic  demand, 
mostly  because  orders  are  coming  in  from  overseas. 

Service  providers  added 
193,000  jobs  in  June,  but  the 
pace  in  service  hiring  is  taper- 
ing off.  One  reason:  A  cooler 
housing  market  is  leading  to 
job  cuts  at  real  estate  offices' 
and  mortgage  lenders.  Because 
of  those  layoffs,  payrolls  in  the 
so-called  FIRE  sector — finance, 
insurance,  and  real  estate — 
have  dropped  in  five  of  the 
first  six  months  of  this  year. 

Although  job  growth  was  weak,  businesses  are  still 
hiring  in  greater  numbers  than  people  are  joining  the 
labor  force.  Consequently,  the  labor  markets  remain 
extremely  tight.  The  June  jobless  rate  slipped  back  to 
4%  from  4.1%  in  May.  And  the  pool  of  available  workers 
dropped  to  a  record  low  of  9.8  million.  The  percentage 
of  the  working-age  population  in  the  labor  force  stood  at 
67.2%  in  June,  not  far  off  the  record  high  of  67.6%  set 
in  February. 

BECAUSE  LABOR  DEMAND  seems  to  be  outstripping 
the  supply  of  workers,  it's  not  surprising  that  wage 
gains  are  increasing.  Pay  among  production  workers  in 
June  rose  a  nickel,  to  $13.71  an  hour.  For  the  quarter, 
wages  grew  at  an  annual  rate  of  4%,  up  from  a  3.E 
pace  in  the  first  quarter  and  3.1%  in  the  fourth  (chart). 
On  the  surface,  higher  wages  would  seem  to  be  an  in- 
flation worry  at  the  Fed.  But  they  aren't  troubling  as 
long  as  workers  produce  enough  goods  or  services  to 
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cover  the  increases  in  their  paychecks.  That  certainly 
seemed  to  be  the  case  in  the  second  quarter.  Although 
output  slowed,  total  hours  worked  likely  slowed  by  a 
greater  rate.  That  means  productivity  grew  in  the  sec- 
ond quarter,  perhaps  as  much  as  2.6%,  at  an  annual 
rate,  causing  unit  labor  costs  to  rise  by  less  than  2%. 
When  compared  with  their  year-ago  levels,  unit  costs 
probably  didn't  increase  at  all  last  quarter. 

LOOKING  AHEAD,  a  bigger  wage-related  concern  for 
the  Fed  is  whether  consumers  will  use  their  fatter 
paychecks  to  return  to  the  high-flying  spending  that  has 
powered  the  U.S.  economy  for  the  past  few  years. 
Policymakers  know  that  when  demand  is  excessively 
hot,  companies  find  it  easier  to  raise  the  prices  for 
their  products,  and  inflation  breaks  out. 

Two  recent  factors  may  help  along  a  consumer-led 
soft  landing.  First,  higher  gas  prices  continue  to  siphon 
away  money  that  could  be  spent  on  other  goods  and 
services.  Second,  the  horizontal  movement  in  the  stock 
markets  may  curtail  the  "wealth  effect"  that  has  en- 
abled many  households  to  spend  beyond  their  incomes. 

Households  are  still  quite  willing  to  take  on  debt, 
however,  and  that's  another  way  consumer  spending 
can  keep  outpacing  income  gains.  Installment  credit 
jumped  $11.8  billion  in  May,  bringing  the  total  of  new 
debt  taken  on  so  far  this  year  to  $56.3  billion. 

Revolving  debt  alone,  which  includes  credit  cards, 
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is  soaring  (chart).  Over  the  past  year,  revolving  cr< 
has  risen  9.4%,  compared  with  a  yearly  pace  of  5.7*; 
May,  1999.  Overall  credit  has  also  sped  up,  rising  7 
in  the  past  12  months,  up  from  a  7.1%  pace. 

Consumers  will  not  cut  back 
on  using  their  credit  cards  or 
taking  on  other  debt  until  they 
begin  to  feel  more  nervous 
about  their  financial  futures. 
So  far,  though,  the  surveys  on 
consumer  optimism  show 
households  are  pretty  upbeat. 
In  particular,  consumers  still 
feel  confident  that  job  oppor- 
tunities are  plentiful.  Of 
course,  two  weak  employment 
reports  in  a  row  could  begin  to  change  that  perspect 

If  their  optimism  fades,  consumers  may  keep  tl 
spending  growing  at  a  Fed-friendly  pace  of  3%  or 
Keep  in  mind  that  a  cowed  consumer  sector  is  kejjJCK 
making  the  soft  landing  sustainable.  Slower  dome"' 
spending  will  cool  off  business  demand  for  labor.  . 
creation  below  the  growth  of  the  labor  force  will  loo: 
up  the  labor  markets,  slow  wage  gains,  and  keep  pi 
pressures  from  infiltrating  the  U.  S.  economy.  0 
when  this  cycle  becomes  evident  will  policymakers 
able  to  kick  back  and  enjoy  a  tall  cool  drink 
maybe  a  hot  day  at  the  beach. 
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INFLATION-FIGHTERS  TAKE  A  BREAK-FOR  NOW 


Chile's  economy  continues  to  re- 
cover at  a  modest  pace  from 
last  year's  recession.  Relatively 
weak  demand  has  allowed  the 
central  bank  to  take  a  break  from 
inflation-fighting.  But  for  how 
long? 

At  its  July  11  policy 
meeting,  the  Central 
Bank  of  Chile  left  its 
target  rate  at  5.5%,  af- 
ter hiking  rates  by  a 
quarter-point  twice  so 
far  this  year.  The  bank 
said  Chile  showed  no 
serious  signs  of  infla- 
tion right  now. 

Higher  fuel  prices, 
however,  are  lifting  Chilean  infla- 
tion. Consumer  prices  in  June 
were  up  3.7%  from  a  year  ago, 
the  highest  inflation  rate  in  a  year 
(chart).  And  as  the  recovery 
spreads,  Chilean  businesses  may 


HIGHER  ENERGY  COSTS 
ARE  LIFTING  INFLATION 


CHILEAN 
CONSUMER  PRICES 


JAN.  '99  MAY  '00 

▲  PERCENT  CHANGE  FROM  A  YEAR  AGO 
DATA  STANDARD  &  POOR'S  DRI.  BUSINESS  WEEK 


have  more  pricing  power  even 
though  the  1999  recession  created 
pockets  of  overcapacity. 

Real  gross  domestic  product  fell 
1.1%  in  1999,  but  the  economy  is 
expected  to  grow  by  5.5%  to  6% 
this  year.  Much  of  the 
growth,  though,  is 
coming  from  a  surge 
in  exports,  which  are 
rising,  thanks  to 
stronger  global 
growth  and  a  very 
weak  peso.  Domestic 
demand,  which  had 
jumped  in  the  first 
quarter,  slowed  dra- 
matically in  the  sec- 
ond quarter,  at  least  as  indicated 
by  weak  retail  sales  data.  Indus- 
trial production  increased  a  sur- 
prisingly strong  11.3%  in  May 
compared  with  a  year  ago,  but 
shipments  were  up  only  3%. 


Again,  the  output  rebound  can  b< 
traced  to  a  surge  in  foreign  de- 
mand. Chile's  trade  surplus 
widened  again  in  early  June, 
helped  by  rising  copper  exports 

Looking  ahead,  domestic  spend 
ing  may  get  a  lift  from  the  grad- 
ual improvement  in  the  labor 
markets.  Employment  is  picking 
up  after  job  losses  during  the  re 
cession.  The  unadjusted  unem- 
ployment rate,  which  hit  11.5%  in 
August,  1999,  fell  to  8%  in  Febru 
ary,  only  to  edge  up  to  8.9%  in 
May  because  of  seasonal  factors. 

However,  pay  gains  remain 
very  small.  Collective  bargaining 
settlements  called  for  real  wage 
gains  of  only  0.55%  last  year.  Pri 
vate  economists  expect  real  wage 
to  rise  only  2%  in  2000.  In  2001, 
pay  raises  in  Chile  may  be  larger 
as  the  economy  continues  to  ex- 
pand and  labor  market  tightens. 
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the  assembly  of  the  human  genome 
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Speed  was  of  the  essence.  When  lives  are  at 
stake,  it  always  is. 

So  in  its  quest  to  assemble  the  sequence 
of  DNA's  3.2  billion  chemical  letters,  Celera  turned 
to  Compaq.  Since  Compaq  AlphaServers  with  Tru64 
UNIX  outperform  any  RISC  UNIX  server  available. 
In  fact,  they  benchmarked  10  times  faster  than 
the  lone  competitor. 

The  result?  Celera  not  only  produced  the  first 

complete  assembly  of  the  human  genome,  but  did 
so  a  full  two  years  sooner  than  planned. 

What's  more,  clustered  Tru64  UNIX 
AlphaServer  systems  will  manage  the  massive 
amounts  of  data  for  Internet  applications. 

Giant  steps  for  mankind?  Absolutely. 
But  then,  giant  steps  are  really  nothing  new 
to  Compaq.  We  take  them  for  businessmankind 
every  day. 
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Once  again,  the  economy  seems  to  be 
responding  to  Greenspan's  tuning 


When  Federal  Reserve  Chairman 
Alan  Greenspan  treks  to  Con- 
gress on  July  20  to  deliver  his 
semiannual  review  of  the  U.  S. 
economy,  he  is  likely  to  sound  every  bit 
the  cautious  central  banker.  Despite  a 
spate  of  indicators  pointing  to  a  slow- 
down, the  Fed  chief  is  expected  to  insist 
that  it's  too  soon  to  declare  victory  in 
the  year-long  campaign  to  rein  in  run- 
away growth.  He  may  even  cluck  about 
the  inflationary  peril  posed  by  the  na- 
tion's insatiable  appetite  for  workers. 

But  don't  be  fooled  by  the  chairman's 
typically  somber  affect.  Inside  the 
hushed  halls  of  the  Federal  Reserve, 
Greenspan  &  Co.  are  really  quite 
pleased  these  days.  While  Greenspan  is 
unlikely  to  pat  himself  on  the  back  in 
public — and  probably  not  even  in  pri- 
vate— it  is  becoming  increasingly  clear 
that  he  and  most  of  his  Fed  colleagues 
believe  that  they're  on  the  verge  of 
pulling  off  an  unprecedented  second  soft 
landing  for  the  economy.  And  with  it, 
they  may  have  extended  the  life  of  an 
already  long  expansion. 

The  Fed  chairman  should  sit  back  and 
smile:  The  U.  S.  is  currently  enjoying  an 
almost  idyllic  economy.  Unemployment 
is  down  to  historic  lows,  even  as  job 
growth  itself  has  started  to  slow.  That, 
along  with  continued  gains  in  productiv- 
ity, is  taking  some  pressure  off  harried 
employers  and  wages,  which  have  been 
rising  at  a  slightly  higher  pace  of  late. 
Despite  a  raft  of  price  pressures  on  the 
raw-material  front,  however,  core  inflation 
has  remained  well-behaved.  And  after 
six  doses  of  monetary  tightening,  Fed 


policymakers  believe  that  growth  has 
been  slowed  to  a  more  sustainable  pace 
that  can  be  maintained  through  the  end 
of  the  year. 

Of   course,    the       m  j 

slowdown      itself  jy' 

carries  some  risks  ,, 

for  the  Fed,  not 
the  least  of  which 
is  the  danger  that  it  could 
snuff  out  the  stellar  productivity 
growth  that  has  been  at  the  center  of 
the  success  of  the  New  Economy.  Pro- 
ductivity usually  slackens  as  growth 
ebbs  because  companies  have  typically 
been  slow  to  cut  back  on  hiring  plans 
and  curb  wage  increases.  That  leads  to 
higher  labor  costs  per  unit  of  output, 
pinched  profit  margins,  and  a  push  by 
companies  to  raise  prices  to  make  up 
the  difference. 

BULLETPROOF.  But  like  so  many  eco- 
nomic relationships  that  have  been  al- 
tered by  the  New  Economy,  Greenspan 
is  betting  that  this  time  productivity  will 
not  falter  with  a  slowdown.  He  believes 
that  much  of  the  productivity  increase  is 
not  just  a  response  to  a  cyclical  upswing. 
Companies  are  using  information  tech- 
nology to  revolutionize  the  way  they  do 
business  and  increase  efficiency.  So  to- 
day's productivity  gains  are  more  struc- 
tural, a  shift  that  becomes  part  of  the 
permanent  shape  of  a  business.  And 
Greenspan  does  not  see  that  process  be- 
ing derailed  as  the  economy  cools.  "There 
are  no  indications  that  the  process  of 
reengineering  business  operations  is  slow- 
ing," he  said  on  July  11  in  a  speech  to 
the  nation's  governors. 
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In  fact,  even  at  the  earliest  signs 
slowdown,  employers  already  seer 
be    responding.    Over    the    last 
months,  private-sector  payrolls  havA 
panded  by  a  paltry  31,000,  while  ag 
gate  hours  worked  have  fallen  0 
his  July  11  speech,  Greenspan  sin 
out  that  kind  of  labor-market  flexibji 
as  a  key  reason  for  the  country's 
nomic  success.  Some  of  the  flexib|| 
may  be  the  product  of  the  new 
on  temporary  workers  to  handle 
den  bursts  of  demand.  Nearly  39 
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NO  SWEAT 

Greenspan  sees 
no  end  in  sight  to 
the  productivity 
bonanza. 
Technology 
spending  is 
bringing  on 
long-lasting 
structural  gains 
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labor  force — more  than  3  million 
>eeif)le — work  for  temporary-help  agen- 
That's  double  the  share  at  the  end 
le  1980s.  An  additional  10%  of  work- 
are  either  independent  contractors 
emps  hired  by  their  companies, 
he  increased  ability  of  employers  to 
•t  quickly  to  a  changing  economic 
scape  also  bodes  well  for  corporate 
its.  "Reducing  hours  worked  right 

'!%g  with  output  allows  productivity 
s  to  be  sustained,"  says  Banc  of 

Jilerica  Securities  Chief  Economist 


Mickey  D.  Levy.  "That  keeps  unit-labor- 
cost  growth  modest  and  minimizes  the 
impact  of  the  economic  slowdown  on 
profit  margins." 

In  fact,  despite  a  recent  spate  of  prof- 
it warnings,  Wall  Street  seers  expect 
overall  profits  to  stay  strong  even  as 
the  economy  slows  and  the  pricing  pow- 
er of  companies  diminishes.  Chuck  Hill, 
director  of  research  at  consultants  First 
Call,  says  analysts  expect  companies  in 
the  Standard  &  Poor's  500-stock  index 
to  rack  up  year-on-year  earnings  gains 
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ci  1991  in  the  second  quarter, 
ill  Hi"  third,  and  16.791 
in  the  fourth  —hardly  a  recipe 
for  a  recession. 

ORDER  BACKLOG.  Further  n 

enforcing  Greenspan's  belief 

that  productivity  growth  can 
be   sustained — even  as   the 
economy  cools — is  strong  cor- 
porate investment,  with  com- 
panies pouring  money  into 
computers,  software,  and  oth- 
er efficiency-enhancing  equip- 
ment. The  Commerce  Dept. 
reported  on  July  6  that  un- 
filled orders  for  industrial  ma- 
chinery and  equipment  rose 
for  the  11th  straight  month  in 
May,  to  nearly  $90  billion.  That 
huge  backlog  of  unfilled  orders  is  a 
guarantee  that  corporate  investment 
will  stay  strong  for  months. 

If  the  economy  keeps  performing  as 
Greenspan  hopes,  the  Fed's  Open  Mar- 
ket Committee  members  look  increas- 
ingly likely  to  take  a  pass  on  raising 
rates  when  they  next  meet  to  map  mon- 
etary strategy  on  Aug.  22.  In  fact, 
there's  a  chance  that  the  Fed  is 
through  tightening  credit  for 
the  year,  despite  wiiat  are 
likely  to  be  repeated  admo- 
nitions   from    the    central 
bankers  about  the  risks  of  infla- 
tion. "The  Fed  is  done  hik- 
ing rates,  but  it's  not  fin- 
ished jawboning,"  says 
David  L.  Littmann,  chief  economist  at 
Detroit-based  bank  Comerica  Inc. 

To  be  sure,  not  everyone  at  the  Fed 
is  as  sanguine  as  Greenspan  seems  to 
be.  A  minority  of  policymakers  fear  that 
it  may  have  let  the  economy  run  too 
hot  for  too  long  before  starting  to  raise 
rates  12  months  ago.  Led  by  Fed  Gov- 
ernor Laurence  H.  Meyer,  they  are  less 
convinced  of  the  staying  power  of  the 
productivity  miracle  and  worry  that  in- 
flation will  pick  up  later  this  year  as 
workers'  wages  climb  and  unit  labor 
costs  begin  to  rise.  Their  prescription: 
Growth  has  to  slow  decidedly  below 
3)4%  to  4%  to  boost  unemployment  and 
keep  price  pressures  in  check. 

For  now  though,  even  the  worry- 
warts  at  the  Fed  have  to  admit  that 
the  economy  is  going  Greenspan's  way. 
While  the  National  Association  for  Busi- 
ness Economics  is  reporting  that  as 
many  as  half  of  the  127  businesses  it 
polled  expect  to  raise  prices  later  this 
year,  many  key  industries  are  having 
trouble  supporting  their  current  prices. 
Cases  in  point:  the  housing  sector, 
where  builders  are  now  beginning  to 
pick   up   closing  costs   and   financing 
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points,  and  the  auto  industry,  which  re- 
cently was  forced  to  hike  its  incentive 
plans  to  maintain  the  17-million  annual- 
ized sales  rate  of  May  and  June.  Overall 
retail  sales  are  down  as  well,  falling 
0.6%  in  April  and  0.3%  in  May.  And  re- 
tailers are  cutting  prices  or  offering  eas- 
ier credit  terms  to  keep  volume  up. 

True,  those  signs  of  ebbing  pricing 
power  could  prove  ephemeral  if  the 


economy  revs  up  in  the  second  half  of 
the  year.  In  1999's  last  half,  the  economy 
spurted  ahead  as  the  stock  boom  goosed 
growth  via  the  wealth  effect.  But  this 
year,  the  shine  is  off  the  market,  in  part 
because  of  the  repeated  rate  hikes.  In- 
vestors are  also  far  less  sure  that  every 
new  tech  startup  is  a  gem.  The  Wilshire 
5,000  index,  the  broadest  measure  of 
the  stock  market — and  the  Fed's  fa- 


vorite equity  gauge — has  barely  bud 
That's  boosting  Fed  confidence  that 
time  the  slowdown  will  stick. 

But  Greenspan  &  Co.  are  still  w 
of  a  rebound  in  the  market.  That's 
they'll  want  to  keep  investors  on  a 
by  talking  tough  about  the  economy- 
matter  how  cheerful  they're  feeling. 
By  Rich  Miller  and  La 
Cohn  in  Washing 
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SUMMER  HELP  WANTED:  FOREIGNERS  PLEASE  APPLY 


After  several  long,  hot  summers 
scrambling  for  teens  to  work  in 
his  ice  cream  shops,  Dick  Snow 
finally  discovered  the  secret  to  re- 
cruiting in  this  tight  job  market: 
Hire  kids  from  overseas.  This  sum- 
mer, visitors  to  Snow's  six  Ben  & 
Jerry's  Homemade  Inc.  stores  on  the 
East  Coast  may  well  think 
they're  in  England.  Twelve 
of  his  ice  cream  scoopers 
are  British,  all  hired 
through  the  British  Univer- 
sities North  America  Club. 
"I'm  having  a  problem  find- 
ing American  workers," 
says  the  store  owner. 

Desperate  to  fill  entry- 
level  jobs  at  resorts  and 
amusement  parks  this  sum- 
mer, many  businesses  are 
giving  up  on  the  U.  S.  teen 
labor  market  and  hiring 
students  from  abroad. 
"There's  so  much  affluence 
in  this  whole  region,  it's 
hard  to  find  young  people 
who  want  to  hustle,"  says 
Gene  Kijowski,  president  of  Century 
Pool  Management  Inc.  in  Rockville, 
Md.,  who  hired  more  than  100  kids 
from  Prague  to  work  as  lifeguards 
at  his  300  pools  this  summer.  U.S. 
kids,  he  surmises,  have  found  green- 
er pastures.  "They  want  to  be  build- 
ing resumes"  in  offices  with  comput- 
ers, he  says. 

Those  who  are  actually  employed 
for  the  summer,  that  is.  According 
to  the  Labor  Dept.,  fewer  U.  S. 
teens  actually  work  during  their 
summer  vacations  than  they  did 
years  ago.  "It  was  bad  last  year,  but 
I  think  it's  getting  worse,"  says 
John  Challenger,  ceo  of  Challenger, 
Gray  &  Christmas,  a  Chicago  out- 
placement firm. 

The  explanation?  "The  way  stu- 
dents think  about  spending  their 


summers  is  changing,"  says  Chal- 
lenger. With  the  economy  so  hot, 
many  kids  can  easily  avoid  tradition- 
al summer  jobs,  like  working  as 
landscapers  or  camp  counselors,  and 
land  at  companies  that  may  help 
them  get  a  head  start  on  their  ca- 
reers, said  Jeff  A.  Joerres,  president 


BRITISH  INVASION 

At  Ben  &  Jerry's  in 
Baltimore,  your 
server  may  have  an 
English  accent 


of  Manpower  Inc., 
the  temporary-help 
firm  based  in  Mil- 
waukee. His  firm 
has  placed  many 
college  kids  in  high- 
paying  jobs,  earning 
much  more  than  the 
typical  $7  an  hour.  One  college  stu- 
dent, placed  at  a  Chicago  public-re- 
lations job,  he  says,  is  making  $22 
an  hour. 

Such  trends  explain  why  you  may 
now  hear  a  Czech  accent  at  many  re- 
sorts. Paramount's  Kings  Dominion 
near  Richmond,  Va.,  for  instance-, 
went  on  a  major  European  hiring 
spree  this  winter,  recruiting  kids 
from  Germany,  Slovakia,  Scotland, 
and  Poland,  among  other  places.  This 
year,  500  of  its  3,000  employees  are 


from  overseas,  said  Teresa  Pownall, 
the  park's  manager  of  employment  ' 
and  development.  That's  nearly  dou- 
ble the  254  foreigners  it  had  working  | 
at  the  park  in  1999.  Similarly,  Cedar 
Point  Amusement  Park/Resort  in 
Sandusky,  Ohio,  increased  its  foreign 
staff  to  1,000  this  summer,  nearly 

one-fourth  of  its  workforce. 
The  amusement  parks'  for- 
eign hiring  tours  were 
sponsored  by  the  Council 
on  International  Education- 
al Exchange,  a  nonprofit  or 
ganization  that  helps  for- 
eign students  get  jobs  in 
the  U.S.  Overall,  the  orga- 
nization brought  26,000  kids 
into  the  country  this  sum- 
mer, 10%  more  than  last 
year,  said  Pam  Posey,  direc- 
tor of  operations. 
DECENT  PAY.  Apparently, 
foreign  kids  don't  come 
cheap,  either.  The  kids  typi 
cally  get  paid  the  same 
amount  as  their  U.  S.  coun- 
terparts. Often,  their  em- 
ployers also  have  to  locate 
furnished  apartments  for 
them.  Some  businesses 
even  offer  subsidized  hous- 
ing. "This  is  not  to  save 
money.  It's  to  get  employ- 
ees," says  Leonard  T. 
Berger,  owner  of  the  Sher- 
aton Fontainebleau  hotel  in  Ocean 
City,  Md.  More  than  half  his  150  sea- 
sonal workers  are  foreign. 

Still,  adapting  isn't  always  easy. 
At  Snow's  Ben  &  Jerry's  ice  cream 
stores,  he  once  tried  to  hire  a  few 
Eastern  European  students.  But  he 
quickly  discovered  that  there  was  no 
way  non-native  English  speakers 
could  explain  the  store's  odd-sound- 
ing flavors,  like  Chunky  Monkey. 

By  Rochelle  Sharpe,  with  Felicia 
Morton,  in  Boston 
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JDS  UNIPHASE 
NKERS? 

riskiest-and  costliest-buy 
gives  investors  pause 


-:i 


another  deal  for  the  record  books. 
i  July  10,  jds  Uniphase  Corp.,  a 
aker  of  esoteric  components  such 
isers  used  in  fiber-optic  networks, 
sales  of  $1.4  billion,  agreed  to  pay 
ggering  $41  billion  in  stock  for  SDL 
;i  rival  optical-parts  maker,  whose 
sales  were  just  $187  million. 
uit's  not  a  typo.  JDS  is  paying  near- 
)0  times  sdl's  expected  2000  rev- 
Is,  or  about  $24  million  for  each  of 
i   ,700  employees.  The  eye-popping 
[■unced  purchase  price  was  nearly 
Je  sdl's  $23  billion  market  capital- 
DI)  on  July  7.  Excluding  telecom 
Ifcanies,  it's  the  largest  technology 
™!|isition  ever  made, 
llave   the   folks   at   jds   lost   their 
lis?  Wall  Street  worried  they  had: 
®  )  I  Uniphase  stock  was  still  sagging 
uoiq    several  days  after  the  announce- 
%  ;,  and  SDL  shares  remained  14%  be- 
'"     their  imputed  merger  value,  a  sign 
in  ■  ers  aren't  convinced  the  deal  will 

■  hrough.  Moreover,  jds  is  still  di- 
9  tag  some  of  the  17  acquisitions  it 
ra"i  b  over  the  past  five  years,  including 
1  i  $18  billion  buy  of  another  rival,  E- 
m.  Dynamics,  which  closed  July  5. 

hen  there's  the  risk  of  antitrust 

|  1  i>lems.  The  E-Tek  purchase  under- 

;  a  four-month  delay  and  minor  con- 

ffl  ions  to  gain  approval  from  the  Jus- 

(  Dept.  The  SDL  merger  could  face  far 
nmj  ther  scrutiny.  In  some  categories, 
ii-  i  combined  .ids  and  SDL  would  have 
*■  luc-h  as  80%  market  share.  "There 
»'  "  be  a  very  thorough  review,"  pre- 

i  ;  Roger  Wery,  a  consultant  with  the 

■  Pittiglio  Rabin  Todd  &  McGrath. 
ost  worrying  to  investors  is  the 

■  's  price  tag.  JDSU  is  using  a  kind  of 
j  ty  money,  its  richly  priced  stock. 

ier-il  th  some  $92  billion  when  the  SDL 

i  i    was  announced — it's  now  down  to 

s*l  billion — .ids  is  likely  to  issue  up  to 

■  million  new  shares.  It  says  share- 

(  ers  will  hardly  feel  a  dent  in  per- 


i  THE  NUMBERS 

ispite  a  big  jump  in 
;  ares,  JDS  says  its  SDL 
>d  E-Tek  deals  won't  seri- 
sly  dilute  earnings  calcu- 
yed  before  goodwill  and 
ionization.  Here's  why: 


SYNERGIES?  JDS  says  the  SDL  deal  will  boost  earnings,  but  it  must  up  growth 


share  operating  earnings.  In  fact,  on  an 
operating  basis,  says  Chief  Financial  Of- 
ficer Anthony  R.  Muller,  "we  believe 
the  deal  will  be  accretive  to  earnings." 

Of  course,  that  excludes  amortization 
of  goodwill,  or  the  still-to-be-determined 
difference  between  what  JDS  pays  for 
SDL  and  the  company's  book  value.  But 
analysts  buy  the  logic.  "If  you  factor  in 
the  synergies  from  the  merger  and  the 
momentum  of  both  companies,  you  can 
justify  the  price  and  show  a  path  to 
higher  earnings  in  2001,"  says  Conrad 
W.  Leifur  of  us  Bancorp  Piper  Jaffray. 
RUNNING  THE  NUMBERS.  Folding  in  SDL 
and  the  recent  E-Tek  deal  will  dilute 
jds's  equity  from  about  800  million 
shares  outstanding  to  about  1.38  billion 
a  year  from  now.  According  to  Credit 
Suisse  First  Boston,  combined  operating 
net  income  will  more  than  double  over 
the  same  period,  from  $104  million  for 
the  quarter  ended  June  30  to  an  esti- 
mated $217  million  in  the  same  quarter 
of  2001.  That  works  out  to  be  a  decline 
of  2<?  in  per-share  earnings,  to  16c\ 

But  if  a  bigger  jdsu  can  boost  its 
quarterly  revenues  by  roughly  $200  mil- 
lion, or  about  20%,  or  can  raise  profits 
by  14%  through  merger  efficiencies,  it'll 
be  even.  Growth  above  that  is  gravy. 

JDSU  ALONE 


Such  math,  analysts  admit,  doesn't 
account  for  the  huge  charge  for  goodwill 
that  will  be  sitting  on  jds's  balance 
sheet.  The  rapid  pace  of  change  in  fiber 
optics  dictates  an  unusually  short  amor- 
tization period.  The  E-Tek  purchase,  for 
instance,  will  be  spread  over  just  five 
years,  which  adds  up  to  more  than  $3 
billion  a  year  in  writedowns.  Neither 
analysts  nor  jds  Uniphase  have  yet  es- 
timated the  balance  sheet  impact  of  the 
SDL  deal,  bub  if  it's  on  a  five-year  sched- 
ule, amortization  could  top  $8  billion  per 
year — more  than  twice  jds's  expected 
$3.5  billion  revenues  in  2001. 

Truth  be  told,  the  company's  past  buy- 
ing spree  has  taken  a  toll  on  the  com- 
pany's books,  jds's  reported  net  loss  of 
$19  million  in  1997  had  grown  to  a  loss 
of  $172  million  last  year.  With  E-Tek 
and  sdl  now  on  the  books,  that's  likely 
to  get  far  worse,  but  analysts  aren't 
fazed.  "Bulls  say  that  goodwill  amorti- 
zation distorts  the  picture  of  a  company's 
fundamental  growth  trend,  and  today's 
market  accepts  that  view,"  says  analyst 
James  Kedersha  of  SG  Cowen  &  Co.  As 
long  as  it  does,  there  are  plenty  more 
nose-bleed  valuations  in  store. 

By  Andy  Reinhardt  in 
San  Mateo,  Calif. 

JDSU  WITH  E-TEK  AND  SDL 


QUARTER 
ENDING 

INCOME  (000) 

MILLIONS  OF  SHARES 

EPS 

INCOME  (000) 

MILLIONS  OF  SHARES 

EPS 

JUNE  '00 

$104,295 

840 

$0.12 

$104,295 

840 

$0.12 

DEC.  '00 

1*27,057 

852 

$0.15 

149,295* 

1,013 

0.15 

JUNE '01 

157,724 

864 

$0.18 

217,195** 

1,377 

0.16 

"Includes  E-Tek  acquisition 

"Includes  E-Tek  and  SDL 

acquisitions 
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By  Amy  Barrett 


HONEYWELL:  PAYING  THE  PRICE  FOR  ROSY  PROMISES 


When  Honeywell  International 
Chairman  and  CEO  Michael  R. 
Bonsignore  met  with  irate  in- 
vestors on  July  10,  he  had  a  lot  of 
explaining  to  do.  On  June  19,  he  had 
warned  them  that  second-quarter 
profits  would  fall  short  of  expecta- 
tions and  that  annual  profit  targets 
might  need  to  be  trimmed  as  well. 
Now,  he  had  the  answer:  For  the 
year,  growth  would  be  more  like  \2r'( 


at  35%,  44%  below  the  high  it  hit  in 
December. 

It's  not  a  lesson  Bonsignore  should 
have  needed.  Sure,  in  taking  over 
the  merged  companies,  he  faced  a 
much  greater  challenge  than  he  had 
at  the  old  Honeywell.  But  he  was 
hardly  an  inexperienced  CEO:  He  had 
run  Minneapolis-based  Honeywell 
Inc.  for  six  years.  And  while  in- 
vestors are  nowr  pining  for  the  good, 


bonsignore:  An  imaginary 

punishment  for  unmet  expectations 

to  14%,  not  the  20%  he  once 
promised.  Why?  For  one  thing,  rising 
raw  material  costs  hurt  margins, 
while  supplier  shortages  cut  into 
sales.  It  was  one  of  those  times 
when  it  seemed  that  every  break 
went  against  Honeywell. 
BAD  CALLS.  Even  so,  Bonsignore  had 
to  acknowledge  that  the  main  reason 
behind  Honeywell's  woes  was  not 
bad  luck.  It  was  bad  judgment:  Sim- 
ply put,  the  company  had  promised 
far  too  much  about  what  the  Decem- 
ber merger  of  the  old  Honeywell  and 
AlliedSignal  Inc.  would  mean  for  the 
combined  company's  growth.  While 
those  promises  of  20%  growth  in 
earnings  helped  sell  the  merger  after 
it  was  announced  a  year  ago  June, 
they  have  come  back  to  haunt  Bon- 
signore. Honeywell's  stock  is  trading 


steady  old  days  when  Lawrence  A. 
Bossidy  was  in  charge  at  AlliedSig- 
nal, he  shares  in  the  blame,  too. 

As  co-architect  of  the  deal, 
Bossidy  helped  set  the  overaggres- 
sive  targets,  and  then  served  as  the 
new  company's  chairman  for  four 
months  before  retiring  in  April.  "Is 
this  really  Bonsignore's  fault?"  asks 
Art  Barry,  portfolio  manager  at  Fed- 
erated Investors  Inc.,  which  owns 
more  than  1  million  Honeywell 
shares.  "If  you  look  at  where  the  dis- 
appointment is,  most  of  it  is  in  the 
Allied  businesses."  At  the  time  of 
the  Honeywell  merger,  analysts  had 
just  begun  to  question  whether  Al- 
lied was  running  out  of  steam.  Credit 
Suisse  First  Boston  analyst  Brian  K. 
Langenberg,  for  example,  expected 
Allied 's  earnings  per  share  would 


climb  just  13%  in  2000,  a  bit  off  the 
15%  pace  Wall  Street  had  come  to 
expect.  Bossidy  declined  to  commen 
Where  did  the  pair  go  wrong?  In 
both  analysis  and  execution,  it 
seems.  First,  Honeywell  chose  to 
stick  wath  a  too  rosy  scenario  about 
oil  prices  and  interest  rates,  even 
though  there  were  clear  signs 
throughout  1999  that  there  was  sub  B 
stantial  upward  pressure  on  both. 

Top  managers  didn't  execute  leraal  - 
that  well,  either.  If  the  compan; 
had  only  hedged  effectively,        It  Korea 
Prudential  Securities  Inc.  ana-  pes,  all  of 
lyst  Nicholas  P.  Heymann  ar- 
gues, rising  oil  prices  would  no%v.  Ii 
have  had  such  a  big  impact. 
Bonsignore  acknowledges  man- 
agers may  have  taken  their  eyefciue< 


off  the  ball.  "Part  of  it  is  execu 
tion,"  he  concedes.  "Had  we 


of 


mfe  Gi' 
to  undi 


been  a  fully  integrated  company  act 
maybe  we  could  have  reacted 
more  quickly  in  some  cases." 

If  Bonsignore  and  Bossidy 
were  the  obvious  culprits,  the 
less  apparent  co-conspirator 


ncement 
ea's  \virel 


t-generat 

was  the  investment  communitj  pting  ins 
itself.  Analysts  and  investors  d  stain 
were  all  too  willing  to  buy  intc  m's  shar 

M,  to : 
61. 

V  -,. ■■■ 


the  merger  and  lofty  goals- 
even  though  there  was  evi- 
dence in  the  pre-merger  per- 


formances that  suggested  the  targets  lence  vet 


would  be  a  stretch.  "You  couldn't 
help  but  come  up  with  questions 
about  their  growth  rate,"  says 
Robert  Friedman,  an  equity  analyst 
at  Standard  &  Poor's  who  gave  Hon- 
eywell a  rare  "hold"  rating. 

Bonsignore  is  now  moving  to 
shore  up  credibility  on  Wall  Street 
with  more  conservative  growth  tar 
gets  and  explicit  cost-cutting 
schemes.  Noncore  and  underperform- 
ing  businesses,  with  $4  billion  in  rev- 
enues, may  be  shed,  he  says.  Bon- 
signore will  also  cut  as  many  as 
6,000  jobs,  and  ask  the  board  to  ap- 
prove a  share-buyback  program.  But 
if  he  fails  to  get  the  stock  moving 
soon,  Prudential's  Heymann  predicts 
his  tenure  on  the  job  may  not  meet 
original  expectations  either. 


lie  wire] 
n  greatl 

llci ::..;'. 

he  simp 

mtS  TOl 

>;  Tf. 

treat 
is.  fin 

)e;  .;■ 

V  ... 
trview. 
IK  AT 

fen:  r> 

)a: 


ICODJJ, 

ding  r,i 

\r 
rs,  v-h 


Barrett  is  business  week's 
Philadelphia  bureau  chief. 
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ELESS  TECHNOLOGY 


INGINGUP 
I OUALCOMM 

i  mobile  pioneer's  fortunes  slump  as  users  dump  its  gear 


afl 


lif  Ji*     wireless      wun- 

derkind     Qualcomm 

el  Inc.,  no  market  has 

more   crucial   than 

h  Korea.  In  1996,  that 

n  Tiger  was  the  first 

lopt  Qualcomm's  high- 

aty  code  division  mul- 

access  (cdma)  tech- 

ijifajy,       which       many 

ght  too  complex  for 

nercial  use. 
a«|ow,    six    out    of    10 

h  Koreans  own  cell 

pes,  all  of  which  use 

icomm's  cdma  tech- 

gy.     In     total,     the 

.try  generates  about 

third  of  Qualcomm's 
i'4nues  and  nearly  half 
ieoif  rofits.  Given  that,  it's 
to  understand  the 

(act  of  the  July  7  an- 

icement  that  South 

|ja's  wireless  industry 
dump   Qualcomm's 

nology        for        its 

-generation  systems, 
itj|)ting  instead  a  Euro- 

i  standard.  Qual- 
intdjm's  shares  plummet- 
■ :  3%,  to  $56.63,  before 

(51. 
■  Bhe  news,  in  fact,  was  the  starkest 
«nience  yet  that  Wall  Street's  estimates 
f|he  wireless  pioneer's  fortunes  have 

\  greatly  exaggerated.  Last  year, 
•  Icomm's  stock  soared  2,616%,  to  $200, 
vsti  he  simple  idea  that  its  lock  on  cdma 
on4'nts  would  make  it  the  Intel  of  the 

eless  world,  guaranteeing  a  huge  fu- 

■  stream  of  royalties  from  users  and 

Is.  But  with  its  prospects  around  the 

>e  looking  increasingly  shrunken,  the 

ket  has  lately  been  imposing  a  more 

jr  view. 
1 1 1 AKE  AT  NIGHT."  For  now,  Qualcomm's 

•ent  wireless  technology  has  an  18% 
1  >al  market  share.  And  that  figure  has 
|  i  rising  from  growth  in  North  Amer- 

where  support  from  Sprint  and  Ver- 
Communications  remains  strong.  But 

ling  overseas  backing  means  that 

Icomm's  market  share  and  earnings 

i\tli  could  begin  to  decline  in  several 

rs,  when  the  next  generation  of  tech- 

Igy  is  widely  deployed. 

lanagement  is  scurrying  to  downplay 
lowered  expectations.  "You're  hearing 
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Qualcomm's  CDMA  cell-phone  system 
is  losing  out  to  a  European  standard 

KOREA,  ACCOUNTING  FOR  HALF  OF  ITS  PROFITS,  MAY  SWITCH 


recovering 
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a  lot  of  rhetoric,"  says  Richard  Sulpizio, 
Qualcomm's  president  and  chief  operating 
officer.  Indeed,  South  Korean  wireless 
operators  won't  make  any  final  decisions 
until  September.  And  even  though  Seoul 
says  wireless  operators  are  free  to  choose 
between  Qualcomm's  CMDA2000  technology 
and  Europe's  system — known  as 
w-cdma — analysts  expect  at  least  gov- 
ernment-owned Korea  Telecom  to  stick 
with  Qualcomm's  technology. 

What's  more,  Qualcomm  still  claims 
that  its  royalty  income  will  mushroom,  no 
matter  which  standard 
prevails.  It  claims  that  its 
platform  is  crucial  to  both. 
Its  only  concession  that  it 
might  face  reduced  earn- 
ings in  the  future  comes 
in  the  wireless  chip- 
set business.  Qualcomm 
makes  chips  for  that  mar- 
ket, which  is  growing- 
more  competitive.  "That's 
what's  keeping  me  awake 
at  night,"  says  Sulpizio. 

Still,     few     on     Wall 
Street  have  been  willing 
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to  buy  Qualcomm'i  ro  y  projections.  "II 
can'1  pot  sibly  be  the   ame  royalty," 
Charles  A.  Di  Sanza,  a  telecom  analyst  at 
brokers  Gerard  EQauer  Mattison  &  Co,  in 

New  York.  Qualcomm  royalty  income  will 
fall,  he  Bays,  because  Nokia,  Motorola, 
and  Ericsson  all  own  important  patents 

for  W-CDMA.  Meanwhile,  in  the  chip  mar- 
ket, Texas  Instruments  Inc.  and  Intel 
are  likely  to  be  extremely  competitive. 

Ultimately,  decision- 
over  whether  or  not  to 
adopt  Qualcomm's  next 
generation  of  wireless 
systems  have  little  to  do 
with  technological  supe- 
riority. Both  CDMA2000  and 
w-cdma,  as  well  as  other 
next-generation  plat- 
forms, all  of  which  are 
known  as  third  genera- 
tion (3G),  will  transmit 
data  and  images  at  ex- 
tremely high  speeds.  But 
w-cdma  is  gaining 
strength  because  it  will 
dominate  in  Europe  and 
Japan.  "Nations  like  Ko- 
rea fear  they  will  become 
isolated  islands  in  ser- 
vices and  technology  in 
[Qualcomm's]  3G,"  says 
Bob  Egan,  research  di- 
rector for  mobile  and 
wireless  at  Gartner 
Group  Inc. 

With  support  potential- 
ly eroding  in  Korea,  ana- 
lysts fear  similar  setbacks 
in  Japan,  China,  and  pos- 
sibly even  the  U.S.  In 
Japan,  ddi,  the  sole  carrier  using  cdma 
technology,  flirted  publicly  earlier  this 
year  with  the  idea  of  not  signing  up  for 
Qualcomm's  3G,  only  to  change  its  mind 
a  month  later.  Analysts  say  Toyota  Mo- 
tor, a  major  backer,  was  pushing  ddi  to 
adopt  a  widely  used  American  platform. 
And  in  the  U.S.,  Ameritech  Corp.  is 
tearing  out  its  cdma  gear  so  that  it  will 
be  compatible  with  other  networks  con- 
trolled by  its  parent  company,  sbc  Com- 
munications Inc. 

How  badly  will  Qualcomm  be  hurt? 
To  keep  its  position  from 
eroding,  analysts  say  that 
it  will  have  to  accept  that 
its  future  growth  hinges 
on  its  ability  to  create  a 
new  product  line  built  on 
w-cdma  technology.  In- 
deed, industry  insiders 
now  expect  to  see  Qual- 
comm buy  or  form  a  part- 
nership with  a  w-(  n.MA- 
versed  company.  It  had 
better  hurry 

By  Sterol  V.  Bndl  in 
Los  Angeles 
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TELECOMMUNICATIONS 


DEUTSCHE  TELEKOM 
SETS  OFF  ALARM  BELLS 

A  backlash  in  Congress  against  state-owned  telecoms 


Armed  with  a  $100  billion  war  chest 
for  acquisitions,  Deutsche  Telekom 
is  ready  to  charge  into  the  U.S. 
Buying  an  American  carrier  is  key  to 
Chairman  Ron  Sommer's  plans  to  turn 
the  largely  government-owned  German 
behemoth  into  a  global  player.  So  it's 
no  surprise  DT  is  talking  to  VoiceStream 
Wireless  even  as  it  continues  to  flirt 
with  Qwest  Communications  Interna- 
tional and  consider  a  run  on  Sprint. 

But  even  before  any  of  the  com-  ■■■ 
pane's  potential  partners  say  yes, 
Sommers  is  running  into  a  brick 
wall:  Capitol  Hill.  The  German  gov- 
ernment has  a  58%  stake  in  DT, 
and  all  its  acquisitive  talk  has  set 
off  a  firestorm  in  Washington.  A 


Apparently  so.  Though  many  telecom 
execs  dismiss  the  moves  as  political 
grandstanding,  they  may  have  cause  for 
concern.  Even  though  the  White  House 
agreed  to  roll  back  a  long-standing  25% 
cap  on  foreign  ownership  of  telecom  com- 
panies as  part  of  a  1997  World  Trade 
Organization  accord,  the  fcc  can  block 
any  cross-border  deals  it  deems  contrary 
to  the  public  interest.  And  so  even 
though  the  fcc  interprets  the  WTO  agree- 


WHY  U.  S.  LAWMAKERS  WORRY  ABOUT  SOME 
FOREIGN  DEALS  FOR  U  .S.  TELCOS 


ment  to  mean  the  public  interest  is 
guarded  if  the  acquirer  is  from  a 
member  country,  Congress  never 
proved  the  change. 
PROTECTIONISM.  The  political  backlas 
coming  just  as  the  urge  to  merge  is  co 
ing  through  the  global-telecom  indus 
Carriers  everywhere,  driven  by  the  n 
for  economies  of  scale  and  the  demand 
corporate  customers,  are  seeking  in 
national  partners.  The  big  European 
Japanese  companies  want  footholds  in 
U.S.  market.  But  DT,  France  Telec 
and  NTT,  among  others,  are*  all  majo 
government-owned 

To  some  industry  executives,  the  c 
gressional  meddling  smacks  of  techno-j 
tectionism.  "This  is  contrary  to  U.  S.  p 
cy"  of  encouraging  other  government: 
open  their  telecom  markets,  argues  Jos< 
P.  Nacchio,  chairman  and  ceo  of  Denv 
■■a  based  Qwest.  "We  shouldn't 
putting  up  protectionist  barrier 
But  Hollings  &  Co.  insist  tl 
aren't  trying  to  shelter  U.  S.  co 
panies  from  global  competitior 
and  some  of  Sommer's  Amerk 
counterparts  agree  with  Congr< 


h 


UNEVEN  PLAYING  FIELD  State-owned  telcos  are 

de  facto  subsidized,  giving  any  U.S.  subsidiary 

bipartisan  group  of  30  senators,  in-      unfair  advantages  in  the  domestic  market.  that  dt  enjoys  unfair  advantag 

eluding  RepubHcan  and  Democrat-      DISCOURAGES  COMPETITION  ABROAD  For  Senators  note  that  Washingt 

ic  leaders,  is  urging  Federal  Com-      deca  has  enc  ed  privatization.  ^f  q^et  when  Vodafone,  apf» 

munications  Commission  Chairman      ....       '  .  u       a        •  hcly    traded    British    compai 

William  E.  Kennard  to  block  U.S.      Lettm§  state-owned  companies  buy  American  bJht  AirTouch  ^      JB 

telecom  purchases  by  foreign  cor-     com.PaR[es.  would  reward  ..anticompetitive ;  behavior.  ]etting  state.owned  compani( 

porations  that  are  more  than  25%     NATIONAL  SECURITY  Law-enforcement  agencies  with  their  deep  pockets  and  ea  r 

state-owned.  And  Senator  Ernest      may  -find  it  tougher  to  monitor  voice  and  data  com-  access  to  capital,  purchase  Am< 

munications  if  foreign  governments  gain  control  of 

key  chunks  of  the  U.S.  telecoms'  infrastructure. 


F  Hollings  (D-S.C.)  is  sponsoring  a 
bill  that  would  bar  telecom 
takeovers  by  foreign  government- 
controlled  companies.  Warns  one 
major  German  executive  who  does 
business  in  the  U.  S:  DT  will  run 
into  "massive  opposition." 

Can  Congress  really  do  this? 


FOREIGNERS  DO  IT,  TOO  In  recent  months, 
Italy,  Spain,  and  Hong  Kong  have  nixed  bids  by 
foreign-government-owned  telcos  to  buy  carriers  in 
those  countries. 


ican  carriers  distorts  the  playi 
field  and  raises  national  securi 
concerns.  "We  didn't  deregula 
America's  telecommunications  i 
dustry  from  government  suppoi 
protection,  and  control  only 
give  it  over  to  German  gover 
ment  support,  protection,  ai 


36  BUSINESS  WEEK  /  JULY  24,  2000 


1 


Ji 


/\s  the  nation's  largest  recycler; 

or  course  we  believe 
what  eoes  around  comes  around. 
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ftfcfo  year  #t  Nucor,  we  keep  10  million  tons  oj  scrap  steel  out  of  America's  landfills  and  ojj  of  her 
landscapes.  And  we  turn  that  scrap  into  new  steel  for  everything  from  appliances  to  office  buildings.  All  the  while, 
the  neighbors  near  our  steel  recycling  plants  are  impressed  with  how  we 
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|t's  our   |\]ature." 
preserve  wetlands,  enhance  natural  habitats  and  meet  or  exceed  environmental  requirements.  From  our  well-known 

employee  incentives  to  the  support  we  provide  our  communities,  we've  always  believed  in  sharing  our  success  with 

those  around  us,  including  generations  yet  to  come.  It's  just  our  nature. 

Nucor,  2100  Rexford  Road,  Charlotte,  North  Carolina  28211  Phone  704  566-7000  Fax  704  362  1208  www.nucor.com 
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control,"  says  Hollings.  Adds  Senator 
John  Kerry  (D-Mass.),  a  standard-bear- 
er for  free  trade:  "A  government-owned 
entity  has  the  ability  to  restrict  Ameri- 
can companies'  access  to  its  markets." 

Some  U.S.  telecom  experts  agree. 
"It's  perfectly  legitimate  for  Congress  to 
demand  a  two-way  street,"  says  former 
FCC  Chairman  Reed  Hundt.  France,  for 
example,  caps  foreign  ownership — even 
by  a  wholly  public  company — at  20% 
for  carriers  that  operate  in  its  market. 
And  in  the  past  year,  Spain,  Italy,  and 
Hong  Kong  have  all  nixed  cross-border 
deals  due  to  state  ownership  of  the  ac- 
quiring companies.  Moreover,  one  reason 
dt  in  particular  is  raising  hackles  is  that 
the  German  telecom  giant  uses  its  mar- 
ket dominance  to  slow  entry  by  foreign 
players.  Earlier  this  year,  for  instance, 
DT  introduced  lower  phone  charges  for 
customers  of  its  own  Internet  service 
provider  without  giving  customers  of 
America  Online  Inc.  a  similar  break. 
aol  sued  and  eventually  won,  but  dt 
gained  a  head  start. 

Still,  to  avoid  accelerating  tit-for-tat 
protectionism,  Clintonites  are  trying  to 
dampen  enthusiasm  for  Hollings'  bill. 
"There  are  legitimate  concerns,  but 
that's  not  the  way  to  go,"  says  a  U.S. 
official.  Administration  officials  worry 
that  if  the  bill  becomes  law,  the  EU  or 
Japan  would  bring  suit  in  the  WTO 
court  and  retaliate  against  U.  S. 
companies. 

GROWING  CONCERN.  Even  if  Hollings' 
legislation  languishes,  lawmakers'  will 
balk  at  these  deals.  "This  is  not  a  pass- 
ing fancy,"  warns  Kerry.  "Concern  is 
growing  as  people  start  to  scrutinize 
it."  Indeed,  one  investment  banker  fa- 
miliar with  dt's  thinking  believes  that 
the  fear  of  a  regulatory  roadblock 
played  into  dt's  decision  to  shift  its  at- 
tentions away  from  Sprint  and  towards 
the  smaller  and  much  less  well-known 
VoiceStream.  After  several  failed  efforts 
to  get  into  the  U.  S.  market,  Sommer 
can't  afford  to  do  a  deal  only  to  see 
regulators  undo  it. 

Ultimately,  telecom  execs  are  counting 
on  the  market's  imperatives  to  push 
against  any  roadblocks.  "The  economics 
of  telecom  consolidation  are  too  strong  to 
be  stopped,"  predicts  Jack  McMaster, 
ceo  of  kpn  Qwest,  which  is  jointly  owned 
by  Qwest  and  Dutch  carrier  KPN  Royal 
NV.  Considering  the  potential  rewards, 
it's  likely  some  will  be  willing  to  take 
the  heat.  But  they  had  better  come 
equipped  with  protective  gear. 

By  Amy  Borrus  in  Washington  with 
Jack  Ewing  in  Frankfurt,  William 
Ecliikson  in  Brussels,  Peter  Elstrom 
and  Steve  Rosenbush  in  New  York 


FINANCE 


UBS  AND  PAINEWEBBER: 
A  MATCH  MADE  IN  HEAVEN'? 

The  giants  fit  together  neatly,  but  Wall  Street  is  unconvince 


It  was  another  lap  in  the  race  for 
bulge.  On  July  12,  under  crystal  chan- 
deliers in  the  Empire  Room  of  the 
Waldorf  Astoria  hotel  in  New  York, 
PaineWebber  Inc.  Chairman  and  ceo 
Donald  B.  Marron  and  UBS  President  and 
ceo  Marcel  Ospel  sealed  a  deal  to  unite 
their  forces  to  create  a  preeminent  glob- 
al investment-services  colossus. 

In  one  bold  stroke,  UBS  picked  up  an 
impressive  American  private-client  fran- 
chise from  PaineWebber  for  $10.8  billion. 


II 


At  the  same  time,  PaineWebber  gained 
access  to  ubs'  European  research  and 
global  reach.  "It's  a  match  made  in  heav- 
en," proclaimed  Ospel. 

Perhaps.  But  Wall  Street  didn't  seem 
to  see  the  synergy.  Merrill  Lynch  &  Co. 
downgraded  UBS  to  "neutral"  from  "ac- 
cumulate." And  although  acquirers'  stock 
prices  generally  slide,  ubs'  stock  tum- 
bled 9%  in  one  day,  to  135.  Since  UBS 
agreed  to  buy  PaineWebber  at  73,  a  47% 
premium,  its  stock  rose  34%,  to  67.  "It's 
all  up  to  execution,"  says  Michael  L. 
Mayo,  an  analyst  at  Credit  Suisse  First 
Boston.  "It  clearly  creates  the  potential 
to  increase  revenue  growth.  But  at  the 
same  time,  it  magnifies  risks  that  are 
cultural,  operational,  and  financial." 

Wall  Street  did,  however,  believe  the 
deal  could  usher  in  more  acquisitions. 
The  stock  prices  of  Bear  Stearns,  J.  P. 
Morgan,  and  Lehman  Brothers  all  rose 
on  takeover  speculation. 

PaineWebber  and  UBS  are  just  the  lat- 


est in  a  recent  series  of  transatlant 
nancial  partnerships.  It's  still  too  sor 
know  if  any  of  them  will  demonst 
real  staying  power.  In  January,  Citig 
bought  Schroders  plc  for  $2  billion. 
Chase  Manhattan  Corp.  will  soon  clos 
deal  for  London-based  Fleming  Seem 
for  $6.9  billion. 

The  Deutsche  Bank-Bankers 
merger  has  started  to  pay  off, 
Deutsche  Bank  posting  first-quarter  e   EipllfE 
ings  of  $860  million,  up  50%  over 
previous  year, 
that's  only  aft 
year    of    cull 
clashes    that 
suited  in  Bank 
ceo  leaving, 
many  staffers 
Analysts   d 
think 

PaineWebber- 
merger  will  b( 
painful  since  the 
less  overlap, 
needs  PaineW 
ber's  Ameri 
reach.  Paine"W 
ber  stands  to  t 
efit  from 
prowess  on 
Old  Continent. 
But  they  don't  count  on  the  partr 
ship  propelling  UBS  and  PaineWebber  i 
the  major  leagues  of  investment  ba 
such  as  Morgan  Stanley  Dean  Wit 
partly  because  of  Paine  Webber's  r< 
tively  weak  investment-banking,  inst 
tional,  and  asset-management  units.  " 
UBs/Paine Webber  deal  seems  to  pose 
tie  risk  to  major  bulge-bracket  U.  S. 
curities  firms,"  wrote  Merrill  analyst 
dah  S.  Kraushaar  in  his  report. 

Is  that  bad?  PaineWebber  has  £ 
cessfully  competed  with  Merrill  Lyi 
and  Morgan  Stanley  for  affluent  priv 
clients  so  far.  "What's  changed  is  1 
need  for  technology  and  the  need 
global  products,"  says  Ray  Soifer,  ch 
man  of  Soifer  Consultants.  As  the  wor 
largest  private  bank,  with  $1.1  trillionjin; 
client  assets  under  management,  u 
deep  pockets  should  help. 

By  Emily  Thornton  in  New  Yo 
with  David  Fairlamb  in  Frankfurt  afr 
Stanley  Reed  in  London 
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Make  sure  your 

estate  plan  has  the 

right  kind  of  funding. 


Free  Guide! 


Explore  the  key 
issues  in  estate 
plan  funding  with 
Prudential's 
Estate  Planning 
Strategies  for 
the  Future. 

Learn  about: 

m   Life 
insurance 
trusts 

■  Gift  taxes 

■  Marital 
deduction 

■  Charitable 
giving 

■  and  more 


Ask  for  your 
copy  today! 


With  estate  taxes  now  running  as  high  as  55%,  you  can't  afford  to  miss 
a  single  opportunity  to  reduce  your  tax  liability.  Start  a  relationship  with 
Prudential  and  help  make  sure  your  estate 
is  protected  throughout  your  lifetime. 

Get  a  thorough  analysis  of  your  needs. 

Your  Prudential  financial  professional  will 
work  with  your  tax  advisor,  attorney  and 
others  to  help  assess  your  current  estate  plan 
provisions,  pinpoint  the  areas  where  you're 
most  vulnerable,  and  recommend  solutions. 

Consider  a  life  insurance  policy 
suited  for  estate  planning. 

It's  called  Survivorship  Variable  Universal 
Life  (SVUL).  And  unlike  most  life  insurance, 
it  covers  two  lives  instead  of  one — with 
benefits  paid  upon  the  death  of  the  second. 
SVUL's  flexible  features  and  variety  of 
investment  options  can  help  preserve 
family  assets  for  future  generations. 

Find  out  why  trusts  can  be  an 
important  part  of  your  estate  plan. 

Under  normal  circumstances,  life 
insurance  proceeds  are  considered  part 
of  your  taxable  estate.  But  by  transferring 
ownership  of  your  life  insurance  to  an 
Irrevocable  Life  Insurance  Trust,  you 
may  be  able  to  avoid  estate  taxes. 


Call  today  to  learn  more.  Locate  a  knowl- 
edgeable Prudential  financial  professional 
in  your  area.  And  ask  for  your  copy  of  Estate 
Planning  Strategies  for  the  Future,  an 
informative  guide  free  from  Prudential. 

1-800-THE-ROCK 

ext.6924  prudential.com 


Tlt  Prudential 


1 2000  The  Prudential  Insurance  Company  of  America.  ALL  RIGHTS  RESERVED.  Like  most  insurance  policies,  Prudential  policies  contain  exclusions,  limitations,  reductions 
benefits  and  terms  for  keeping  them  in  force.  Your  Prudential  sales  professional  can  provide  you  with  costs  and  complete  details. 

irvivorship  Variable  Universal  Life  (SVUL)  is  issued  by  Pruco  Life  Insurance  Company  (except  in  New  Jersey  and  New  York,  where  it  is  issued  by  Pruco  Life  Insurance  Company 
New  Jersey)  and  is  distributed  by  Pruco  Securities  Corporation  (member  SIPC),  all  subsidiaries  of  Prudential,  located  at  751  Broad  Street,  Newark,  NJ  07102.  Each  of  Pruco 
e  Insurance  Company,  Pruco  Life  Insurance  Company  of  New  Jersey,  and  Prudential  is  responsible  for  its  own  financial  condition  and  contractual  obligation. 

il  more  complete  information  about  SVUL,  including  charges  and  expenses,  ask  your  Prudential  sales  professional  for  a  prospectus.  Please  read  the  prospectus  carefully  before 
irchasing.  Neither  Prudential  nor  its  sales  professionals  render  legal  or  tax  advice.  You  should  consult  with  your  attorney  or  tax  advisor  regarding  your  particular  situation. 
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COMMENTARY 


By  John  Carey 


MANAGED  HEALTH  CARE  ISN'T  HEALTHY  AFTER  ALL 


In  the  nation's  epic  battle  against 
the  rising  costs  of  Medicare  and 
other  health  programs,  it  was  con- 
ventional wisdom  that  only  the  mar- 
ketplace could  save  us.  Entice 
seniors  and  other  Americans  into 
health-maintenance  organizations  and 
other  private-sector  plans,  and  the  in 
visible  hand  of  competition  would 
tame  health-care  inflation. 
It  seemed  to  work  for 
much  of  the  1990s.  As 
managed  care  spread, 
health-care  spending  mod- 
erated, and  the  elderly 
flocked  to  private  plans 
that  offered  extra  benefits, 
such  as  prescription-drug 
coverage,  and  still  cost 
taxpayers  less  than  tradi- 
tional Medicare. 

But  now,  the  market- 
place doesn't  seem  so 
smart.  Health-care  costs 
are  nearing  double-digit 
annual  growth  again.  And 
in  the  latest  evidence  that 
long-term  savings  from 
managed  care  are  illusory, 
health-care  insurers  with 
so-called  Medicare+Choice 
plans  are  dropping  seniors 
in  droves,  claiming  they 
can't  make  money  on  the 
business.  In  late  June  and 
early  July,  Aetna  U.  S.  Healthcare, 
Humana,  UnitedHealthcare,  Pacifi- 
Care Health  Systems,  and  others  an- 
nounced that  they  will  cut  loose  an  es- 
timated 750,000  seniors  at  the  end  of 
the  year.  Others,  including  Kaiser 
Permanente,  are  raising  premiums. 
"Medicare+Choice  is  an  astounding 
failure  at  the  moment,"  says  health 
policy  expert  Jonathan  B.  Oberlander 
at  the  University  of  North  Carolina. 
"There  just  isn't  as  much  savings  as 
people  thought." 

"NO  SURPRISE."  Indeed,  insurance  in- 
dustry execs  say  they  desperately 
need  more  money.  Historically, 
Medicare  hmos  were  paid  per  person 
at  a  rate  of  about  95%  of  the  average 
spent  on  fee-for-service.  That  changed 
with  the  Balanced  Budget  Act  of 
1997.  Worried  that  plans  were  being 
overcompensated,  Congress  limited 
annual  reimbursement  increases  to  2% 


in  many  counties.  Now,  the  cost  of  de- 
livering care  is  rising  at  6%  to  8%. 
Given  the  disparity  between  costs  and 
payments  in  many  localities,  "these 
departures  should  come  as  no  sur- 
prise," observes  Charles  N.  Kahn  III, 
president  of  the  Health  Insurance 
Assn.  of  America. 

In  Chester  County,  Pa.,  for  in- 


GRIM  PROGNOSIS 

With  health-care  costs  zooming  again,  seniors  are  being 
dropped  from  Medicare+Choice  plans  in  droves 


stance,  Aetna  figures  each  Medicare 
enrollee  costs  the  insurer  $442  per 
month.  That's  less  than  the  govern- 
ment reimbursement  of  $476,  so  the 
company  turns  a  profit.  But  in  nearby 
York  County,  the  company  pays  $482 
per  month  per  patient — and  gets  only 
$361  from  Uncle  Sam.  "The  only  thing 
we  can  call  it  is  screwy,"  says  Aetna 
spokeswoman  Joyce  A.  Oberdorf.  So 
now  the  industry  is  lobbying  for — and 
will  probably  get — 5%  more,  Capitol 
Hill  staffers  say. 

While  that  would  allow  insurers  to 
continue  coverage,  it  hardly  repairs 
managed  care.  If  companies  get  high- 
er reimbursements,  seniors  in  private 
plans  could  cost  taxpayers  more  than 
those  in  traditional  Medicare,  especial- 
ly after  Congress  has  been  trimming 
the  old-style  program. 

So  what  went  wrong  with  the  man- 
aged-care dream?  "It's  a  case  of  exag- 


gerated expectations  both  by  the  in- 
dustry and  policymakers,"  says  unc': 
Oberlander.  In  the  early-to-mid-'90s, 
everything  looked  rosy  for  hmos. 
They  were  enrolling  healthy  seniors 
their  Medicare  plans,  negotiating  big 
discounts  with  hospitals  and 
providers,  and  benefiting  from  rising 
Medicare  reimbursements,  explains 
Stuart  H.  Altman,  profes 
sor  of  health  policy  at 
Brandeis  University.  Now 
patients  are  older  and 
costlier,  providers  are  bat 
tling  discounts,  and  gov- 
ernment payments  haven' 
kept  pace  with  expenses 
especially  with  soaring 
prescription  drug  costs. 
And  because  patients  and 
the  press  have  been 
protesting  when  compa- 
nies withhold  services, 
Altman  says,  "we  are  pre 
venting  managed  care 
from  actually  managing 
care." 

Other  experts  point  out 
that  a  natural  business  cy- 
cle is  at  work.  To  make 
their  business  profitable, 
"health  plans  aggressively 
tried  to  capture  market 
share,"  usually  by  offering 
attractive  rate,  explains 
Bruce  M.  Fried,  a  former  Medicare  of- 
ficial at  the  Health  Care  Financing 
Administration.  Now,  those  that  didn't 
attract  a  critical  mass  of  patients  in  a 
local  market  are  pruning  operations. 
This  is  true  for  managed  care  in  gen- 
eral and  not  just  for  companies  with 
Medicare  plans.  Indeed,  premiums  are 
soaring  in  the  Federal  Employees 
Health  Benefit  Program,  once  consid- 
ered a  model  of  how  private-sector 
competition  can  keep  prices  in  check. 

The  inevitable  outlook?  "Major  in- 
creases in  health-care  inflation  and 
Medicare  inflation  over  time,"  pre- 
dicts Altman.  The  Medicare  exodus 
is  just  one  sign  that  the  U.  S.  is 
heading  back  into  another  era  of 
runaway  prices.  And  this  time,  com- 
petition may  find  its  invisible  hands 
tied. 

With  Pamela  L.  Moore  in  Green- 
wich, Conn. 
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THE  2000  HONDA  CLEARANCE 


It  happens  only  once  a  year.  And  it's  gone  before  you  know  it. 
The  2000  Honda  Clearance.  Fortune  is  smiling  on  you. 


See  Your  Honda  Dealer  Today 


'0  American  Honda  Motor  Co  .  Inc 
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SHOW  BUSINESS 

DOING  WHAT 
HE  DOES  BEST 

Mike  Ovitz  is  packaging  his 
clients  all  over  Tinseltown 

He's  baaack.  After  flaming  out  in 
1996  following  a  stormy  14  months 
as  president  at  Walt  Disney  Co., 
Michael  Ovitz — the  man  who  made 
agent  a  four-letter  word  in  Hollywood — 
is  back  doing  deals,  working  the  phones, 
and  taking  lots  of  power  lunches. 

Hollywood  executives  can  shake  their 
heads  in  disbelief.  But  the  man  who  once 
ruled  Tinseltown  from  his  perch  as  head 
of  the  powerful  Creative  Artists  Agency, 
now  finds  himself  at  the  helm  of  a  hot 
new  company  that's  producing  seven 


prime-time  series  for  the  next  network  TV 
season  and  has  a  flashy  deal  with  France's 
Canal+  to  make  nearly  $900  million  worth 
of  movies  over  the  next  three  years. 

From  wood-paneled  offices  in  Bever- 
ly Hills  crammed  with  original  art  and 
his  collection  of  old  photos,  Ovitz  is  re- 
taking his  turf  by  quietly  building  a  hy- 
brid shop — part  management  firm  and 
part  studio.  His  two-year-old  Artists 
Management  Group  handles  some  of  the 
most  marketable  talent — Cameron  Diaz, 
Robin  Williams,  and  Michael  Crichton. 
"He's  back  doing  what  he  always  did, 
and  no  one  does  it  better,"  says  Jon 
Feltheimer,  chairman  of  film  company 
Lions  Gate  Entertainment  Group. 

The  Ovitz  formula  is  deceptively  sim- 
ple— and  somewhat  familiar.  Control  the 


most  sought-after  scripts,  directors,  and 
actors,  and  you  control  what  is  made. 
His  .clients  often  work  for  other  stu- 
dios, but  he  makes  sure  that  most  pro- 
duction projects  he  is  involved  in  boast 
several  amg  management  clients.  Take 
The  Street,  a  drama  amg  is  making  this 
fall  for  Fox  Entertainment  Group  Inc. 
Creator  Darren  Star,  also  the  master- 
mind behind  the  Home  Box  Office 
smash  series  Sex  and  the  City,  is  a 
client,  and  amg  intends  to  give  some  of 
its  recording  stars  exposure  by  putting 
them  on  the  show's  soundtrack,  amg  will 
do  the  same  thing  with  Sidewalks  of 
New  York,  a  just-finished  film  directed 
by  Ovitz  client  Martin  Scorsese  and 
starring  three  other  AMG  clients. 

With  Canal+,  Ovitz  plans  to  make  15 
films — some  costing  upwards  of  $80  mil- 
lion— over  the  next  3  years.  Canal+  will 
put  in  $200  million.  For  the  other  hun- 
dreds of  millions,  Ovitz  plans  to  partner 
with  major  studios — a  neat  trick  for  a 
guy  who  used  to  terrorize 
them  with  multimillion-dol- 
lar salary  demands  for  his 
clients.  But  business  is 
business.  Even  Disney  is 
working  with  him  on 
Scorsese's  film  and  a  TV 
show  called  Madigan  Men. 
Still,  controversy  likes 
Ovitz.  Rival  Hollywood 
talent  agencies  carp  that 
his  dual-function  firm 
takes  liberties  with  rules 
prohibiting  agents  from 

BACK  IN  BUSINESS 

Artists  Management 
Group,  part  talent 
manager,  part  studio, 
will  have  seven  TV 
series  this  season 

also  producing  films  and  TV  shows.  Com- 
panies such  as  amg  finesse  such  restric- 
tions by  having  their  clients  hire 
lawyers  to  seal  the  deals. 

Many  in  Hollywood  also  don't  believe 
Ovitz  can  come  up  with  the  cash  to  ful- 
fill the  deal  with  Canal+.  So  far,  he  has 
funded  much  of  his  startup  operations 
with  his  own  money,  including  an  esti- 
mated $30  million  on  the  TV  unit  alone. 
But  even  his  enemies  concede  that  Ovitz 
is  a  hard  guy  to  ignore  when  he  is  able 
to  corral  good  clients.  And  he's  on  a 
roll.  Two  days  after  announcing  his 
Canal  +  deal,  Ovitz  watched  Pete  Sam- 
pras win  his  seventh  Wimbledon  title. 
Sampras,  of  course,  is  an  Ovitz  client. 

By  Ronald  Grover  in  Beverly  Hills, 
Calif. 


STRATEGIES 

A  FEDERATED 
FOUL-UP? 

Its  acquisition  of  Fingerhut  I 
running  into  serious  proble 
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hen  Federated  Department  Strife 
Inc.  announced  its  $1.7  billion  lit 
quisition  of  catalog  retailer  !  f 
gerhut  Corp.  17  months  ago,  it  extc. ' 
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the  access  the  deal  would  give  it  to 
Internet.  Fingerhut's  vast,  order-fu 
ment  capability  and  marketing  pro 
were  just  what  Federated  neede 
ramp  up  its  Bloomingdale's  and  Macyj 
commerce  sites.  Federated  also  sa 
chance  to  provide  fulfillment  service 
other  online  ventures.  What  Feder; 
didn't  mention,  however,  was  that  mo 
Fingerhut's  business  had  nothing  fc 
with  the  Net.  The  low-end  catalog 
cialist  was  as  far  from  Federated's  b| 
ness  as  a  bargain-basement  outfit  is 
a  Fifth  Avenue  boutique. 

That  difference  can't  be  ignored  n  [e(r,  »• 
On  July  6,  Federated's  stock  plunjjj^ 
15%,  to  around  29,  after  the  retailer 
closed  that  it  was  "concerned"  about 
ing  delinquencies  in  Fingerhut's  cr4r 
business.  Federated's  management  ^ 
compounded  the  problem  by  giving  ttte(j  ,( 
indication  of  how  much  the  rise  in  1  j^  u 
debt  could  affect  earnings.  Prudential  jg|, 
curities'  analyst  L.  Wayne  Hood  e 
mates  that  the  delinquencies  could 
duce  this  year's  net  income  by  as  mi^o 
as  $27  million,  to  $836  million,  compa  ^ 
with  $794  million  last  year. 

Federated  execs  declined  to  co 
ment.  But  the  slipup  has  some  crit> 
questioning  whether  the  Fingerhut  d 
will  pay  off  anytime  soon.  Some  ar| 
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Federated's  management,  caught 
the  [nternel  euphoria,  didn't 
i  homework.  Says  Brian  James, 
ail  analyst  at  Loomis,  Saylcs  & 
a  Boston   investment   firm   that 
b  900,000  Federated  shares.  "They 
^ht  this  thing  for  strategic  reasons 
did  not  understand  from  an  opera- 
nd standpoint  what  they  were  get- 
into." 

he  reason:  Nearly  75%  of  the  outfit's 
nated  $2  billion  in  sales  comes  from 
^ingerhut  catalog,  which  targets  ^ 
income  shoppers  with  workaday  m 
is  such  as  appliances  and  furni-    . 
.  To  drive  sales,  it  offers  easy  ' 
it;  high  prices  and  stiff  interest 
s  offset  the  higher  default  risks. 
can  be  very  treacherous,"  says 
k    Alpert,    a    credit    analyst    at 
tsche  Banc  Alex.  Brown. 
DIT  TROUBLE.  That  it  can.  A  person 
?  to  the  situation  says  Fingerhut's 
>lems  stem  from  a  decision  to  change 
i  offering  installment  credit  to  a  riski- 
evolving  credit  program  involving  a 
)rietary  credit  card.  Fingerhut  also 
•essively  boosted  its  credit-card  cus- 
er  rolls  early  last  year  to  increase 
>.  The  efforts,  launched  before  Feder- 
bought  Fingerhut  in  March,  brought 
nore  bad  debtors  than  expected.  An- 
t  Hood  estimates  delinquencies  have 
*  l  from  18%  of  Fingerhut's  $2  billion  in 
it  receivables  in  1999  to  as  much  as 
if   7c  this  year.  Management  changes  af- 
ter the  Federated  deal 
may    have    worsened 
things.  Fingerhut's  ceo 
left,  as  did  a  key  credit 
officer. 

Federated  may 
also  be  running  into 
trouble  developing 
the  fulfillment  busi- 
ness for  e-tailers. 
This  year,  Merrill 
■  Lynch  &  Co.  esti- 
[  mates  that  busi- 
ness will  generate 
just  $80  million  of  Fed- 
«U|,ed's  $18.8  billion  in  total  sales,  up 
ptaf  n  $17.7  billion  a  year  ago.  Finger- 
iilen  s  online  retailing  will  add  $100  mil- 
«it< .  Although  Federated's  largest  cus- 
!  cit  er,  Wal-Mart  Stores  Inc.,  has  signed 
cut  iree-year  fulfillment  contract,  it  is 
ving:  ected  to  develop  its  own  fulfillment 
in  fe  aces  by  the  contract's  end.  Another 
niall  a  largest  clients,  eToys  Inc.,  recent- 
»i  ti  ift.  A  Federated  spokeswoman  said 
iiiM  parting  was  mutual  and  that  Fin- 
lill  lut  will  improve  profitability  by  fo- 
od ng  on  online  retailers  whose  busi- 
j  s  is  less  seasonal.  Federated  may 
$4  find  a  way  to  make  the  deal  work. 
>crf  now,  however,  it  got  more  than  it 
uit  u;  rained  for. 

By  Robert  Berner  in  Chicago 
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BARBIE,  YOU 
LOOK  BODACIOUS 

With  sales  of  the  doll  climbing, 
Mattel  may  be  recovering 

Like  many  mothers,  Teresa  Prentiss, 
of  Champaign,  111.,  spent  the  last 
two  years  chasing  down  Beanie 
Baby  and  Furby  toys  for  her  daughter 
Rhiannon.  However,  when  the  little  girl 
celebrated  her  fourth  birthday  in  April, 
those  other  toys  had  been  pushed  aside. 
Rhiannon  now  has  six  Barbie  dolls  and 
a  string  of  Barbie  accessories.  "I  can't 
tell  you  how  much  we  spent  on  Barbie 
this  year,"  sighs  Teresa,  as  her  daughter 
shampoos  a  Barbie  in  a  tub  nearby. 

For  Mattel  Inc.,  such  fanaticism  is  a 
welcome  relief.  For  a  while,  it  seemed 
as  though  America's  top  doll  was  having 
a  midlife  crisis.  Worldwide  sales  of  Bar- 
bie peaked  at  $1.9  billion  in  1997  and  de- 
clined for  the  next  two  years.  Now  all 
the  signs  point  to  a  comeback.  Sales  in 
the  U.  S.  jumped  14%  in  this  year's  first 
quarter  and  globally  should  rebound 
about  3%  this  year,  to  $1.6  billion. 

This  is  great  news  for  Barbie's  new 
boss,  Chairman  and  ceo 
Robert  A.  Eckert.  The 
45-year-old  came  on 
board  in  May,  replacing 
Jill  E.  Barad,  who  was 
forced  out  after  her  con- 
troversial $3.5  billion  ac- 
quisition of  computer 
game  maker  Learning 
Co.  imploded.  Eckert,  a 
former  chief  executive  of 
Philip  Morris  Cos.  Kraft 
Foods  Inc.  unit,  plans  to 
build  on  core  brands  like 


BARBIE  BOUNCES  BACK 


ANNUAL  SALES 
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CEO  ECKERT: 

//<  dot   '•  '    i ' 
Mattel')  futun 
in  jazzy  i"  a 
high-tech  to 

Barbie,   Hot   Wheels,  and 

Fisher-Price  toys.  Ih'll  do  that 

through  a  mix  of  advertising  and 

new  products.  And  while  Barbie's 
surge  began  with  Barad,  the  doll  fig- 
ures heavily  in  Mattel's  future. 

Even  in  her  darkest  days,  Bar- 
bie made  up  roughly 
one-third  of  the 
toymaker's  rev- 
enues and  a 
greater  share 
of  profits.  This 
year,  Merrill 
Lynch  &  Co. 
toy  analyst  Hay- 
ley  Kissel  expects 
Mattel's  net  earnings  to  be  flat,  at  about 
$310  million,  on  revenues  of  $4.8  billion. 
Those  disappointing  numbers  are  due  to 
weak  foreign  sales  and  problems  in  some 
toy  car  operations.  Largely  due  to  Bar- 
bie's resurgence,  Kissel  sees  earnings  up- 
wards of  $413  million  by  2001. 
SUGAR  &  SPICE.  The  credit  for  her 
makeover  goes  to  Adrienne  Fontanella, 
41,  who  Barad  made  president  of  Mat- 
tel's Girls  division  in  March  of  last  year. 
Fontanella  did  a  bit  of  everything  to 
boost  Barbie's  appeal.  A  wider  face 
made  her  look  less  waif-thin.  A  new- 
campaign  targeted  different  versions  of 
Barbie  to  specific  age  groups,  particu- 
larly older  girls  whose  interest  in  the 
doll  had  waned.  By  adding  new  colors  to 
Barbie's  signature  pink  palette,  even 
the  packaging  improved. 

And  the  rest  of  Mattel?  Eckert  is  in 
the  process  of  trying  to  cut  company 
losses  by  selling  the  Learning  Co.  Ana- 
lysts are  estimating  the  whole  enter- 
prise will  bring  just  $500  million,  a  stag- 
gering $3  billion  less  than  what  Mattel 
paid.  Alienated  retailers  should  also  be 
happy  that  Eckert  no  longer  plans  to 
sell  Mattel  toys  through  the  company's 
Web  site,  a  Barad  initiative.  "I  don't 
see  us  competing  directly  with  Wal-Mart 
and  Toys  'R'  Us,"  he  says.  And  to  cap- 
ture some  of  the 
growth  in  electronic 
toys,  Eckert  plans  to  li- 
cense Mattel's  brand 
names  to  game  makers. 
Eckert's  strategy 
may  not  be  as  gutsy  as 
Barad's.  But  as  Barbie's 
rebounding  sales  sug- 
gest, there's  a  lot  of  life 
left  in  the  old  girl. 

By  Christopher 
Palmeri  in  Los 
Angeles 
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In  Business  This  Week 
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NORTHWESTS 
DAUNTING  PRICETAG 

WITH  ONLY  A  FEW  WEEKS  TO 

go  before  antitrust  cops  could 
clear  the  takeover  of  US  Air- 
ways by  UAL,  the  world's 
largest  airline,  rival  AMR  is 
feeling  the  heat  to  ink  a  deal 
with  No.  4  carrier  Northwest 
Airlines.  But  at  the  price 
Northwest  is  asking,  don't 
expect  news  right  away.  AMR, 
the  parent  of  American  Air- 
lines, first  approached  North- 
west about  a  merger  in  late 
May,  shortly  after  UAL  un- 
veiled its  acquisition  plan. 
The  Justice  Dept.  could  clear 
ual's  deal  in  mid-August,  un- 
less American  comes  up  with 
its  own  pact,  which  could  de- 
lay the  feds  while  they  weigh 
both  transactions.  Yet  Amer- 
ican and  Northwest  are  miles 


CLOSING    BELL 


HOO-HA  AT  YAHOO 

Even  on  the  Net,  size  matters. 
With  surprisingly  strong  earn- 
ings on  July  11,  No.  1  Web 
portal  Yahoo!  doused  recent 
fears  that  the  dot-com  crash 
would  bite  into  its  ad  rev- 
enues. Second-quarter  sales 
rose  110%,  to  $270  million, 
thanks  to  ad  deals  with  large 
companies  and  expansion 
abroad.  Yahoo  President  Jetf 
Mallett  says  Yahoo  may  now 
snap  up  companies  on  the 
cheap — especially  since  its 
stock  jumped  18%  on  July  12, 
to  12415/i6.  But  some  ana- 
lysts say  its  $67.9  billion  val- 
uation remains  rich. 


-i r- 
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apart:  American  has  report- 
edly offered  $3.7  billion,  or 
$44  a  share.  And  Northwest? 
It  wants  $100  each. 


WHAT  IS  DAIMLER 
THINKING? 

NO   WONDER    DAIMLERCHRYS- 

ler  shareholders  are  puzzled. 
On  July  9,  the  company  ad- 
mitted it  may  move  its  in- 
vestor and  public  relations 
staffs  to  the  top  of  New 
York's  famed  Chrysler  build- 
ing. The  hope  is  that  being 
closer  to  Wall  Street  will 
help  the  auto  maker  win  fa- 
vor with  shareholders,  whose 
stock  has  lost  about  half  its 
value  since  early  1999.  But 
news  reports  said  Daimler- 
Chrysler  would  pay  twice  the 
going  rate  in  Manhattan — 
and  spend  another  $5  million 
remodeling  the  famed  Cloud 
Club  restaurant.  The 
prospect  of  swanky  new  digs 
comes  amid  major  cost-cut- 
ting at  the  home  offices  in 
Stuttgart  and  Auburn  Hills, 
Mich.  Union  leaders  in  Ger- 
many fear  1,000  job  cuts.  A 
company  spokesman  says 
nothing  has  been  decided, 
but  adds,  "It's  not  about  em- 
ployees, it's  more  about  cre- 
ative cost  reductions." 


A  BIG  BOMBSHELL 
FROM  RITE  AID 

RITE  AID  HAS  ANSWERED  TWO 

of  investors'  biggest  ques- 
tions. On  July  12,  the  drug- 
store chain  said  it  was  selling 
its  drug  benefit  management 
unit,  pes  Health  Systems,  to 
health  management  company 
Advance  Paradigm  for  $1  bil- 
lion. A  day  earlier,  Rite  Aid 
reported  restated  earnings 
for  the  past  few  years  that 
revealed  1998  and  1999  re- 
sults were  inflated  by  a  total 
of  $1  billion.  That  accounting 
led  former  ceo  Martin  Grass 
to  resign  last  year.  "The  mag- 
nitude of  the  restatement  is 
numbing,"  says  Midwest  Re- 
search analyst  Eric  Bosshard. 


HEADLINER:  PATRICK  J.   MARTIN 


INTO  THE  FIRE  AT  ST0RAGETEK 


Give  Patrick  Martin  cred 
it:  He's  got  guts.  Martin, 
w^ho  on  Tuesday  was 
named  chairman  and 
ceo  of  Storage 
Technology,  is 
joining  a  compa 
ny  that  is  on 
the  ropes. 

StorageTek, 
which  makes 
disks  and  tapes 
for  warehousing 
corporate  computer 
data,  has  posted  losses  for 
two  straight  quarters  and 
has  cut  15%  of  its  work- 
force so  far  this  year.  It's 
losing  out  to  competitors 
such  as  IBM,  which  just  a 
year  ago  was  a  key  re- 
seller that  accounted  for 
nearly  20%  of  revenues. 
StorageTek's  main  busi- 
ness, storage  tapes  for 


mainframes,  is  slowing. 
And  its  next  big  growth 
area,  storage  disks,  is  don 
inated  by  EMC,  says  A.  ( 
Edwards  analyst 
Shebly  Seyrafi. 
So  why  does 
Martin  want 
the  job?  "The 
ability  to  run 
r   your  own  com- 
pany is  just  so 
appealing,"  says 
the  23-year  veteran 
of  Xerox,  where  he  was 
last  a  senior  vice-presidem 
"It  certainly  does  have 
some  challenges,"  Martin 
admits.  He  replaces  David 
Weiss,  who  offered  to  quit 
in  February  when  the 
Louisville  (Colo.)  company 
problems  worsened. 

By  Jim  Kerstetter  i 
San  Mateo,  Calx 


I 
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THE  FTC  NIXES  A 
PABLUM  PURCHASE 

BABY  FOOD  IS  NOT  USUALLY  A 

big  antitrust  battleground.  It 
could  be  one,  though,  in  H.J. 
Heinz's  bid  to  acquire  Beech- 
Nut  Nutrition.  The  Federal 
Trade  Commission,  reluctant 
to  see  an  industry  with  three 
players  slip  to  two,  voted  July 
7  to  block  the  purchase.  But 
some  wonder  if  the  FTC  has 
taken  its  aversion  to  "duopo- 
lies" too  far.  The  two  barely 
qualify  as  also-rans  to  Gerber 
Products,  a  division  of  Novar- 
tis,  which  controls  70%  of  the 
market.  By  some  accounts  the 
combo's  clout  would  lead  to 
more,  not  less,  competition. 

JAPAN  TO  S0G0: 
SAYONARA 

IS  JAPAN  ON  THE  EDGE  OF  ITS 

own  debt  meltdown?  On  July 
12,  ailing  department  store 
chain  Sogo  filed  for  bankrupt- 


cy  protections   after   Pri 
Minister  Yoshiro  Mori  deci 
to  withdraw  his  bailout  o: 
While  even  members  of  Mo: 
own  party  thought  the  sche: 
to  use  taxpayer  money  to  h 
failing  businesses  unwise 
sudden  reversal  could  pa: 
other  distressed  compani 
They're  lined  up  to  beg 
debt  forgiveness  from  th 
banks,  which  will  also  turn 
Tokyo  for  a  handout.  And 
alysts  now  predict  the  Jaj 
nese  relief  plan  could  ma 
the  $200  billion-plus  bailout 
the  U.  S.  savings  and  loan  : 
dustry  look  like  small  chanj 


ET  CETERA . . . 


■  Satellite  venture  ico  gt 
$450  million  from  Bill  Gat 
and  Clayton,  Dubilier  &  Ri< 

■  Generic  drugmaker  Myl; 
Laboratories  settled  price-fi 
ing  lawsuits  for  $135  millio 

■  Global  Crossing  will  sell 
local  phone  business  to  Citize 
Communications  for  $3.6  billic 
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1,345,622  e-businesses. 
And  not  one  that  runs  by  itself 
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Ever  seen  a  computer  deliver  anything?  Close 
a  deal?  Go  with  its  gut?  It's  people  -  your 
customers,  employees,  and  suppliers  -  that 
run  your  company.  And  we've  designed 
PeopleSoft's  new  generation  of  e-business 
applications  to  help  your  people  turn 
e-business  into  e-profits. 
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People  power  the  internet. 
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WILL  CHICAGO'S  PITS 
OUTMUSCLE  WALL  STREET? 


Can  $645,000  in  political  contributions  trump  the  interests 
of  Washington's  financial  regulators  and  an  $88  trillion — 
yes,  that's  trillion — industiy?  They  can  when  the  interests 
of  Chicago's  futures  pits  are  at  stake  on  Capitol  Hill. 

Regulators,  congressional  committees,  and  Chicago's  financial 
powerhouses  are  caught  up  in  a  bruising  battle  over  "single- 
stock  futures" — contracts  to  buy  or  sell  shares  of  a  stock  at 
some  future  date.  Futures  exchanges,  led  by  the  Chicago 
Board  of  Trade  and  the  Chicago  Mercantile  Exchange,  are 
demanding  the  right  to  trade  such  contracts.  Fighting  back  are 
big  stock  and  options  exchanges,  plus  the  Securities  &  Ex- 
change Commission.  They  say  futures 
markets  don't  offer  safeguards 
against  insider  trading  and  manipu- 
lation— a  hazard  for  individual  in- 
vestors attracted  to  stock  futures. 
Thanks  to  lower  margin  require- 
ments, an  investor  could  buy  a  fu- 
tures contract  for  100  shares  of,  say, 
Microsoft  for  as  little  as  $391— vs. 
$3,913  for  100  shares  on  the  Nasdaq. 

The  slugfest  threatens  to  scuttle  a 
cause  near  and  deal-  to  Treasury  Sec- 
retary Lawrence  H.  Summers  and 
Fed  Chairman  Alan  Greenspan:  pro- 
viding new  legal  backing  for  swaps   " 

and  other  custom-designed  financial  derivatives,  which  don't  fit 
neatly  into  U.S.  securities  or  futures  law.  These  instruments — 
with  a  face  value  of  $88  trillion — are  used  by  everyone  from 
banks  to  oil  drillers  as  hedges  against  interest-rate  or  curren- 
cy swings.  Wall  Street  makes  billions  setting  up  the  deals.  Reg- 
ulators have  made  legislation  to  bolster  derivatives — and  keep 
the  business  of  packaging  and  trading  them  from  fleeing  to  less 
regulated  markets  in  Europe — their  top  priority. 

But  not  even  Greenspan  has  proved  a  match  for  the 
Chicago  pits.  Fearful  that  swaps  will  erode  their  trading,  the 
exchanges  are  demanding  futures  on  individual  stocks  as 


PIT  TRADER:  "Single-stock  futures"  ahead? 


payback  for  support  of  swaps  legislation.  When  the  wo 
biggest  futures  exchange,  the  Swiss-German  Eurex,  link: 
with  the  cbot  later  this  year,  "every  investor  in  the  w 
will  be  able  to  trade  futures  on  U.  S.  stocks — except  A 
icans,"  grouses  a  cbot  official.  The  Chicagoans  are  deplo; 
their  usual  hefty  war  chests:  Political  action  commit 
and  execs  at  the  Merc  have  given  $359,500  to  congressi 
and  Presidential  candidates  in  this  election  cycle,  and 
cbot  has  given  $286,250.  That  far  outstrips  the  $145, 
given  by  the  Chicago  Board  Options  Exchange  and 
New7  York  Stock  Exchange's  $111,186.  Both  oppose  sinj 
stock  futures. 

TURF  WARS.  So  does  SEC  Chairri 
Arthur  Levitt.  At  a  July  12  Ho 
Commerce  Committee  heari 
Levitt  said  he  is  concerned  that 
bill  creating  single-stock  futu 
doesn't  give  his  sec  cops  eno 
policing  power.  Instead,  the  Cc 
modify  Futures  Trading  Comn 
sion  would  largely  oversee  the  n 
instruments.  But  Levitt  is  buck 
the  gop — particularly  Senate  Ba. 
ing  Chairman  Phil  Gramm  (R-Te 
who  wants  both  single-stock  futu 
and  deregulation  of  swaps.  "C 
members  see  this  as  just  a  turf  fight  between  the  sec 
cftc,"  says  a  key  House  gop  aide. 

In  the  end,  the  Hill's  calendar  may  be  the  securities 
dustry's  best  friend.  With  only  about  30  working  days  k- 
stock-friendly  lawmakers  can  probably  block  action  on 
tures  this  year.  But  that  would  be  a  mixed  triumph  for  W 
Street:  Its  swaps  business  will  still  be  at  risk  from  oversc 
rivals,  and  a  pro-futures  bill  might  emerge  from  the  House 
set  the  stage  for  legislation  next  year.  Little  wonder  that 
tures  exchanges  are  bullish  on  single-stock  futures. 

By  Mike  McNarr, 


CAPITAL  WRAPUP 


SILICON  WRAPPING 

►  If  at  first  you  don't  succeed,  try  mak- 
ing your  legislation  a  tech  issue.  On 
July  13,  House  Commerce  Committee 
Chairman  Tom  Bliley  (R-Va.)  was  set 
to  move  a  measure  to  deregulate  the 
electric  utility  industry.  The  perennial 
effort  has  yet  to  succeed.  Now,  Bliley 
says  power  outages  hurt  Silicon  Valley 
to  the  tune  of  $1  million  to  $10  million  a 
minute  when  data  centers  go  down.  He 
hopes  his  bill  will  improve  reliability 
by  putting  the  feds  in  charge  of  the 
electric  grid  instead  of  states. 


HIGH-TECH  EXPORTS 

►  Convinced  that  curbs  on  trade  with 
China,  Iran,  and  other  countries  are  in- 
effective and  punish  U.  S.  exporters,  a 
bipartisan  group  of  lawmakers  and 
business  execs  has  agreed  to  work  on  a 
Pentagon-financed  study  aimed  at 
overhauling  export  controls.  The  .goal: 
crafting  rules  that  American  allies  also 
would  accept.  With  conservative 
Christopher  Cox  (R-Calif.)  and  liberal 
Howard  L.  Berman  (D-Calif.)  co-chair- 
ing on  the  House  side,  the  study  could 
have  broad  appeal  on  Capitol  Hill. 


GOLDMAN  DEMOCRATS 

►  The  spirit  of  Robert  Rubin  lives  on 
at  Goldman  Sachs.  The  investment 
bank,  which  Rubin  co-chaired  until 
joining  the  Clinton  Administration  in 
1993,  and  its  partners  gave  $1.85  mil- 
lion to  candidates  and  parties  through 
June  1.  That  includes  individual  dona- 
tions, pac  money,  and  big  contribution! 
to  political  parties.  The  figure  dwarfs 
the  $987,000  from  the  No. 2  financial 
giver,  Morgan  Stanley  Dean  Witter. 
While  75%  of  Goldman's  money  goes  t( 
Democrats,  only  36%  of  Morgan's  does 
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PeopleSoft  Customer  Relationship  Management  is  about  knowing  what  your  customers 
want  -  even  before  they  do.  By  tracking  your  customers'  behavior  and  history,  PeopleSoft's  new 
generation  of  e-business  applications  gets  information  into  the  hands  of  the  people  in  your 
company  who  need  it,  when  they  need  it.  Now,  armed  with  Vantive's  best  of  breed  CRM  technology, 
everyone  can  proactively  forge  and  develop  profitable  customer  relationships  like  never  before. 
Which  is  exactly  the  competitive  advantage  your  people  need  to  successfully  lead  your  business. 
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International  Business 


For  more  than  a  year,  federal  pros- 
ecutor Nikolai  Volkov  has  been 
trying  to  prove  whether  large 
sums  of  money  were  stolen  from 
Aeroflot,  Russia's  national  airline.  A 
prime  suspect:  Boris  Berezovsky,  the 
country's  most  notorious  oligarch,  who 
at  one  time  counted  Aeroflot  among  his 
far-flung  business  interests. 

The  fruits  of  Volkov's  labor  are  dis- 
played on  a  large  diagram  taped  to  the 
wall  behind  his  desk.  It's  a  jumble  of  ar- 
rows and  boxes  that  looks  like  a  map  of 
the  human  genome.  In  fact,  it's  a  sketch 
of  how  Aeroflot  funds  were  allegedly 
routed  through  a  network  of  companies 
in  countries  including  Belgium,  Cyprus, 
Germany,  Lithuania,  Panama,  Syria,  and 
Switzerland.  Swiss  prosecutors  are  also 
investigating  Aeroflot  and  sharing  in- 
formation with  Volkov.  They  will  soon 
send  him  new  documents  that  he  be- 
lieves will  make  or  break  a  case  against 
Berezovsky  on  embezzlement. 

Relaxing  in  his  posh  business  club  in 
downtown  Moscow,  Berezovsky  doesn't 
seem  worried.  The  club's  decor  is  taste- 
ful and  elegant — matching  silk  uphol- 
stery on  the  walls  and  chairs  and  a  Chi- 
nese porcelain  vase  on  the  sideboard. 
It's  all  a  far  cry  from  the  grimy  prose- 
cutor's office  Volkov  toils  away  in.  Now 
and  then,  Berezovsky  taps  a  bell  to 
summon  a  waiter  to  refill  his  glass  of  St. 
Emilion.  In  a  June  30  interview,  Bere- 
zovsky told  business  week  that  he  has 
nothing  to  fear  from  a  renewed  investi- 
gation of  Aeroflot.  "Most  people  in  Rus- 
sia don't  like  me,"  he  conceded.  "[But]  I 
don't  care  what  they  think." 

He  better  care  what  one  person 
thinks:  President  Vladimir  V  Putin. 
When  Volkov's  office  put  out  an  arrest 
warrant  for  Berezovsky  in  1999,  it  was 
quashed  by  the  businessman's  allies  in 
Boris  Yeltsin's  Kremlin.  But  now  Yeltsin 

BEREZOVSKYS  DIZZYING 
UPS  AND  DOWNS 

1975  Receives  PhD  in  applied 
mathematics  from  Russian  Academy 
of  Sciences  in  Moscow  and  goes  to 
work  in  its  Institute  of  Management. 

1989  Creates  car  dealership  chain 
Logovaz  and  earns  billions  of  rubles. 
Critics  accuse  him  of  delaying  pay- 
ments to  carmaker  Autovaz. 

1994  JUNE  Suffers  burns  when  car 
bomb  explodes  next  to  his  Mer- 
cedes, decapitating  his  driver.  Crime 
unsolved. 


is  gone,  and  his  successor,  Putin,  wants 
law  and  order.  Already,  it's  turning  into 
open  season  on  oligarchs  in  Putin's  Rus- 
sia: Media  baron  Vladimir  A.  Gusinsky 
was  jailed,  released,  then  charged  with 
embezzlement;  prosecutors  slapped  met- 
als magnate  Vladimir  0.  Potanin  with  a 
lawsuit  challenging  the  privatization  of 

1995  MARCH  Gains  effective  con- 
trol of  state  television  station  ORT 
privatization. 

DECEMBER  Grabs  control  of  oil 
company  Sibneft  at  knockdown 
price  in  controversial  loans-for- 
shares  auction. 


his  Norilsk  Nickel  company;  and  on  J 
11,  Vagit  Alexperov,  president  of  huk  ^ 
Russia's    largest    oil    company 
charged  with  tax  fraud.  Berezovs  | 
whose  connections  once  made  him 
pear  to  be  Mr.  Untouchable,  now 
exposed  and  vulnerable. 

Berezovsky's  fall,  if  it  happens,  woj^ 


k  mosl 
tie  i! 


see»i 


s  aso 

in  Put 
igPrc 


I  so,] 


1996  JULY  Leads  group  of  oli^lL 
who  provide  major  funding  for  *e 
Yeltsin's  reelection  and  declare *o 
he  and  six  other  businessmen  ;EBR| 
gained  control  of  50%  of  the  elftet 
my.  Takes  official  position  in  Yijj 
government  as  vice-secretary  o 
Kremlin  security  council. 


or. 
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1997  FEBRUARY  Sues  Forbes* 
libel  in  article  that  depicts  him H 
gangster.  Suit  is  likely  to  be  he 
in  2001.  Later,  Forbes  names  I 
Russia's  richest  person,  with  ar 
timated  fortune  of  $3  billion 


m 


NOVEMBER  Dismissed  by  Yelt 
from  security  council  position. 


Hid 


Luk 


-iT 


he  most  astonishing  of  all.  After  all, 
s  the  most  politically  entrenched  of 
the  oligarchs.  'He  helped  to  plot 
in's  ascent  in  the  Kremlin,  eulminat- 
in  Putin's  yearend  appointment  as 
ng  President  by  the  ailing  Yeltsin.  In 
lg  so,  Berezovsky  may  have  thought 
„  was  protecting  his  own  political  sta- 


i  \PRIL  Appointed  by  Yeltsin  to 

:utive  secretary  of  the  Com- 
3Jalth  of  Independent  States. 


1H 


"EBRUARY  Raids  by  prosecu 
the  offices  of 
:,  following  up 
Drts  that  Bere- 
had  been  bug- 
iltsin's  family. 


Ousted  from 
"nmonwealth  po- 

Prime  Minis- 
geny  Primakov 
sistent  med- 
i  Kremlin 


lay 


DOUBLE-CROSS? 

Berezovsky  helped 
plot  Putin's 
ascent-but  now  may 
fall  victim  to  Putin's 
mandate  for  order 


tus  and  business  inter- 
ests, whatever  happened 
to  the  other  oligarchs. 
And  he  still  wields  enor- 
mous clout.  "He's  going 
to  be  the  hardest  to  dis- 
lodge," says  economist 
Roland  Nash  of  Renais- 
sance Capital,  a  Moscow 
investment  bank. 

But  it  looks  as  if  Bere- 
zovsky— along  with  lots 
of  other  people — underes- 
timated Putin.  The  new 
President  has  an  acute 
political  ear.  Through  his  frequent  boast- 
ing of  his  exploits,  Berezovsky  has  made 
himself  into  a  kind  of  cartoon  villain, 
the  nation's  ripest  symbol  of  the  dis- 
tress it  has  suffered  while  trying  to 
turn  itself  into  a  normal  society 
after  the  trauma  of  Soviet  rule. 
Now,   Putin   is   exploiting  that 

APRIL  Warrant  issued  by  the 
Moscow  general  prosecutor's  of- 
fice for  Berezovsky's  arrest  on 
charges  of  siphoning  funds  from 
national  airline  Aeroflot.  Bere- 
zovsky says  Primakov 
has  mounted  a  politi- 
cal vendetta  against 
him.  Yelstin  sacks 
Primakov.  Arrest 
warrant  canceled. 


bo]    to    con  olidate    hie     po 
Whether  Ben  up  jailed  or 

not,  the  Age  of  Oligarchs-  which  B< 
zovsky  epitomizes    is  passing. 

Putin  has  already  taken  steps  to  re- 
duce Berezovsky's  influence  in  the 
Kremlin.  He  has  fired  or  demoted  high- 
level  Yeltsin-era  aides  with  whom  Bere- 
zovsky had  tight  ties — and  those  who 
remain  are  of  questionable  loyalt 
the  tycoon.  The  Kremlin's  Security 
Council,  the  chief  instrument  of  Putin's 
rule,  is  dominated  by  fellow  ex-KGB 
agents — a  group  that  has  long  been  itch- 
ing to  nail  Berezovsky  for  behaving  like 
a  rogue  operator.  Putin  did  not  even 
consult  Berezovsky  on  his  far-reaching 
initiative  to  establish  control  over  Rus- 
sia's regions.  "Berezovsky's  role  is  di- 
minished and  will  continue  to  diminish," 
says  former  Yeltsin  Finance  Minister 
Boris  Fyodorov. 

HANDY  IMMUNITY.  Putin  aimed  a  direct 
hit  at  the  oligarchs  in  his  July  8  state  of 
the  nation  address.  Russia  can  no  longer 
tolerate  "shadowy  groups"  that  divert 
money  abroad,  hire  their  own  "dubious" 
security  services,  and  block  the  devel- 
opment of  a  market  economy,  Putin  said. 
Although  Berezovsky  was  not  named, 
the  reference  was  unmistakable.  Prose- 
cutors say  they  discovered  evidence  that 
a  team  linked  to  Berezovsky  was  bug- 
ging the  Kremlin.  "He's  the  emblem  for 
a  group  of  businesses  that  are  operating 
in  the  shadows,"  says  Putin  adviser 
Gleb  PavloVsky. 

Berezovsky  may  be  down,  but  he's 
not  out — yet.  He  retains  tight  ties  to 
officials  in  government  ministries  and 
regional  administrations.  He  ran  for  a 
seat  in  Russia's  parliament,  the  State 
Duma,   in   December  and   won.   That 


DECEMBER  Elected 
to  State  Duma 
representing 
Karachayevo- 
Cherkessia. 


2000  JANUARY  With  Sibneft  share- 
holders, captures  a  slice  of  Russia's 
huge  aluminum  industry. 

MARCH  Champions  ORT 
television  campaign  to  elect  Putin 
President. 

JUNE  Stung  by  lack  of  access  to 
Putin,  begins  strident  public  cam- 
paign attacking  the  new  President 
as  authoritarian. 
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gives  him  immunity  from  prosecution 
unless  the  Duma  votes  to  strip  him  of 
it.  He's  using  television  network  ort, 
his  most  potent  remaining  power  base, 
to  exploit  popular  fears  that  Putin  aims 
to  become  a  dictator.  "All  the  decrees, 
all  the  laws  proposed  by  Putin  are  di- 
rected at  again  enslaving  people,"  he 
declared  in  a  June  27  interview  with 
an  ort  news  anchor.  "People  were  given 
a  whiff  of  freedom,  and  now  they  are  to 
be  forced  to  their  knees  again."  After 
Putin's  July  8  speech,  Berezovsky  an- 
nounced plans  for  an  opposition  party 
made  up  of  governors  and  others  threat- 
ened by  Putin's 
drive  for  power.      LOUD  VOICE 

Putin  himself  Through  TV 

is  engaged  in  a    network  0RT 
complex      dance    _,  ,  .  . 

with  Berezovsky.   Berezovsky  could 

Putin's  office  has    protect  his 

not     taken     any    political  flanks 
direct       action 
against  the 

mogul.  But  Putin's  rhetoric  gives  pros- 
ecutors the  belief  that  they  can  move 
ahead  with  embezzlement  or  fraud  cas- 
es without  political  interference. 

Such  cases  are  hard  to  win.  Indeed, 
it's  next  to  impossible  to  determine  ex- 
actly what  Berezovsky  owns  or  what 
it's  worth.  In  1997,  when  Russia's  econ- 
omy was  enjoying  a  boom,  Forbes  esti- 
mated his  fortune  at  $3  billion,  including 
stakes  in  Aeroflot;  TV  network  ort;  oil 
company  Sibneft;  and  auto  dealership 
Logovaz.  But  Berezovsky  has  always 
been  cagey  about  confirming  any  hold- 
ings in  Aeroflot  and  Sibneft.  Sharehold- 
er lists  don't  clarify  matters,  as  most 
of  the  names  listed  are  shell  compames 
whose  ownership  is  hard  to  trace. 

That  may  have  been  a  good  tax- 
avoidance  strategy  in  the  past.  But  now 
it's  making  Berezovsky's  business  em- 
pire vulnerable.  For  example,  at  its  an- 
nual meeting  in  June,  Aeroflot  refused 
to  elect  any  of  his  candidates  to  the 
board  of  directors.  At  ort,  Berezovsky's 
allies  are  still  in  key  positions — one  is 
program  director,  and  another  is  finan- 
cial director.  He  recently  appointed  his 
daughter  to  the  network's  board.  But 
the  government  owns  a  51%  stake.  If 
Putin  wants  to,  the  government's  rep- 
resentatives on  the  board  could  fire 
Berezovsky's  people  and  wrest  control  of 
programming — a  key  component  of 
Berezovsky's  political  power. 

Volkov  is  determined  to  press  ahead 
with  the  Aeroflot  embezzlement  case. 
Former  federal  prosecutor  Yuri  I.  Sku- 
ratov,  who  initially  supervised  Volkov's 
work  on  the  case,  thinks  the  case 
against  Berezovsky  is  strong.  He  al- 


leges that  Berezovsky  and  Aeroflot  man- 
agers diverted  at  least  $600  million  to 
Andava,  a  Swiss  company.  "From  the 
beginning,  I  had  enough  material  to  ac- 
cuse Berezovsky,"  Skuratov  told 
business  week  recently.  But  Bere- 
zovsky's allies  in  the  Kremlin  quashed 
the  investigation,  says  Skuratov. 
CLOSE  CALL.  Berezovsky,  54,  was  not 
alone  in  glimpsing  the  possibilities  af- 
forded by  the  crackup  of  the  Soviet 
Union,  but  nobody  moved  faster  to  ex- 
ploit them.  A  former  mathematician  and 
management  consultant,  he  began  as- 
sembling his  financial  empire  in  1989, 


at  the  age  of  43,  with  the  creation  of  the 
Logovaz  car  dealership  chain.  The  car- 
sales  industry  was  rife  with  organized 
crime,  feeding  suspicions  from  law  en- 
forcement officials  that  Berezovsky  him- 
self was  a  gangster,  but  he  has  never 
been  charged  on  anything  relating  to 
his  Logovaz  activities.  Yet  he  was  clear- 
ly on  somebody's  hit  list:  In  1994,  a  car 
bomb  exploded  next  to  his  Mercedes, 
decapitating  his  driver.  Berezovsky  es- 
caped with  burns  and  continued  his 
business  climb,  coming  to  exercise  con- 
trol or  influence  over  a  huge  portfolio  of 
assets.  Shortly  before  Putin's  election, 
he  managed  to  grab  a  chunk  of  Rus- 
sia's huge  aluminum  industry. 

Berezovsky  may  be  a  rich  man,  but 
companies  linked  to  him  are  performing 


poorly.  Autovaz,  the  auto  maker 
wiiich  Logovaz  joined  hands,  is  to 
loaded  with  debt  and  facing  a  fr 
criminal  case  launched  by  the  tax  po 
Sibneft,  which  he  obtained  in  1995 
deep  discount,  produces  about  40'?? 
much  oil  as  Surgutneftegaz,  anothe 
the  oil  companies  established  in  the  r 
1990s.  But  Surgutneftegaz's  capital 
tion  is  nine  times  higher. 

Why?  Investors  are  shunning  B< 
zovsky's  companies.  Many  consider 
less  of  a  stakeholder  than  a  cash-1 
manager  who  diverts  funds  from 
operation  to  another.  At  a  recent  c 
ference  in  Moscow, 
Hague,  manager  of 
emerging-market  Firel 
Fund,  jolted  Berezov 
with  this  question:  "Co 
you  explain  how  it  is  t 
every  time  you've  been 
volved  with  a  company, 
capitalization  has  run  dc 
to  zero?"  At  first  spee 
less,  Berezovsky  repl 
that  political  uncertai: 
drove  down  the  value 
just  about  all  Russian  cc 
panies.  He  told  busini 
WEEK  that  each  of 
companies  to  which  he  '. 
been  connected  has 
proved  its  performance 
Berezovsky,  the  qu 
tessential  backroom  ope 
tor,  knows  he  has 
change:  The  implosion 
the  Soviet  Union  afforc 
him  a  once-in-a-lifetime 
portunity,  but  a  new  R 
sia  is  now  emerging 
day,  I  am  at  a  crossroa 
he  told  business  we 
"Even  if  I  have  more  p 
sonal  possibilities,  I  pro 
bly  won't  be  able  to  rea; 
them  because  such  events  will  ne 
happen  again." 

Russia's  rule  by  a  Putin-led  band 
ex-KGB  agents  is  not  a  hopeful  prospi 
Yet  most  Russians  will  rejoice  if  Be 
zovsky  falls,  and  understandably  so.  1 
was  the  leading  architect  of  a  politic 
economic  structure  that  exploited  rath 
than  nourished  a  fragile,  disoriented  s 
ciety.  The  best  response  to  the  passi 
of  the  Age  of  Berezovsky:  Goi 
riddance. 

By  Paul,  Starobin  and  Catheri 
Belton  in  Moscow 


BusinessWeek  online 


For  more  international  news,  see  Global  Bus 
ness  at  www.businessweek.com/globalbiz/ 
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MEXICO 


TAX  REFORM: 

FOX  IS  PUSHING  THE  CASE 

With  his  popularity  high,  the  President-elect  is  eyeing  a  radical  fiscal  overhaul 


Taxes.  That's  a  word  politicians 
dare  not  speak,  unless  of  course 
it's  cuts  they're  talking  about.  Yet, 
fresh  from  his  July  2  victory,  Mex- 
ico's President-elect,  Vicente  Fox,  is  tak- 
ing the  issue  head-on.  Inauguration  day 
may  be  five  months  away,  but  Fox  has 
already  commanded  his  team  of  eco- 
nomic advisers  to  begin  work  on  what  is 
sure  to  be  one  of  the  biggest  challenges 
facing  his  administration:  A  wholesale 
overhaul  of  Mexico's  antiquated  and 
hopelessly  inefficient  tax  system. 

It  might  seem  odd  that  Fox,  a  former 
Coca-Cola  Co.  executive,  would  choose 
to  place  such  a  controversial  issue  at 
the  top  of  his  agenda.  But  he  really  has 


no  choice.  Tax  receipts  in  Mexico 
amount  to  about  $65  billion  a  year,  or 
17%  of  gross  domestic  product.  That's 
paltry  compared  with  Poland's  41%  or 
the  U.  S.'s  30%.  Fox  must  find  a  way  to 
boost  that  figure  if  he  is  to  make  good 
on  his  long  list  of  campaign  promises — 
from  doubling  education  spending  to  de- 
feating poverty.  It  won't  be  easy.  "We 
have  a  very  serious  problem  with  the 
tax  regime  that  will  require  a  lot  of 
work,"  says  Francisco  Gil  Diaz,  who 
was  Mexico's  chief  tax  collector  in  the 
early  1990s. 

Still,  there  may  be  no  better  time 
for  the  incoming  government  to  tackle 
fiscal  reform.  Fresh  from  his  triumph 


over  the  long-ruling  Institutional  Re\ 
lutionary  Party  (pri),  Fox's  popularity 
sky-high.  "He  should  take  advantage 
the  political  capital  he  has  accumulat 
to  carry  out  key  reforms  right  awa; 
says  Claudio  X.  Gonzalez,  ceo  of  Ki: 
berly-Clark  de  Mexico  and  president 
the  Business  Coordinating  Council  (cc 
Mexico's  most  influential  business  groi 
Fox  and  his  team  of  advisers  ha 
already  begun  crafting  their  tax  pi 
posals.  They're  soliciting  advice  fro 
universities,  think  tanks,  and  businef 
associations  to  ensure  that  the  legis 
tion  they  deliver  to  Congress  will  ha 
broad  support.  Luis  Ernesto  Derbez 
former  World  Bank  official  who  is  Fo: 
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chief  counsel  on  economic  matters,  says 
that  one  of  the  main  goals  of  a  fiscal 
overhaul  is  to  protect  public  finances 
against  swings  in  oil  prices.  State-run  oil 
company  Petroleos  Mexicanos  currently 
supplies  one-third  of  all  tax  revenue. 

To  curb  the  dependence 
on  oil,  the  tax  base  must 
be  broadened  to  include 
the  estimated  15  million 
Mexicans — roughly  half  of 
the  national  workforce — 
who  toil  in  the  under- 
ground economy.  Of 
course,  even  if  the  gov- 
ernment managed  to  ex- 
tract taxes  from  these 
gray-market  enterprises, 
the  resulting  revenue 
would  initially  come  to  far  I 
less  than  1%  of  gdp.  Still, 
most  agree  the  effort  is 
critical  to  beating  Mexico's 
culture  of  tax  evasion. 
LOOPHOLE  WATCH.  But  pulling  this  off 
may  be  the  biggest  hurdle  of  Fox's  tax 
reform:  Other  Latin  countries  have  tried 
it,  with  minimal  success.  To  turn  un- 
derground workers  into  taxpayers,  Der- 
bez  says  the  government  may  offer  a 
one-time  cash  payment  that  can  be  ap- 
plied to  a  pension  fund  or  government- 
backed  loans.  Some  outsiders  advocate 
that,  as  another  lure,  Fox  should  lower 
tax  rates  for  low-income  individuals. 
Under  the  current  system,  Mexicans 
earning  just  $650  a  month  are  taxed  at 
32%.  A  rate  of  10%  would  be  more  eq- 
uitable and  politically  palatable.  Anoth- 
er proposal  from  outside  the  Fox  camp 
is  to  introduce  a  capital-gains  tax  as  a 
way  of  making  the  tax  system  more 
progressive. 

But  roping  in  tax  evaders  would  just 
be  the  start  of  a  fiscal  overhaul.  At  35%, 
Mexico's  corporate  income-tax  rate  is 
already  a  couple  of  points  higher  than  in 
the  U.S.  So  far,  Fox  has  not  proposed 
hiking  the  rate,  but  he  may  take  aim  at 
the  myriad  loopholes  in  the  tax  code, 
especially  those  benefiting  the  agricul- 
ture, fishing,  and  book  publishing  in- 
dustries. "Maybe  in  the  past  they  were 
necessary,  but  today  it's  not  clear  they 
are,"  Derbez  says. 

Even  if  loopholes  get  closed,  Mexican 
companies  remain  adept  at  exploiting 
well-meaning  tax  reforms.  A  simplified 
tax  regime  introduced  several  years  ago 
allows  companies  with  less  than  $200,000 
in  annual  sales  to  pay  a  flat  fee.  That 
has  encouraged  some  large  Mexican 
businesses  to  split  themselves  into  a 
number  of  small  companies  that  are  less 
scrutinized  for  underreporting  earnings. 
So  Fox  will  have  to  make  doubly  sure 


any  change  to  corporate  taxes  won't  get 
nullified  by  savvy  corporate  accountants. 
Then  there's  the  explosive  issue  of 
the  value-added  tax.  Most  Mexicans  are 
still  smarting  over  the  50%  increase,  to 
a  15%  VAT,  that  President  Ernesto  Zedil- 


HOW  MEXICO  COULD 
BOOST  TAX  REVENUES 

BROADEN  THE  TAX  BASE  Turn 
citizens  and  small  businesses  in 
the  underground  economy  into 
taxpayers  by  providing  incentives, 
such  as  access  to  government- 
backed  loans  and  bonus  pay- 
ments to  open  personal  pension 
funds. 

VALUE-ADDED  TAX  Exemptions 
for  food  and  medicine  may  be 
eliminated. 

CORPORATE  TAXES  May  be 

modified  to  encourage  Mexican 
and  foreign  companies  to  reinvest 
profits  in  Mexico  rather  than  send 
them  to  home  offices  or  offshore 
bank  accounts.  Loopholes  that  al- 
low companies  to  lessen  their  tax 
burden  could  be  eliminated. 

INVESTMENT  INCENTIVES  Tax 

breaks  may  be  offered  to  compa- 
nies willing  to  create  jobs  by  in- 
vesting in  poor,  undeveloped  states 
such  as  Chiapas,  Guerrero,  and 
Oaxaca. 

REDUCE  EXEMPTIONS  Eliminate 
special-interest  exemptions 
granted  over  the  years,  including 
tax  deductions  on  such  items  as 
corporate  automobile  leases. 

DATA:  BUSINESS  WEEK,  COPARMEX,  C0NSEJ0  C00RDINAD0R 

EMPRESARIAL,  CENTR0  DE  INVES1IGACI0N  Y  D0CENCIA  EC0N0MICA. 

FOX  ADVISERS 


lo  pushed  through  in  1995.  They 
rebelled  against  a  proposal  floated  a 
years  ago  to  extend  the  vat  to  food 
medicines.  Yet  Fox's  advisers  have  1 
ed  at  reviving  that  controversial  p 
Its  effects  on  the  poor,  they  argue,  cc 
be  minimized  by  comp 
sating  them  through  1 
geted  social  programs. 
FUR  FIASCO.  Taxes  on  1 
ury  items  are  one  qu 
way   to   boost   reveni 
*  But  experts  say  they 

not  the  answer  for  Mex 
because  of  the  counti 
proximity  to  the  U.  S.  ; 
instance,  in  the  191 
President  Luis  Echevei 
slapped  a  30%  tax  on 
coats,  thinking  it  would 
an  easy  source  of  cash 
stead,  tax  proceeds  fr 
sales  of  furs  fell  61 
"Beautiful  models  would 
down  from  Dallas  wearing  $5,000  co 
from  Neiman  Marcus,  and  none  of 
customs  agents  would  say  anything," 
calls  Gil  Diaz.  Similarly,  high  taxes 
cigarettes,  liquor,  and  gasoline  could  1 
a  cross-border  contraband  trade,  as  U 
levies  on  these  items  are  often  lower 
Derbez  and  company  are  also  wei 
ing  options  that  will  encourage  invc 
ment.  They  like  the  idea  of  tax  brej 
to  boost  job  creation  in  Mexico's  poor 
states,  such  as  Chiapas.  And  they  w; 
to  give  breaks  to  multinationals  to 
courage  them  to  reinvest  their  profits 
Mexico.  No  such  incentives  exist  nc 
so  some  $3  billion  in  profits  gets  re] 
triated  each  year. 

Fox's  number  crunchers  will  have 
rush  to  have  legislation  ready  to  pi 
sent  to  Congress  once  he  takes  office 
Dec.  1.  That's  when  the  real  battles  \ 
start.  The  pri  and  the  center-left  Pai 
of  the  Democratic  Revolution,  whc 
votes  Fox  needs  to  pass  tax  legislate 
are  sure  to  put  up  some  obstacles.  Th 
why  most  analysts  believe  reforms  wo 
be  implemented  until  2002,  which  coi 
make  it  hard  for  Fox  to  realize  his  g< 
of  boosting  tax  collection  by  6%  of  G 
by  the  time  his  term  ends  in  2006.  "Fo 
team  has  a  big  list  of  nice  proposals,  t 
there  is  no  consensus  at  all,"  says  in< 
pendent  economist  Jonathan  E.  Heal 
Probably  so.  But  to  do  big  things,  y 
have  to  start  by  thinking  big. 

By  Geri  Smith  in  Mexico  Ci 


BusinessWeek  on  1  i  ne 


For  an  interview  with  Fox  adviser  Luis  Ernesl 
Derbez,  see  the  July  24  issue  online  at 
www.businessweek.com 
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TED  BY  ROSE  BRADY 


OSGOW  AND  BEIJING:  A  LOVE  AFFAIR 
MED  AT  WASHINGTON? 


M 


adimir  V.  Putin  and  Jiang  Zemin  are  seeing  a  lot  of 
?ach  other  these  days.  The  Russian  and  Chinese  Presi- 
dents met  together  with  the  leaders  of  three  Central 
n  nations  in  Dushanbe,  Tajikistan,  on  July  5.  Now,  Putin 
■ading  to  Beijing  for  a  summit  with  Jiang  on  July  18-19. 
goal:  to  solidify  a  strategic  partnership  aimed  at  coun- 
ig  American  dominance  on  the  global  stage, 
jth  Putin  and  Jiang  are  walking  a  fine  diplomatic  line, 
l  leader  wants  strong  economic  ties  with  the  U.S.  and 
r  leading  industrial  economies.  Jiang  is  preparing  for 
iia's  entry  into  the  World  Trade  Or- 
zation,  and  Putin  is  working  to 
e  Russia  more  attractive  to  U.S. 
other  foreign  investors.  Neither 
sia  nor  China  wants  to  permanently 

a|fage  its  relationship  with  the  U.  S. 
t  the  same  time,  the  two  Presidents 
stating  ever  more   openly  their 
uried  opposition  to  a  world  dominated 

)  me  superpower.  China  and  Russia 
"ready  to  play  a  more  important 
in  fighting  against  hegemony  and 

c}er  politics,"  Jiang  declared  in 
nanbe.  Putin  has  also  crafted  a  new 
ign  policy  doctrine  that  decries  a 
. J  polar  world"  under  U.S.  dominance. 
"  HRED  BEEFS.  China  and  Russia  al- 

i  y  agree  with  each  other — and  op- 

the  U.  S. — on  a  range  of  issues.  They  both  oppose  sanc- 

<ls  against  Saddam  Hussein's  Iraq.  They  disapprove  of 
intervention  in  hot  spots  such  as  Kosovo.  Since  NATO's 

clbing  there,  they  fear  that  the  U.S.  or  NATO  could  use  hu- 

l  itarian  concerns  as  an  excuse  for  intervening  within  their 
borders.  China's  problems  with  Taiwan  and  with  restive 

i|:>rities  in  Tibet  and  the  Muslim  region  of  Xinjiang,  and 
sia's  war  against  separatists  in  Chechnya,  have  spurred 


COMMON  AGENDA:  Jiang  (Mid  Putin 


g  and  Putin  to  speak  out  against  any  intervention. 


For  now,  no  issue  unites  Russia  and  China  more  than  their 
opposition  to  U.  S.  plans  to  build  a  missile  defense  system.  Af- 
ter an  early  test  failed  on  July  7,  Moscow  and  Beijing  are 
stepping  up  efforts  to  delay  or  kill  the  project  altogether. 
Putin  and  Jiang  are  likely  to  state  their  opposition  once  again 
in  a  joint  communique  at  the  Beijing  summit.  Putin  may  then 
warn  President  Clinton  against  pursuing  missile  defense  at  the 
Group  of  Eight  meeting  in  Okinawa  on  July  21-23. 

Should  the  U.S.  and  its  allies  worry  about  Putin's  and 
Jiang's  growing  friendship?  The  Clinton  Administration  is 
counting  on  China's  trade  with  the  U.S. 
and  Russia's  need  for  investment  to 
keep  the  two  leaders  from  doing  any- 
thing that  would  threaten  relations  with 
the  U.S.  and  its  allies.  Still,  if  Russia 
and  China  coordinate  their  policies  more, 
they  could  use  their  veto  power  on  the 
United  Nations  Security  Council  to  op- 
pose American  positions  on  issues  rang- 
ing from  Iraqi  sanctions  to  arms  control. 
Some  observers  worry  about  a  longer- 
term  threat  as  China  strengthens  its 
military  arsenal.  Beijing  spends  billions 
of  dollars  annually  for  Russian  arma- 
ments and  has  recently  purchased  two 
Russian  guided-missile  destroyers  and 
four  submarines,  as  well  as  su-27  and 
su-30  fighter  jets.  The  fear  is  that  these 
advanced  weapons  could  be  used  against  U.S.  forces  in  any 
conflict  over  Taiwan. 

A  viable  Sino-Russian  partnership  has  not  been  a  reality 
since  the  depths  of  the  cold  war.  But  if  the  relationship  be- 
tween Putin  and  Jiang  continues  to  flourish,  the  new  U.S. 
President  may  find  himself  facing  an  increasingly  confident 
duo  vying  for  attention  on  the  global  stage. 

By  Dexter  Roberts  in  Beijing,  with  Stan  Crock  in  Wash- 
ington,  and  Paul  Starobin  in  Moscow 


GLOBAL  WRAPUP 


GHTING  AIDS 


Combating  the  spread  of  AIDS  and 
ler  infectious  diseases  will  be  high  on 

i  i  agenda  at  the  upcoming  Group  of 
ght  meeting  in  Okinawa.  The  nations 

I  thering  for  the  July  21-23  confab  are 
pected  to  boost  their  assistance  to 
rica  in  particular  by  hundreds  of  mil- 
ns  of  dollars.  The  total  will  be  far 
ort  of  the  annual  $2.5  billion  health  of- 
ials  estimate  is  needed,  but  other  fi- 
ncial  assistance  is  expected  in  the  as- 
olt  on  these  epidemics.  The  World 
ink  is  expected  to  pour  at  least  $500 


million  into  health-system  infrastructure, 
such  as  clinics  and  hospitals,  in  Africa. 
And  there  will  be  more  incentives  for 
drug  companies,  from  tax  credits  to  pur- 
chasing alliances,  to  make  sales  of  drugs 
to  poorer  nations  economically  viable. 

COLOMBIA  SHAKEUP 

►  Colombian  President  Andres  Pas- 
trana announced  a  Cabinet  shakeup 
July  11  to  heighten  his  chances  for  se- 
curing congressional  approval  for 
deficit-cutting  reforms  agreed  on  last 
year  with  the  International  Monetary 
Fund.  The  new  16-member  Cabinet  in- 


cludes three  independents  and  five  op- 
position Liberal  Party  members.  Econ- 
omist, former  trade  minister,  and  Lib- 
eral leader  Juan  Manuel  Santos  will 
hold  the  key  post  of  finance  minister. 
Garnering  support  in  the  Liberal- 
dominated  Congress  for  controversial 
tax  reforms,  social  security  reforms, 
and  caps  on  central  government  out- 
lays to  regions  won't  be  easy.  Despite 
Santos'  clout,  Liberal  officials  say 
there's  no  guarantee  that  the  party 
will  back  the  measures.  Congress  will 
begin  debating  the  reforms  after  it  re- 
convenes on  July  20. 
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a  is  surging  beyond  the  economic  crisis  of  the  '90s 
1  sharpening  its  technological  edge.  And  dynamic  new 
prmers  and  innovators  are  leading  the  charge 

ot-eom  mania.  Frenzied  initial  public  offer-        President  Suharto.  These  people  are  laying  the  building 

ings.  A  powerful  economic  snap-back.  These        blocks  for  sustained  growth  and  development.  Without 

were  some  of  Asia's  biggest  stories  in  the        transparency,  Asian  cronyism  and  corruption  can  fester, 

past  year.  A  torrent  of  venture  capital  wa-        tilting  economic  gains  toward  a  favored  few  and  sapping  in- 

tered  Asia's  fertile  Internet  landscape.  Fat        centives  for  others.  Without  a  strong  rule  of  law  and  a 

current-account  surpluses  provided  a  cushion        sense  that  justice  is  being  done,  economies  don't  grow  as 

for  the  economic  recovery.  Above  all,  the        fast.  Just  as  important,  governments  lose  the  trust  of  their 

past  12  months  have  seen  most  of  Asia  get         people.  During  the  first  stage  of  Asia's  boom,  which  ended 

o  work  and  move  beyond  the  crisis.  In  this  year  of        with  the  1997-98  meltdown,  it  was  easy  to  imagine  that 

ur  Special  Report  highlights  the  men  and  women        building  these  institutions  didn't  matter.  The  crisis  smashed 

ant  to  build  an  even  firmer  foundation  for  Asia.        that  illusion. 

eans  mending  a  social  fabric  torn  by  crisis  and             Now,  Asia's  closed  financial  systems  are  being  pried  open 
ing  the  injustices  of  old     ^^^^^^^^^^^^^^^^^^^^^^^^^^^^^^^^^^^^^^     with  innovative  financing. 
It                                      IJri^r^^^^^^^^^^^^^ru!^^^n^^^^^JB  South    Korea's    Lee    Min 

hing    entrepreneurial                KtfcHtfriMiHHHH^^HI^H^^^HMii  Hwa,    fur    example,    has 

es    to    build    winning  spearheaded    a    venture- 

nies     for     the     new         CHENG  YEN  Founder,  Tzu  Chi  Foundation Taiwan         capital  boom  that  could 

y  and  to  strengthen  -      ,.,„...,  .„        n       i  break  the  iron  grip  of  big 

J,  u     ,  MARZUKI DARUSMAN  Attorney  General Indonesia         .  4.u 

edge  in  technology  and  '  business  on  the  economy. 

acturing.  KEICHI  ENOW  Director,  Gateway  (Internet)  Business  Dept,  NTT  DoCoMo Japan  In  the  rebuilding  years, 

umber  of  these  innova-         -.,,,-«.  -««*«  n     -j    *  m-        »«  *    p  •  it's  clear  that  economic  de- 

.. .    ,   .  CARLOS  GHOSN  President,  Nissan  Motor  Co Japan  ,  .   .      ,      . 

ire  committed  to  new  r  velopment  is  about  more 

sses  and  new  technolo-  MASARU  HAYAMi  Governor,  Bank  of  Japan Japan         than  just  flashy  cars  and 

•ound    the    region.    In         .„„.«■■•«.  r  i/ _  «*_*      a   >        «  «.    ^  „  posh   condos.    It's    about 

,. ,        ,  s      c  , ,  LEE  MIN  HWA  Founder,  Korea  Venture  Business  Assn South  Korea         v.  ,    ,    . 

although  many  ot  the  showing  governments  bet- 

mic  statistics  are  dis-         LI  KA-SHING  Chairman,  Hutchison  Whampoa/Cheung  Kong Hong  Kong         tor    ways    of    delivering 

nng,  the  outlook  for  in-  „,,,.,„„ . .  n.   ■         D    ■. ■   r    t  „, -  WnMUr,  „       „  needed  services,  as  Bud- 

'  ,     ,      .  .     .  RICHARD  U  Chairman,  Pacific  Century  CyberWorks Hong  Kong  ...  ,   .,  '  ,r 

lal     businesses     looks  dhist  Master  Cheng  Yen 

Executives    running  UU  YONGHAO  Chairman,  New  Hope  Group China  did  after  the  devastating 

of  the  best  companies  CHR|ST||(E  LM  po|iticjan H       K  earthquake  in  Taiwan  last 

roken  the  old  mold  of  September — and  as  Hong 

panese  salaryman  and  YOSHIHIKO  MIYAUCHI  Chairman,  Orix  Corp Japan  Kong  outgoing  legislator 

Me  models  for  a  new,  „R  ^^  umm  Founder  |nf       Techno|    ies |ndia  Christine  Loh  hopes  to  do 

luferent  generation.  An  by  starting  a  citizens   ac- 

Me:  Keiichi  Enoki,  the  HUUC  WOK  SOON  Co-founder,  People's  Solidarity  for  Participatory  Democracy..South  Korea  tion  group. 

behind  NTT  DoCoMo;s         ^mm  SON  Founder,  Softbank  Corp Japan  In  numerous  different 

et  phone,  a  runaway  hit  ways — from  venture  capi- 

taking  the  country  by  tal  to  Buddhist  charity — 

and  leaving  the  rest  of  the  world  behind.  these  people  are  beacons  of  light.  They  and  others  like 

hnological  dynamism  and  financial  wizardry  are  key  to  them  are  showing  the  way  to  a  better  Asia. 
ng  out  in  Asia's  New  Economy,  just  as  they  are  in  the  By  Mark  L.  Clifford  in  Hong  Kong,  with  Sheri  Prasso  in 

In  Hong  Kong,  the  father-and-son  duo  of  Li  Ka-shing  New  York  and  bureau  reports 
iichard  Li  have  pulled  off  very  lucrative  successes  in 

separate  forays  into  telecommunications  and  the  In-  A  number  of  BUSINESS  WEEK  correspondent*  and  con- 

■I .  In  China,  private  entrepreneurs  such  as  Liu  Yonghao  tributors  wrote  this  special  report.  They  are: Frederik  Balfour. 

anslurming  the  state-planned  economy.  The  combination  Ken  Belson,  Brian  Bremner,  Mark  L.  Clifford,  Bruce  Ein- 

hnology  and  capital  is  bringing  unexpected  prosperity  horn,  Manjeet  Kripalani,  Irene  M.  Kunii,  Moon  Ihlwan, 

lia.  One  entrepreneur  continues  to  stand  out:  N. R.  Sheri  Prasso,  Dexter  Roberts,  Michael  Shari,  and  Jennifer 

rana  Murthy,  whose  Infosys  Technologies  is  a  model  for  Veale.  Sheri  Prasso  and  Duane  Anderson  edited  the  report. 

ess  and  transparency.  ■ — ——————————————— 

lowing  tin-  crisis,  democratization  is  becoming  ever  Pffl5HW9S^'S^9i8fflfflfSI 

deeply  rooted  in  Asia.  In  Indonesia,  Attorney  General  Q^fiatiaftuaaULiUUfl 

iki  Darusman,  for  example,  is  risking  his  life  as  he  fol-  For  more  stories  and  interviews,  go  to 

the  trail  of  wrongdoing  left  by  the  regime  of  former  the  July  3rd  issueatwww.businessweek.com 
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SPECIAL  REPORT 


N.R.  Narayana  Murthy 

Founder  I  Infosys  Technologies  I  India 


N.R.  Narayana  Murthy, 
52,  tops  the  polls  as  In- 
dia's most  admired  business- 
man. He's  certainly  an  inspi- 
ration: He  and  six  colleagues 
used  their  combined  life  sav- 
ings of  $1,000  to  found  In- 
fosys Technologies  in  1981. 
The  provider  of  Internet  and 
e-commerce  software  ser- 
vices had  annual  sales  of 
$200  million  last  year,  while 
profits  soared  260%. 

Now,  Murthy  is  working 
to  make  Infosys  as  respect- 
ed around  the  world  as  it  is 
at  home.  Last  year,  he  hand- 
ed over  daily  management 
of  Infosys  to  co-founder 
Nandan  Nilekani.  Murthy 
spends  half  his  time  travel- 
ing the  world,  meeting  cus- 
tomers, investors,  and  even 
students.  The  U.S.  is  very 
competitive,  so  "we  have  to 
increase  our  brand  equity 
there,"  says  Murthy.  Infosys' 
U.  S.  customer  base  doubled 
last  year,  to  200  clients. 

Murthy,  a  humble  engi- 
neer from  southern  India,  is 
in  some  ways  too  shy  for  his 


role  as  model  and  statesman. 
He  doesn't  like  to  talk  about 
it,  but  he  gives  away  untold 
millions  of  dollars  in  gains 
from  the  Infosys  stock  he 
sells  when  prices  rise,  most- 
ly to  benefit  higher  educa- 
tion in  India.  This  year,  he 
was  awarded  one  of  India's 
highest  civilian  awards,  the 
Padma  Shri,  for  his  contri- 
bution to  the  IT  industry. 
Murthy  sits  on  a  Prime  Min- 
isterial task  force  on  devel- 
oping technology,  which  he 
says  is  the  key  to  eradicat- 
ing India's  poverty.  "If  tech- 
nology is  to  reduce  costs,  to 
improve  production,  who 
needs  these  more  than  the 
poor?"  he  says. 

Despite  the  phenomenal 
rise  of  his  fortunes,  Murthy 
retains  his  modest  ways.  He 
still  does  a  full  day's  work 
and  then  some,  but  these 
days  he  allows  himself  one 
indulgence.  Instead  of  arriv- 
ing at  his  Bangalore  office 
at  6  every  morning  as  he 
has  for  years,  Murthy  now 
starts  at  7  a.m. 


Li  Ka-shing 


Chairman     Hutchison  Whampoa/Cheung  Kong     Hong 


Superman,  as  the  press 
dubs  Li  Ka-shing,  has 
stunned  even  his  biggest 
fans:  He  sold  off  his  British 
telecom  operator,  Orange,  in 
a  two-step  transaction  late 
last  year  and  parlayed  the 
investment  into  a  $22  billion 
profit  for  shareholders.  Then, 
before  the  dust  settled,  Li's 
Hutchison  Whampoa  bought 
a  license  for  next-generation 
mobile  phone  service  in 
Britain  for  a  relatively  mod- 
est sum  of  $6.9  billion. 

The  moves  follow  a  pat- 
tern of  savvy  business  prac- 
tices that  have  served  the 
71 -year-old  tycoon  well  over 
the  years — and  allowed  him 
to  become  one  of  the  few 
Asian  businessmen  with  the 
ability  to  play  on  the  global 
stage.  Li's  empire  started 
with  manufacturing  plastic 
flowers  back  in  1950  and 
could  have  ended  with  his 
simply  retiring  rich  as  one 
of  Hong  Kong's  top  property 
developers.  But  Li,  a  master 
networker,  has  parlayed  his 
local  success  into  a  global 
empire.  His  telecom  net- 
works range  from  Australia 


to  the  U.S.  to  the 
East.  And  he  owi 
world's  largest  indej 
port  operator,  with  h 
facilities  from  Jakarta 
Panama  Canal  to  Bril 
tops  the  charts  as  one 
richest  men  in  Asi 
holdings  in  Hutchison 
Cheung  Kong  alon 
worth  more  than 

Reflecting  his  root 
immigrant  from  Chi 
na,     Li     lives 
modestly — al- 
though     he 
has   stepped 
up     security 
since  his  el- 
dest son  was 
kidnapped 
four        years 
ago.       Body- 
guards     now 
shadow      him 
regularly. 

Li   is   a   be- 
liever   in    the 
Chinese    tradi- 
tional practice  of 
feng  shui,  and  he 
redrafted  the  plans 
for     his     70-story 
Cheung  Kong  Center 
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hiko  Miyauchi 


Orix  Corp.    Japan 

ko  Miyauchi  entered  Japan's  corporate  world  in  1958 
.y  of  a  freighter  to  Seattle,  where  he  earned  an  MBA  at 
'ersity  of  Washington.  In  the  four  decades  since, 
64,  has  navigated  his  way  to  the  top  of  Japan's 
id  most  innovative  leasing  company,  Orix  Corp.  And  he 
me  Japan's  loudest  and  most  prominent  corporate  re- 
le  chairs  a  government-advisory  panel,  the  Regulato- 
m  Committee,  which  reports  directly  to  the  Prime 
"I'm  driven  by  the  belief  that  the  Japanese  economy 
develop  if  markets  are  liberalized  and  market  forces 
le  efficient  allocation  of  resources,"  he  says  with  evan- 
•al. 

chi  is  precocious  by  Japanese  standards.  He  joined 
■n  it  was  founded  in  1964  and,  after  stints  overseas, 
director  when  he  was  just  45.  In  his  two  decades  as 
n,  Miyauchi  transformed  Orix  from  a  lessor  of  office 
it  and  industrial  machinery  into  a  financial  super- 
that  dabbles  in  insurance,  consumer  finance,  and 
okering — and  now  e-commerce,  too. 


so  that  it  would  not  be  ad- 
versely affected  by  the  Bank 
of  China  building,  an  angu- 
lar   edifice    that    stands 
menacingly  next  door. 

Li's  corner  office  com- 
mands    one     of     Hong 
Kong's     most     stunning 
views  of  both  the  moun- 
tains and  the  harbor  be- 
low. "The  money  flows  in, 
and  it's  captured  here,"  he 
told  another  tenant  in  the 
building.  It  most  cer- 
tainly is. 


Masayoshi  Son 


Founder     Softbank     Japan 


Masayoshi  Son  has  built 
Softbank  Corp.  into  the 
world's  biggest  Internet  hold- 
ing company  by  leveraging 
some  $3.8  billion  into  equity 
stakes  in  300  companies  in- 
cluding Yahoo!  Inc.,  online  fi- 
nancier E*Trade  Group  Inc., 
and   all   manner   of  e-com- 


tnerce  player*  in  the  U.S. 
and  Asia.  Son  is  on  the  pro*  I 
for  more.  Softbank  haa  lined 
up  an  additional  $2  billion  to 
expand  into  Europe,  China, 
and  Latin  America.  Last 
month,  Son  and  a  group  of 
investors  sj>ent  nearly  $1  bil- 
lion to  acquire  nationalized 
Nippon  Credit  Bank  and 
turn  it  into  a  lender  for  New 
Economy  companies  in  the 
high-tech  world. 

Even  though  Softbank's 
shares  have  fallen  80%  since 
its  February  high,  they  are 
still  up  fourfold  over  the  past 
14  months.  One  reason  is 
Son's  strategy  of  placing  hun- 
dreds of  tiny  bets  on  a  whole 
range  of  new  technologies,  in- 
stead of  seeking  a  controlling 
interest  in  a  few.  "On  the 
Net  everything  moves  so 
quickly,  so  you  have  to  do 
things  differently,"  says  the 
42-year-old  ethnic  Korean  bil- 
lionaire who  grew  up  dirt- 
poor  in  southern  Japan  and 
now  lives  in  a  palatial  home 
in  central  Tokyo.  Son's  strat- 
egy, while  still  unproven  for 
the  long  haul,  has  become  a 
model  for  investors  around 
the  region. 


Richard  Li 


Chairman     Pacific  Century  CyberWorks     Hong  Kong 


As  Hong  Kong  com- 
l 


Lpames  race  to  rein- 
vent themselves  for  the 
Internet  Age,  Richard 
Li,  33,  is  setting  the  /' 
standard.  The  son  of  ./* 
tycoon  Li  Ka-shing  has 
transformed  what  was 
a  small  property  devel- 
oper into  Pacific  Centu- 
ry CyberWorks,  the  biggest  Internet  holding  company  in 
non-Japan  Asia.  His  controversial  contract  to  build  Cyber- 
Port,  Hong  Kong's  Silicon  Valley,  with  free  government 
land,  has  pushed  ahead  Hong  Kong's  hopes  of  becoming  an 
Internet  hub.  He  has  inspired  a  slew  of  startups  keen  to 
take  advantage  of  Hong  Kong's  new  focus  on  the  Net.  Li 
cleverly  found  a  way  to  convert  his  paper  into  hard  assets 
while  the  Internet  bubble  was  still  expanding — a  bid  for 
telecom  giant  Cable  &  Wireless  hkt  worth  $29  billion — and 
used  his  family's  unrivaled  connections  in  Beijing  to  do  it. 

A  favorite  of  Hong  Kong's  gossip  masters,  the  unmar- 
ried Li  creates  headlines  simply  by  going  to  the  barber. 
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SPECIAL  REPORT 


Lee  Min  Hwa 


Founder     Korea  Venture  Business  Assn.     South  Korea 


For  decades,  South  Ko- 
rea's large  family-run 
conglomerates,  or  chaebol, 
have  been  the  mainstays  of 
the  economy.  But  suddenly 
in  the  last  couple  of  years, 
high-tech  companies  have 
burst  onto  the  scene, 
thanks  to  visionaries  such 
as  Lee  Min  Hwa.  The 
workaholic  Lee,  47,  practi- 
cally engineered  Korea's 
venture  business  boom, 
pressing  Seoul  to  enact  a 
raft  of  new  laws  to  support 
fledgling  high-tech  startups 
and  allow  venture-capital 
firms  to  flourish.  As  a  re- 
sult of  Lee's  efforts,  South 
Korea  now  has  more  than 
7,000  such  companies,  the 
highest  number  in  the 
world  outside  the  U.S., 
compared  with  a  mere  250 
before  Lee  started  the  Ko- 
rea Venture  Business  Assn. 
(kova)  in  1995. 

In  addition,  Lee's  efforts 
helped  prompt  the  estab- 
lishment of  a  second,  tech- 
nology-oriented bourse  in 
Korea,  the  Kosdaq.  Back  in 
1995,  Lee  authored  a  report 
on  how  Kosdaq  would  ben- 
efit Korea's  economy,  and 
then   spent  three   months 


lobbying  for  its  establish- 
ment. The  Kosdaq,  which  is 
modeled  on  the  U.  S.'s  Nas- 
daq and  started  trading  in 
1996,  has  fulfilled  Lee's  goal 
of  offering  another  way  for 
cash-starved  high-tech  com- 
panies to  tap  into  new 
sources  of  funds.  "Korea 
couldn't  wait  50  years  for 
the  industry  to  develop,  like 
it  has  in  the  U.S.,"  says 
Lee.  "We  needed  to  provide 
some  infrastructure." 

Lee's  push  was  born  of 
his  own  frustrating  expe- 
rience trying  to  start  up  a 
company.  Some  10  years 
earlier,  while  researching 
ultrasound  machines  for  his 
PhD  thesis  in  electronics 
at  a  local  science  institute, 
he  wanted  to  try  to  manu- 
facture his  own  machine. 
"I  couldn't  persuade  any- 
one to  invest  in  the  proj- 
ect," says  Lee.  So  he  got 
together  six  other  engi- 
neers and  pooled  $50,000. 
The  result  was  Medison 
Co.,  which  began  manufac- 
turing Lee's  ultrasound 
machine  in  1987.  Now, 
Medison  is  Korea's  largest 
medical-equipment  manu- 
facturer, with  annual  sales 


of  $185  million.  Medison 
competes  with  Siemens 
and  Toshiba  Corp.,  employs 
340  people  in  Seoul,  and 
has  1,500  employees  in  af- 
filiates around  the  world. 

As  chairman  of  Medison, 
Lee  was  swamped  with  re- 
quests from  engineers  he 
met  who  wanted  to  start 
their  own  high-tech  com- 
panies but  didn't  know  how 
to  come  up  with  the  fund- 
ing. "They  were  asking  me 
what  they  should  do  to 
overcome  their  financial 
problems,"  he  says.  So  Lee 
put  together  another  group 
of  people  to  pool  their 
money — this  time  17  other 
high-tech  entrepreneurs 
who  together  contributed 
$100,000  and  set  up  KOVA. 
The  association  now  boasts 
some  1,050  members.  It 
provides  networking  op- 
portunities and  lobbies  on 
behalf  of  small  business. 
Lee's  proudest  achieve- 
ment, he  says,  is  a  new 
law  that  allows  professors 
and  students  to  start  their 
own  companies  in  univer- 
sity labs — and  keep  the 
profits. 

Between  his  roles  at 
Medison  and  kova,  Lee 
logs  about  100  work  hours 
a  week.  A  self-described 
optimist,  he  oversees  Medi- 
son's  charitable  donations 
of  ultrasound  equipment  to 
North  Korea. 

Lee  predicts  that  as  a 
result  of  the  changes  that 
he's  helped  make  in  Korea's 
business  climate,  the  coun- 
try will  have  43,000  high- 
tech  companies  by  2005, 
accounting  for  up  to  one- 
quarter  of  Korea's  economy. 

With  all  that  activity  go- 
ing on,  he  believes,  the 
days  of  dominance  for  the 
lumbering  chaebol  will  fi- 
nally be  numbered.  "They 
can't  be  the  driving  force 
for  the  New  Economy," 
says  Lee.  "Small  companies 
have  a  definite  advantage 
over  large  companies  in  a 
knowledge-based  economy." 
Spoken  like  a  true  high- 
tech  visionary. 


Masaru  Hayami 


Governor     Bank  of  Japan 


He  is  one  unloved  cen-| 
tral  banker.  Since 
1998,  when  Masan 
Hayami  took  over  the 
Bank  of  Japan,  he  1 
been  harshly  criticized  onl 
both  sides  of  the  Pacific! 
Yet  when  it  comes  to| 
compromise  on  issuesl 
that  threaten  the  BOJ'sl 
newfound  independence! 
or  economic  reform  inl 
Japan,  the  74-year-oldl 
won't  budge.  Now,  he'sl 
causing  controversy  byl 
suggesting  the  time  isl 
ripe  for  Japan  to  pulll 
back  from  its  ultra-loose  I 
monetary  policy  and| 
near-zero  interest  rates. 

A  devout  Christian,! 
Hayami  says  his  spiritual! 
foundation     gives     h 


strength.  "We  should  be 
proud  of  the  criticism," 
he  says. 

But  critics  can't  attack 
his  experience.  He  joined 
the  boj  in  1947  and  has 
inside  knowledge  of  the 
private  sector  from  a 
stint  as  ceo  of  trading 
company  Nissho  Iwai  in 
the  '80s.  In  a  society 
that's  been  putting  off 
action  for  a  decade, 
Hayami's  willingness  to 
make  tough  decisions 
may  be  just  what  Japan 
needs. 
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Sarah's  Insurance  Agent 
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Sarah  loves  saving  time  and  money. 
Oddly  enough,  so  does  her  insurance  agent 


Online  auto  insurance  in  minutes.  No  agent  required. 

Quote  it.  Buy  it.  Print  it.  Esurance  puts  you  in  control  of  the  entire 
auto  insurance  process,  so  you  save  time  and  money.  You'll  find 
the  exact  coverage  you  need,  get  a  great  price,  even  print  your  own 
proof  of  insurance  card.  Visit  esurance.com  or  call  800-926-6012. 


R esurance 

Insurance.  Only  Better." 


esurance.com 
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SPECIAL  REPORT 


Christine  Loh 


Politician     Hong  Kong 


It's  the  odd  political  bird 
who  decides  to  come  in 
for  a  landing  when  her  ca- 
reer is  soaring.  But  44- 
year-old  Legislative  Coun- 
cilor Christine  Loh  decided 
she  could  do  more  outside 
the  musty  corridors  of 
what  passes  for  political 
power  in  Hong  Kong's 
Legislative  Council  (Leg- 
co). She  called  a  halt  to  her 
electoral  career  when  her 
term  ended  on  June  30, 
three  years  after  the 
British  turned  over  the 
city  to  China.  Hong  Kong's 
politics  are  trapped  in  a 
colonial  time  warp,  Loh 
says,  and  "there  isn't  even 
a  timetable  for  discussing 
how  it  could  change." 

Far  from  stepping  back 
from  political  activism,  Loh 
is  taking  her  championing 
of  environmental  causes 
and  social  issues  directly  to 
the  people.  She's  founded 
Civic  Exchange,  a  new 
group  that  will  double  as 
an  independent  research 
and  advocacy  center  and 
an  online  bureau  to  help 
citizens  use  the  Internet 
more  effectively  to  influ- 
ence government  policy. 
"It's  my  new  life,"  says 
Loh,  the  daughter  of  a 
Shanghai  cotton  merchant 
who  was  sent  to  boarding 


school  in  Britain  at  age  15. 
She  returned  to  Hong 
Kong  eight  years  later,  in 
1979,  armed  with  a  law  de- 
gree from  the  University 
of  Hull,  and  then  spent  12 
years  as  a  commodities 
trader.  Involvement  with  a 
young  group  of  pro-democ- 
racy activists  prompted 
Chris  Patten,  then  the 
British  governor,  to  appoint 
her  to  Legco  in  1992. 

Loh's  decision  to  step 
down  was  termed  a  "slap 
in  the  face"  for  Chief  Ex- 
ecutive 1\ing  Chee-hwa  by 
the  influential  South  China 
Morning  Post.  It  also 
sparked  discussion  about 
political  reform,  which  Tung 
has  tried  to  avoid. 

Loh  is  leaving  with  an 
impressive  trail  of  environ- 
mental victories.  Her  long- 
standing fight  against  land 
reclamation,  which  threat- 
ened to  significantly  en- 
croach upon  Hong  Kong's 
magnificent  harbor,  has 
forced  the  government  to 
halt  future  landfill  projects 
while  it  rethinks  its  strate- 
gy. Her  efforts  are  credited 
with  reducing  land  recla- 
mation by  about  400 
hectares — an  area  roughly 
equivalent  to  New  York's 
Central  Park. 

A  childhood  asthmatic 


whose  throat  becomes  raw 
during  smog  alerts,  Loh 
has  pushed  hard  for  clean- 
er air.  Early  this  year,  she 
got  the  government  to 
crack  down  harder  on  fill- 
ing stations  selling  smug- 
gled diesel  fuel  and  to  ac- 
celerate plans  to  convert 
diesel-guzzling  taxis  to  LPG 
power.  After  record  air 
pollution  blanketed  Hong 
Kong  in  March,  Loh  mar- 
shaled supporters,  nearly 
2,000  of  whom  receive  her 
weekly  e-mail  report.  They 
bombarded  government  of- 
ficials with  complaints  and 
suggestions  for  action.  She 
also  got  support  from  the 
foreign  business  communi- 
ty. In  response,  the  gov- 
ernment accelerated  test- 
ing of  the  ultra-low-sulfur 
diesel  fuel  that  Loh  has 
long  championed  as  a  way 
to  cut  down  on  fumes 
from  belching  trucks  and 
minibuses. 

That  quick  public  sup- 
port was  what  helped 
prompt  Loh's  decision  to 
quit  Legco.  Who  needs 
what  she  calls  the  "stag- 
nant water"  of  Legco  when 
the  Internet  opens  new 
horizons  for  political 
change?  Instead,  Loh  will 
work  without  a  salary  at 
Civic  Exchange.  Hers  is 
the  voice  of  a  new  genera- 
tion in  Hong  Kong.  Her 
supporters  hope  it  will  re- 
main strong. 


Park  Won  Soon 


Co-founder     People's 


Solidarity  for  Participatory 


Democracy     South  Korea 


Years  ago,  Park  Won 
Soon  gave  up  his  lucra- 
tive law  practice  to  devote 
himself  to  organizing  a 
grassroots  crusade  against 
corruption.  Most  thought 
it  futile  to  challenge  South 
Korea's  mighty  Establish- 
ment. But  five  years  lat- 
er, Park,  44,  is  reshaping 
the  political  landscape. 
He's  taking  on  corrupt 
politicians — and  keeping 
them  out  of  office. 

Voters  in  the  April  elec- 
tions responded  over- 
whelmingly to  the  Web 
campaign  Park  inspired  list- 
ing allegedly  corrupt  can- 
didates. All  but  one  of  20 
politicians  in  and  around 
Seoul  deemed  "unfit"  were 
defeated.  Candidates  now 
fear  being  listed.  "Politi- 
cians have  been  the  prima- 
ry hurdle  to  reforms,  and 
corruption  is  the  center  of 
the  problem,"  says  Park. 

Park  became  known  as 
a  human-rights  lawyer  in 


the  1980s.  As  human 
rights  began  to  improve, 
he  co-founded  the  People's 
Solidarity  for  Participatory 
Democracy.  That  group 
mobilized  900  other  civic- 
action  groups  for  the  elec- 
tion push.  "Transparency 
and  accountability  must  be 
restored  in  politics,"  says 
Park.  These  days,  even 
politicians  are  listening. 
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•  Agilent  Technologies,  Inc.  2000 


he^at^s  made  real. 


Notice  the  way  the  bubbles  catch  the 
light?  We  did.  Photonic  switching  from 
Agilent  can  deliver  the  wide-open  speed 
of  an  all-optical  network  by  bending  light 


with  bubbles.  Bottlenecks  are  broken. 


Fiber  is  uncorked.  Data  flows  like,  well, 
you  know.  Cheers. 


Agilent  Technologies 

Innovating  the  HP  Way 

Agilent  Technologies  is  a  new  company 
composed  of  the  former  Hewlett-Packard 
test  and  measurement,  chemical  analysis, 
semiconductor  components  and  medical 
products  businesses,  www.agilent.com 


SPECIAL  REPORT 


Keiichi  Enoki 


Director 


Gateway  (Internet)  Business  Dept,  NTT  DoCoMo   Japan 


If  there's  one  person  responsible  for  the  mobile  Internet 
revolution  sweeping  Japan,  it's  Keiichi  Enoki  at  NTT  Do- 
CoMo. The  51-year-old  chief  of  Internet  operations  is  the 
mastermind  behind  i-mode,  a  pioneering  wireless  Net  ser- 
vice taking  the  country  by  storm.  "I  knew  [the  service]  had 
to  be  convenient  to  use  and  instantly  accessible,"  says 
Enoki.  With  a  few  clicks  on  a  handset,  i-mode  users  can  do 
everything  from  online  banking  and  stock  trading  to  pur- 
chasing concert  tickets  and  booking  karaoke  rooms. 

Enoki's  achievement  has  put  Japan  into  the  fast  lane  of 
the  mobile  Internet  and  made  the  company  a  model  for 
others  to  follow.  More  than  9  million  Japanese  now  sub- 
scribe nationwide,  and  the  total  is  expected  to  hit  15  million 
by  yearend.  The  company  conservatively  estimates  $3  bil- 
lion in  subscriber  and  other  fees  this  year  if  enthusiastic 
Japanese  keep  signing  up  at  the  rate  they  have  been. 
Meantime,  ntt  DoCoMo  plans  to  take  i-mode  overseas. 


Hong  Kong  will  be  first,  with  ser- 
vice scheduled  to  start  later  this  year 
as  part  of  a  venture  with  Hutchison 
Telecom.  In  the  future,  i-mode  will 
be  upgraded  and  packaged  with  a 
next-generation  cell-phone  system 
that  DoCoMo  hopes  to  transplant 
around  Asia  and  Europe. 

Enoki  came  up  with  the  idea  for  i- 
mode  in  1997,  when  he  was  asked 
to  find  a  way  to  expand  DoCoMo's 
voice  service  into  data  transmission. 
He  had  observed  his  young  son  play- 
ing with  his  portable  game  machine 
and  his  teenage  daughter  engaging 
in  "chat"  with  her  friends,  using  a 
pager  outfitted  with  a  tiny  keyboard. 
"I  saw  that  they  had  no  built-in  bar- 
riers to  using  digital  gadgets  as  in- 
formation and  entertainment  tools," 
he  says.  So  he  figured  gadget-crazy 
Japanese  cell-phone  users  would  em- 
brace wireless  access  to  the  Net. 
Enoki  and  his  team  rolled  out  i-mode 
in  February,  1999,  making  DoCoMo 
the  world's  first  mobile  carrier  to  of- 
fer subscribers  commercial  Net  ac- 
cess service. 

Becoming  a  tech  maven  was  not 
Enoki's  first  choice.  As  a  teenager 
growing  up  in  Tokyo,  he  contemplat- 
ed an  unconventional  career  as  an 
actor.  But  he  showed  a  talent  for 
math,  so  his  parents  encouraged  him 
toward  technology.  He  studied  elec- 
trical engineering  at  Tokyo's  presti- 
gious Waseda  University,  and  he 
joined  the  bureaucratic  phone  mo- 
nopoly Nippon  Telegraph  &  Tele- 
phone upon  graduating  in  1974. 

Enoki,  though,  didn't  like  to  con- 
form. He  took  to  wearing  blue 
shirts — still  his  preference  today — 
instead  of  the  traditional  white.  He  also  developed  a  repu- 
tation as  a  free  thinker,  someone  who  wasn't  afraid  to  con- 
tradict his  bosses  on  company  strategy.  In  1992,  when  NTT 
partially  spun  off  its  wireless  unit,  few  wanted  to  move  to 
DoCoMo,  which  was  regarded  as  a  risky  venture.  Not  Eno- 
ki, who  was  keen  to  join  the  new  business  at  a  time  when 
Japan  was  just  beginning  to  liberalize  its  wireless-phone 
market.  "Enoki  isn't  your  typical  NTT  employee,"  observes 
DoCoMo  President  Keiji  Tachikawa.  "He's  very  creative." 
He  quickly  proved  himself  a  capable  manager,  setting  up  re- 
gional operations  for  the  newly  independent  carrier. 

Enoki  is  the  first  to  admit  that  i-mode  is  far  from  per- 
fect. Because  of  the  slow  transmission  speed,  it's  not  pos- 
sible yet  to  quickly  download  images  or  music.  Much  of  the 
content  is  text-based  and  lacks  vivid  graphics.  Given  the 
avalanche  of  new  subscribers,  the  network's  servers  have 
jammed  and  service  has  been  disrupted. 

That's  part  of  the  learning  experience,  counters  Enoki. 
"We're  pioneers,"  he  says.  "We're  fixing  the  bottlenecks  and 
paving  the  way  for  the  development  of  the  mobile  Inter- 
net." Look  to  Enoki  to  succeed — and  take  it  global. 


66  BUSINESS  WEEK  /  JULY  24,  2000 


fr 


,>- 


' 


^ 


'  content 

ution 
ro  " 
Marimba. 

Yes,  it's  causing 
quite  a  buzz. 

The  premier  solution  to  distribute  your  rapidly  changing  content 
in  a  widely  distributed  server  environment  is  here.  Let's  get  busy. 
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SPECIAL  REPORT 


Carlos  Ghosn 


President     Nissan     Japan 


Shock  therapy  in  Corpo- 
rate Japan?  Before  Car- 
los  Ghosn   showed   up   at 
Nissan  Motor  Co.  last  year 
as  chief  operating  officer, 
few    thought    drastic    re- 
structuring was  possible  at 
the  money-losing  and  highly 
bureaucratic  auto  maker. 
But  Ghosn,  installed  after   ^ 
Renault  bought  a  36.8^ 
stake  in  Nissan,  brought 
an    impressive    track 
record:  He  had  over- 
hauled   Michelin's 
North  American  op 
erations  in  the  early 
1990s  and  turned 
around  a  money 
losing  Renault 
in  1996,  where 
he     earned     the 
moniker  "ie  cost-cut 
ter."  Still,  even  he  had 
doubts  about  saving  Nissan, 
which  has  lost  money  seven 
out  of  the  last  eight  years. 
"Six   months   ago,   it  was 
considered  mission  impossi- 


ble," says  Ghosn,  a  46- 
year-old  native  of  Brazil. 
Well,  maybe  no  longer. 

Ghosn,     who     recently 
became  Nissan's  president, 
is  applying  his  well-honed 
techniques    and    winning 
over    skeptics.    He's    im- 
plementing a  downsizing 
regime  he  unveiled 
last   October   and 
closing    plants 
to  cut  capacity 
[i   by     a     third. 
^  And       he's 
weeding 
through 
Nissan's 
keiretsu- 
linked 
suppliers 
and    dump- 
ing   them    if 
they  don't  meet 
demands  to  improve 
quality  and  cut  costs. 
The  betting  is  that 
Ghosn  will  produce  an 
operating    profit    of 
$900  million  in  the 
fiscal   year   ending 
next     March.      Of 
course,  Nissan  isn't 


out  of  the  woods  yet.  Its  bal- 
ance sheet  is  terrifying  $12.1 
billion  in  debt  on  the  autc 
maker's  books  and  an  addi 
tional  $10.7  billion  linked  t( 
its  sales  finance  companies. 

But  Ghosn,  who  grew  uj 
in  France  after  leaving 
Brazil  at  16  and  studied  en 
gineering  at  the  Ecole  Poly 
technique,  says  that  in  1( 
months  he  has  alread 
made  more  progress  or 
cost-cutting  at  Nissan  than 
he  did  in  the  same  time 
frame  at  Renault. 

Ghosn  is  truly  a  car  guy 
When  he's  not  test-driving 
cars,  he's  jawboning  with 
Nissan's  new  design  tean 
to  jazz  up  the  company's 
image.  "The  creativity  ol 
Nissan  was  always  there,' 
he  says.  "Now,  we  are  un- 
leashing it."  If  he  can  engi- 
neer a  turnaround,  he  wil 
have  unleashed  more  than 
that.  In  a  land  where  grad^ 
ualism  is  the  norm,  Ghosn's 
tough-love  management  is 
a  shocker.  But  if  it  works 
there  may  be  Ghosn  clones 
showing  up  all  over  Japan 


Liu  Yonghao 


Chairman     New  Hope  Group     China 


Growing  up  poor  in  the  province  of 
Sichuan,  Liu  Yonghao's  big  goal 
was  getting  a  new  pair  of  shoes  and  a 
bicycle.  The  best  job  he  could  imagine 
was  becoming  a  factory  worker,  an 
esteemed  profession  in  Mao's  China. 
How  different  Liu's  outlook  is  today. 
The  48-year-old  Liu  is  chairman  of  the 
$434  million  New  Hope  Group,  one  of 
China's  largest  private  companies.  As 
old  state  enterprises  are  being  shut 
down  and  their  workers  laid  off,  pri- 
vate companies  are  becoming  ever 
more  important  to  China's  economy. 
And  entrepreneurs  such  as  Liu  are 
overcoming  the  prejudice  that  long 
relegated  them  to  second-class  status 
in  socialist  China.  Business  leaders 
like  Liu  are  becoming  role  models. 

Liu's  is  a  tale  of  perseverance.  De- 
spite being  a  good  student,  he  was 
waylaid  by  the  Cultural  Revolution. 
He  spent  three  years  tending  pigs. 
Later,  he  was  able  to  enter  a  technical 


school  and  was  assigned  to  teach  elec- 
tronics, making  just  $4.60  a  month. 

Dissatisfied  with  his  meager  lot  and 
intrigued  by  the  nascent  economic  re- 
forms being  introduced  in  the  early 
1980s,   Liu  and  his  three  brothers 


scraped  together  $120  and  formed 
company.  "I  realized  the  opening  ol 
China  had  begun,"  says  Liu.  By  1989, 
they  had  a  thriving  business  selling 
chickens  and  animal  feed.  Then,  in 
1995,  the  brothers  split  the  company 
into  four  parts,  with  Liu  taking  charge 
of  subsidiary  New  Hope  Group.  The 
name  was  born  of  the  Liu  brothers' 
hope  that  private  companies  would  be 
key  to  the  future  of  China's  economy. 

Discrimination  against  private  en- 
trepreneurs made  it  difficult  for  Liu  to 
obtain  loans  or  contracts.  But  he  had 
good  timing:  He  was  concentrating  on 
the  food  market  just  as  consumers  be- 
gan to  have  money  to  afford  meat. 

Now  his  company  is  a  powerhouse. 
It  has  46  feed  and  food-processing  fac 
tories  in  China  and  Vietnam  and  has 
been  profitable  since  its  founding.  Rev- 
enues reached  $434  million  last  year, 
up  14%  over  1998. 

Private  businesses  in  China  are 
gaining  respect.  They  number  1.5  mil 
lion,  up  20.5%  since  last  year.  Says 
Liu:  "The  development  of  private  en- 
terprise will  help  the  whole  country." 
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SPECIAL  REPORT 


Marzuki  Darusman 


Attorney  General     Indonesia 


Marzuki  Darusman  had 
a  privileged  upbring- 
ing. The  son  of  an  Indone- 
sian diplomat,  Darusman 
spent  his  formative  years  in 
Europe,  where  he  acquired 
a  taste  for  the  more  equi- 
table social  conditions  of  the 
West.  Whenever  he  re- 
turned home  to  the  impov- 
erished island  of  Java,  the 
extreme  class  and 
economic  differ- 
ences made  Darus- 
man feel  awkward 
in  social  situations 
with  other  Indone- 
sians. "Creating  a 
level  playing  field," 
recalls  Darusman, 
"was  an  elemental 
obsession." 

Now  he  is  get- 
ting his  chance  to 
bridge  the  gap — 
and  risking  his  life 
to  do  it.  Appointed 
Attorney  General 
last  November, 
Darusman,  55,  is 
prosecuting  cases 
that  epitomize  the 
inequities  of  In- 
donesian society. 
Corruption,  mass 
murder,  and  human 
rights  abuses  dur- 
ing the  three- 
decade  rule  of  for- 
mer President 
Suharto  are  all  on 
the  agenda.  Indone- 
sia is  now  trying  to 
hold  accountable  a 
privileged  class  that  ex- 
ploited the  vulnerable.  "This 
is  a  push  to  create  a  situa- 
tion where  there  is  at  least 
a  sense  of  decency  and 
lightness,"  Darusman  says. 

His  caseload  is  a  wide- 
ranging  corruption  investi- 
gation of  Suharto,  his  family, 
and  his  cronies.  The  case 
had  been  closed  in  mid-1999 
by  Darusman's  predecessor, 
under  pressure  from  army 
generals  loyal  to  Suharto. 
After  their  leader,  General 
Wiranto,  was  taken  off  ac- 


tive duty  by  President  Ab- 
durrahman Wahid  soon  af- 
ter his  election,  Darusman 
reopened  the  case.  He  took 
the  unprecedented  steps  of 
placing  Suharto  under  "city 
arrest"  and  putting  his  clos- 
est business  associate,  Mo- 
hamad "Bob"  Hasan,  behind 
bars  to  keep  him  from  tam- 
pering with  evidence.  Prose- 


last  September.  The  case 
gave  President  Wahid  the 
ammunition  to  boot  Wiranto 
out  of  his  powerful  cabinet 
post.  It  also  paved  the  way 
for  Darusman  to  convict 
several  Wiranto  subordi- 
nates of  human  rights  viola- 
tions in  Aceh  province. 

Still,  Darusman  is  reluc- 
tant to  go  too  far.  "We'll 
have  to  stop  at  the  point 
where  the  public  feels  that 
we've  settled  the  scores  of 
the  past  and  not  go  beyond 


cutors  are  studying  the 
records  of  several  "charitable 
foundations"  that  were 
chaired  by  Suharto  and  run 
by  Hasan. 

MASS  MURDER.  Darusman 
also  is  prosecuting  Wiranto, 
the  former  armed  forces 
commander,  for  crimes 
against  humanity  in  East 
Timor.  The  Wiranto  case  is 
based  on  eyewitness  reports 
that  his  troops  carried  out  a 
scorched-earth  and  mass- 
murder  campaign  in  the  for- 
mer Portuguese  territory 


the  point  where  it  would 
start  a  witch-hunt,"  he  says. 
Darusman  says  he'll  throw 
the  book  at  Suharto  and 
leave  clemency  "in  the  do- 
main of  politics."  Indeed, 
Wahid  has  said  he  would 
pardon  Suharto  if  the  for- 
mer President  is  convicted 
of  corruption — and  if  he 
turns  over  some  of  his  al- 
leged fortune  to  the  state. 
Flanked  constantly  by 
bodyguards,  Darusman  is 
No.  3  only  to  Wahid  and 
Vice-President    Megawati 


Sukarnoputri  among  heavily 
guarded  Indonesian  gov- 
ernment officials.  Every 
day,  Darusman's  security 
men  change  his  schedule  to 
foil  would-be  assassins.  He- 
had  a  close  call  in  early 
July — when  a  bomb  explod- 
ed in  the  building.  No  one 
was  injured,  but  the  police 
found  two  other  bombs  on 
the  premises. 

Darusman  is  not  about 
to  back  down.  He  sees  his 
job  as  the  challenge  he  has 
been  preparing  for 
ever  since  he  went 
into  politics.  Con- 
vinced that  the 
way  to  make  a  dif- 
ference is  from 
within  the  system, 
Darusman  spent  15 
years  as  a  member 
of  Parliament  for 
the  ruling  Golkar 
party  representing 
West  Java,  where 
he  graduated  from 
law  school. 

Driving  ambition 
plays  a  part  in  his 
character.  In  1992, 
he  told  a  magazine 
that  "any  self-re- 
specting politician 
would  want  to  be- 
come President."  In 
Suharto's  Indonesia, 
such  a  statement 
was  tantamount  to 
announcing  one's 
candidacy.  Golkar 
struck  liim  from  the 
candidates'  list  in 
the  1992  election. 
Today,  Darusman 
insists  he  does  "not 
really"  covet  the  presidency. 
When  Golkar  was  torn 
apart  last  year  by  a  rift  be- 
tween Suharto  loyalists  and 
reformists,  Darusman  put 
himself  in  charge  of  a  piv- 
otal committee  to  remake 
the  party.  He  helped  gal- 
vanize support  for  Wahid, 
an  Islamic  cleric  from  out- 
side the  party,  as  Presi- 
dent. "I'm  not  fighting 
against  the  system.  I'm 
trying  to  modify  it,"  he 
says.  Darusman  has  what 
it  takes  to  do  it. 
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Tave  you  ever  seen  a  hole  in  one? 


Have  you  ever  delivered  a  perfect  presentation  ? 


Do  you  think  some  things  are  everything  they're  cracked  up  to  be? 


100% 
SATISFACTION 
GUARANTEE 


If  you  answered  yes,  you  re  one  oi  us.  The  kind  ox  person  who 
knows  that  every  once  in  a  while,  things  come  together  just 
right.    At    Hampton    Inn*     it   happens   every   day   with   our 


100%  Satisfaction  Guarantee.  At  over  1,000  locations  nationwide,  we  also 
offer  a  free  breakfast  bar  each  morning.  And  now  you  can  earn 
Hilton  HHonors*  hotel  points  and  airline  miles  throughout  your 
stay.  All  I  mm  around  $69  to  $99  a  night.  So  come  join  us.  Whether 
you  visit  for  business  or  pleasure,  this  is  your  kind  of  place. 


We  're  with  you  all  the  way. 


Rates  vary  by  location.  ©  2000  Hilton  Hospitality,  Inc. 


\  imI  us  at  1, ampton-inn.com  or  call    1  -800-1  I AMPTON. 


SPECIAL  REPORT 


Cheng  Yen 


Founder     Tzu  Chi  Foundation     Taiwan 


Cheng  Yen  begins  each  day  at  3:50  a.m.,  awakening  from 
a  floor  mat  in  her  monastery  outside  Taiwan's  moun- 
tainous coastal  city  of  Hualien.  She  meditates,  does  an 
hour's  worth  of  work,  then  has  a  sparse  breakfast.  Her  rou- 
tine may  be  that  of  a  simple  Buddhist  nun,  but  Master 
Cheng,  as  she  is  known,  is  one  of  the  most  powerful  people 
in  Taiwan.  She  is  the  founder  of  the  Buddhist  charity  or- 
ganization Tzu  Chi,  or  "Mercy,  Relief,"  which  boasts  4 
million  members — one-fifth  of  Taiwan's  population. 

Through  three  decades  of  good  works,  Cheng  has 
changed  the  role  of  Buddhism  in  Taiwan  from  one  of  med- 
itation and  retreat  to  one  of  activism  and  engagement. 
Her  army  of  25,000  volunteers  works  at  poverty  alleviation, 
health  care,  and  education — in  dozens  of  countries  including 
even  mainland  China.  Her  standing  in  Taiwan  is  so  high 
that  all  three  presidential  candidates  in  the  March  election 
traveled  to  Hualien  to  seek  her  blessing. 

Tzu  Chi  gained  international  prominence  after  its  quick 
response  to  the  September,  1999,  earthquake  in  Taiwan  that 
killed  2,400  people.  The  quake  struck  at  1:52  a.m.;  by  5  a.m., 
Tzu  Chi  members  had  arrived  at  disaster  sites  to  function 
like  a  local  Red  Cross,  sheltering,  feeding,  and  counseling 
tens  of  thousands  of  quake  victims.  "We  are  very  deep  into 
all  layers  of  society,"  says  Tzu  Chi  volunteer  James  Wang. 
"We  are  well  organized,  so  we  can  react  right  away." 

Even  now,  months  after  the  quake,  Tzu  Chi  is  still  step- 
ping into  what  usually  is  a  government  role  in  reconstruc- 
tion efforts:  Its  volunteers  plan  to  rebuild  45  schools  de- 
stroyed by  the  quake — and  this  time  make  them 
earthquake-proof.  "You  can't  rely  on  the  government  to  do 
everything,"  says  Cheng,  a  soft-spoken  63-year-old  with  a 
shaved  head  and  the  long,  elegant  hands  of  a  Mandarin. 


"The  people  have  to  do  something,  to  take  care  of  the 
part  the  government  does  not  do." 

Indeed,  it  was  inadequate  government  services  that 
helped  prompt  Cheng  to  start  her  foundation  in  the  first 
place.  Back  in  1966  as  a  young  nun,  she  visited  a  hospital 
and  saw  a  pool  of  blood  on  the  floor — from  a  woman  who 
had  miscarried  after  being  turned  away  for  lack  of  money. 
Cheng  was  struck  with  "overwhelming  sadness,"  according 
to  a  Tzu  Chi  publication,  and  wondered  what  she  could  do 
to  overcome  such  suffering. 

A  short  time  later,  three  Roman  Catholic  nuns  tried  to 
get  her  to  convert  to  Catholicism,  saying  that  then-  religion 
was  better  at  caring  for  people  than  Buddhism  because  it 
built  schools  and  hospitals.  The  publication  quotes  them  as 
saying  that  Buddhist  teachings  were  profound,  "but  what 
has  Buddhism  done  for  society?"  Cheng  remained  a  Bud- 
dhist but  vowed  to  build  schools  and  hospitals,  too — and  to 
make  sure  even  those  without  money  could  use  them. 

Tzu  Chi  took  in  $300  million  in  donations  last  year,  half 
of  it  specifically  targeted  for  earthquake  victims.  So  that  do- 
nations go  directly  for  relief,  overhead  and  salaries  for 
570  staff  are  met  by  sales  of  Cheng's  inspirational  books 
and  tapes  and  endowments  from  wealthy  members.  Tzu 
Chi  also  runs  civic  projects  in  Taiwan,  from  providing 
monthly  welfare  checks  to  4,000  needy  families  to  pushing 
an  environmental  agenda  that  it  estimates  has  recycled 
enough  paper  to  save  3.5  million  trees.  Volunteers  are 
banned  from  lying,  smoking,  drinking  alcohol,  using  drugs, 
fornicating,  gambling,  and  participating  in  politics. 

Cheng  shrugs  off  concern  about  whether  a  Taiwan  or- 
ganization should  be  helping  mainland  China  while  its 
politicians  threaten  the  island  with  war.  "We  don't  care 
about  politics,"  says  Cheng.  "There  is  no  reason  to  love 
some  people  less  than  others,  and  mainland  Chinese  are 
people,  too.  Buddhism  teaches  us  to  take  care  of  people,  to 
take  care  of  society."  She's  doing  that — and  then  some. 
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o  •  Fix  the  sink  •  Search  for  tigers  in  India  •  Take  a  trip  down 
he  Nile  •  Read  Russian  novels  •  Start  a  foundation  to  give 
jway  all  of  the  money  that  I  made  •  Run  for  local  office  • 
\bsolutely  nothing  •  Coach  my  college  football  team  •  Give 
pack  for  all  of  those  who  helped  me  •  Po  all  of  the  things  that 
ive  been  afraid  of — skydiving,  bungee  jumping  and  hang 
gliding  •  RV  along  Route  66  with  my  wife  and  our  dogs  • 

•i  are  provided  by  mPowei  Advisors.  L  L  C  .  b  federally  registered  in  vest  mi;  ni 


WE  ALL  IMAGINE 
the  life  we'll  lead  in 
retirement.  But  getting 
there  takes  planning. 


And  objective 
investment  advice. 

Which  is  precisely 
where  mPower  comes 
in.  We  combine  a 
comprehensive, 
institutional  quality 
investment  analysis 
of  your  401  (k)  or 
other  retirement 
options  with  an 


easy-to-use 
online  planner. 


In  fact,  we  pioneered 
online  investment 
advice  in  1995  and 
have  been  helping 
participants  reach 
their  dreams  ever 
since.  Perhaps  that's 
why  Aetna  Financial 
Services,  First  Union, 
Hewitt  Associates, 
Manulife  Financial, 
ADP  Inc.,  T.  Rowe 
Price  Retirement  Plan 
Services  and  other 
financial  service  com- 
panies have  chosen 
us  to  advise  their 
more  than  1 5  million 
customers. 


www.mPower.com  [>3 info@mPower.com 
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It's  one  thing  to  list  thousands  of  lots  of  machine  tools  on  the  web.  It's  another  to  sell  them  all.  But  that's  exac 
what  happens  at  DoveBid's  webcast  auctions.  When  it  comes  to  selling,  DoveBid  has  the  kind  of  experience  that  can't  I 
bought:  63  years'  worth.  And  now,  thanks  to  our  live  webcasting,  there's  no  limit  to  how  many  buyers  we  can  reac 
whether  they're  around  the  block  or  around  the  world.  In  fact,  over  50%  of  sales  at  our  recent  auctions  happened  throujl 
webcast  bidding.  To  see  for  yourself,  just  log  on  to  our  next  webcast  auction.  You  won't  just  be  impressed.  You'll  be  soil1 


Check  website  for  upcoming  webcast  auctions. 


www.dovebid.com 


DoveBid,  DoveBid.com,  and  the  DoveBid  logo  are  trademarks  of  DoveBid,  Inc.  California  Bond  Number  57BSBAI7624 
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Business  Auctions  Worldwid| 
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MANAGEMENT 

Sun's  Bid  To 
Rule  The  Web 

PERSONALITIES 
Toby  Lenk 
Pushes  eToys 
To  Grow  Up 


-  |  Shunned  by 
'wall  Street, 
they're  slashing 
<  costs  and 
launching  new  strategies. 
Will  they  succeed? 


SPECIAL  REPORT  page  eb  70 
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Birthday  to  Katie,  Happy  Birtf 
Happy  Birthday.  How  old  are  you?  H 
i  to  Katie,  Happy  Birthday.  Happy 


Happy  Birthday 


Happy 


thday.  Happy  Birthday 


thday 


TO  A  NINE  YEAR  OLD,  "OUT  OF  STOCK"  MEANS  "NO  BIRTHDAY  PRESENT." 


REAT  PLAINS 

SEE    FURTHER 

into  e-business 


^m 


FOR  EVERY 
E-BUSINESS 
PROBLEM 
THERE  IS  A 
GREAT  PLAINS 
SOLUTION. 


FINANCIALS 


SALES,  MARKETI 
AND  SERVICE 


MANUFACTURING 


E-COMMERCE 


PROJECT 
ACCOUNTING 


hr/payroll 


eatplains.com 


Try  telling  your  nine  year  old  that  you  couldn't  get  her  toy  because  the  website's  storefront 


wasn't  integrated  with  inventory,  visit  greaipiamb.tom  dnu  ^  "««•  » 
e-business  solutions  to  more  than  130,000  customers  in  132  countries. 

v  ©2000  Great  Plains  Software,  Inc.  All  rights  reserved. 
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il  report 

Survival  in  E-land 

Gone  are  the  days  of  measuring  a  company's  success  solely 
on  huge  runups  in  revenues — and  damn  the  losses.  Instead, 
executives  are  struggling  with  much  thornier  problems:  How 
to  trim  expenses,  how  to  maintain  morale  in  the  face  of  painful 
layoffs,  and  most  important,  how  to  make  some  money.  Lots 
of  dot-coms  won't  survive — but  some  will 


(J)   The  Cash  Is  Still  Flowing 

Yes,  Virginia,  venture  capitalists  are  still  out  there  looking  to  invest  in 
consumer  dot-coms.  But  money-hungry  companies  had  better  cook 
up  innovative  business  plans 

^  ^   Tales  from  the  Promised  Land 

And  you  thought  that  all  Internet  companies  knew  how  to  do  was 
lose  money.  Here  are  a  bunch  that  are  in  the  black,  and  a  look  at 
how  they're  doing  it 


features 


© 


►  Home  Page 

Warren  Buffett,  Net  newbie;  take  a  byte  out 
of  crime;  clicking  on  disasters;  seeking 
absolution  on  the  Web;  dumb  and  dumber; 
reading  consumers'  minds 

►  Management 

Sun's  Bid  to 
Rule  the  Web 

The  company  would 
like  to  be  as  dominant 
and  reliable  as  Ma  Bell 
was  in  telephones 


© 


►  Net  Culture 
^   Story  of  E 

Electronic  books  are  off  to  a  good  start,  as 
such  stars  as  Stephen  King  experiment  with 
the  form.  But  many  problems,  particularly 
copyright  protection,  remain 

►  Strategies 

Emon  Electrified 

It  used  to  be  a  sluggish  pipeline  business. 
But  Enron  has  embraced  the  Net 
Age,  trading  everything  from  copper  to 
communications  capacity  online 

ON  THE  COVER: 

ILLUSTRATION  BY  CORDON  STUDER 
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features  cont'd 


►  Strategies  cont'd 

Maitre  d'Online 

The  Net  is  helping  restaurateurs  decide 
who  gets  a  corner  table  on  Saturday  night 

►  Upstarts 
^  ^   Man  in  a  Huny 

Jeff  Arnold  wasted  no  time  building  WebMD, 
but  has  he  alienated  potential  partners? 


commentary 


© 


►  Personalities 

He's  Not  Playing  Around 

Can  eToys'  Toby  Lenk  turn  around  his  embattled      , 
e-tailer  before  crunch  time  at  Christmas? 

►  Photo  Essay 

Survivor  for  Student  Startups 

Contests  for  college  kids  have  come  a  long  way  from  swal- 
lowing goldfish.  This  spring,  more  than  2,000  students 
brought  600  business  plans  to  a  Silicon  Valley  showdown 


►  Perspective 

0    Why  E-tail  Will  Click 

They're  down,  but  don't  count  them  out: 
Some  online  merchants  will  do  just  fine 

►  Data  Mine 

0   So  the  Rich  Are  Different 

They  spend  more  online.  Here's  how  to 
find — and  keep — wealthy  Web  surfers 

►  Clicks  &  Misses 

^  J   Wireless  Plaything 

For  now,  on-the-run  access  to  the  Net 
means  nothing  important  to  anybody 
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►  The  Digital 
Lifestyle 

Batman  Had  It  Right 

Overwhelmed  by  the  number 
of  handhelds  in  your  life? 
Maybe  what  you  need  is  a 
futuristic  utility  belt 

►  Cutting  Edge 

Online  Sales: 
Still  a  Threat 

Forget  the  falling  stock  prices. 
The  Web's  bite  into  stores' 
sales  is  about  to  hurt 


HIS  YEAR.  PET  OWN 


Digital  Island  delivers  what  e-business  is  begging  for.  Hosting,  network 
services,  content  delivery  and  application  services.  An  integrated 
suite  of  solutions  running  planetwide,  24x7.  Guaranteed. 

We  call  it  a  Global  e-Business  Delivery  Network.  And  it  just  earned 
us  "Most  Innovative  Enterprise  Internet  Service  Provider  2000"  in 
Network  Computing's  Well -Connected  Awards. 

"^^        We'll  help  you  give  customers  a  better  experience  —  no  matter 
Digital  Island      what  your  e-business  is.  Contact  us  at  www.digitalisland.net. 

**  -  Business  without  Limits 


@ebiz. business  week 


BusinessWeek  online 


MONDAY 

When  Drastic  Is  Dumb 

Consumer  Net  companies  have  little 

choice  but  to  take  drastic  measures. 

But  how  smart  are  the  changes? 

Perspective  by  Heather  Green 

TUESDAY 

Table  for  Two,  Please 

Foodline.com  wants  to  help  restaurants 

manage  their  clientele  better. 

Company  Closeup  by  David  Rocks 


Did  You  Miss? 


One  Place  Microsoft 
May  Get  Off  Easy 

The  guilty  verdict  in  the 
antitrust  suit  against 
Microsoft  in  U.S.  District 
Court  was  supposed  to  set 
the  stage  for  big  private 
lawsuits.  Our  columnist 
Mike  France  explains  why 
that  might  not  happen. 
Perspective,  July  3 


JULY       17-21 


WEDNESDAY 

The  Corporate  Refugee 

Of  all  the  concepts  for  an  Internet 
business,  Webvan  may  well  have  the 
boldest:  selling  groceries  over  the  Web. 
That  means  former  consultant  George 
Shaheen  has  his  work  cut  out  for  him. 
Movers  &  Shakers  by  Timothy  Mullaney 

THURSDAY 

Stock  of  the  Week 

An  in-depth  look  at  an  e-commerce 

stock  in  the  news. 

Street  Wise 

FRIDAY 

For  Rich  People  Only 

There's  no  shortage  of  financial  sites  on 

the  Web.  What's  different  about 

MyCFO.com  is  that  it  caters  to  the  rich. 

Clicks  &  Misses  by  Louise  Lee 

ALSO 

Watch  for  regular  additions  to  our 
Data  Nuggets,  a  collection  of  facts  and 

figures.  Sample  occasional  opinion 

pieces  by  staffers,  academics,  or 

executives.  Browse  through  stories  from 

Business  Week  and  Business  Week  e.biz. 


Is  There 
Cash  in  Your 
"Cookies"? 

Are  you  nervous 

that  Web  sites 

tag  you  with  tiny 

bits  of  software 

called  cookies  to  track  you 

surfing?  Would  you  feel 

better  if  they  paid  you? 

Company  Closeup,  June  20 


EXTRAS 

The  Big  List 

Check  out  our  Special 
Report  on  the  dot-coms 
struggle  to  survive  (pag< 
EB70).  Then  go  online  f 
a  company-by-company 
picture  of  who's  profita 
and  who's  not.  Better  y( 
see  stock  analysts'  proje 
tions  on  profits  and  loss 
for  the  next  two  years. 

O&As 

Venture  capitalists  may 
have  the  most  at  stake 
the  dot-co 
crash.  Ann 
Winblad  o 
Hummer 
blad  offers 
insights.  In 
other  inter- 
views, CEO 
Scott  McNe 
of  Sun  Micr 
systems,  ne' 
at  a  loss  for 
words,  sounds  off  on  his 
plans  to  rule  the  Web 
(page  EB30).  Enron  Pres 
dent  Jeff  Skilling  (page 
EB54)  talks  about  tradir 
commodities  on  the  Net 


<  Baseball, 
Hot  Dogs, 
and  IBM 

What  can  a 
high-tech  exec 
learn  from  the 
nation's  pastime? 

We  go  out  to  the  ball 

game  with  Irving 

Wladawsky-Berger  of  IBM. 

Movers  &  Shakers,  June  28 


The  Best  Site  for  the 
Presidential  Election 

You  don't  have  to  wait  for 
election  day  for  our  verdict. 
Voter.com  is  the  best  place 
to  stay  informed  on  the 
races  for  the  White  House 
or  Congress.  The  site  will 
even  help  you  register  once 
you  make  up  your  mind. 
Clicks  &  Misses,  June  30 


BusinessWeek 


EDITOR:  Kathy  Rebello  •  MANAGING  EDITOR:  Ira  Sager  •  ASSOCIATE  EDITOR:  Peter  Elstrom  •  PRODUCTION  DIRECTOR:  Kai 
PHOTO  EDITOR:  Anne  Murray  •  DESIGN  81  ART  DIRECTION:  Mitch  Shostak,  Viviana  Bromberg,  Cynthia  Rhett 


^    fe.  * 


X* 


A- 


> 


r    iv 

yj 

Jr- 

HI 

i  H|  ] 

^ysj 

Wf*      ^^^L 

3^E 

[S  „ 

.;  ^* 

www.etoys.com  is  an  IBM  e-business. 

Web  technologies  helped  deliver  toys  to  kids  of  all  ages.  And  5x  sales  growth  to  the  ledger. 


Business  Week  e.biz 


Internet 
Newbie 


Wi 


tarren   Buffett   has  con- 
fessed to  avoiding  dot- 
com stocks  because  he 
doesn't  understand  the  Internet.  Evi- 
dently the  siren  call  of  the  New 
Economy  is  too  strong  for  even  the 
Oracle  of  Omaha  to  resist:  He's  sell- 
ing sweats  and  t-shirts  sporting  his 
company's  logo  on  the  Berkshire 
Hathaway  Web  site. 

Buffett  isn't  talking  about  the 
site.  But  it  doesn't  take  an  in- 
terview to  realize  that  when 
he  says  he  doesn't  get  the 
Net,  he  isn't  kidding.  The  de- 
sign of  the  Web  site  is,  well,  uninspiring.  It's  a  plain  white  page  with  a  row 
of  text  links.  And  forget  e-commerce  niceties  like  online  shopping  carts  and 
one-click  ordering.  When  buying  duds  from  www.berkshirehathaway.com, 
you  print  out  an  order  form,  stuff  it  in  an  envelope,  and  mail  it.  Not  exactly 
the  cutting  edge  of  Web  technology.  Perhaps  you  have  to  crawl  before  you 
can  walk.  Buffett's  site  is  definitely  still  on  its  knees.  — Darnell  Little 


If  your  life  seems  disastrous, ;  j 
spective  is  a  click  away.  Disas 
News  Network  (www.disasternd 
.com)  lives  up  to  its  name,  co 
ing  Asian  killer  quakes  or  tornad 
whipping  Wisconsin.  The  name  m 
hint  at  a  site  parodying  tabloid  rr 
dia,  but  DNN  is  a  nonprofit  m 
istry  that  lets  joumalist-turned-c 
gyman  James  E.  Skillington  ble 
his  two  passions. 

Sponsored  by  a  dozen  religio 
groups,  DNN  ties  news  to  links 
donate  or  volunteer.  Stan  Hankins 
disaster  response  associate  for  t 
Presbyterian  Church,  says  DNN  stic 
around  after  big  media  loses  into 
est — keeping  donations  and  volu 
teers  coming.  "People  want  to 
part  of  a  solution  rather  than  simj 
rubbernecking,"  Skillington  saj 
Here's  their  chance. 

— Gary  Cat 


TAKE  A  BYTE  OUT  OF  CRIME 

Your  house  is  burglarized  or  your  car  is  stolen.  What  do  you  do 
In  Stockholm,  the  police  expect  you  to  do  the  right  thing:  Get  online  an 
report  crime  with  a  mouse  click. 

Think  of  it  as  9n.g0v — up  to  a  point.  "We  wouldn't  let  you  file  a  mur 

der  charge  online,"  says  Police  Commander  Ulf  Jordan,  who  is  directo 

of  the  Internet  project.  Of  course  not.  But  by  yearend,  crime  victim 

will  log  on  to  the  Stockholm  police  home  page  and  fill  out  a  report 

concerning  minor  incidents.  The  police  will  decide  whether  the 

complaint  merits  dispatching  a  patrol  car.  In  Sweden,  lost 

goods  such  as  mobile  phones  and  credit  cards  must  be 

reported  to  the  police.  All  these  reports,  some  50,000 

a  year,  will  be  able  to  be  handled  electronically  by 

December.  And  an  additional  100,000  crimes,  al 

relatively  minor,  could  be  reported  elec 

tronically  says  Jordan.  That  is,  if 

your  computer  hasn't  been 

stolen.         — William  Echikson 
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Saab  is  an  IBM  e-business. 

IBM  Web  solution  helps  dealers  share  car  maintenance  records  online,  for  better  service  anywhere  on  the  road. 


Business  Week  e.biz 


SIN,  CLICK,  CONFESS 

You  might  think  the  chat  room  you  visited  last  night  was  a  virtual 
confessional,  especially  after  seeing  that  guy  spill  his  guts  about 
sleeping  with  his  cousin's  boyfriend's  wife.  More  and  more,  though,  the 
faithful  are  looking  to  the  Web  to  fess  up  and  seek  absolution.  At  the 
First  Electronic  Church  of  America  (www.fecha.org)  and  a  dozen  others, 
you  can  slip  virtually  into  a  wood-paneled  booth,  kneel  beside  your  mon- 
itor, and  type  "Forgive  me,  father,  for  I  have  sinned."  Some  even  save  you 
the  trouble  of  typing,  offering  buttons  to  click  for  sins  of  avarice,  lust, 
sloth,  and  more.  Submit  your  confession 
and  you're  given  a  copy  of  the 
Lord's  Prayer  or  a  penance  of,  say, 
Rk    a  couple  of  Hail  Marys. 

But  don't  expect  to  click 
your  way  through  the  Pearly 
Gates.  The  idea  of  virtual  con- 
fessions isn't  likely  to  get  much 
of  a  hearing  at  the  Vatican.  Con- 
fessing "on  the  Internet  is  like 
talking  to  a  bartender,  except 
that  with  the  bartender  at  least 
you  get   a  drink,"  says   Father 
George  Maslar,  who  hears  scores 
confessions  daily  at  St.  Peter's 
ica  in  Rome.  — David  Rocks 


WM 


Dumb 

Dumber 

The  stupid.com  site 
sells  sophomoric  junk 
and  dumb.com  hosts 
Web  pages  that  serve 

up  idiotic  ideas. 

That's  just  the  start 

of  a  long  list  of 

dopey  names 

on  the  Net.  Here  are 

some  standouts: 


►  MarchFIRST.com  Net  consultants.  How 
would  you  know  that  from  the  name? 
The  company  was  formed  on  Mar.  1.  Huh? 

►  TheMan.com  Specializes  in  all  things 
masculine.  Not  to  be  confused  with 
Cops.com. 

►  OhGolly.com  Web  consultancy  for 
small  business.  Jeepers.  That's  a  name  that 
inspires  confidence. 

►  CruelWorld.com  Job-search  site. The 
name  will  really  get  job-seekers  jazzed 
about  joining  the  world  of  work.  Right. 

►  Flipdog.com  Another  job  site.  What  is  it 
about  help  wanted  ads  on  the  Web?  Here's  a 
hint,  guys: The  name  HireMexom  isn't  in  use. 


Mining 
the  Mind 

The  Web  has  spawned  many  comp 
nies  divining  consumer  preferena 
from  "cookie"  trails  surfers  leave  onlin 
Now  a  Blue  Bell  (Pa.)  market  research 
claims  it  can  cut  out  the  middleman- 
and  read  Web  consumers'  minds. 

Well,  sort  of.  Capita  Research  Grou 
Inc.  has  developed  headgear  that  me 
sures  brainwaves  to  tell  what's  attentior 
getting  and  what's  not.  Based  on  ted 
nology  NASA  invented  to  gauge  pile 
alertness,  Capita's  gizmo  looks  like  a  set  < 
headphones  and  is  used  in  focus  group 
Most  early  clients,  such  as  MTV,  use  it  t 
judge  whether  viewers  are  paying  atter 
tion  to  TV  shows  (and  commercials),  some 
thing  AC.  Neilsen  can't  measure.  But  Cap 
ta  Chief  Executive  David  Hunter  says  th 
fastest  growth  will  come  from  Web  corr 
panies  desperate  to  figure  out  wha 
surfers  think  works  online.  The  early  r« 
suits:  Even  sites  without  sound  or  grea 
visuals  harness  more  brainwaves  tha 
the  boob  tube.  It  doesn't  take  a  min 
reader  to  know  the  next  challenge:  turr 
ing  that  into  sales.       —Jeanette  Brow 
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1!    WiTeless 
A    Internet 


Well,  Danny,  hop  aboard.  You've  been  cleared  for  takeoff.  We're  building  the  new,  high 
performance  Internet.  It's  faster,  more  reliable  and  designed  to  a  higher  level 
of  quality.  Allowing  things  once  only  dreamed  of,  to  become  possible. 

Wireless  Internet  -  anytime,  anywhere,  access  via  phone,  laptop,  PDA,  you  name  it... 
111  j  out  plugging  in.  Which  creates  all  sorts  of  oppprtunities  -  from  personal  to  economic  - 

nd  only  by  the  limits  of  imagination.  So  come  together,  right  now  with  Nortel 

vorks'M  And  make  the  Internet  whatever  you  want  it  to  be.  nortelnetwoTks.com 

Mtworks  thi  Noital  N.t  works  logo  and  the  Globemark  are  trademarks  of  Nortel  Networks   "what  do  you  want  the  Internet  to  In-     I 
nark  of  Nortel  Networks  ©2000  Nortel  Networks  All  rights  teserv.  ,1 


NORTEL 

NETWORKS 


J 


A  dynamic  network  is  how  business  builds  a  future. 

The  fluid  interconnection  of  customers,  vendors,  partners  over  the  Internet. 
This  is  a  dynamic  network.  It  is  not  the  future  of  business;  it  is  the  next  week  of 
business.  Discover  how  your  enterprise  can  link  internal  processes  with  all 
your  partners,  and  reduce  the  time  and  cost  of  business.  Discover  the  dynamic 
network  delivered  by  the  ebusiness  platform  from  Vitria.       ria.com 


VITRIA 


. 


'eek  e.biz 


PERSPECTIVE   ON   RETAILING 


BY  ELLEN  NEUBORNE 

ellen   neuborne@ebiz.businessweek.com 


Why  E-tail  Will  Click 

Online  merchants  that  are  customer-oriented  will  do  fine 


t  has  become  fashionable  in  recent  weeks  to  predict  the  demise  of  e-tailing.  More  than 
pundit  has  declared  the  shakeout  a  death  knell  for  the  army  of  pure-play  Internet  merch< 
But  the  ones  that  can  weather  the  storm  will  find  consumers  are  pulling  for  them.  In 
e-tail  will  survive  because  it  differs  from  its  traditional  retail  counterparts  in  a  crucial 
E-tail  sees  the  world  from  the  customer's  perspective.  That  sounds  hokey,  but  it's  the  tr 

The  last  difference:  E-tailers  care  about  constantly  evol 
The  sign  of  a  good  traditional  retail  chain  is  to  come  up  with 
concept  and  hold  fast  You  don't  see  traditional  merchants  const 
changing  the  merchandise  mix,  the  look  of  the  store,  the  prio 

the  products.  It  would  b 
unimaginable  headache.  Yet 
the  way  e-tail  functions, 
stantly  changing.  Priceline 
Inc.  has  made  a  virtue  01 
moving     and     reshaping 
offerings  and  promotions.  V\ 
most  retail  chains*  are  static, 
looks  for  the  Next  Big  Tl 
I  That's  part  of  its  allure, 
I  longtime  retailing  consu 
Kurt  Barnard.  "Whatever  is 
pening  right  now  in  cybers; 
it  is  guaranteed  to  be  light-^ 
different  a  year  from  now 
W  says.  This  is  the  great  depai 
f  from  the  norm  of  retailing, 
pace  of  change,  to  meet  new 
lenges,  is  incredibly  fast." 

To  be  sure,  e-tailers  have  muc 

resolve.  They  have  to  find  a  more  cos 

fective  way  to  advertise  than  television 

they  will  have  to  be  more  attentive  to  the  boi 

line — the  market  is  unwilling  to  continue  shoveling 

into  everything  with  a  dot-com  suffix.  These  aren't  small  probl 

Still,  e-tail,  as  an  industry,  is  not  going  away.  Whatever  the 

icisms  of  the  financial  community,  the  pure-play  e-tailers  hav< 

deed  invented  something  new.  They  have  invented  the  mo 

consumer-centric  retail  experience.  And  while  we  aren't  goin 

abandon  our  brick  stores  for  it  just  yet,  we  like  what  we 

And  we  want  more.  ® 

For  a  related  column,  see  page  EB 


And  it's  what  will  save  the  industry  from  fading  like  a  fad. 

First  crucial  difference  between  retailers  and  e-tailers:  E-tailers  care 
about  speed.  Speed  of  access,  speed  of  transaction,  speed  of  deliv- 
ery— all  are  critical  elements  for  the  e-tailer.  My  favorite  example  of 
e-tail  speediness:  Amazon.com's  one-click  ordering.  What  a  great 
idea,  and  no  store  can  ever  replicate  it. 
The  traditional  merchant  does  not 
want  to  help  me  save  time,  not 
really.   If  anything,  they're 
putting  the  milk  in  the  back 
of  the  supermarket  to  slow 
me  down  and  maybe  sell 
me  more.  A  spring  survey 
by      market      researcher 
Dataquest  Inc.  found  that 
nearly  three-quarters  of  on- 
line shoppers  cited  conve- 
nience as  the  reason  they 
frequent  online  stores.  No 
one  in  traditional  retail  cares 
about  how  little  time  I  have 
the  way  an  e-tailer  does. 

Second  difference:  E-tail- 
ers care  about  community. 
Again,  hokey  as  all  get-out,  but 
true.  Certainly,  shopping  can  be  a 
chore.  But  it's  also  a  community  ac- 
tivity,   and    e-tailers    understand    that 

Delias.com  sells  fashionable  clothing  and  accessories  to  young 
girls — and  it  offers  them  a  section  of  the  site  called  The  Lounge, 
where  girls  hang  out  and  chat  about  their  proms,  summer  plans, 
and  the  coolest  trends  in  music.  It's  an  added  dimension  few 
traditional  stores  try  to  match.  And  it's  a  smart  way  to  build  loy- 
alty. One  traditional  chain  that  does  get  this — Barnes  &  Noble  Inc., 
with  its  plush  chairs  and  coffee  bar — is  one  that  is  making  good 
progress  as  an  e-tailer.  The  attention  to  community  is  a  dead 
giveaway. 
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unny,  but  a  partial 
-business  solution  tends 
o  solve  only 
jiart  of  the  problem. 


ie, 


K 


nil 
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With  so  many  options  to  make  your  business  an  e-business,  the  trick  is  separating  the  real 
solutions  from  the  incomplete.  To  that  end,  if  you're  not  looking  at  the  big  picture,  it's 
inevitable  that  what  you  choose  will  come  up  short.  With  mySAP.com7  you  can  count  on  getting 
a  fully  integrated,  comprehensive  e-business  solution,  from  B2B  procurement  and  supply 
chain  management  to  customer  relationship  management.  We've  helped  more  than  22,000 
businesses  in  21  industries  to  be  successful.  And  we  can  help  yours,  too,  no  matter  what  size 
your  company  is.  Want  to  know  more  about  how  our  seamless,  fully  integrated,  real-time 
solution  can  turn  your  business  into  an  e-business?  Visit  us  at  www.mysap.com  and  you'll  see. 


)  SAP  AG.  SAP  the  SAP  logo,  and  the  mySAP.com  logo  are  registered  trademarks  of  SAP  AG  In  Germany  and  several  other  countries. 
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BY  ROGER  0.  CROCKETT 

roger_crockett@ebiz.businessweek.cor 


So  the  Rich  Are  Differen 


They  spend  more  online.  Here's  how  to  find-and  keep-wealthy  Web  surfers 

rom  Robin  Leach's  grandiloquent  descriptions,  we  learn  that  lifestyles  of  the  rich 
famous  are  supposed  to  overflow  with  champagne.  But  millionaires,  it  turns  outl 
more  technology  hogs  than  caviar  fanatics.  North  America's  wealthiest  consume] 
people  with  assets  of  $1  million  or  more — are  more  active  Internet  users  than  we 
mon  folk.  Some  56%  of  affluent  households,  about  2.3  million,  are  online,  vs.  43c 


the  general  population,  according  to  Forrester  Research  Inc.  And 
these  high  rollers  are  not  just  sending  e-mail.  Rich  cybernauts  are 
13%  more  likely  than  the  rest  of  us  to  buy  online.  Says  For- 
rester's Ekaterina  Walsh:  "They  are  Web  addicts." 

Well,  then,  it's  time  e-businesses  gave  the  wealthy  what  they 
want.  In  a  Forrester  survey  of  banks,  nearly 
half  conceded  their  online  offerings 
failed  to  meet  the  expectations  of 
big  customers.  Similarly, 
many  luxury  retailers 
still  won't  sell  online. 
This     foot-dragging 
makes    little    sense 
when  the  millionaire 
shopper  is  an  e-tail- 
er's  dream — a  mod- 
ern-day Croesus  with  a 
Web  fetish. 

Take  48-year-old 
Barry  Mayo,  who 
sold  a  group  of  radio 
stations  called  Broad- 
casting Partners  Inc. 
for  $245  million  in 
1995.  Computer-illit- 
erate at  the  time,  he 
took  PC  classes — and 
got  hooked.  Now, 
both  his  downtown 
apartment  and  subur- 
ban home  are  wired. 
And  rather  than  stop 

by  Virgin  music  stores,  he  now  logs  on  to  Amazon.com  to  buy  CDs. 
"The  Internet  has  changed  my  modus  operandi,"  Mayo  says. 

Connecting  with  the  super-rich  isn't  hard.  The  key:  impeccable 
service.  Affluent  consumers  have  neither  time  nor  patience  for  in- 
competence. A  site  should  download  images  quickly  and  be  easy  to 


Wealthy  and  Wired 


Millionaires  are  far  more  likely  to  buy  big-ticket 
items  on  the  Web  than  the  average  Netizen. 


AFFLUENT    AVERAGE 
USER  USER 


View  stock  quotes 
Visit  financial  sites 
Buy  airline  tickets 
Make  hotel  reservations 
Buy  computer  software 


63% 
38% 
28% 
20% 
30% 


DATA:  FORRESTER  RESEARCH  INC. 


navigate,  says  Jeanne  B.  Daniel,  CEO  of  online  luxury  jeweler 
nis.com.  Adornis  strives  to  deliver  products  the  next  da 
happily  accepts  returns.  "The  standards  of  the  affluent  are 
all  around,"  she  says. 

No  doubt,  that's  true  for  Claude  Sheer, 

standards  are  as  high  as  his  eight-figu: 

worth.  A  partner  in  the  investment 

Barn  Ventures,  he  prefers  Web 

chants  that  excel  at  basics.  He  sh 

the  high-end  home  furnishing 

HomePortfolio.com    because 

knows  he  will  get  just  wh; 

sees  online.  By  contrast, 

struggled  to  buy  a  chair  thr 

living.com,  which  did  not 

the  product  he  wanted.  "T 

not  a  place  I  would  go  twice 

fumes.  Another  complaint:  sh 

graphics.  Says  Sheer,  "The  ability  to  look  at  a  p 

uct  has  to  improve." 

Above  all,  goods  have  to  be  available  online, 
ury  retailers  seem  intoxicated  by  their  own  ca 
Versace's  site  features  two  sensuous  blonde  mc 
and  the  brand  name  in  bold.  That's  it.  Rolex 
warns  visitors  they  can't  buy  on  its  site.  "If  you'r< 
making  it  possible  for  affluent  users  to  buy  or 
you're  making  a  huge  mistake,"  Walsh  warns. 

To  win  over  the  wealthy — or  any — consu 
retailers  must  create  a  seamless  experience 
tween  the  store  and  the  site.  At  Gap  Inc.,  shop 
can  return  items  bought  online  to  a  brick 
.  mortar  store.  Likewise, 
if  a  store  is  out  of  stock,  sales  reps 
direct  shoppers  to  the  Web.  More 
than  champagne  and  caviar,  that 
kind  of  service  is  a  sure  bet  to  lure 


25% 
17% 
17% 
12% 
22% 


e.biz  online 


any  millionaire.  ® 


For  a  review  of 
myCFO.com,  see  the  . 
21  Clicks  &  Misses  onl 
ebiz.businessweek.ee 
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Was  Sternberg,  CEO  and  founder  of  Staples, 
istered  his  domain  name  to  put  his  business 
ne  at  register.com.  Visit  us  at  www.register.com 
:all  us  at  1-800-7-WWW-NET,  and  we'll  help  you 
ister  your  domain  name  right  over  the  phone. 
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Goti 


She's  come  to  your  site  to  learn  more 
about  your  business.  Get  her  now, 

or  kiss  diat  prospect  goodbye. 


In  today's  fast  paced  world  of  business,  making  sales  requires  new  ways  of  thinking.  As  you  read 
this  now,  hot  sales  prospects  are  on  your  web  site,  gathering  information  about  your  company's 
products  or  services.  But  they  won't  be  there  long  before  they  move  on  to  check  out  the  competition. 
You  need  a  way  to  actively  engage  them  now- before  they  click  away.  At  NewChannel,™  we  give 
you  the  power  to  identify  the  best  web  prospects,  prequalify  them  according  to  your  guidelines,  and 
actually  reach  out  and  immediately  move  them  through  the  sales  process.  And  it  all  happens  through 
your  site.  If  words  aren't  enough,  just  look  at  the  numbers.  Telesales  reps  from  companies  using 
NewChannel  are  closing  twice  as  many  sales  as  they  did  just  answering  800  numbers-.  Make  your  web 
site  work  harder  for  your  salesforce  and  turn  it  into  the  powerful  sales  tool  it  was  meant  to  be. 
Go  to  www.newchannel.com/moresales  or  call  1-800-331-0987  and  see  how  you  can 
double  your  sales. 


NewChannetlnc. 

The  hottest  prospects  are  on  your  site'. 


©2000  NtwChinocl.  Inc.  All  Righu  ReMnrd 

www.newchannel.com/moresales 


i-rtQ  The  New  £r„ 


There  is  no  shortage  of  people  eager  to  integrate  your  business  with  the  Internet.  In  the  excitement,  some 
fairly  sizable  outfits  have  confused  a  Web  site  for  an  e-business  solution.  We  understand  it  takes  more 
than  that.  In  working  with  some  of  the  world's  most  innovative  companies,  we've  uncovered  e-business 
opportunities  they  never  imagined  at  the  start.  Together,  we've  developed  and  implemented  digital 
strategies  that  transformed  their  businesses.  We  can  do  the  same  for  you.  Stop  by  our  Web  site  or  contact 
us  in  one  of  our  53  offices  around  the  world.  See  how  much  further  our  e-business  solutions  can  take  you. 

©  2000  Cambridge  Technology  Partners 
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BY  TIMOTHY  J.  MULLANEY 
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Vireless  Plaything 

now,  on-the-run  access  to  the  Net  means  nothing  important  to  anybody 


eware  of  smart  guys  bearing  predictions,  even  (maybe 
especially)  when  it  comes  to  propositions  as  can't-miss  as 
the  wireless  Web,  current  darling  of  smart  guys  every- 
where. MicroStrategy  Inc.  CEO  Michael  J.  Saylor  came  by 
business  week  a  few  months  back  to  explain  how  his 


Web  reviews 


Wireless  Sites 

*■  mobile.yahoo.com 

►  strategy.com 

►  mobile.msn.com 


any's  wireless  information  and  e-commerce  portal  Strate- 
n  could  bring  in  $10  billion  in  annual  revenue  by  2010,  jus- 
;  a  market  cap  that  briefly  flirted  with  $30  billion.  Saylor  had 
•e-step  guide  on  a  flip  chart  and  everything(i).  By  2010,  he 
U.S.  consumer  spending  will  be  $11  trillion  annually.  As- 
wireless  e-commerce  claims  one-third  of  that.  Then  assume 
}f  those  transactions  happen  via  Strategy.com.  Then  assume 
Strategy  claims  a  1.1%  commission.  Voila: 
illion.  Pay  the  man.  And  the  market  did, 
while  anyway.  (Now,  after  some  unpleas- 
ss  with  its  accounting,  MicroStrategy  is 

$2.6  billion.) 
dor's  argument  had  a  certain  brassy  in- 
mce,  but  it  lacked  much  of  anything  a 
lawyer  such  as  me  would  think  of  as  evi- 
I  And   the  case   for 
:ss  Web  domination, 
st  on  the  scale  and 
predicted  by  the  most 
l  experts,  weakens  fur- 
fhen  you  look  at  what 
gy.com  and  wireless 
Is  at  Microsoft  Net- 
and  Yahoo!  actually 
2000,  not  2010. 

to  go.  These  sites 

a  primitive  stage,  as 
their  promoters  con- 
They  offer  basic  news, 
er,  sports,  and  financial 

nation  (plus,  at  Yahoo  and  Microsoft,  those  all-important 
opes)  that  Web  surfers,  or  even  TV  watchers,  can  get  for  free 
jhout  their  daily  lives.  The  sites  are  free,  but  to  use  them 
vou  have  to  have  a  wireless  Internet  access  service.  That 
;  paying  for  a  Web-enabled  cell  phone  or  handheld  com- 
,  appliance  like  a  Palm.  How  much  does  that  cost?  OmniSky 


Corp.  charges  $39.95  a  month  for  access.  My  cellular  provider 
quoted  me  $250  to  $800-plus  for  a  Web  phone.  The  advantage  of 
wireless  is  that  information  updates  are  pushed  to  the  device  of 
your  choice  so  information  can  find  you  wherever  you  are. 

When  it  comes  to  offering  up  the  basics,  MicroStrategy  seems 
to  do  the  best  job.  Its  financial  information  goes  beyond  quotes, 
including  daily  reports  on  best-  and  worst-performing  tech 
stocks  and  charts  of  tech  stocks  with  low  price-earnings  ra- 
tios. Strategy.com  will  deliver  the  informa- 
tion not  just  to  your  cell  or  pager  but  also 
to  your  desktop 
PC  or  your  voice 
mail.  Yahoo  Mo- 
bile alerts  can 
only  be  sent  to 
mobile  devices, 
while  Microsoft 
will  alert  your  PC 
but  lacks  the  voice 
mail  option.  Strate- 
gy.com  also  has  spe- 
cific forecasts  for 
beach  and  boating 
weather,  a  nifty  way  to 
tailor  an  otherwise 
commoditized  service.  In 
all,  Strategy.com  is  the  most  flexible  of  the  three — which  is  the 
point  of  Web  Anywhere. 

But  neither  Strategy.com  nor  the  others  have  well-chosen  in- 
formation tailored  to  what  people  actually  do  when  they're  on  the 
run.  What  should  they  focus  on?  Give  me  information  I  actually 
might  consider  when  dashing  about — and  the  ability  to  do  some- 
thing about  it.  For  example,  I'll  buy  movie  tickets  wirelessly  on  Fri- 
day nights  to  beat  lines.  Give  me  flowers,  since  I've  been  known  to 
put  off  the  anniversary  until  pretty  late  in  the  fourth  quarter.  Let 
me  make  last-minute  travel  arrangements,  since  business  travelers' 
itineraries  change  without  notice.  And  tip  me  off  to  restaurants  and 
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entertainment  possibilities  because  I  make  those  decisions  on  the 
fly.  And  lose  (or  at  least  deemphasize)  the  stock  data:  Anyone  still 
trying  to  day-trade  is  beyond  stubborn. 

For  now,  though,  the  pickings  are  pretty  slim  here.  Granted, 
there  are  aggregated  wireless-Web  services  out  there  that  do  a  bet- 
ter job  than  msn,  Yahoo,  and  Strategy.com.  Palm's  Web  service,  for 
example,  delivers  some  restaurant  information  and  lets  you  trade 
stocks.  But  these  three  sites  from  acknowledged  market  leaders  of- 
fer little  when  it  comes  to  making  purchases.  All  three  offer 
varying  amounts  of  financial  data,  but  none  of  them  lets  you 
trade  wirelessly  (Fidelity  Investments'  online  site  does,  to  name 
just  one  example,  and  it's  available  through  Palm's  service). 
Microsoft  lets  you  check  out  travel  options  and  itineraries,  but  you 
can't  make  reservations. 

These  sites  are  no  snap  to  use,  either. 
Getting  news  alerts  on  tiny  screens  is  an 
exercise  in  deciphering  haiku.  My  personal 
favorite  was  Microsoft's  "Beware  the  Wireless 
Web,"  which  nipped  "Drivers  Urged  to  Concentrate  on  Road."  The 
drive  for  brevity  gets  in  the  way  of  saying  much.  It's  not  worth 
stopping  your  day  to  read. 


For  most 
provided 


the  site  will  know  enough  to  drop  you  that  note  close  to  c 
time  or,  better,  because  the  technology  will  figure  out 
you  are  when  you  happen  to  be  near  the  butcher  shop.  Vv 
available  now  at  these  very  similar  sites  is  nothing  close  to 
Instead,  it's  sort  of  Portal  Lite — very  lite.  They're  first  rollin 
what's  easy,  not  what's  smart. 

Certainly,  Nasdaq's  shakeout  should  make  clear  that  the  vv 
jump-start  the  wireless  Web  isn't  by  flogging  stock  market  da 
all  three  of  these  sites  do.  Quick-swing  momentum  trading 
20th  certfury  Most  people  don't  make  investment  decisions  o 
spur  of  the  moment  and  shouldn't.  For  them,  the  primary  sc 
these  sites  provide  is  basically  useless. 

Will  the  wireless  Web  be  huge?  Perhaps.  First,  you  ha 

people,  the  investment  servic 
by  wireless  sites  are  useless 


N 


Portal  lite.  If  they're  going  to  succeed,  the  sites  have  to  figure 
out  what  a  wireless  Web  does  that  the  regular  Web  can't  do  as 
well.  Saylor  sketches  the  long-term  vision  as  well  as  anyone: 
Sites  that  know  so  much  about  you,  because  you  have  bought 
stuff  from  your  preferred  wireless  portal,  that  a  Strategy  or  Yahoo 
can  drop  a  note  to  your  pager  when  your  butcher  puts  pork 
chops  (your  favorite!)  on  sale.  And  you'll  go  buy  them  because 


have  the  right  offerings — and  define  huge.  It  can  be  a  sub 
tial  business  and  still  be  well  short  of  commanding  a  third  o 
consumer  economy.  That's  an  inane  number,  anyway:  Con 
how  much  of  the  average  family's  consumption  dollar  goes  t< 
mortgage,  the  car,  the  utilities,  health  care,  insurance,  and  s 
These  are  all  deals  you  would  almost  never  close  while  you'r  f 
the  run — the  only  place  where  the  wireless  Web  has  ad 
tages  that  offset  the  fact  that  it's  clunky  to  use.  Think 
through,  and  you'll  get  a  more  realistic  sense  of  what  wii 
commerce  will  be.  These  sites,  like  the  wireless  Web  itself, 
become  a  force.  For  now,  they're  toys.  ® 


:/ 
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UNTETHERED  AT  LAST?  NOT  QUITE 


To  believe  the  hype  for  the  wireless  Web,  a  third  of  consumer  goods 
will  be  bought  over  cell  phones  and  pagers  within  10  years.  Time  for  a 
reality  check:  Three  leading  wireless  portals  so  far  deliver  only  scanty 
news  and  weather  info,  plus  stock  updates.  So  these  click  ratings 
simply  reflect  relative  standouts  in  a  ho-hum  field. 
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Content 


The  key  service  of  all  three  sites  is  regular  information 
alerts,  but  they're  distressingly  basic.  You  can  get  only  ele- 
mentary news,  weather,  sports,  and  financial  information 
delivered  once  or  a  few  times  a  day.  Strategy.com  provides 
deeper  financial  info  than  the  others,  earning  the  click. 


^    ^ 


Commerce 


MSN  lets  you  check  your  travel  itinerary  via  pager,  but  you 
can't  buy  the  ticket.  You  can  check  your  portfolio  but  you 
can't  buy  stocks,  and  so  on.  Wireless  commerce  should  first 
blossom  in  niches  selling  things  people  often  buy  on  the 
run.  The  effort  to  identify  and  provide  those  services,  while 
under  way  in  earnest,  isn't  yet  reflected  on  these  sites. 


*         ™        W 


Ease  of  Use 


Strategy.com  was  by  far  the  easiest  to  use.  It  was  easier 
to  set  up  and  delivers  alerts  to  desktop  PCs,  fax  machines, 
and  phone  voice  mail,  as  well  as  mobile  devices.  Accom- 
modating all  kinds  of  communication  devices  earns  it  the 
click. 
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Who  adds  it  up  for  the 

Name  Your  Own  Price  company? 


The  answer  is  the  people 
of  Deloitte  &  Touche 


Brainpower  from  Deloitte  &  Touche  is  helping  priceline.com  revolutionize  on-line  shopping.  We  have  the 
resources  and  agility  to  help  emerging  e-commerce  players.  Rapidly  growing  enterprises.  And  estab- 
lished global  companies.  Our  seasoned  specialists  apply  in-depth  knowledge  to  understand  each  client's 
unique  needs.  And  use  this  understanding  to  meet  complex  assurance  and  advisory,  tax  services  and 
consulting  challenges.  In  the  most  intelligent  way  possible.  The  client  service  teams  of      Dcloitt6 
Deloitte  &  Touche  are  the  foundation  of  our  strength.  To  learn  more,  visit  our  web  site.      &TOUCnG 


Assurance    &    advisory,    tax    services    and    consulting 


www. us. deloitte. com 


©2000  Deloitte  &  Touche  LLP.  Deloitte  &  Touche  refers  to  Deloitte  &  Touche  LLP  and  related  entities 
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Whether  you're  a  street  musician  or  a  CEO,  choosin 

do  wonders  for  your  profits.  Which  explains  why  i 

American  Express,  Cisco,  and  Hewlett-Packard  have  chosen  Ariba.  In  fact, 

more  companies  use  the  Ariba  B2B  Commerce  Platform™  to  power  their  A    R    I    B    A" 

marketplaces  and  eProcurement  systems  than  any  other  offering.  If  you  want    

to  get  in  on  the  act,  call  us  at  800-535-3471  or  visit  www.ariba.com/partner.       Making  the  net  work  for  B2BS 
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Unless  you're  using  a  fully  integrated  e-procurement  solution  like  GoUTO^""  _\ou  t 

Procura,  your  company  is  spending  about  $107  per  purchase  order.  With  Procura, 

■j  1 

administrative  costs  are  as  little  as  $5  per  order,  and  our  online  purchasing  system  can 

fporor 
reduce  overall  cost  of  goods  bought  by  10%  or  more  -  on  everything  your  company  buys !  ftv  h  w 

Take  GoCo-op  Procurator  a  test  drive  today  at  www.GoCo-op.com.  See  for  yourself  just  how  simple 

your  procurement  system  can  be.  Then  call  1-877-628-3636  for  information  and  find  out  just  how 

affordable  our  solution  is.  t(i  to 

ing  per 
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Integrated  e-Procurement 
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BY  JOANO'C.  HAMILTON 
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Satman  Had  It  Right 

■rloaded  by  your  handhelds?  Maybe  you  need  a  utility  belt 

loved  the  old  Batman  TV  show  from  the  1960s.  For  one  thing,  it  helped  me 
learn  to  read.  Batman  flashed  cartoony  screen  titles  for  the  fight  sequences.  I'd 
chase  my  mom  around  the  house,  demanding:  "What  does  P-O-W!!  stand  for?" 
"Pow"  she'd  bark  and  mime  an  uppercut.  A  few  seconds  later:  "Mommy! 
Z-A-P!"  "Zap!"  she'd  spit,  her  fingertips  sending  imaginary  bolts  my  way. 


une  in  again  tomorrow,  same  Bat  time,  same  Bat  channel!" 
le  part  of  the  American  lexicon.  It  was  the  announcer's 
dess  imperative  when  the  caped  crusader  and  the  boy  won- 
Lobin,  would  end  an  episode  hanging  by  a  thread  in  some 
all  predicament.  But  true  fans  like  me  never  worried 
new  that  inevitably  Batman's  utility  belt 
I  come  to  the  rescue. 

■  the  uninitiated,  each  of  the  Bat- 
individual  pockets  appeared  only  ca- 
of  holding  perhaps  a  passport  and  a 

of  gum.  But  we  insiders  knew  they  ac- 

carried  all  manner  of  weapons,  anti 
disguises,  rappelling  gear,  and  other  tricks 
king  the  chill  off  one  of  Mr.  Freeze's  das- 

■  death  devices,  or  sabotaging  the  Penguin's 
Drained  schemes, 
fe  imitates  art,  and  now  I  tune  in 

to  the  adventures  of  Silicon 
.  I  am  no  less  mesmerized  by 
ction,  and  no  less  delighted 
e  screwball  cameo  appear- 

of  celebrities  (can't  some- 
offer  William  Shatner  stock 
■ns  not  to  sing?  Ru- 
— You  work  it,  girl- 
1!).  And  I  am  no  less 
d  when  unfamiliar  let- 
ppear  on  my  pe.  screen: 
:.RP?  wis?  Mommy!! 

ingboard.    Recently, 

e;h,  it  hit  me:  What  we 

leed    to    survive    the 

ing  perils  of  our  hyper 

ly  universe  arc  some  superhero  utility  belts.  Think  about  it: 

explosion  in  handheld  devices  is  hopelessly  outpacing  evolu- 

.  progress  in  giving  us  more  hands.  We've  got  cordless  phones, 


family  radio  channel  transmitters,  beepers,  PDAs,  cell  phones,  hybrid 
e-mail  pagers  with  keyboards  that  look  like  they've  been  designed 
for  Barbie  dolls.  We've  got  MP3  players,  digital  cameras,  notebook 
computers  that  weigh  less  than  many  magazines,  and  all 
manner  of  home-control  devices.  More  and 
more  people  carry  three  or  four  of  the  above 
all  at  once.  One  beep  goes  off  in  a  crowded 
room  and  we  all  dance  around,  patting 
our  pockets  and  checking  our  gadgets  in  a 
frenzied,  pocket  bongo  pantomime. 
The  latest  villain,  however,  is  Handspring's 
Visor  device.  This  is  the  much-heralded  handheld 
that's   like  a  Palm,  except  that  it  has  a  "springboard" 
module  that  allows  you  to  transform  it  into 
all  kinds  of  things  with  the  snippety-snap 
of  a  few  plastic  parts.  It's  less  than  a 
year  old,  and  you  can  already  buy  a 
modem  and  digital  camera  for  it,  in 
addition  to  game  and  memory 
cartridges  and  various  keyboard 
options.  Now  we're  to  expect  cell 
phones,  bar-code  readers,  scan- 
ners,   pagers,    radios — heck, 
maybe  even  fish-finders. 

To  me,  here's  the  tricky  part 
Don't  you  theoretically  buy 
these  handhelds  because  you 
don't  want  to  carry  a  lot?  Where 
are  you  supposed  to  put  all  the 
accessories  you're  not  using  at  any  given 
time?  It  reminds  me  of  a  promotional  gift  that  I  re- 
ceived once  that  was  a  combination  jacket  and  sports 
bag.  With  a  few  tucks,  folds,  and  zips,  you  could  turn  the 
jacket  inside  out  and  it  ended  up  inside  the  pocket  of  the  sports 
bag.  And  vice  versa.  But  you  couldn't  risk  carrying  anything  sub- 
stantial  in  the  sports  bag  if  you  thought  you  would  need  the 
windbreaker.  And  if  you  wore  the  windbreaker  and  had  some 
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stuff  to  carry,  well,  your  sports 
bag  was  already  filled  with  you. 
It's  still  sitting  in  my  trunk,  years 
later,  just  waiting  for  the  perfect 
predicament. 

Clearly,  Visor  owners  have  a 
crisis  looming.  But  the  problem 
is  far  more  pervasive.  I  followed  a 
gentleman  through  the  security 
scanner  at  the  airport  recently  who 
dropped  so  much  electronic-de- 
vice ballast  into  the  little  basket 
that  I  half  expected  him  to  levitate 
and  whack  his  head  on  the  top  of 
the  metal  detector.  My  Webvan 
grocery  delivery  guy  wears  a  device 
straight  out  of  Mission:  Impossible 
from  which  he  can  enter  bill 
changes  and  print  a  receipt  (and 
probably  grate  a  well-aged  moz- 
zarella) — but  it's  so  heavy.  One 
false  move  and  his  khakis  are  go- 
ing to  end  up  around  his  ankles 
(not  that  111  be  looking). 

So  get  to  it,  all  you 
garage  inventors.  Re- 
member, the  utility  belt 
form  has  got  to  fit  the 
function  of  the  super- 
hero trying  to  wear  it. 
Just  as  Wonder  Woman's 
needs  differ  from  the 
Green  Hornet's,  so  does 
a  venture  capitalist's  dif- 
fer from  a  nerdy  Web 
surfer;  an  entrepreneur's 


►  It  has  become  impossible  to 
write  satire  in  the  Valley:  A  catalog 
just  crossed  my  desk  offering  the 
"Xybernaut"  wearable  computer  for  a 
cool  five  grand.  Check  in  at 
www.TechnoScout.com. 

^  Toddlerwatch.com  lets  parents 
watch  their  kiddies  at  day  care  via 
the  Web.  Eventually,  they'll  zap  pix 
to  handhelds. 


— * 


from  a  real  estate  superagent.  Here  are  some  sample  utility  belt 
models  I'm  sure  could  be  huge  sellers: 

►  The  Entre-Bandito  Bandolero-style.  Entrepreneurs,  it's  a 
war  out  there — for  capital,  talent,  buzz,  real  estate.  Stride  into  bat- 
de  with  all  your  tools  at  the  ready,  strapped  across  your  chest.  And 
not  just  your  cell  phones,  pagers,  and  demos.  This  belt  doubles 
as  a  harness,  complete  with  hidden  pul- 
ley and  cable  to  lower  yourself  into  the 
men's  room  at  the  Woodside  (Calif.) 
venture  capitalist's  hang-out  Buck's. 
There  you'll  plead  with  vcs  for  money 
and  do  a  quick  product  demo  before  they  can  say:  "Hey,  a  little 
privacy  please."  Also,  at  the  shoulders,  surround-sound  speakers 
provide  a  voice-activated  bubble  of  white  noise  to  drown  out  the 
skeptical  remarks  of  your  family  and  friends.  They  dare  to  warn 
you  that  taking  out  a  second  mortgage  on  the  house  to  finance 
a  bark-activated  interface  so  dogs  can  send  e-mail  to  the  Pets.com 
sock  puppet  is  a  tad  chancy. 

►  Dooney  &  Burke's  Supermom  Club  Model.  In  rich  saddle 
leather  and  hunter  green,  this  stylish  belt  takes  you  from  boardroom 
to  playgroup.  It  dispenses  Kleenex  for  kids'  runny  noses — and  to 
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mop  up  your  investing 
ners'  tears  each  time 
gets  Greenspanned.  An  | 
sion  arm  swings  your  i 
handheld  with  remote  I 
monitoring  software 
level,  so  you  can  catch  t| 
inning  of  junior's 
League  debut.  And  th^ 
pocket  for  your  faux-t 
covered  cell  phone  for 
only  your  assistant  (\ 
you  wistfully  call  "mini 
has  your  number. 
►  Sand  Hill  Road  V\fa 
Venture  capitalists  wil 
this  model,  which  con 
rich  black  leather  tha 
carved  off  the  belly  of 
roaring  bull.  In  the  cer 
its  buckle  is  a  red  buttoj 
summons  a  lackey  to 
around  your  Ferrari, 
like  the  whistle  that  thel 
Ranger  used  to  summo| 
ver.  It  has  a  special  atn 
bill  dispenser  allowing  ] 
make  sudden,  unplanne 
vestments  in  entrepreij 
you  meet  in  elevators  | 
yes,  even  in  the  men's  room  at  Buck's.  And  it  comes  with 
cial  fast-telescoping  and  retracting  wind  socket  for  divj 
which  way  the  ipo  market  is  blowing  on  any  given  day. 
►  Revenge  of  the  Nerds.  More  than  a  utility  belt,  this  is  its 
ecosystem.  Its  battery  packs  and  wireless  capabilities  will 
"always-on"  connectivity.  In  fact,  a  single  metacord  will  pip 
ternet  access,  chilled  Jolt  Cola,  and  pulverized  Cheetos  di 
ly  into  the  frontal  lobe  of  a  programmer  who  is  weari 
heads-up  display  system.  Because  walking  is  a  problem,  it  i 
includes  curb  feelers  and  a  horn  that  sounds  when  you  t;  lUl 
step  backwards.  Warning:  It  does  require  mildly  invasive  t 1 
surgery  to  hook  up — a  small  price  to  pay. 


My  Webvan  delivery  guy  wears  a  device 
straight  out  of  Mission:  Impossible 


►  The  Big  Dipper.  Your  stock's  up  8,  down  12,  up  10,  and 

for  the  day.  That's  a  recipe  for  e-sickness.  This  belt  not  only 
ries  all  your  wireless  stock  market  monitors  and  vibrates  at  all 
pre-set  high/low  limits,  it  also  functions  as  a  big  patch,  slowly 
pensing  a  motion-sickness  drug  through  your  skin,  allowing 
to  keep  your  lunch  down! 

Holy  opportunity,  Batman!  Can  our  clever  inventors  deliver 
products  in  time?  Will  our  Valley  denizens  be  forced  to  literally 
figuratively  juggle  their  personal  technology  to  the  point  of  madi  » 
Tune  in  again  next  month,  same  e.biz  time,  same  e.biz  channel  ^ 


a 


!' 


im'l  Chief  Technology  Officer  -  Michael  Jone». 

Web  t,  'ps  up 

with  our  i. 


AW 


akeme 

to  the  corner  of  Speed  and  Integ. 


ruwj 


Hurry,  I'm  on  Internet  time.  Rashcom.  one  of  the  nations 

fading  broadband  service  providers,  wanted  a  more  innovative  and  cost-effective  communications 
etwork  that  adapts  as  their  company  expands. They  also  wanted  to  manage  the  solution  in 
Web  environment.  AT&T  Business  Network  provided  Rashcom  an  integrated  network 
olution  consisting  of  a  full  range  of  data,  IR  wireless,  local,  international  and  long  distance 
ervices.  All  through  one  contract,  one  monthly  bill  and  a  single  point  of  contact  for  cus- 
jomer  care.  And,  AT&T  Business  Network  allows  Rashcom  to  order  services,  track  maintenance 
equests  and  pay  charges  -  all  online.  If  your  company  wants  simplicity  and  cost-effectiveness  from 
'    company  that  can  grow  with  you,  let  AT&T  Business  Services  take  you  there  -  now. 


AT&T 


Business  Services   I    I  800  ATT- 3  1 99    I    www.att.com/business   services 
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McNealy:  "We  realized  it  wasr 
eBay's  fault.  It  was  our  fault 
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JpETER  BURROWS 


Sun's  Bi 


,ast  year's  eBay  crashes  prompted  Sun  Microsystems  to  embark  on 
i  mission:  To  become  as  dominant  and  reliable  as  Ma  Bell  was 


ate  last  June,  Sun  Microsystems  Inc.  President  Edward 
Zander  got  the  kind  of  call  every  tech  executive  dreads. 
After  eBay  Inc.  suffered  a  22-hour  outage  of  its  Web  site 
and  a  spate  of  smaller  crashes,  CEO  Margaret  Whitman 


called  to  tell  Zander  that  the  problem  was  a  bug  in 
Sun's  top-of-the-line  server.  Sun  would  learn  some- 
thing just  as  startling  over  the  next  few 
days  of  round-the-clock  meetings  with 
eBay:  The  Internet  upstart  didn't  have  a 
clue  about  running  a  $1  million-plus  computer.  The 
company  hadn't  provided  sufficient  air  condition- 
ing to  keep  the  machine  cool.  And  even  though 
there  had  been  a  software  problem  with  the  ma- 
chine for  which  Sun  had  issued  a  patch  many  months 
before,  eBay  had  simply  neglected  to  install  it.  The  list 
went  on — fueling  the  sentiment,  as  one  Sun  manag- 
er put  it,  that  "selling  computers  to  some  of  these 
dot-coms  is  like  giving  a  gun  to  a  5-year-old." 

That's  when  Zander  realized  things  could  get  much 
worse.  For  most  dot-coms,  starting  their  business  on  a 
Sun  server  is  almost  a  given.  Already,  more  than  40% 
of  the  servers  found  in  the  computing  centers  that 
house  most  Web  sites  are  Sun's,  and  that  market  is  ex- 
pected to  boom  as  everyone  from  new  Net  companies 
to  the  click-and-mortar  crowd  set  up  shop  online. 
"It  suddenly  hit  me,"  says  Zander.  "How  many  future 
eBays  are  buying  their  first  computer  from  us  this 
very  minute?"  Adds  Sun  ceo  Scott  G.  McNealy:  "It  was 
our  Pentium  moment,"  comparing  the  eBay  incident 


to  the  lesson  Intel  Corp. 
learned  in  1994  after  the  chip 
giant  angered  customers  by 
initially  trying  to  downplay  a  bug  in  its  new  Pentium 
chip.  "That's  when  we  realized  it  wasn't  eBay's  fault," 
says  McNealy.  "It  was  our  fault." 

McNealy  and  Zander  didn't  need  another  wake-up 
call.  Since  then,  the  two  have  been  tearing  apart  Sun 
and  rebuilding  it  in  an  effort  to  make  the  Net  as  re- 
liable as  the  telephone  system.  Just  as  at&t  became 
Ma  Bell,  providing  that  always  available  dial  tone,  Sun 
is  shooting  for  no  less  than  Ma  Web,  the  supplier  of 
super-reliable  Web  tone.  To  do  that,  Sun  is  moving  far 
beyond  Web  servers  to  providing  many  of  the  tech- 
nologies required  to  make  this  possible:  storage  prod- 
ucts, a  vast  array  of  e-business  software,  and 
consultants  that  not  only  supply  all  the  gear  but 
also  hold  customers'  hands  every  step  of  the  way. 

Safe  bet.  If  the  duo  can  pull  it  off,  Sun  could 
emerge  as  the  King  of  the  Net — every  bit  as  dom- 
inant as  Big  Blue  in  its  mainframe  heyday  or  Mi- 
crosoft Corp.  in  the  PC  era.  Just  as  high-tech  man- 
agers used  to  say,  "No  one  gets  fired  for  choosing 
IBM,"  Zander  aims  to  have  the  same  said  of  Sun.  "I 
want  to  be  the  safe  bet  for  companies  that  need  the 
most  innovative  technology,"  he  says. 

Sun  hopes  to  go  down  in  the  history  books  as 
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that  rare  company  with  the  vision  to 
change  an  industry  and  the  ability  to  cash 
in  on  that  vision.  Since  it  was  founded  in 
1982,  Sun  has  promoted  the  notion  that 
"the  network  is  the  computer,"  a  view  of 
computing  where  the  action  isn't  on  desk- 
top pes  but  on  big  central  servers  where 
computing  can  be  doled  out  in  easy-to-use 
chunks,  wherever  and  whenever  desired. 
With  the  explosion  of  the  Internet  and 
rapid  deployment  of  high-bandwidth  net- 
works, Sun's  vision  finally  is  becoming  a  re- 
ality. "McNealy  held  out  for  the  pot  of 
gold,"  says  Bill  Raduchel,  a  former  Sun 
executive  who  is  now  chief  technologist  at 
America  Online  Inc.  "It  took  a  decade  to 


play  out,  but  now  the  pot  of  gold  is  here." 
That's  why  Sun  has  been  on  a  tear. 
In  the  most  recent  quarter,  revenue 
climbed  35% — more  than  any  other  com- 
puter company,  including  PC  darling  Dell 
Computer  Corp.,  which  grew  30%.  Sun  is 
growing  faster  than  at  any  time  since 
1991,  when  it  was  one-fifth  the  size  it  is 
today.  And  with  gross  profit  margins  of 
52%,  it  is  the  most  profitable  computer 
maker  in  all  of  techdom. 

McNealy  vows  this  is  just  the  beginning. 
Known  for  having  the  strategic  vision,  slick- 
est sales  reps,  and  hottest  new  products — but 
not  the  best  service — Sim  has  made  relia- 
bility the  top  priority.  That  means  pumping 


up  the  services  business  and  overhau 
the  way  the  company  designs  and  sell* 
products.  In  the  past  year,  Sun  has  redi 
the  number  of  configurations  it  sells  fr 
thousands  by  pushing  customers  to  chc  '• 
from  under  200  models.  And  now,  mam 
and  sales  reps  are  compensated  largely 
customer  satisfaction.  What's  more,  f  <: 
Nealy,  a  sometime  golfing  buddy  of  Gei 
al  Electric  Co.  Chairman  John  F.  Welch, 
become  a  convert  of  ce's  Six  Sigma  qua 
program  that  builds  in  checks  to  make 
customers'  operations  stay  up  and  runni  ■• 
By  far,  the  boldest  element  of  McNea  f 
plan  is  software.  Sun  is  trying  to  def  t 
and  dominate  a  new  category  of  softw  *" 


The  Net  Effec 


Imost  from  its  founding  in  1982,  Sun  has  pursued  a  vision  in  whic 

computing  power  resides  on  huge  servers,  whisking  data  and  other  servio 

to  PCs,  handheld  gadgets,  and  other  devices.  Thanks  to  the  Web,  Sun's  vision 

becoming  reality.  So  Sun  is  honing  its  strategy,  management  techniques,  ar 

technology  to  become  the  dominant  computer  coimpany  in  the  Internet 


Strategy 

Redefine  Net  Software:  Today,  hundreds  of  niche  soft-         j/r 
ware  outfits  hawk  a  mind-numbing  patchwork  of  applica- 
tions. Sun  wants  to  create  a  new  category  of  software  that 
combines  many  Net  programs  into  one  super-reliable  whole  that's 
included  with  its  server. 

As  Reliable  as  the  Phone  Network:  Sun  is  moving  beyond  just 
hardware  to  offer  pretested  configurations  that  include  stor- 
age, Net  software,  and  popular  applications.  That's  how  telco 
switchmakers  like  Lucent  and  Nortel  managed  to  make  the 
phone  network  fail-safe. 

Lock  Up  the  Service  Providers:  Having  guessed  right  that 
software  would  be  delivered  over  the  Net  rather  than  as  CDs  to  be  in- 
stalled on  PCs,  Sun  has  the  early  lead  with  companies  that  will  deliv 
er  the  software — from  Net  newbies  to  huge  telcos. 


Ag; 
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ii  combines  many  <>t  today's  e-business 
tw.iK-  segments,  including  e-mail,  e  com 
ace  portals,  and  programs  (or  serving 
i  Web  pages  and   wireless  applications, 
it'  idea:  Wrap  a  suite  of  applications  into 
e  fail-safe  whole-  available  on  any  Sun 
ver.  On  luly  17,  [Planet,  Sun's  Net  soft- 
ire  joint  venture  formed  with  AOL  last 
ar,  unveiled  the  new  suite,  along  with 
audacious  goal:  Within  18  months,  the 
mpany  expects  to  hit  the  $  1  billion  mark 
e-commerce  software  sales,  according  to 
argaret  Breya,  iPlanet's  vice-president  of 
;  irketing.  By  2005,  she  says  Sun  could 
!ej  jve  a  $5  billion  to  $10  billion  software 
ii,  isiness.  Other  executives,  however,  say 


it   may  take  a  buying  binge  to  get   there. 
I'ut  it  all  together,  and  Sun  is  designing 
its  own  lake  on  an  old  trend:  vertical  inte- 
gration, in  which   it  sells  software,  hard 
ware,  and  services  as  one     just  like  telecom 

equipment  makers  lucent  Technologies  or 

Nortel  Networks  Corp.  do  with  their  phone- 
switches.  "The  computing  model  of  to- 
morrow is  the  telecom  model  of  today," 
says  Masood  Jabbar,  Sun's  senior  vice-pres- 
ident of  sales.  How  does  Sun  fit  in?  It 
plans  to  make  the  "big  frigging  Webtone 
switches,"  as  McNealy  calls  them — the 
powerful  servers  that  can  whisk  billions  of 
bits  around  the  Net,  along  with  the  soft- 
ware that  manages  Web  pages,  dishes  up 


data,    and    exec  ntrs    t r .ins.u  in.n  .        I  hi 
world's  moving  in  our  direction  at  H  ga/il 
lion  miles  per  hour.  <  )ur  biggest  problem  i. 
just  trying  to  keep  up,"  says  McNealy. 

Ih. it's  why  he  has  lit  a  bonfire  under 
Sun.  .Alter  the  eBay  incident,  Zander  called  a 
meeting  of  all  managers  and  read  them  the 
riot  act.  Late  last  summer,  his  staff  identified 
14  key  initiatives,  such  as  new  processes  for 
conducting  customer  audits,  with  one  of 
Zander's  top  vice-presidents  in  charge  of 
each.  And  on  July  1,  McNealy  reorganized 
Sun,  combining  fiercely  independent  sales 
operations  within  product  units  into  one 
single  sales  organization.  Now,  customers 
see  one  sales  rep  for  their  entire  business,  in- 


Management 


Central  Authority:  On  July  1,  Sun  created  into  one  uber-sales  op- 
eration, rather  than  fiercely  independent  server,  software,  chip,  and 
services  units.  That  way,  customers  can  deal  with  one  salesman. 
More  important,  engineers  are  working  together  to  design  resilient  sys- 
tems by  making  sure,  for  example,  that  Net  software  can  detect  chip  or 
disk-drive  failures. 

No  More  Cowboys:  Sun  has  been  known  as  the  freewheeling  cowboy  of  the  com- 
puter business.  Now  it's  adding  big-company  processes — such  as  extensive  audits  of  a  cus- 
tomer's tech  operations  before  taking  the  order. 


Technology 


The  Grand  Design:  Sun  is  the  architect  of 
some  of  the  sexier  elements  of  the  Web,  such  as 
its  Java  Net  software.  Now  engineers  are  focus- 
ing on  keeping  the  Net  running  all  the  time — like 
how  to  build  backup  systems  to  avoid  failures 
in  chips,  servers,  software,  and  networks. 

Pay-As-You-Grow:  Sun  is  working  on  hard- 
ware and  software  components  that  allow  fast- 
growing  customers  to  add  what  they  need  with- 
out ever  having  to  scrap  old 
equipment. 

The  Storage  is  the 
Network:  New 

VCR-sized  storage 
devices  that  can  be 
located  anywhere 
on  the  Net — instead 
of  just  in  central 
data    centers  — 
putting  informa- 
tion closer  to  users. 


•  Leadership 


Forging  Industry  Standards:  With  Java  a 
Net  standard,  Sun  continues  to  push  its  Jini  tech- 
nology, which  promises  to  let  any  digital  device 
talk  to  any  other.  That  way,  your  browser- 
equipped  cell  phone  could  print  on  any  nearby 
Jini-ready  printer. 


Setting  Ground  Rules: 

Not  all  Net  companies 
know  how  to  operate 
around  the  clock.  So  Sun 
has  a  program  to  lay  out 
best  practices,  from  how 
to  ensure  backup  to  how 
to  prevent  data  centers 
from  becoming  overheat- 
ed. Some  300  companies 
have  qualified  for  this 
stamp  of  approval  of  the 
Net  Age. 
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stead  of  being  bombarded  by  reps  from 
different  divisions.  And  McNealy  has  creat- 
ed a  Customer  Advocacy  Organization  to 
make  sure  all  divisions  are  putting  reliabili- 
ty and  customer  satisfaction  first.  Division 
president  Mel  Friedman,  for  instance,  has  au- 
thority to  request  the  redesign  of  any  Sun 
product  for  suspected  glitches.  Says  Breya: 
"It's  about  Sun  growing  up." 

As  we  all  know,  though,  growing  up  is 
hard  to  do.  For  Sun  to  shake  off  its  upstart 
ways,  it  will  have  to  make  the  shift  from 


company  that  recendy  ditched  a  Sun  high- 
end  server  for  a  mainframe  from  IBM. 

McNealy  will  have  to  stare  down  other 
challengers,  as  well.  At  a  time  when  servers 
based  on  Sun's  new  UltraSparc3  chip  are  a 
few  months  late,  longtime  PC  industry  rivals 
are  massing  for  yet  another  assault  on  the 
server  market.  Using  Microsoft's  four- 
month-old  Windows  2000  program  or  the 
free  Linux  operating  system,  PC  makers 
will  continue  to  chip  away  at  the  market 
for  less  powerful  servers — especially  after 


sun  has  created  a 

customer  advocacy  unit 


designed  to  make  the  Web  much  ea 
use.  In  it,  unrelated  Web  sites,  Ne 
vices,  and  traditional  Windows  sot 
programs  can  be  linked  together 
useful  things — say,  to  get  your  bank's 
site  to  transfer  money  to  your  e-b 
who  buys  a  stock  and  then  record 
trade  to  your  Microsoft  Money  progra 
your  PC.  Such  complexity  requires  sof 
expertise,  snorts  Microsoft  ceo  Ste 
Ballmer,  "and  Sun's  not  really  a  sof 
company."  Counters  Sun  chief  scienti 
Joy:  "I've  been  writing  about  netv 
based  computing  for  20  years.  Mic 
embraced  it  last  week." 

Sniping  aside,  Sun  faces  even 
software  challenges.  Throw  into  the 
programs  such  as  Napster  that  ma 
easy  to  link  files  direcdy  from  PC  to  P 
together  bypassing  huge  servers,  and  s1 
analysts  think  McNealy  &  Co.  could 


an  engineering-driven  company  to  a  full- 
service  company.  That  means  mastering 
software  sales,  a  historic  weakness,  and 
building  up  consulting  to  help  companies 
design  their  e-businesses  around  Sun  gear. 
And  it  must  do  all  this  while  holding  off 
heavyweights  such  as  IBM  and  Hewlett- 
Packard.  The  stalwarts  may  have  been  slow 
to  grok  the  Net,  but  they  have  a  legacy  of 
ultra-dependable  products  that  could  be  a 
major  advantage.  "Sun  rode  the  wave  of 
dot-coms,  but  those  companies  have  dif- 
ferent needs  now.  And  taking  care  of  those 
needs  is  ibm's  and  HP's  forte,  not  Sun's," 
says  Bruce  L.  Chovnick,  senior  vice-presi- 
dent at  Network  Solutions,  a  Web  registry 
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Intel  brings  out  ^1  W^  its  new 
IA-64  chips,  due  by  ^r  yearend.  "Cus- 
tomers are  willing  to  pay  high  prices  and 
go  with  the  safe  bet  [Sun]  in  these  early 
days  of  the  Net.  But  ultimately,  we'll  be 
able  to  redefine  the  economics  of  the  In- 
ternet," says  Compaq  Computer  Corp. 
CEO  Michael  D.  Capellas.  Adds  Interna- 
tional Data  Corp.  analyst  Jean  S.  Boz- 
man:  "Everyone  is  shooting  at  Sunv  there's 
no  question  about  it." 

The  company  with  the  most  ammuni- 
tion is  Microsoft.  On  June  22,  Microsoft 
announced  its  version  of  Sun's  Webtone 
scheme — an  initiative  dubbed  .net  that  is 


a  resurgence  of  powerful  PCs  that 
store  and  move  data  around  the 
That  could  put  a  squeeze  on  server  p 
its.  Sanford  C.  Bernstein  &  Co.  ana 
Toni  Sacconaghi  thinks  profit  mar 
for  Sun's  servers  could  fall  from  the  njfl 
50s  to  the  low-30s  within  three  years 
it's  crucial  that  Sun  crank  up  sales 
hugely  profitable  software  and  stor 
products,  with  gross  profit  margins 
80%  and  60%,  respectively. 

Only  then  can  Sun  continue  to  fund 
$2  billion  research-and-development  eft 
and  keep  spending  at  an  industry-lead 
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The  Quadstone*  System  is  unique,  powerful  software  that  lets  marketers  predict  customei  activit)  h\ 
identifying  hidden  behavior  It  combines  information  from  all  channels  of  the  enterprise  —  including 
the  Web  -  to  provide  complete,  highly  visual  models  for  taking  targeted  |HP"iH 

.n  non  in  real  Cime.  The  Quadstone  System  has  been  proven  at  leading 
global  companies.  Featuring  an  open  architecture,  n  can  be  WKMwM 

implemented  within  a  week  and  deliver  results  in  minutes,  QUADSTONE 

Call  us  at  1-800-821-8031  or  visit  www.Quadstone.com  the  predictive  marketing  software 
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BlackBerry.™  It's  the  wireless  solution  that  lets  you  send  and  receive  your  email  with  ease. 
There's  no  dialing-in.  No  modem  to  attach.  No  antenna  to  raise.  No  effort  required.  No  kidding. 
Wireless  email  can  really  be  that  easy.  BlackBerry  works  with  your  office  email.  In  fact, 
it's  the  only  end-to-end  solution  that's  specifically  designed  for  business.  So  it's  really 
no  surprise  that  BlackBerry  is  quickly  becoming  the  corporate  standard  for  wireless  email. 
Simply  put,  BlackBerry  gives  you  everything  you  need  to  stay  connected  and  manage  your 
inbox  while  on  the  go. 


Checking  email  while  on  the  run  can  be  a  major  hassle, 
but  BlackBerry  is  a  convenient  way  to  stay  in  touch."   InformationWeek  \ 


WWW    BLACKBERRY.NET 
||\J  pO@BLACKBERRY.NET 
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rate  of  10%  of  revenue.  If  it  can't,  Sun 
may  find  itself  boxed  into  a  high-end  cor- 
ner of  the  computer  industry,  adding  to  the 
list  of  once  proud  computer  companies 
such  as  Digital  Equipment  Corp.  that  have 
been  whittled  away  by  PC  makers. 

Sun  has  managed  to  outfox  the  doom- 
sayers  before.  In  the  early  1990s,  when 
profits  collapsed  for  the  technical  work- 
stations that  brought  in  90%  of  the  com- 
pany's revenue,  McNealy  bet  the  next  big 
opportunity  would  be  servers.  He  poured 
billions  into  developing  technologies  such  as 
the  Solaris  operating  system.  Now,  servers 
and  related  gear  bring  in  roughly  80%  of 
Sun's  $11.7  billion  in  sales.  Even  more  re- 
markable is  Sun's  assault  on  the  high-end 
server  market  once  dominated  by  IBM 


ing  leading-edge  work  as  the  standard  for 
others,  and  then  racing  to  stay  ahead. 

That  puts  the  pressure  on  Sun's  big 
thinkers,  like  Joy  (page  EB  42).  For  starters, 
Joy  and  Sun's  other  technologists  have 
coined  the  term  "Net  Effects"  to  describe 
the  challenge  of  keeping  up  with  spiraling 
demand  as  a  billion  people  use  the  Net 
more  often,  from  more  devices,  and  in  dif- 
ferent ways  over  the  next  few  years.  To 
keep  pace,  Sun's  servers  will  have  to  accel- 
erate in  power  at  a  rate  at  least  100  times 
faster  than  Moore's  Law,  which  holds  that 
chips  double  in  speed  every  18  months, 
says  Sun  chief  technologist  Greg 
Popadopolous.  Sun  is  working  on  two 
tracks — massive  single  machines  with  mil- 
lions of  microprocessors,  as  well  as  distrib- 


Sun  is  betting  it  can 
leapfrog  the  competition 


mainframes.  While  the  market  for  $1  mil- 
lion-plus servers  shrank  17.8%  last  year, 
to  $1 1.4  billion,  Sun's  revenue  has  rocketed 
28%  because  of  runaway  sales  of  its  el 0,000 
Starfire  machine,  according  to  idc. 

Unlike  high-tech  dynasties  such  as  IBM 
or  Microsoft,  Sun's  grand  plan  is  not  based 
on  locking  customers  into  its  own  propri- 
etary technology.  IBM  and  Microsoft  mod- 
ulated the  flow  of  new  technology  in  the 
mainframe  and  PC  eras  largely  by  main- 
taining control  of  technical  interfaces  that 
others  would  need  to  create  compatible 
programs  and  peripherals.  But  Sun  wants 
to  dominate  Internet-style — that  is,  by  do- 
ing as  much  innovation  as  possible,  licens- 


uted  computing  schemes  so  the  computing 
load  can  be  divvied  up  between  smaller 
machines  linked  by  high-speed  networks. 

Sun  also  is  betting  it  can  leapfrog  the 
competition  by  giving  customers  the  es- 
sential software  they  need  to  run  their  e- 
businesses  in  one  neat,  foolproof  package. 
Today,  companies  face  a  blizzard  of  offer- 
ings^— application  servers  to  host  and  han- 
dle e-mail,  Web  servers  to  manage  and 
send  out  Web  pages,  and  portal  programs 
on  which  to  give  the  sites  a  unique  look 
and  feel.  While  these  stand-alone  software 
products  may  deliver  the  latest  bells  and 
whistles,  it  costs  a  fortune  in  consulting 


fees    to    make    them    work    togc 
Sun's  approach  is  different.  iPlanet 
snazzy  programs  into  a  suite  known 
Internet  Service  Deployment  PlatlL| 
Don't  be  fooled  by  the  clunky  name, 
this  suite,  customers  can  get  up  and  J 
ning  quickly  because  Sun  has  made 
the  software  works  in  sync.  With  the  r 
starting  at  $500,000,  Sun  isn't  lookJ 
undercut  the  competition.  Instead,! 
tomers  will  save  on  installation.  "This 
cut  my  development  time  by  30%,"| 
Norbert  Nowicki,  a  senior  partner 
Computer  Sciences  Corp.,  an  El  Sej 
(Calif.)  computer  services  consultanc 

Sun  isn't  the  only  company  offl 
such  a  suite.  Oracle,  IBM,  and  MicrosoRJ 
as  well.  But  none  of  those  companj 
the  dominant  provider  of  the 
puters  on  which  the  software 
run.  "Sun  isn't  just  dragging  the 
ware  along  anymore,"  says 
man,  Sachs  &  Co.  analyst 
Conigliaro.  "It  can  be  a  serious  c 
of  new  business."  Especially 
partner  aol  using  the  software  suite  i 
nally  and  promoting  it  to  its  Net  custoi 
"aol  is  customer  No.  1  for  iPlanet, 
David  Gang,  an  AOL  executive  who  rec 
became  iPlanet's  executive  vice-presi< 
"If  we  can  build  products  that  satisfy  A( 
should  work  for  everyone  else." 

The  irony  of  McNealy's'  software 
proach  is  that  he's  stealing  a  page  I 
the  Microsoft  playbook — a  twist  on 
crosoft's  "embrace  and  extend"  strateg 
absorbing  fresh  technologies  into  its  \ 
dows  software.  Instead,  Sun  wants  to  ei 
bundle  or  weave  Net  software  into  its 
laris  operating  system.  The  process  air 
has  begun.  While  competition  used  t( 


Sun's  Focus  on  Developing 
Innovative  Net  Technology. 


R&D  AS  A  PERCENT  OF  REVENUE 


.Is  Paying  Off  as  Companies 
Rush  to  the  Internet... 


.And  Boosting 
Profit  Margins 
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"If  online  privacy  is 
Lin  issue  for  you,  we 

cane  rlimk  of  a  better 
option,  except  for  not 
going  online  .it  all." 

PC  Magazine 
December  23,  L999 
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zer0knowledge 

Internet  Privacy  Solutions 


At  Zero-Knowledge  Systems  we  believe  that  everyone  has 
the  right  to  secure  and  private  computer  communications. 
That's  why  we  invented  Freedom  ,  a  totally  secure  Internet 
solution  that  ensures  your  email,  web  browsing  and  chat, 
remain  as  private  as  you  want  them  to  be. 

Why  should  you  care?  Because  the  Net  has  holes  in  it. 
Because  marketers,  employers  and  total  strangers  are 
able  to  track  your  activity  on  the  Internet. 

To  protect  yourself  and  your  family  from  invasions  of 
online  privacy  visit  us  at  www.zeroknowledge.com. 
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fierce  in  the  market  for  arcane  directory 
software,  where  companies  store  their  data- 
bases of  employees,  customers,  and  suppli- 
ers, now  Sun  dominates  because  it  has 
embedded  directory  software  into  the  latest 
version  of  Solaris.  "This  could  be  every  bit 
as  big  as  Oracle's  [$7.4  billion  database] 
business,"  says  Mark  Tolliver,  general  man- 
ager of  iPlanet. 

In  recent  months,  the  company  has 
made  a  push  into  hot  new  areas,  such  as  a 
wireless  server  that  will  go  head-to-head 
with  IBM  and  others,  and  e-commerce  and 


When  did  Sun  get  so  serious  about 
growing  up?  Rumblings  began  in  1998, 
when  Sun's  brain  trust  began  to  sense 
that  customers'  needs  for  keeping  their 
Web  sites  up  and  running  were  far  out- 
stripping Sun's  knowhow.  But  for  Mc- 
Nealy  and  Zander,  the  eBay  incidents  in 
mid- 1999  underscored  how  fast  those  re- 
quirements were  rising — and  far  behind 
Sun  really  was. 

Sun  sprang  into  action  to  solve  eBay's 
problem,  and  within  weeks,  it  worked  out 
a  plan  with  software  partners  Oracle  and 


Sun  has  made  a  push 
into  hot  new  areas 


e-marketplace  applications  that  will  com- 
pete with  offerings  from  Commerce  One, 
Oracle,  and  others.  And  while  iPlanet 
doesn't  have  a  product  to  rival  red-hot  pro- 
grams like  Vignette's  software  for  managing 
Web  pages,  Sun  may  develop  offerings  in 
this  niche  or  buy  the  pieces  necessary  to  of- 
fer it.  "With  our  stock  where  it  is,  we'd  be 
remiss  if  we  didn't  look  at  this,"  says 
Jonathan  Schwartz,  recently  named  Sun 
vice-president  for  corporate  strategy. 

Storage  Breakthrough.  One  area 

where  Sun  hasn't  been  able  to  get  off  the 
ground  is  storage.  The  company  has  made 
two  failed  attempts  to  introduce  new  prod- 
ucts in  the  past  three  years.  "This  business 
takes  focus,  but  storage  was  an  afterthought 
for  Sun,"  says  Raduchel.  No  more.  Sun 
claims  it  has  made  a  breakthrough  and 
has  created  a  specialized  sales  and  support 
organization  to  push  it.  Never  mind  lining 
up  big  cabinet-size  storage  racks  tethered 
to  servers — the  way  most  storage  farms 
operate.  Instead,  customers  put  Sun's  new 
T3  storage  boxes  wherever  makes  the  most 
sense — without  having  to  be  within  close 
proximity  to  a  server.  An  Internet  service 
provider,  for  example,  could  put  one  in  a 
Boston  office  to  speed  Red  Sox  scores  to  the 
locals — regardless  of  whether  that  site  uses 
servers  from  Sun  or  a  rival.  "The  upside  for 
Sun  in  storage  is  immense,"  says  Gold- 
man's Conigliaro,  who  thinks  Sun's  $2  bil- 
lion business  will  grow  25%  a  year  for  the 
next  three  years.  Still,  in  that  time  frame,  ri- 
val EMC  Corp.  is  expected  to  shoot  past 
the  $15  billion  mark. 
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Veritas  Software  Corp.  to  stabilize  eBay's 
server — even  devising  back-up  systems  that 
have  kept  eBay  out  of  the  news  despite 
six  or  so  crashes  in  recent  months.  "We 


were  pushing  Sun's  products  to  j. 
they'd  never  had  to  go,"  says  eBay 
Technology  Officer  Maynard  Webb, 
last  fall  nearly  switched  to  IBM.  "For  S 
still  have  our  business  is  a  testame 
their  ability  to  solve  those  issues." 

Zander  was  worried  it  was  more 
dumb  luck.  He  knew  last-minute  hd 
would  not  be  possible  should  eBay-lilo 
bacles  become  commonplace.  So  in 
July,  Zander  assigned  Vice-President  Jon 
Shoemaker  to  come  up  with  a  set  ol 
natives  to  meet  customer  demand  for 
solid  gear.  By  the  end  of  August,  aftel 
areas  for  improvement  were  identified, 
der  decided  it  was  time  to  turn  ur. 
pressure  inside  Sun,  calling  for  daily  8| 
meetings  with  the  management  teaij 
discuss  any  problems  at  customer 
"Scott  and  I  decided  to  ruin  everyd 
morning,"  he  says. 

Now,  all  Jiigh-end  systems  must  bel 
tested  with  the  customer's  software  bJ 
they  ship.  Another  team  is  making 
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At  Zero-Knowledge  Systems  we  believe  that  everyone  has 
the  right  to  secure  and  private  computer  communications. 
That's  why  we  invented  Freedom  ,  a  totally  secure  Internet 
solution  that  ensures  your  email,  web  browsing  and  chat, 
remain  as  private  as  you  want  them  to  be. 
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"It  online  pri\  ae\  is 
an  issue  for  you,  we 
can't  think  of  a  better 
option,  except  tot  not 
going  online  at  all." 

I'<   Magazine 
December  23,  1999 


Why  should  you  care?  Because  the  Net  has  holes  in  it. 
Because  marketers,  employers  and  total  strangers  are 
able  to  track  your  activity  on  the  Internet. 

To  protect  yourself  and  your  family  from  invasions  of 
online  privacy  visit  us  at  www.zeroknowledge.com. 
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that  all  new  products  can  be  monitored 
remotely  from  one  of  Sun's  data  centers,  fi- 
nally bringing  it  up  to  speed  with  rivals 
such  as  EMC  and  IBM.  Sun  has  also  done 
two-day,  lengthy  audits  of  75  top  cus- 
tomers, sometimes  issuing  100-page  re- 
ports that  recommend  making  changes 
such  as  adding  a  humidity  sensor  to  ensure 
that  atmospheric  conditions  are  optimal 
for  Sun  equipment. 


And  McNealy  has  become  a  crusader 
for  the  new  quality  program,  dubbed  Sun 
Sigma.  Now,  Sun's  top  execs  will  get  four 
days  of  training  and  will  then  lead  teams 
that  will  get  four  weeks  of  training  in  Six 
Sigma-style  practices.  Any  manager  who 
doesn't  lead  such  a  team  over  the  next  18 
months,  says  Zander,  can  forget  getting 
promoted  to  vice-president. 

Why  the  hardball  tactic?  With  35,000 


employees,  Sun  will  have  to  start  beh 
less  like  a  mob  of  high-tech  freedom  f 
ers  and  more  like  an  icon  of  big  ma 
ment  control.  If  McNealy  can  pull  tha 
then  Sun  might  one  day  truly  be  wortl 
the  nickname  Ma  Web.  ® 


e.biz  online 


For  a  0  &  A  with  Scott  McNealy  visit 
ebiz.businessweek.com. 
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The  Joy  of  Questioning 


t  was  a  bona  fide  mood  killer.  On  May  15,  the  100  or  so  chief  tech- 
nology officers  at  San  Francisco's  Palace  Hotel  were  flying  high. They 
spent  the  morning  at  a  high-tech  conference  getting  jazzed  about 
how  they  could  help  their  companies  cash  in  on  the  limitless 


wealth-making  potential  of  the  Internet. 
Then  Bill  Joy  took  the  stage.  The  Sun  Mi- 
crosystems Inc.  chief  scientist  used  his 
lunchtime  keynote  to  lay  out  his  view  of 
technology:  He  fears  that  rapid  high-tech 
advances  could  lead  to  man-made  elec- 
tronic and  biological  scourges — and  the 
possible  extinction  of  the  human  race  by 
mid-century.  For  most  of  the  speech,  the 
audience  sat  in  respectful  silence. Then  Joy 
gave  a  sense  of  what  the  future  could  hold 
by  reading  a  long  description  of  a  horrific 
plague  that  wiped  out  much  of  medieval 


Greece.  Nervous  chuckles  began  to  break 
the  uncomfortable  silence. 

Joy  is  a  surprising  candidate  to  be  mak- 
ing such  dire  warnings.  After  all,  he  has 
helped  shape  Sun's  vision  of  superfast 
computers  zipping  all  manner  of  digital 
transactions  along  the  Net.  And,  he  ad- 
mits, it's  computers  from  Sun  and  others 
that  will  make  possible  the  scientific  ad- 
vances he  fears.  Still,  no  one  at  Sun  is  try- 
ing to  talk  Joy  down  from  his  high-tech 
bully  pulpit.  "The  concept  took  me  by  sur- 
prise," admits  Sun  CEO  Scott  G.  McNealy. 
"A  lot  of  people  think  Bill  is  shoot- 
ing the  golden  goose.  But  hey,  I've 
got  kids,  too,  and  Bill's  [discussing 
his  views]  in  a  very  prudent,  re- 
sponsible way.  He's  not  some  lu- 
natic. He's  not  a  prophet  of  doom." 
Adds  Melvin  Schwartz,  a  Nobel 
prize  winner  for  physics  in  1988: 
"He's  thinking  about  the  things 
that  should  be  thought  about. 
What  sounds  wild  today  won't  be 
in  20  to  30  years." 

Indeed,  Joy  says  he's  out  to  shake 
the  mindset  that  technology  offers 
boundless  good.  Since  publishing 
an  article  in  Wired  magazine  last 
April  entitled  "Why  the  Future 
Doesn't  Need  Us,"  the  45-year-old 
Joy  has  been  spending  a  third  of 
his  time  on  his  latest  concern.  Dis- 

Sun  chief  scientist  Joy:  Trying  to 
shake  the  mindset  that  technology 
offers  only  boundless  good 


coveries  in  genetic  engineering,  robotic 
and  molecular-level  engineering  (nan 
technology)  will  soon  make  it  possible  fc 
terrorists  to  unleash  mayhem  far  mor 
dangerous  than  the  nuclear  threat,  h 
says.  "These  technologies  are  going  to  en 
ate  a  quadrillion  dollars  of  wealth  in  th 
next  century,"  says  Joy.  "But  we  do  have  t 
deal  with  the  risks.  The  future  is  rushin 
at  us  at  incredible  speed,  and  people  ju 
haven't  thought  it  through." 

There  have  been  plenty  of  doomsayers 
the  past,  but  few  have  Joy's  credentials.  I 
1976,  as  a  graduate  student,  Joy  created 
version  of  the  Unix  operating  system  that  i 
the  standard  for  most  Web  sites.  In  198; 
he  co-founded  Sun,  and  was  a  driving  fore 
behind  its  Java  software. These'days,  Joy  i 
working  on  new  technology  to  make  com 
puters  resistant  to  software  bugs. 

Joy  is  by  no  means  turning  his  back  01 
the  Information  Society  that  has  mad 
him  rich.  He  says  he's  simply  trying  t 
start  a  debate.  He  suggests  that  compa 
nies  exploring  planet-threatening  tech 
nologies  pay  high  insurance  premiums  t< 
discourage  them  from  simply  dabbling  i 
such  technology.  Joy  fears  the  only  an 
swer  could  be  one  that  appalls  scien 
tists — including  himself:  put  an  end  t< 
the  spirit  of  unfettered  freedom  of  scien 
tific  inquiry.  Lewis  M.  Branscomb,  IBM' 
former  chief  scientist  and  a  professo 
emeritus  at  Harvard  University,  credits  Jo) 
with  raising  important  issues,  but  cau 
tions  that  "once  the  politicians  are  al 
lowed  to  start  censoring  'dangerou; 
knowledge,'  we  will  lose  both  our  democ 
racy  and  our  ability  to  understand  how 
to  manage  our  future."  For  Joy,  the  de 
bate  is  just  beginning. — Peter  Burrows 


r 


■U4"H"  "   ~~~ 


■ 


Are  you  really  an  e-business  if  this  is  how  you 

MANAGE  CONTENT? 

Content  is  the  linchpin  to  competing  online.  Trusted 
content  is  your  e-business.  Handle  it  wisely  and  you 
prosper.  Handle  it  like  so  much  surplus  inventory 
from  the  old  economy,  and  you'll  see  your  strategic 
advantage  evaporate.  Documentum's  content  management 
platform  automates  the  creation,  personalization,  delivery, 
and  management  of  your  vital  e-business  content.  From 
a  great  many  sources.  To  a  great  many  users.  Accelerate 
your  online  advantage.  Visit  www.documentum.com. 
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THE  ADVANTAGE  IS  CONTENT. 
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The  dCJlllty  to  reach  out  to  new  opportunity. 
The  StdUlllty  to  grow  and  endure. 

Your  enterprise  software  can  now  be  hosted  over  a  secure  global  network  and  infrastru 
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)tly  supporting  300,000  Web  sites.  Application  hosting  services  from 


\gt/era 


Run  with  the  swift.  Stand  with  the  strong. 
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IBM's  software  is  built 


with  precision.  With  vision. 
With  Rational. 
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Rational8 

the  e-development  company 


IBM  is  the  world's  largest  IT  company  and  a  leading  provider  of  e-business  software 
and  services.  IBM  uses  Rational's  e-development  solutions,  from  visual  modeling  to 
software  testing,  in  conjunction  with  IBM's  VisualAge"  application  development  tools 
and  the  WebSphere  software  platform.  They're  not  alone.  Thousands  of  companies 
worldwide  apply  Rational's  software  engineering  best  practices,  unified  tools  and 
services  to  increase  their  software  development  speed  and  quality.  In  fact,  47  of 
Fortune's  top  50  e-businesses  use  Rational's  software.  Want  to  build  software  better 
and  faster?  Visit  us  at  www.rational.com/IBMsuccessi  for  the  complete  IBM  story. 


'  1   loop  Rational  Software  Corporation.  Rational,  Rational  1ogef,  the  e-development  company,  Rational  Suite  PerformanceStudio  and  ClearCase  are  trademarks  or  registered  trademarks  of 
Rational  Software  Corporation  in  the  United  States  and  other  countries. 

IBM,  VisualAge,  arid  WebSphere  are  registered  trademarks  pr  trademarks  of  IBM  Corporation  in  the  United  States,  other  countries  or  both. 
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ME  BRADY 

Story  of  t 

me  authors:  A  great  start,  but  problems,  especially  copyright  protection,  remain 


than  half  a  million  copies  of  his  66- 
electronic  book,  Riding  the  Bullet, 
gh  Amazon.com  and  other  Web  sites 
st  $2.50  a  pop.  Now,  King  is  doing 
hing  more  radical.  Later  this  month, 
U  sidestep  publisher  Simon  &  Schus- 
c.  altogether  by  releasing  installments 
new  novel,  The  Plant,  direct  to  read- 
im  his  own  Web  site  (www.stephen- 
om)  at  $1  per  episode.  "It's  the  ulti- 
experiment,"  says  King's  agent,  Ralph 


the  experiment  works,  it  could  help 
n  a  new  era  for  authors  of  all  stripes — 
unknowns  scribbling  in  their  garrets  to 
ch  and  famous  who  lunch  at  Elaine's, 
"onic  books  have  been  talked  about 
scades,  but  suddenly  they  seem  to  be 
ag  out  of  the  woodwork,  not  to  men- 
he  crypt.  A  recent  joint  study  by  An- 
n  Consulting  and  the  Association  of 
rican  Publishers  projects  that  the  e- 
>hing  market  for  consumer  books  could 

$3.5  billion  by  2005.  Many  feel  the 
et  for  professional  and  education  books 
fcn  riper,  because  people  use  them  for 
;  reference.  "The  e-book  will  be  the 
•back  of  the  21st  century,"  predicts  Jack 
ano.s,  president  of  Simon  &  Schuster, 
hrugs  oft  King's  self-publishing  move, 
4,  "we  chalk  it  up  to  an  experiment  and 
:  threat  at  the  moment." 
lready,  a  handful  of  industries  are  re- 
ting  in  anticipation  of  the  switchover. 
Lshers  haw  digitized  thousands  of  titles 

is  serializing  his  new  horror  novel  on 
Veb — at  $i  per  reader  per  installment 


est-selling  author  Stephen  King  keeps  returning  to 
the  darkest  corners  of  the  soul  in  his  writings. 
But  when  it  comes  to  the  new  world  of  elec- 
tronic publishing,  he's  pioneering  virgin  territo- 
ry. In  March,  the  master  of  the  macabre  sold 

and  are  working  to  establish  standards  be- 
fore the  end  of  the  year  that  ease  distribu- 
tion while  preventing  the  threat  of  piracy. 
(Thieves  stole  copies  of  King's  Riding  the 


Bullet  and  posted  them  on  Web  sites  for 
others  to  filch.)  And  tech  companies  are 
working  to  make  e-books  more  palatable  to 
readers — whether  on  computers  or  special 
e-reader  devices.  E-books  have  long  been 
available  on  specialized  sites  such  as  Mighty- 
Words.com,  but  now  e-commerce  giants 
such  as  barnesandnoble.com  are  making 
them  mainstream. 

If  this  new  medium  takes  off,  the  biggest 
winners  could  be  the  authors.  While  the 
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publishing  industry  is  quick  to  coddle  and 
promote  stars,  it  often  has  little  time  for 
those  who  don't  rack  up  big  sales.  That's  be- 
cause the  economics  of  publishing  are  built 
on  narrow  margins,  high  overhead,  and 
mass  distribution.  The  Net  turns  that  equa- 
tion on  its  head — allowing  niche  authors 
to  cater  to  smaller  audiences  at  low  cost. 
Meanwhile,  the  Web  gives  big-name  guys 
such  as  King  a  means  for  going  direct  to 
their  adoring  fans,  potentially  cutting  pub- 
lishers out  of  the  deal. 
Indeed,  the  Net  ex- 
poses the  flaws  of  tradi- 
tional publishing.  The 
business  is  tough  on 
second-tier  and  begin- 
ning authors* — with  its 
lousy  advances,  slim 
royalties,  and  poor  pub- 
licity. Specialized  e-book 
publishers  such  as  Hard 
Shell  Word  Factory  of 
Amherst  Junction, 
Wise,  generally  return 
30%  of  sales  to  their 
writers,  vs.  the  print  norm  of  10%  on  the 
first  5,000  copies  sold.  After  all,  they  don't 
have  to  pay  high  production  or  distribution 
costs.  Fiction  author  Patricia  Lucas  White, 
whose  e-books  include  A  Wizard  Scorned, 
found  that  e-publishers  were  more  willing  to 


Mosley  is  headed  for  the  Net 


book,  but  they'll  do  anything  online."  Well- 
known  mystery  writer  Walter  Mosley,  author 
of  the  Easy  Rawlins  series,  envisions  using 
electronic  publishing  to  reach  readers  in 
the  smallest  villages  of  Africa — and  having 
them  talk  back  via  e-mail  and  chat  groups. 
E-publishing  also  means  speed  to  mar- 
ket. Instead  of  waiting  months  for  publi- 
cation, King  got  Riding  the  Bullet  out 
mere  weeks  after  penning  the  last  page. 
With  Tlie  Phut,  he  will  be  able  to  produce 
installments  before  he  has 
finished  the  whole  work. 
Douglas  Clegg,  also  a  hor- 
ror writer,  signed  Dorch- 
ester Publishing/Leisure 
Books  as  a  sponsor  for  a 
serial  novel  he  e-mailed  to 
readers  for  free  last  sum- 
mer. The  higher  profile  has 
helped  him  squeeze  the 
publisher  for  a  bigger  ad- 
vance on  his  next  print 
books.  This  year,  publish- 
ers are  competing  to 
sponsor  his  next  serial, 
Nightmare  House,  which  will  begin  dis- 
tribution on  July  30  at  www.douglascle- 
gg.com.  The  sponsors  get  brief  tag  lines 
on  each  e-mail. 

The  e-publishing  push  is  reshaping  lit- 
erary culture  by  allowing  writers  to  be 


A  recent  study  estimates  the  market  for 
consumer  e-books  at  $3.5  billion  by  2005 


look  at  her  unusual  blend  of  styles — such  as 
romantic  fantasy.  "E-book  publishers  are 
willing  to  take  more  risks,"  she  says. 

Of  course,  the  promise  of  e-publishing 
isn't  quite  fulfilled  yet.  While  it  may  offer 
wonderful  opportunities  for  readers  to  see 
work  that  traditional  houses  would  never 
touch,  it  also  threatens  to  overwhelm  them 
with  unreadable  junk — and  provides  little 
help  in  separating  the  gold  from  the  dross. 

Global  reach.  Still,  for  authors  of  all 
sorts,  e-book  publishing  promises  all  sorts 
of  new  opportunities — starting  with  instant 
global  reach.  Suspense  queen  Mary  Hig- 
gins  Clark,  author  of  such  bestsellers  as 
Where  Are  the  Children?,  is  one  of  the  first 
authors  to  have  her  backlist  made  avail- 
able online — a  move  that  she  hopes  will 
attract  a  new  audience.  As  she  puts  it: 
"Some  young  people  don't  want  to  read  a 


more  innovative,  too.  Douglas  Anthony 
Cooper,  who  serialized  his  novel,  Deliri- 
um, on  the  Net  six  years  ago  before  it  was 
released  in  print,  said  that  writing  for  the 
Web  changed  the  form  of  his  book.  He 
created  four  parallel  story  strands,  allowing 
readers  to  chose  from  alternative  plot  twists 
and  shape  the  narrative  to  their  own  liking. 
The  experiment  inspired  Cooper  to  create 
a  new  hybrid  of  online  gaming  and  chat 
that  he's  planning  to  bring  to  market. 

Because  of  the  low  cost  of  electronic 
distribution,  the  Net  allows  authors  to  cater 
to  smaller  markets  than  is  generally  possi- 
ble in  print.  John  Feldcamp,  the  CEO  of 
Xlibris,  proudly  calls  his  site  "vanity  pub- 
lishing that's  available  to  everyone"  at  a 
low  cost.  Xlibris  converts  manuscripts  into 
finished  books  for  electronic  or  print-on- 
demand  distribution.  The  work  is  then 
distributed  through  other  e-tailing  sites, 


r 


SCRIBES! 

IN  CYBERSPA1 


MARY  HIGGINS  CLAR 

Where  are  the  Children 
Before  I  Say  Good-Bye 

Clark's  entire  backlist  is  beir 
released  in  electronic  versio 
by  publisher  Simon  &  Schi 
ter.  It's  a  way  to  extend  her  reac 


MICHAEL  CRICHTON 

Jurassic  Park,  Airframe 

His  best-selling  novel  Time- 
line, published  in  Novembf 
is  now  available  as  a  free 
e-book  at  barnesandnoble.com 


STEPHEN  KING 

Carrie,  The  Shining, 
Salem's  Lot 

King  sold  Riding  the  Bullet, 
a  short  e-book,  on  the  Net. 
Now  he's  offering"  serializet 
chapters  of  his  work-in-progress, 
The  Plant,  direct  to  readers  for 
$1  a  pop.  If  people  don't  pay,  he 
may  kill  the  project. 


WALTER  MOSLEY 

The  Easy  Rawlins  series 
of  mysteries,  R.L's  Dream  \ 

He'll  publish  short 
stories  on  Time  Warner 
Book's  e-publishing  site, 
iPublish.com,  when  it's  launched 
next  year. 


MJ.  ROSE 

Lip  Service 

She  couldn't  get  a  publisher 
for  her  book  at  first,  so  sold  a 
electronic  version  directly  via 
the  Web.  Now,  Pocket  Books  is 
publishing  the  erotic  mystery  Lip 
Service  and  a  new  book,  In  Fidelity 
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and  authors  get  a  cut  of  between  10%  and 
25%  of  sales.  It  has  published  more  than 
1,700  titles  so  far,  ranging  in  length  from 
100  to  600  pages.  Everyone  gets  a  shot  at 
success,  even  if  few  get  rich  off  the  exercise. 
"Life  already  sucks  for  authors  in  general," 
says  Feldcamp,  noting  that  until  now, 


the  mass-market  audience  that  shops  in 
bookstores.  Her  e-published  version  sold 
20,000  copies  at  $3.50  each,  with  a  sequel 
selling  another  7,500. 

Some  writers  have  even  found  that  the 
Internet  leads  to  print  deals.  Melisse 
Shapiro,  who  writes  as  M.  J.  Rose,  tried  for 


Suspense  queen  Mary  Higgins  Clark  is  putting  all  of  her  older  titles  on  the  Net 


"there's  been  no  way  to  test-market  books." 
Still,  with  the  exception  of  heavyweights 
such  as  King,  even  bestsellers  on  the  Web 
now  draw  only  several  thousand  customers 
at  best.  Ever  hear  of  Leta  Nolan  Childers? 
Her  romantic  comedies  hold  the  top  two 
spots  on  the  e-book  bestseller  list  com- 
piled by  a  small  site  called  eBook  Con- 
nections Inc.  The  Fort  Pierre  (S.  D.)  writer 
says  mainstream  publishers  rejected  her 
initial  book,  The  Best  Laid  Plans,  because 
"they  didn't  know  how  to  categorize  and 
market  it."  For  mass-market  distribution, 
easy  labels  are  crucial  for  pitching  books  to 
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years  to  get  publishers  interested  in  an 
erotic  suspense  novel  called  Lip  Service. 
Frustrated,  in  early  1998  she  sold  it  over  her 
own  Web  site,  mjrose.com,  for  $9.95.  She 
then  marketed  it  through  200  other  sites. 
By  February  of  1999,  the  work  caught  the 
attention  of  a  traditional  book  club  and 
then  a  publisher  picked  it  up.  Pocket  Books 
released  the  hardcover  last  August  and 
came  out  with  an  e-book  version  in  May, 
which  Rose  digitally  autographed.  The  pub- 
lisher also  will  release  her  next  work,  In  Fi- 
delity, in  both  forms  in  January.  And  St. 
Martin's  Press  will  release  another  work,  co- 


written  with  Angela  Adair-Hoy,  in 
cyberspace  and  print  in  January.  Tb 
How  to  Publish  and  Promote  Online. 
While  e-books  open  the  floodgat 
new  authors,  some  established  write 
concerned  about  a  decline  in  quality, 
tery  writer  Mosley  shares  the  enthu 
for  e-books  and  is  publishing  some 
stories  on  the  Net,  but  he  worries 
adding  sound  and  images  to  text 
change  reading  from  an  active  intelk 
exercise  to  something  more  passive 
TV.  "Reading  forces  you  to  imagine 
create,  and  question,"  says  Mosley,  ac 
that  too  many  bells  and  whisdes  "wi 
grade  the  amount  of  thinking  on  the 
of  the  reader." 

One  Snub.  The  literary  Establish 
isn't  sure  yet  whether  to  welcome  or 
e-books.  The  International  eBook  Av 
Foundation,  headed  by  former  Rar 
House  Inc.  Chairman  Alberto  Vita 
sponsoring  a  first-ever  series  of  priz 
this  fall's  Frankfurt  Book  Fair.  Grand  j 
$100,000.  But  the  National  Book  Fou 
tion,  which  gives  out  the  prestigious 
tional  Book  Awards,  won't  add  an  e-1 
category.  Says  nbf  Executive  Director 

could  be  the 
houses  often  ignon 

Baldwin:  "There  are  fewer  instances  of 
portant  literary  work  being  done  in  a 
book  format." 

One  reason  for  the  paucity  of  high-I 
e-books  may  be  that  piracy  issues  have  y 
be  fully  addressed.  Nobody  in  publis 
wants  to  relive  the  music  industry's  ru 
with  unauthorized  Net  distribution.  An 
da  "Binky"  Urban,  a  prominent  literary  a 
with  International  Creative  Managen 
Inc.,  warns  writers  from  rushing  off 
cyberspace.  "I  can't  tell  my  clients  to  sp 
24  months  on  a  book  and  then  turn  it 
to  be  e-published  without  encryption 
ware,"  she  says. 

As  technology  improves  and  a  new  j 
eration  of  readers  gets  comfortable  \ 
e-books,  more  writers  will  surely  fo 
King  and  Clark  down  the  cyberhigh 
Important  work  will  get  published  onl 
And  someday,  traditional  book  publisl 
may  go  the  way  of  the  medieval  illumi 
tors.  Now,  that's  a  macabre  thought  woi 
of  Stephen  King.  # 


Today,  providing  professional  online  learning  takes  more 


lof  learning  methods.  It  takes  Element  K.  With  over  400  IT  and  business  courses  designed  exclusively 
for  the  Web,  Element  K  offers  instructor-led  courses,  self-paced  tutorials,  a  comprehensive  reference 

library  and  dynamic  interaction  with  experts  and  peers.  Element  K  hosts  a  rich  learning  environment 
i 

integrated   with    a    powerful    learning   management   system.    Unlock    the    power    of    knowledge. 
i 
I   Experience  www.elementk.com  Call   1-800-434-3466 


!  Formerly  ZDU.com 


Copyright  ©  2000  Element  K  Content  LLC.  All  rights  reserved. 
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hp  printers  and  portable  devices  with  Bluetooth  wireless  technology. 

Bluetooth  allows  walk-up  beaming  of  documents  to  a  printer  from  your  PDA,  laptop, 

cell  phone,  or  digital  camera  (or  from  one  portable  device  to  another). 

It's  hp  printing  without  wires-even  among  different  platforms  and  programs. 

By  adapting  to  the  world's  different  digital  environments, 

Bluetooth  ensures  success  whenever  you  fly  off  somewhere. 

See  how  we're  reinventing  the  workplace  for  the  e-services  economy. 

At  www.e-services.hp.com 

Take  to  the  air. 
e-services  solutions  from  hp. 
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Its  Net  ventures  are  poised  to  generate 

powerful  profits 


nron  Corp.  President  Jeffrey  K.  Skilling  was 
nearly  the  last  person  in  his  company  to 
hear  about  the  energy  giant's  $15  million 
effort  to  begin  online  trading  of  natural 
gas  and  electricity.  In  September,  when  de- 
velopers were  locking  in  the  site's  black- 


and-orange  color  scheme — just  two 
months  before  its  launch — they  finally 
consulted  the  boss.  That  was  four  months 
after  the  team  of  380  employees  started 
an  around-the-clock  effort  to  build  En- 
ronOnline,  which  has  since  handled  bil- 
lions of  dollars  in  trades. 

Was  Skilling  ticked  off  at  being  out  of 
the  loop  on  such  a  big  project?  Hardly. 
He  welcomed  it  as  evidence  that  the 
flexible  culture  he'd  been  nurturing  for 
10  years  at  Houston-based  Enron  was 

The  Web  "puts  the 
afterburner"  on  Enron 

perfectly  suited  to  the  Internet  Age.  "This 
was  a  sign  that  the  organization's  health 
was  good,"  crows  Skillin.  ,  46,  a  McKin- 
sey  &  Co.  consultant  before  joining  En- 
ron in  1990.  The  best  part:  The  work 
was  funded  from  existing  budgets,  never 


requiring  the  approval  of  Skilling  or  CEO 
Kenneth  L.  Lay. 

If  anyone  still  confuses  Enron  with  the 
sluggish  pipeline  business  from  which  it 
sprang,  they  won't  for  long.  The  company 
that  revolutionized  the  marketing  of  natural 
gas  and  electricity  after  deregulation  be- 
gan in  the  mid-'80s  is  wielding  a  powerful 
new  weapon:  the  Web.  "It  puts  the  after- 
burner" on  Enron,  says  Skilling. 

Consider  this:  Enron  is  the  largest 
wholesale  marketer  of  natural  gas  and 
electricity  in  North  America,  with 
more  than  20%  of  the  business.  By 
creating  the  financial  tools,  such  as 
gas  futures,  that  made  energy  trade- 
able,  Skilling  has  boosted  Enron's 
revenues  tenfold,  to  $40  billion,  during 
his  tenure.  Plug  in  the  Web,  and  the  mix- 
ture becomes,  well,  electric.  More  than    5 
$90  billion  worth  of  energy  and  financial    1 
instruments  has  been  traded  on  EnronOn-    * 
line  since  its  launch  in  November — making    I 


Skilling  is  incorporating 
innovation  into  Enron's  new 
headquarters:  Executives 
will  move  into  offices  that 
open  onto  the  trading  floor 


EB  54    BUSINESS  WEEK  E.BIZ  /  JUIY  24,  2000 


Business  Week  e.biz    STRATEGIES 


it  one  of  the  biggest  e-commerce  sites. 

That's  just  for  starters.  Via  the  Web, 
Enron  trades  everything  from  gas  to  copper 
to  financial  instruments  that  let  snowmobile 
makers  and  others  hedge  their  risk  to  bad 
weather.  Enron  is  building  a  nationwide 
fiber-optic  network  that  can  zip  movie- 
quality  videos  across  the  Web.  It  has  creat- 
ed a  unit  that  buys  and  sells  high-speed 
telecommunications  capacity.  And  it  is  part- 
nering with  America  Online  Inc.  and  IBM  to 
market  electricity  to  residential  customers 
with  the  help  of  the  Web. 

Expect  Skilling  to  test  Enron's  Web  lim- 
its even  more.  He  has  launched  a  new  or- 
ganization, Enron  Net  Works,  to  look  for 
more  e-commerce  opportunities.  High  on 
the  list:  paper,  chemicals,  and  data-storage  ca- 
pacity. "Anything  in  the  marketplace  viewed 
as  a  commodity  is  something  we'd  look 
at,"  says  Greg  Whalley,  head  of  the  new 
unit.  Other  possibilities:  trading  airport  land- 
ing rights  or  space  on  railroad  tracks.  "The 
real  risk  is  you  don't  move  fast  enough  to 
capture  the  opportunity,"  says  Skilling. 

Yet  some  question  whether  Enron  is 
moving  too  fast  to  get  it  all  right.  Enron's 


foray  into  residential  power  sales,  for  ex- 
ample, follows  the  company's  1998  retreat 
from  the  same  market  in  California.  And 
the,  company's  boldest  initiative — band- 
width trading — is  far  more  complex  than 
buying  and  selling  natural  gas  or  electric 
power,  critics  say.  "Gas  is  gas,  and  elec- 
tricity is  electricity,  [but  telecommunica- 


don't  get  it,  which  is  fine,"  says  Sk 
For  Enron,  the  "aha"  moment  cai 
1998,  when  Skilling  wanted  a  vide( 
ferencing  link  to  the  company's  New 
office.  He  was  shocked  at  the  cost:  $2 
a  month  for  a  high-speed  line  that  I 
needed  just  a  few  hours  daily.  What's 
Enron  was  locked  into  a  10-year  de; 


"The  real  risk  is  you  don't  move  fast 
enough  to  capture  the  opportunity 


tions  bandwidth]  is  brain  surgery,"  says 
Leo  Hindery  Jr.,  CEO  of  rival  telecom  carrier 
Global  Crossing  Ltd.  Skilling's  projection 
that  30%  of  U.  S.  bandwidth  will  be  traded 
by  2004  is  "laughable,"  says  Hindery,  who 
expects  Enron  to  remain  a  bit  player. 

That  sounds  sweedy  familiar  to  Enron 
execs.  When  they  started  trading  electrici- 
ty six  years  ago,  naysayers  warned  it  would 
never  be  bought  and  sold  like  gas.  Now  it 
is.  Skilling  predicts  bandwidth  will  be,  too, 
and  that  the  market  will  explode  in  com- 
ing years  as  Internet  customers  demand 
high-quality  video.  "The  telecom  guys  just 


Enron's  Power  Shift  to  the  Net 


Once  a  lumbering  gas-pipeline  operator,  Enron  is  using 

Internet  technology  to  transform  its  business,  raise 

revenues,  and  boost  profits.  The  company's  Web  initiatives 

fall  into  four  main  areas: 


*  WHOLESALE  ENERGY 


EnronOnline  was  launched  in  late 
November,  bringing  Enron's  trad- 
ing of  natural  gas  and  electricity 
to  the  Web. The  system  handles 
transactions  in  more  than  30 
countries.  Commodities  worth 
more  than  $90  billion  have  been 
traded  so  far. 


-BROADBAND 

Enron  aims  to  be  the  leading  buyer 
and  seller  of  bandwidth  to  cus- 
tomers such  as  ISPs.  It's  also  build- 
ing an  18,000-mile  fiber-optic  net- 
work to  deliver  video  and  expects 
to  sign  about  $160  million  worth  of 
video  delivery  contracts  this  year. 


-RETAIL  ENERGY 


Enron  has  joined  America  Online 
and  IBM  to  create  a  new  company 
that  will  market  natural  gas  and 
electricity  to  residential  cus- 
tomers via  the  Web.  Enron  will 
supply  power  to  the  new  busi- 
ness, in  which  it  will  initially  take 
a  60%  stake. 


PISTRIPVTIPN 


Enron  takes  requests  online  to 
schedule  deliveries  on  its  32,000 
miles  of  gas  pipelines  in  21  states. 
Virtually  all  of  Enron's  utility 
customers  are  using  the  system 
to  save  time  and  eliminate  order- 
entry  errors. 


Enron  execs,  this  was  the  gas  mark 
over  again.  Why,  they  wondered,  cot 
they  get  just  the  bandwidth  they  net 
Enron  Broadband  Services  was  born. 

Its  job  was  to  establish  a  systen 
trading  bandwidth.  To  help  create  liqi 
in  the  market,  Enron  is  building  a  fibe 
tic  network  that  connects  with  other  1 
parties'  systems.  With  that  network  in  j 
customers  will  be  able  to  trade  cap 
and  ultimately  buy  and  sell  bandwid 
chunks  that  are  measured  in  hours  or 
instead  of  the  now-typical  years,  Ski 
says.  While  the  amount  of  bandwidth 
ed  in  the  six  months  the  system  has 
running  is  tiny,  Enron  predicts  the 
could  contribute  $1  billion  a  year  in  c 
ating  profits  within  four  years.  Analyst 
more  cautious.  "I  would  question  whc 
it  will  take  off  as  quickly  as  they're 
dieting,"  savs  analyst  Rolf  De  Vegt  of 
com  consultancy  Renaissance  Strategy 

Whoever's  right,  the  risk  is  remark 
small.  Sure,  Enron  wouldn't  see  those 
ulous  profits.  But  the  effort  will  cost  Ei 
$1.3  billion  this  year  and  next — a  pitt; 
compared  with,  say,  the  $8  billion  1 
will  spend  on  infrastructure  this  year, 
if  Enron  can't  create  a  market  for  trai 
capacity,  its  network  should  still  be  wi 
plenty.  "We  haven't  seen  any  [investm 
in  bandwidth  infrastructure]  that  1 
proven  to  be  a  waste  of  money,"  says  ; 
lyst  Richard  G.  Klugman  of  Donald 
Lufkin  and  Jenrette  Inc. 

In  fact,  Enron  already  is  using  its   ^^ 
work  in  a  separate  Web  initiative.  The  oB* 
pany  has  signed  more  than  60  deal; 
deliver  video  for  content  providers 
as  Austin  (Tex.)'s  Road-Show.com,  wl 
uses  Enron's  network  to  deliver  finar 
presentations.  Before  turning  to  Em 
Road-Show  tried  to  create  its  own 
work  to  stream  video,  but  couldn't  get 
quality  it  wanted  "It  was  a  nightmare — 
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too  expensive,"  says  Trey  Fecteau,  Road- 
Show's  president. 

With  so  much  profit  at  stake,  Enron 
won't  have  the  online  trading  market  to  it- 
self. Energy  rivals  such  as  Williams  Cos., 
based  in  Tulsa,  and  Dynegy  Inc.  in  Hous- 
ton, are  teaming  up  to  challenge  Enron  in 


avoids  EnronOnline  for  fear  of  revealing 
too  much  to  its  rival,  says  Susan  O.  Ivey,  a 
peco  vice-president.  "Our  preference  is  to 
go  to  those  [systems]  that  are  owned  and 
operated  by  third  parties,"  she  says. 

Given  Enron's  dominance  in  online 
commodities  trading,  it  can  hardly  be  ig- 


Fired-up  investors  have  pushed 
Enron  shares  up  55%  this  year 


online  trading.  And  Kansas  City's  Aquila 
Energy  Corp.,  the  nation's  second-largest 
power  marketer,  has  joined  with  five  other 
energy  partners  to  build  an  alternative  on- 
line electric-  and  gas-trading  network.  Both 
groups  say  their  systems  are  preferable  to 
Enron's  because  they  won't  be  controlled 
by  one  player.  Some  customers  agree. 
Philadelphia-based  utility  PECO  Energy  Co. 
trades  with  Enron  over  the  phone,  but 


nored — which  has  Wall  Street  fired  up.  In- 
vestors, expecting  the  Net  to  fuel  Enron's 
profit  growth,  have  pushed  the  company's 
shares  up  55%  this  year,  to  $67.  Earnings 
this  year  should  jump  12%,  to  nearly  $1.1 
billion,  while  revenues  should  grow  to  some 
$55  billion  from  $40  billion  last  year,  says 
analyst  Zach  G.  Wagner  of  brokerage  Ed- 
ward Jones. 

To  ensure  that  Enron  doesn't  run  out  of 
steam,  Skilling  is  adjusting  the  open  cul- 
ture that  allowed  the  online-trading  project 


to  develop  undetected.  The  company 
rewards  risk-taking  by  employees,  as 
sured  by  their  peers.  And  Enron  is  ina 
rating  innovation  into  its  new  headqua 
to  be  opened  next  summer.  Top  execu 
will  abandon  their  50th  floor  digs  for 
floor  offices  that  open  onto  the  tra 
room,  putting  them  closer  to  the  actio 
Even  foes  acknowledge  that  Em 
flexible  culture  and  track  record  for  ii 
vation  should  serve  it  well.  "Enron  1 
history  of  being  quick  on  its  feet  anc 
defining  a  solution  to  match  the  probl 
says  James  Q.  Crowe,  chief  executiv 
Broomfield  (Colo.)'s  Level  3  Commur 
tions  Inc.,  a  telecom  carrier  that  both 
to  and  competes  with  Enron.  In  the 
multuous  world  of  e-commerce,  that  n 
be  Enron's  most  valuable  asset  of  all. 


e.biz  online 


For  a  0  &  A  with  Skilling,  go  to 
ebiz.businessweek.com 


_A"a  °S  of  a  Bandwidth  Trade 


Telecom  carriers 

<  and  Y  have  more 

high-speed  communications 

capacity  between  New  York 

and  Los  Angeles  than 

they  expect  they  will 

need  in  July. 


© 


o 


Each  logs  on  to  the  EnronOn- 
line Web  site  and  commits  to 
sell  its  excess  band- 
width during  that 
month    at    a 
price  Enron 
sets  accord- 
ing  to  de- 
mand. One 
month  is  the  mini- 
mum contract  avail- 
able today,  but  Enron  envisions 
trading  capacity  in  hourly  chunks. 


Company  A,  a  Los  Angeles  film 
producer  that  sends  video  over 
the  Net,  needs 
high-speed  capac- 
ity to  Webcast  a 
concert  series  in 
July.  It  logs  on  to  En- 
ronOnline, sees  ca- 
pacity is  available  at 
a  good  price,  and 
buys  it.  It  doesn't  know 
whether  Enron  is  getting  the  ca- 
pacity from  carrier  X  or  Y  or  anoth- 
er telco — and  doesn't  care  because 
Enron  guarantees  the  quality. 


where  multiple  networks  intercon- 
nect with  Enron's.  Enron  routes  the 
video  to  New  York,  using 
capacity  that  it  owns  or 
has  bought  from  carriers 
such  as  X  and  Y. 


MAC 


01 


n  July,  Company  A  trans- 
mits the  video  to  a  "pool- 
ing point"  in  Los  Angeles 
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In  New  York,  the 
content  is  handed  off  to  a  local 
Internet  Service  Provider.  Compa- 
ny A's  customers  log  on  to  the  Web 
and  receive  the  streaming  video  of 
the  concert  series. 


DATA:  BUSINESS  WEEK.  ENRON  CORP. 
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We    DO    MtTH    CZs/TM^. 

VwG  3TG  AriDda  We  bring  business-to-business  buyers,  sellers  and  commerce  service  providers  togethei 
on  the  Internet,  streamlining  e-commerce  processes. 

VwG   tlGGCIGCl   an  effective,  scalable  Internet  solution  to  deliver  information  and  education  to  thousands  of 
our  customers  in  real  time.  Something  easy  to  implement,  yet  as  effective  as  bringing  people  together  in  the  same 
physical  space  for  hands-on  learning. 

VwG  GXpGCl  a  business  partner  who  can  deliver  proven  technology,  who  is  a  leader  in  the  field,  who  can 
act  with  the  same  speed  and  obsession  with  customer  satisfaction  that  we  do. 

VwG  CJO*  an  Internet  solution  that  mirrors  the  way  people  interact  in  real  life  ...  that  ensures  users  are  properly 
trained  on  our  products  . . .  that  lets  anyone,  anywhere  participate  in  live  interactive  sessions  easily  from  their  desktop 
...  a  way  to  put  a  thousand  customers  in  the  same  room  at  once.  ^^"        y 
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Train  customers  on  a  new  product 


Meet  with  your  global  sales  team 


Host  a  company-wide  briefing 


Make  a  presentation  to  a  top  prospect 


Give  a  product  demo  to  resellers 
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At  Centra,  we  believe  live  eLearning  is  more  than  education.  It's  a  way  to  connect  business  people  live  and 
online  using  a  Web  browser  to  interact  in  real  time,  delivering  information  and  skills  more  efficiently  and  with 
better  results  than  ever  before.  And  without  the  time,  delays,  and  expense  of  business  travel. 

Only  Centra  offers  a  complementary  suite  of  enterprise  software  and  Internet  services  that  enable  the  delivery 
and  exchange  of  integrated  voice,  video,  presentations,  and  applications  for  secure  virtual  classrooms,  online 
presentations  and  Web  meetings.  With  Centra,  your  workforce  is  more  knowledgeable,  your  customers  are 
more  loyal,  and  your  products  and  services  get  to  market  more  quickly. 

For  more  information,  visit  www.centra.com.  And  discover  what  you  can  do  today. 
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Waitre  d*  Online 

Net  is  helping  restaurateurs  decide  who  gets  a  corner  table  on  Saturday  night 


s  a  customer  strolls  into  Manhattan's  elegant  Belli- 
ni restaurant,  owner  Donatella  Arpia  looks  up  from 
her  reservations  desk  to  greet  him.  Then,  glancing 
down  at  a  computer  screen,  she  notes  the  highlight 
over  his  name.  "Purple  means  he's  a  vip," 


lys  as  the  customer  is  seated.  "When  he 
;s  in  I  know  to  pour  on  the  charm." 
Jrget  the  little  black  hook  hidden  in 
vest  pocket  of  a  guy  in  a  tuxedo, 
iks  to  the  Internet,  today's  restaurant 
•is  are  beginning  to  get  a  better  sense 


of  who  their  customers  are — and  exactly 
which  ones  are  buttering  the  houses  bread. 
More  than  1,000  restaurateurs  nationwide 
have  signed  up  with  services  such  as  New 
York-based  Foodline.com  Inc.  and  San 
Francisco's  OpenTable.com  Inc.  to  otter 


online  reservations  and — more  impor- 
tant— develop  profiles  of  their  clients. 

The  payoff?  In  the  dog-eat-dog  rivalry  for 
customer's  stomachs,  such  data  can  help 
track  diners'  likes  and  dislikes  to  provide 
more  personalized  service  and  targeted  mar- 
keting. Sure,  diners  go  out  for  the  food  and 
atmosphere.  But  it's  often  the  smile,  personal 
greeting,  or  free  dessert  from  the  mail  re  d1 
that  keeps  customers  coming  back  for  more. 
"People  measure  value  by  the  experience 
they've  had,"  says  Arlene  Spiegel,  a  food 
and  beverage  consultant   at   Pricewater- 
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houseCoopers.  Besides,  why  bring  a  free 
dessert  if  Mr.  Big  is  allergic  to  chocolate? 

At  Bellini,  Arpia  enters  phone  reserva- 
tions or  walk-ins  into  her  computer  system, 
while  online  bookings  pop  up  automati- 
cally. Any  tidbits  she  picks  up — phone 
numbers,  say,  or  birthdays,  or  favorite  dish- 
es— are  noted  as  well.  One  client  tagged 


Arpia:  "Extra  attention  makes  a  world  of  difference 


"purple"  is  a  friend  of  another  vip,  with  a 
note  to  offer  him  a  free  appetizer.  Another 
regular  customer — highlighted  in  orange, 
one  notch  below  purple — doesn't  like  cor- 
ner tables.  In  the  file  of  a  third,  Arpia  has 
written,  "Needs  attention."  She  hasn't  spent 
enough  time  chatting  him  up  recently.  "Ex- 
tra attention  makes  a  world  of  difference," 
says  Arpia,  a  28-year-old  former  attorney 
who  quit  practicing  law  two-and-a-half- 
years  ago  to  open  her  restaurant. 

That's  not  unlike  what  a  good  maitre  d' 
does  with  brain  power,  pen,  and  paper. 
What  the  Net  does  is  make  sure  good  in- 
tentions are  followed  up.  And,  by  yearend, 
reservation  systems  will  be  linked  to  the 
sales  data  in  cash  registers,  which  in  most 
U.S.  restaur  a  its  have  long  been  computer- 
ized. With  th.  t  link,  restaurateurs  will  know 
who  comes  in  most  often  and  who  spends 
the  most.  Say  someone  asks  for  an  8  p.m. 
reservation  on  a  Saturday.  The  manager 
could  instantly  see  if  the  customer  is  a  skin- 
flint. If  so,  no  luck.  The  table  might  instead 


be  held  for  a  big  spender  who  bought  a 
$200  bottle  of  wine  recendy. 

Is  that  fair?  Maybe  not,  but  get  used  to 
it.  Everyone  from  supermarkets  to  airlines  is 
gathering  data  to  find  their  most  profitable 
customers.  If  it  leaves  everyone  else  with 
table  scraps,  hey,  that's  what  Mickey  D's  is 
for.  "If  I  spend  more  at  the  restaurant,  I 
should  get  a  better  table,"  says 
Phil  Hoffman,  a  marketing  exec 
who  eats  at  Bellini  weekly. 

That's  the  kind  of  attitude 
that  companies  selling  the  reser- 
vation systems  are  banking  on. 
Foodline,  OpenTable,  and  a  half- 
dozen  or  so  smaller  outfits  of- 
fering such  services  believe 
restaurants  and  customers  alike 
will  benefit  from  programs  sim- 
ilar to  frequent-flier  miles  and 
yield  management — the  de- 
mand-based pricing  common  in 
the  airline  industry.  And  it 
doesn't  take  a  lot  of  dough. 
Foodline  rents  a  terminal  with  a 
high-speed  connection  to  the 
Net  as  well  as  database  software 
for  $200  per  month,  and  reser- 
vations cost  restaurants  $1  per 
person.  OpenTable  charges  about 
half  that.  While  the  software 
runs  on  the  Net,  databases  are 
built  up  and  stored  in  the  com- 
puter system  at  each  restaurant. 
So  far,  online  reservations  aren't  exact- 
ly being  gobbled  up:  Bellini  only  books 
about  a  dozen  tables  per  month  via  the 
Net.  Still,  restaurant  owners  say  the  sys- 
tems are  worth  the  fees  just  for  the  ability 
to  profile  their  customers.  "This  lets  us 
give  that  little  extra  touch  and  keeps  people 
coming  back,"  says  George  Knowles,  man- 
ager of  San  Francisco's  Campton  Place 
Restaurant,  which  uses  OpenTable. 

As  the  trend  grows,  expect  more 
restaurants  to  use  profiling.  If  you've  got 
money  to  burn,  that's  great.  If  not,  take 
heart:  The  maitre  d'  may  not  be  shunting 
you  off  to  the  table  next  to  the  kitchen 
door  just  because  he  doesn't  like  your 
suit.  Soon,  you  could  end  up  in  restaurant 
Siberia  because  he  knows  you  don't  spend 
enough  to  matter.    ® 


e.biz  online 


BOOK9  EN 

RESTAURANTS  RUS 
TO  THE  INTERNE! 


For  a  look  at  Foodline.com, 

see  the  July  18  Company  Closeup  on 

ebiz.businessweek.com 


Restaurants  are  using 
online  reservation  systems 
and  customer  databases  tc 
identify  their  best  clients. 
That  way  they  can  roll  out 
the  red  carpet  to  big 
spenders.  Here's  how  the 
Net  is  making  a  difference 

SPECIAL  favors: 


R 


estaurant  managers  can 
track  how  often  a  custom 
^visits  and  soon  will  be  abl 
to  tap  into  cash  register  data 
see  who  spends  the  most  mone! 
Big  spenders  could  get  free  win 
dessert,  or  after-dinner  drinks. 


I 


reservations: 

Restaurateurs  can  decline 
reservations  from  known 
cheapskates  and  hold  mor 
popular  time  slots — say,  8  p.m. 
Saturday — for  the  most  loyal 
diners  or  the  biggest  spenders. 


marketing: 

Restaurants  can  track  how 
long  it  has  been  since  goo< 
customers  have  visited. 
If  someone  has  been  away  for 
several  weeks,  they  might  get  a 
quick  e-mail  or  note  with  a 
special  offer. 


YIELD  MANAGEMENT 

Managers  can  identify  so 
so  customers  and  e-ma 
special  offers  to  them  tc 
help  fill  tables  on  slower  nights 
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Are  you  ready  to  CoCargo? 

Ready  to  become  more  efficient,  more 
cost-effective  and  more  profitable  than 
ever  before?  , Then  use  CoCargo.com 
for  your  next  shipping  transaction  and 
discover  the  world  of  shipping  at  your 
fingertips. 

Join  the  thousands  of  shippers  and 
carriers  who  have  eliminated  the  cost  and 
hassle  of  rate  negotiations.  Use  the  power 
of  CoCargo.com's  automated  online 
bidding  to  move  ready-to-go  cargo.  From 
anywhere  to  anywhere,  at  any  time,  in 
any  language.  Membership  is  free.  Our 
experienced  personal  account  managers  are 
here  to  help  you  every  step  of  the  way,  24 
hours  a  day. 

Are  you  ready  to  CoCargo?  Log  on  to 
www.gocargo.com.  Or  call  us  today  toll 
free,  or  direct  (USA)  1-646-769-3456 


.com 
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IS  THIS  HOW  YOU  IMAGINE  THE  WEB? 


Talk  about  impressive.  When  it  comes  to  your 

company's  business  and  the  Internet, 

you'll  produce  astonishing  results. 

And  that's  hot.  No  matter  what  kind  of  business 
you're  building.  Our  software  platform  enables  you 

to  create  solutions  that  take  advantage  of  the 
opportunities  in  the  new  Internet  economy  -  like 

enhanced  productivity,  new  revenue  streams, 

increased  customer  satisfaction  -  without  having  to 

constantly  dig  for  what  you  need.  And  if  that's  not 

enough,  our  products  and  services  let  you  build  your 

business  on  the  Web,  on  your  own  terms,  without 

compromise.  You  now  have  the  power  and  flexibility 

to  drive  new  business  models,  streamline  processes, 

improve  customer  and  partner  relationships,  as  well 

as  generate  more  profits.  And  that's  a  great  way 

to  turn  the  tide  on  your  competition. 


<al laire> 

www.allaire.com 

1  888  939  2545 
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DEAN  FOUST 


Man  in 

a  Hurry 

Jeff  Arnold  wasted  no  time  building  WebMD. 
But  has  he  alienated  potential  partners? 


effrey  T.  Arnold's  office  at  Healtheon/WebMD  Corp. 
seems  better  suited  to  the  president  of  a  small  bank 
than  the  chief  executive  of  an  Internet  startup.  There's 
a  Persian  rug,  a  plush  sofa,  and  an  oil  painting  over  an 
ornate  wooden  desk.  Ask  the  history  behind  the 
painting,  and  the  30-year-old  ceo  shrugs  sheepishly,  "I 
don't  know."  The  reason:  When  Arnold  was  looking 


for  a  home  for  WebMD,  an  early  investor 
offered  the  suite  his  firm  was  vacating — in- 
cluding a  fully-furnished  corner  office.  "We 
were  in  a  hurry  to  get  going  and  I  didn't 
want  to  lose  any  time  looking  for  space," 
says  Arnold. 

No  question  Arnold  has  been  a  young 
man  in  a  hurry:  In  the  three-and-a-half 
years  since  the  former  medical-equipment 
salesman  doodled  his  vision  for  a  health- 
care portal  on  a  cocktail  napkin,  Arnold  has 
completed  a  dozen  mergers  and  inked 
scores  of  joint  ventures — all  part  of  a  land 
grab  to  make  his  company,  which  will  soon 
be  known  simply  as  WebMD,  the  top  play- 
er in  online  health  care.  Arnold's  goal:  Use 
the  Internet  to  seamlessly  link  virtually 
everyone  in  the  business — patients,  doc- 
tors, pharmacists,  hospitals,  labs,  suppliers, 
and  insurers. 

Many  industry  experts,  though,  wonder 
whether  Arnold  has  moved  too  fast  for  his 
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own  good.  His  push  to  acquire  the 
best  assets  is  starting  to  backfire  as 
players  wary  of  WebMD's  potential 
muscle  get  together  to  control  their 
own  destinies.  In  March,  medical 
suppliers  formed  their  own  online 
marketplace,   offering   hospitals 
everything  from  bandages  to  cat       « 
scanners.  And  insurance  compa- 
nies, uncomfortable  with  giving  a 
third  party  such  as  WebMD  their  pre- 
cious clinical  and  claims  data,  are  circling  the 
wagons  as  well:  A  coalition  of  insurers  led  by 
Cigna  Corp.  will  soon  launch  a  Web-based 
service  called  MedUnite.  It  aims  to  process 
claims  and  prescriptions  and  link  doctors, 
patients,  and  hospitals  with  HMOs.  "We're  not 
giving  anyone  any  data  that  belongs  to  our 
customers,"  says  Will  S.  Bashan,  Cigna's  se- 
nior vice-president  for  e-commerce. 

As  Arnold's  original  endeavor  of  build- 
ing a  simple  portal  has  grown  to  resemble 


Arnold  got  a  jump  on 

the  business  world  by 

dropping  out  of  college 


i 
I         I 
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a  Manhattan  Project  for  the  health-care 
industry,  experts  question  whether  Web- 
MD  has  become  too  unwieldy.  Indeed,  mov- 
ing the  hidebound  sector  into  cyberspace  is 
no  small  feat:  He's  confronted  with  scores 
of  scrappy  competitors,  each  focusing  on  a 
far  smaller  slice  of  the  health-care  pie.  And 
he  faces  resistance  from  doctors,  hospitals, 
and  insurers  who  are  wary  of  the  emer- 
gence of  a  new  intermediary  like  WebMD. 
"The  real  obstacles  are  cultural,  economic, 
and  legal — and  the  Internet  can't  solve 
those  problems,"  says  J.  D.  Kleinke,  a  Den- 
ver-based health  economist.  "WebMD  is  a 
completely  unexecutable  fantasy  that  is  go- 
ing to  collapse  of  its  own  weight." 

Investors  are  having  their  doubts,  too. 
After  spiking  above  $125  last  year,  WebMD's 
shares  began  tumbling  this  January — before 
the  broader  meltdown  in  Net  stocks — and 
now  languish  around  $15.  That's  hurting 
Arnold's  ability  to  make  deals.  Last  year,  he 
used  his  high-flying  stock  to  gobble  up  a 
slew  of  established  medical  data  companies. 
But  on  June  19,  Arnold  suffered  the  ig- 
nominy of  forking  over  an  extra  35  million 
shares — nearly  50%  more  than  he'd  origi- 
nally agreed — to  salvage  a  deal  he  cut  in 
February  to  acquire  Medical  Manager  Corp. 
He  had  little  choice:  With  doctors  shunning 
WebMD's  desktop  service,  Arnold  needs 
Medical  Manager,  whose  practice-manage- 
ment software  is  used  by  185,000  doctors. 

Worse  than  surrendering  the  shares, 
Arnold  gave  up  half  of  his  job.  Medical 

Martin  J.  Wygod 
will  become  co-CEO 

Manager's  respected  chairman,  Martin  J. 
Wygod  will  become  co-CEO.  Outsiders  be- 
lieve the  shift  reflects  the  urgency  of  en- 
listing industry  veteran  Wygod,  60,  to  mend 
relations  with  insurers.  He  has  a  strong 
record:  Wygod  built  MedCo  Containment 
Services,  a  pharmacy-benefit  management 
company,  into  a  $2.6  billion  business.  He 
then  sold  it  to  Merck  &  Co.  in  1993  for 
$6.6  billion.  "Wygod  has  the  connections 
that  WebMD  badly  needs,"  says  Michael 
Davis,  a  research  director  with  Gartner 
Group  Inc.  Arnold  says  the  idea  of  splitting 
the  CEO's  post  was  his.  It  lets  him  concen- 
trate on  marketing,  dealmaking,  and  con- 
tent— his  strengths — while  Wygod  focuses 
on  relations  with  insurers  and  investors. 
Still,  many  question  how  long  the  arrange- 
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ment  will  last.  "Wygod  doesn't  share  pow- 
er," says  Gerard  Nussbaum,  a  manager  at 
health-care  consultant  Hamilton  hmc. 

•  Whoever  ends  up  at  the  helm  will  need 
to  move  quickly  if  WebMD  is  to  live  up  to 
its  promise.  While  the  company  reported 
$102  million  in  revenues  last  year,  it  lost  a 
whopping  $287  million,  with  much  of  that 
coming  from  merger-related  charges,  wr 
Hambrecht  &  Co.  analyst  Josh  Fisher  esti- 


mates that  WebMD  will  generate  mo 
$460  million  in  revenues  this  ye; 
thanks  to  its  acquisition  of  data-pro 
businesses  such  as  Envoy  and  MEDE 
ica,  it  stands  to  lose  another  $2.1  billi 
eluding  merger-related  charges. 

Still,  Arnold  believes  WebMD  can 
er  on  his  vision.  He's  backed  by  the 
Microsoft,   DuPont,   Janus   Funds 
Netscape  co-founder  James  H.  Clark 


Prognosis  for  WebMD: 
Competition  Ahead 


WebMD  wants  to  use  the  Internet  to  link  every  player  in 
the  health-care  industry-patients,  doctors,  pharmacists,  hos- 
pitals, labs,  medical  suppliers,  and  insurers.  Lots  of  rivals, 
though,  are  chasing  pieces  of  the  same  Net  dream. 


WHWMER  C9NTENT 


Pending  acquisition  of  rival  On- 
Health.com  gives  WebMD  nearly 
io  million  monthly  visitors — far 
more  than  any  other  site.  Yet  the 
market  is  fragmented,  with 
nonprofits  such  as  the  Arthritis 
Foundation  drawing  loyal  follow- 
ings.  To  grow,  WebMD  needs  to 
appeal  to  niche  audiences. 

^■TAILING 


Through  partner  CVS — the  na- 
tion's largest  drugstore  chain — 
WebMD  sells  health  and  medical 
items  online  and  allows  con- 
sumers to  order  prescriptions  and 
have  them  shipped.  It  faces  com- 
petition from  cyber-rivals  such  as 
Drugstore.com,  which  has  a  simi- 
lar deal  with  Rite  Aid. 


PHYSICIAN  SERVICES 

Unable  to  crack  the  physician 
market,  WebMD  is  buying  Medica 
Manager,  the  leading  maker  of 
doctors'  practice-management 
software.  The  deal  will  give  Web- 
MD a  spot  on  the  desks  of  three- 
fourths  of  U.  S.  docs.  But  WebMD 
faces  competition  from  hospitals, 
which  are  building  their  own  sites 
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E-MARKETPLACES 

WebMD  is  building  an  online 
business-to-business  marketplace 
for  hospitals  and  clinics  to  buy 
everything  from  bandages  and  su 
tures  to  scalpels  and  X-ray  ma- 
chines. It  faces  a  heady  group  of 
suppliers,  including  Johnson  & 
Johnson,  which  is  creating  a  B2B  ex 
change  of  its  own. 
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CLAIMS  PROCESSING 


Thanks  to  its  May  acquisition  of  data  giant  Envoy,  WebMD  now  processes 
more  than  2  billion  medical-claims  transactions  annually.  The  upstart  may 
come  up  against  MedUnite,  a  rival  processing  service  being  formed  by  Aetna 
and  other  leading  insurers  who  fear  handing  over  too  much  power  to  a  third 
party  service  such  as  WebMD. 
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a  year  ago  agreed  to  merge  his  struggling  e- 
health  venture,  Healtheon  Corp.,  into  Web- 
MD.  That  firepower  has  given  Arnold  a  war 
chest  of  more  than  $1  billion.  And  he  has 
built  a  deep  bench  of  talent  from  American 
Express,  Disney,  and  Silicon  Graphics  in 
addition  to  the  45  doctors  on  staff.  The  lure 
to  recruits:  Help  revolutionize  the  industry. 
"He  told  me,  'If  we  can  save  some  of  this 
money  that's  being  wasted,  maybe  every  kid 
in  the  country  can  have  health  care.'  That 
was  enough  to  sign  me  up,"  says  Patricia 
Fili-Krushel,  who  resigned  as  president  of 
Disney's  ABC  network  in  March  to  develop 
WebMD's  consumer  content. 


veloping  WebMD.  Since  then,  Arnold  has 
made  a  splash  in  Atlanta.  Even  after  his 
stock's  plunge,  Arnold  is  sitting  on  shares 
and  options  worth  more  than  $100  mil- 
lion— a  fact  not  lost  on  the  city's  business 
elite.  Last  year,  Arnold  bought  a  $4  million 
house  in  the  tony  Buckhead  neighborhood 
that  was  used  in  publicity  shots  for  the 
1 939  premiere  of  Gone  With  the  Wind. 

Thinking  grand  is  Arnold's  trademark. 
He  has,  after  all,  put  together  an  astounding 
number  of  deals.  Colleagues  say  he  is  a 
great  negotiator  because  he  not  only  artic- 
ulates how  a  deal  will  help  him,  but  also 
what  benefits  will  flow  to  those  on  the 
other  side  of  the 
table.  And  he's  got 
an  eye  for  detail  even 
in  the  most  far-flung 


istance  from  doctors, 
insurance  companies 


Family  doc  Kleeberg:  "I  am  not  a  typist 


Arnold  acknowledges  that  mobilizing 
so  quickly  may  have  raised  undue  fears 
among  other  health-care  players.  Now  he's 
mending  his  ways.  These  days,  he  spends 
much  of  his  time  on  the  road  "convincing 
the  industry  that  we're  just  trying  to  be  the 
enabler,"  says  Arnold,  whose  earnest,  youth- 
ful demeanor  makes  him  seem  like  the  In- 
ternet's version  of  Doogie  Howser. 

Until  WebMD's  recent  travails,  Arnold's 
possibilities  seemed  unlimited.  He  dropped 
out  of  the  University  of  Georgia  to  get  a 
jump  on  the  business  world,  and  started  a 
heart-monitoring  service  at  age  24  from  a 
spare  bedroom.  Two  years  later,  he  sold 
the  business  for  $25  million  to  focus  on  de- 
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corners  of  WebMD's 
empire.  Pavan 
Nigam,  an  Intel 
Corp.  alumnus  who 
is  now  Arnold's  chief 
technology  officer,  re- 
calls when  his  boss 
was  given  a  demo  of 
a  new  physician  ser- 
vice. Within  minutes, 
Arnold  spotted  a  po- 
tential flaw:  The  sys- 
tem would  have 
required  doctors  to 
wait  up  to  two  days 
for  access  after  sign- 
ing up.  Arnold  argued  that  they  would  be 
annoyed  by  such  a  delay,  so  the  service 
was  overhauled  to  provide  on-the-spot  au- 
thorization. "Jeff  is  always  ready  to  get  his 
fingernails  dirty,"  says  Nigam. 

He's  also  an  optimist.  Over  the  last 
decade,  companies  such  as  HBO  &  Co. 
have  tried  to  automate  and  integrate  the 
hidebound  health-care  industry  and  failed. 
Arnold  says  WebMD  is  different  for  one 
simple  reason:  The  Internet.  Arnold  is  bet- 
ting that,  as  aging  baby  boomers  take  more 
control  over  their  health,  WebMD  can  use 
this  mass  of  patients  as  a  lure  into  ser- 
vices that  doctors,  hospitals,  and  other 
health  providers  won't  be  able  to  resist. 

In  the  consumer  arena,  WebMD  already 
is  attracting  a  crowd.  When  Arnold  com- 


pletes his  pending  acquisition  of  the 
ular  OnHealth.com  site,  WebMD  willl 
roughly  10  million  eyeballs — far  more| 
the  next  largest  site.  At  the  moment, 
to  WebMD  can  peruse  health-related  col 
or  take  interactive  quizzes.  Over 
WebMD  hopes  to  allow  individuals  to  I 
nect  to  their  doctor's  home  page,  schJ 
an  appointment  online,  and  even 
lab  results. 

For  doctors,  Arnold  has  a  similal 
sion.  He  wants  them  to  use  WebivJ 
check  a  patient's  insurance,  send 
scriptions  to  a  pharmacist,  submit 
and  communicate  with  patients.  Thd 
centive:  By  submitting  claims  electronil 
the  doctors  could  get  paid  much  sol 
than  they  do  now.  That's  been  a  toug 
given  doctors'  concerns  about  everytj 
from  whether 
surers     will 
them    for   e-n 
zapped  to  pati 
to  the  sensitive 
ture  of  dispensing  medical  care  over 
Net.  "I  am  not  a  typist,"  sniffs  Dr. 
Kleeberg,  a  family  practitioner  in  i\ 
neapolis  who  has  sampled  WebMD. 

Just  as  challenging  will  be  winning 
ceptance  among  hospitals.  Many  of  ft 
already  feeling  a  financial  squeeze  f 
hmos  and  insurance  companies,  are  scr 
bling  to  promote  their  own  Web  brand 
Florida,  Sarasota  Memorial  Hospital 
developed  a  site  where  its  doctors  can 
cess  patients'  medical  records.  "If  I'm  g< 
to  bear  the  costs  of  writing  the  interf 
for  the  Internet,  I'd  rather  own  it  t 
outsource  it  to  WebMD,"  says  Dennis  I 
er,  the  hospital's  chief  information  offiH 
Given  such  resistance,  the  task  of  bull 
ing  a  health-care  portal  is  proving  far  n 
daunting  than  Arnold  envisioned.  T 
again,  medicine  always  has  been  a  diffei 
animal.  In  virtually  every  other  cornel 
the  Internet,  "first  mover"  advantage  car 
the  ticket  to  success  for  startups.  Given 
internecine  battles  raging  within  the  hea 
care  industry — where  doctors,  insurers, ;  \ 
hospitals  are  wary  of  anyone  amassing 
much  power — Arnold's  mistake  may  h 
been  moving  too  fast.  ® 
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For  a  review  of  the  WebMD  site 
see  the  July  14  Clicks  &  Misses  on 
ebiz.businessweek.com 
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JAHIL  RUNS  a  promotions  company  specializing 
in  concert  merchandise. 

His  biggest  client  ordered  2  million  T-shirts  for 
a  world-wide  tour. 

Your  online  sales  department  transposed  the  tour 
dates  and  the  entire  order  had  to  be  reprinted. 


So— who's  going  to  pay  for  your  mistake? 


>»  * 


Don't  be  afraid  to  look  your  customer  in  the  eye. 
Get  beyond  the  products  you  sell  and  into  the  customer  experience  you  deliver, 
'he  result  is  a  less-costly,  more-profitable  relationship.  We  can  help  immediately. 
See  who  we've  helped  and  how  at 


eGain 


COMMUNICATIONS      SOLUTIONS      FOR      SALES,      SERVICE      AND      MARKETING. 
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HEATHER  GREEN 


for  Survival 


The  easy  money  is  gone.  Investors  are 
wary.  Can  dot-coms  manage  the  crisis? 


Fight 


Just  a  few  months  ago,  Pseudo.com 
was  the  model  of  Internet  ambition. 
Fueled  by  pools  of  money  from  ven- 
ture capitalists,  the  New  York  City 
Net-media  company  was  cranking  out 
enough  original  w-like  programming  to  fill  10  Net 

channels.  It  was  like  starting  up  10  TV  stations  all  at  once.  But  on 
Friday,  June  23,  Chief  Executive  Officer  David  Bohrman  assembled 
the  company's  employees  in  its  Soho  offices  and  explained  that 
Pseudo  needed  to  change  course.  To  conserve  cash,  it  would  con- 
centrate its  resources  on 


In  This  Report 


The  Cash  Hasn't  Dried  Up 
What's  the  Trick? 


83 
87 


one  combined  channel, 
Pseudo  Center,  that 
would  offer  its  most 
popular  shows  on  hip- 
hop,  games,  and  other 
topics.  Sixty  of  the  240-member  staff  would  lose  their  jobs.  As  em- 
ployees gathered  in  the  corridors,  a  few  began  to  cry.  "It's  not  un- 
like losing  a  family  member,"  says  Jeanne  Meyer,  a  senior 
vice-president  at  Pseudo.  "It's  a  physical  grief." 

Pseudo  is  hardly  the  only  Internet  company  suffering  from  some 
sort  of  grief  these  days.  The  conditions  at  many  Net  companies 
across  the  country  have  turned  desperate  in  recent  months.  In- 

BUSINESS  WEEK  E.BIZ  /  JULY  24.  2000   EB  71 


Business  Week  e.biz 


vestors  who  were  willing  to  pour  billions 
into  money-losing  startups  for  the  past 
two  years  have  suddenly  turned  off  the 
spigots.  And  any  hopes  that  the  drought  is 
short-term  are  fading  fast.  Without  access  to 
easy  cash,  many  startups  are  finding  them- 
selves fighting  for  survival. 

Now,  instead  of  hatching  grandiose 
plans  for  Web  domination,  Internet  execu- 
tives are  hunkering  down,  trying  to  figure 
out  how  to  manage  their  way  through 
what  looks  to  be  a  protracted  dry  spell. 
They  know  the  days  of  cheap  dough  are 


out  new  revenue  streams,  however  small, 
from  whatever  business  has  been  built? 
"It's  like  playing  Who  Wants  to  be  a  Mil- 
lionaire? and  having  the  host  say,  'I'm  sor- 
ry, you  don't  get  any  lifelines.  In  fact,  you 
have  to  get  the  next  eight  questions  right  in 
three  seconds,' "  says  William  A.  Sahlman, 
professor  of  entrepreneurial  and  service 
management  at  the  Harvard  Business 
School.  "The  rules  have  changed." 

And  many  Netrepreneurs  are  simply  too 
young  to  know  how  to  cope  with  such  an 
abrupt  reversal  of  fortune.  For  better  or  for 


More  than  60  Internet  companies  have 
laid  off  5,400  Workers  since  December 


gone  and  it's  time  to  cut  costs.  But  how? 
Should  they  ditch  costly  marketing  plans 
that  could  help  attract  new  customers  and 
generate  revenues — or  ax  jobs?  If  they  ax 
jobs,  how  do  they  boost  the  spirits  of  those 
crucial  staffers  who  remain?  And  if  they  cut 
either  one,  how  do  they  keep  a  startup's 
energy,  the  air  of  invincibility  that  lets  a  tiny 
band  of  people  achieve  great  things? 

And  what  about  those  business  plans 
that  seemed  so  clever  a  year  ago?  Should 
they  stick  with  them  and  weather  the  fall- 
out, hoping  enough  rivals  get  creamed  first 
so  that  online  buyers  will  have  to  come 
their  way?  Or  is  it  time  to  rethink  the 
original  game  plan,  add  businesses,  or  eke 


worse,  their  first  reaction  has  been  to  slash 
jobs.  InsWeb,  an  online  insurance  agency,  cut 
40%  of  its  workforce  in  June.  Fumiture.com 
Inc.  whacked  its  staff  by  41%  last  month. 
And  smalloffice.com,  which  offers  advice  to 
small  outfits,  shaved  its  employee  count  by 
24%.  All  told,  about  60  Net  companies  have 
laid  off  5,400  workers  since  December,  ac- 
cording to  outplacement  firm  Challenger, 
Gray  &  Christmas  Inc. 

It's  not  just  the  rank-and-file  that  are 
being  shown  the  door.  As  Net  startups 
flounder,  financial  backers  are  stepping  in  to 
remove  founders  who  are  either  too  young 
or  too  inexperienced  to  handle  this  buckle- 
down   phase   of  the  business.   In   May, 


KBkids.com  directors  fired  Srikant  Sriii 
the  34-year-old  who  launched  the 
toy  retailer  in  his  basement  four  year 
er.  After  a  dismal  holiday  season,  wr. 
site  kept  crashing,  and  a  pulled  initia 
lie  offering  in  the  spring,  Srinivasan 
boot  along  with  44  other  employee: 
had  some  teething  problems,"  he  sig 

As  the  carnage  stacks  up  and 
mount,  the  Netrepreneurs  who  rema 
turning  a  gimlet  eye  to  expenses.  Ex 
gant  advertising  blitzes  and  shipping 
have  been  first  on  the  docket.  1 
slashed  its  $43  million  ad  budget  to 
ally  nothing,  while  online  record 
EMusic.com  is  saving  $15  million  b 
ting  its  marketing  plans.  Struggling 
niture.com  has  stopped  free  shipping 
even  Urbanfetch,  a  delivery  site  knov 
going  all-out  for  customers,  has  impi 
minimum  order  of  $10  to  eliminate 
ey-losing  orders.  "We  drew  a  line 
sand,"  says  Urbanfetch  ceo  Ross  St< 
"You  could  probably  wait  around  for 
people  to  increase  their  orders.  Bi 
weren't  confident  that  was  going  to  h; 
in  a  reasonable  period  of  time." 

Are  Stevens  and  other  Web  CEOs  < 
the  right  thing?  Maybe,  but  manage 
experts  worry  that  the  same  kind  of 
nilly  planning  that  got  companies  in 
financial  jams  is  being  applied  no 
much  dicier  times.  Net  execs  who 
criminately  slash  marketing  expenses 


DAMAGE  IN  DOT-COM  LAND 


Raising  money  for  a  Net  company  used  to  be  about  as  tough  as  getting  wet  in  a  rainstorm.  Not  anymore 
That's  forcing  even  established  dot-coms  to  tighten  their  belts  and  lay  off  workers. 


Venture  capital 
investments  are  tumbling... 


THE  AMOUNT  OF  VENTURE  MONEY 
INVESTED  IN  CONSUMER  NET  COMPANIES 
PEAKED  IN  THE  FOURTH  QUARTER  OF  1999 


I  '99  II  III 

▲  BILLIONS  OF  DOLLARS 

DATA:  VENTURE  ONE  CORP. 


...and  investors  are  leery 
of  new  tech  companies... 


THE  AMOUNT  OF  MONEY  RAISED 
IN  TECHNOLOGY  IPOs 
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▲  BILLIONS  OF  DOLLARS 

DATA: THOMSON  FINANCIAL  SECURITIES  DATA  INC. 


...and  layoffs  mount 


A  TOTAL  OF  5,400  JOBS  HAVE  BEEN  CUT  AT 

INTERNET  COMPANIES  SINCE  DECEMBER. 

THEY  INCLUDE: 

AltaVista 

furniture.com 

KBkids.com 

kozmo.com 

LlVINC.COM 

PlanetRX 
pseudo.com 
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I  am  the  common, 

everyday  vocabulary  of  commerce. 

I  am  the  language  that  articulated 

the  car  you're  driving, 

shirt  you're  wearing, 

book  you're  reading, 

film  you're  watching, 

product  you're  selling, 

paycheck  you're  earning, 

and  swordfish  you'll  have 

at  that  restaurant  tomorrow. 

I  am  the  linchpin  under  all 

the  world's  commerce. 

Who  Is  ths  linchpin  undor  m%? 


We're  investing  t>  billion  dollar  in  the  most  far-reaching  deployment 
of  broadband  oui  there.  We're  one  ol  the  largest  network  integrators, 
and  a  providei  of  advanced,  global  eCommerce  solutions.We're  SBC. 
Hie  combined  strengths  ol  Vmeritech,  Pacific  Bell, 
Southwestern  Bell,  Nevada  Bell,  SNETand  now 
Sin  ling  ( iommei  1 1 


SBC 


100  SBI   (  "i.un catloni  in.     Ml  rlghu  reserved. 
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the  risk  of  seeing  their  sales  crater.  For 
companies  bent  on  thriving,  not  just  sur- 
viving, they  need  to  figure  out  creative 
ways  to  become  more  efficient  as  they  cut 
costs.  "Blindly  cutting  back  expenses  is  just 
as  inappropriate  as  spending  crazily,"  says 
Rashi  Glazer,  professor  of  marketing  at 
Berkeley's  Haas  School  of  Business.  "A 
good  strategy  is  worth  betting  on  and  con- 
tinuing to  invest  in." 

"Wrong  lesson."  History  is  a  worthy 
guide.  Booms  and  busts  are  the  hallmarks 
of  any  huge  technological  innovation.  It's 
creative  destruction  at  work  Each  round  of 
breakthroughs,  from  railroads  to  airplanes, 
has  led  to  hypercompetitive  commercial- 
ization where  scores  of  companies  were 
born.  L  'ter,  consolidation  and  bankruptcies 
wrack  new  industries  as  stronger  players 
buy  the  weak  or  drive  them  out  of  busi- 
ness. The  appropriate  business  models  seem 


obvious  in  retrospect,  but  they  rarely  are 
during  the  birth  of  an  industry.  The  early 
days  of  radio  witnessed  the  "Euphoria  of 
1923"  as  companies  tried  to  figure  out 
how  to  profit.  A  popular  magazine  even 
sponsored  a  contest  asking  readers  to  send 
in  suggestions  for  radio  business  models.  It 
wasn't  until  1926  that  ad-driven  stations  be- 
came the  prevalent  model  in  the  U.S. 

What's  different  this  time  is  the  speed 
with  which  the  cycle  is  evolving.  One  key 
reason  is  that  capital  markets  are  far  more 
efficient  than  they  were  three-quarters  of  a 
century  ago.  Dozens  of  companies  can 
quickly  raise  the  money  necessary  to  flood 
a  particular  market — and  slug  it  out  for 
preeminence.  And  this  time  the  technology 
isn't  a  physical  product  like  a  steam  en- 
gine or  vacuum  tube.  Rather,  the  currency 
of  the  Net  revolution  is  digital  bits.  On- 
line companies  haven't  gotten  bogged  down 
in  time-consuming  tasks  like  manufacturing 


or  distributing  goods,  says  Hal  R.  I 
dean  of  the  School  of  Information 
agement  and  Systems  at  the  Univers 
California  at  Berkeley. 

Like  past  eras,  there's  little  questic 
shakeout  on  the  Net  will  get  worse  i 
months  ahead.  Merrill  Lynch  &  Co.  a 
Henry  Blodget  estimates  that  75% 
Net  companies  will  be  eliminated  th 
bankruptcy  or  consolidation.  And  fa 
are  piling  up  almost  daily.  One  recei 
ample  was  the  July  6  closure  of  World 
free  Internet  service  provider.  "Let's  f< 
most  of  these  companies  didn't  have 
tic  business  models,"  says  Berkeley's  G 
"They  were  started  by  people  with 
ideas  and  no  business  sense." 

Still,  many  experts  believe  that  th 
offers  a  tantalizing  opportunity  to 
businesses  that  couldn't  have  existed  wi 
this  vast  communications  medium 
smart  money  certainly  hasn't  been  s< 


Drug  Pol  drums 


Last  month,  Michael  Beindorff,  CEO  of  online  pharmacy 
PlanetRx.com  Inc.,  went  to  see  Nicholas  Cage's  new 
movie,  Cone  in  6o  Seconds.  With  high-speed  car  chases 
and  beautiful  women,  it's  the  perfect  escapist  film  for  guys. 
Not  for  Beindorff,  though.  As  he  munched  his  popcorn, "g  of 


the  n  slides  they  showed  before  the  movie  were  about  jc 

opportunities  in  Silicon  Valley,"  he  says  with  a  sigh,  fi 

Beindorff  could  think  of  was  losing  his  engineers  to  otl 

er  startups. 

He  has  reason  to  worry:  PlanetRx  is  running  out  of  casi 
With  its  stock  down  95%  from  its  peak  to  less  than  $2,  tr 
company  has  few  prospects  for  raising  more  dough.  PlanetRJ 
has  $55  million  in  the  bank  and,  even  after  cutting  expen 
es  and  laying  off  70  employees,  it's  burning  through  aboi 
$6  million  a  month.  Without  more  cash,  the  company  can  su 
vive  for  less  than  10  months. 

In  the  end,  PlanetRx  discovered  that  trying  to  sell  shan 
poo,  aspirin,  and  prescription  drugs  on  the  Net  is  a  prett 
crummy  business.  Because  corner  drug  stores  are  ever) 
where,  Net  sales  don't  offer  much  more  convenience.  Corr 
pany  sales  are  expected  to  hit  $9  million  in  the  second  quai 
ter,  about  the  same  as  in  the  first  quarter,  when  it  lost  mor 
than  $35  million.  "There  was  an  amount  of  hubris  in  think 
ing  that  they  could  radically  shift  the  way  consumers  hav 
always  purchased  health  and  beauty  aids,"  says  Claudin 
Singer,  a  market  researcher  at  Jupiter  Communications  Inc 

Now,  Beindorff  is  scrambling  to  survive.  He  eliminatei 
the  $8  million  the  company  was  spending  quarterly  on  "P 
ads.  And  he  altered  a  backbreaking  deal  with  Express  Script 
Inc.  under  which  PlanetRx  paid  the  Maryland  Heights  (Mo. 
wholesaler  $14.9  million  a  year  to  be  the  exclusive  online  out 
let  for  Express  Scripts'  HMO  and  drug  store  customers. 

The  clock  is  ticking.  Beindorff  has  hired  Goldman,  Sach 
&  Co.  to  find  an  investor  or  an  acquirer.  Unless  Biendorf 
finds  a  big  investor  soon,  PlanetRx  is  done  for,  even  if  it'j 
not  gone  in  60  seconds.  — Jim  Kerstette 
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[  Fortunately,  there's  a  better  way.  ] 


Still  wading  in  the  high  costs  and  hassles  of  domain 
registration?  Get  your  fill  for  less  with  BulkRegister.com. 
The  more  you  register,  the  more  you  save. 

BulkRegister.com 
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off.  Venture  capitalists  continue  to  fund 
promising  startups,  such  as  the  free  Net 
phone  provider  Dialpad.com  Inc.  (page  83). 
"There  are  many  Old  Economy  retailers 
that  wish  the  Net  would  just  go  away.  They 
have  a  tendency  to  look  at  what's  going 
on  now  and  say,  see  it's  going  nowhere," 
says  Austan  Goolsbee,  associate  professor 
of  economics  at  the  University  of  Chicago. 
"That's  the  totally  wrong  lesson  to  take." 

The  right  lesson?  Learn  from  others' 
mistakes  and  persevere.  Although  KBkids.com 
retrenched  in  May,  its  majority  shareholder, 
retailer  Kay-Bee  Toy  &  Hobby  Shops  Inc., 
still  wants  to  build  up  the  site.  That  despite 
the  added  problem  that  Consolidated  Stores 
plans  to  sell  all  of  KB  Toys — including  the 
KBkids  unit — within  12  months.  The  com- 
pany's stock  has  fallen  by  nearly  one-half  in 
the  past  year,  in  part  because  of  losses  at 
KBkids.  "The  bottom  line  is  we  haven't  giv- 
en up,"  says  Michael  J.  Wagner,  the  new  CEO 
of  KBkids.com.  "The  rules  have  changed, 
and  we're  trying  to  change  with  them." 

How  are  Net  companies  trying  to 
change?  To  find  out,  business  week  sur- 
veyed top  executives  at  two  dozen  compa- 
nies that  are  wrestling  with  the  new  realities 
of  the  Web.  What  we  found  is  that  these 
managers  are  doing  everything  from  im- 
plementing major  strategic  changes  to  trying 
to  ease  employee  anxiety.  Here's  a  look  at 
their  efforts  so  far. 

"We're  doing  what  a  lot  of  companies 
are  doing  to  survive,  we're  focusing, 
streamlining,  and  latching  onto  what 
makes  us  special  and  different,"  says  Pseu- 
dos'  Meyer.  "We're  not  trying  to  be  all 
things  to  all  people." 

With  the  heat  on,  it's  crucial  for  Net  ex- 
ecs to  come  up  with  creative  ways  of  mov- 
ing their  businesses  forward.  The  same 
Young  Turks  who  brought  us  completely 
new  ways  of  doing  business — online  ex- 
changes, name-your-price  airline  tickets — 
now  need  to  use  that  brainpower  to  find 
creative  ways  of  getting  more  bang  out  of 
their  existing  bucks.  How?  It  starts  with 
looking  at  the  Net  in  altogether  different 
ways.  Amazon.com  Inc.,  for  example,  moved 
beyond  selling  books,  cos,  lawn  chairs,  and 
Cuisinarts  to  become  a  Web  landlord, 
pulling  in  $31  million  a  quarter. 

Now  the  others  have  to  follow  suit  with 
new  ways  of  making  money.  Urbanfetch 
chief  Stevens  decided  the  company  could 
pull  in  more  dough  by  using  its  underuti- 
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Dot-com 

Survival  Management  Guide 


With  investors  fleeing  and  venture  capitalists  turning  their 
backs  on  Net  executives,  many  have  found  themselves  in 
crisis  mode.  Some  of  the  steps  taken  are  clearly  effective 
management.  Others  are  downright  kooky. 


Quelling  employee  jitters 


After  ThirdAge  laid  off  35  people  in 
June,  this  site  catering  to  the  over-55 
set  offered  massages  to  raise  the 
morale  of  the  remaining  employees. 


Garden. corn's  CEO  sent  employees  an 
e-mail  while  he  was  on  a  trip  to  reas- 
sure them  that  his  absence  didn't 
signal  anything  worrisome  afoot. 


Making  the  most  of  resources 


In  May,  LetsTalk.com,  which  sells  cell 
phones  and  service  plans,  put  a  mar- 
keting campaign  on  hold  to  conserve 


its  $21  million  in  funding.  It's  now  try- 
ing to  attract  customers  by  beefing 
up  services  on  its  Web  site. 


Watching  the  numbers 


Cooking  appliance  and  recipe  site 
Tavolo  implemented  strict  budgeting 
procedures  so  the  $36  million  it 
raised  in  April  would  last  longer.  Now, 


instead  of  just  the  CFO  and  CEO 
checking  on  budgets  daily,  the  entire 
management  team  gets  budgets  to 
watch  for  cost  overruns. 


Getting  closer  to  partners 


Good  partners  are  important  as  never 
before.  Wedding  information  service 
The  Knot  has  put  a  new  emphasis  on 
working  with  international  partners 
on  such  small  details  as  helping  its 


Brazilian  joint  venture  partner  come 
up  with  logos,  instead  of  providing  fi- 
nancing as  it  would  have  done  in  the 
past,  The  Knot  handles  the  technolo- 
gy and  design. 


Dishing  out  options 


With  their  stocks  down  dramatically, 
CDNOW  and  other  companies  are 
risking  the  ire  of  investors  by  repric- 
ing stock  options  for  employees.  CD- 
NOW dropped  the  strike  price  on  op- 


tions to  $5.63  from  as  high  as  $39. 
Also,  The  Knot  and  EMusic.com  have 
had  to  hand  out  more  options  at  a 
lower  price  so  that  employees  can 
hope  to  still  make  money. 


How  an  unassuming  check  will  change 
the  way  people  look  at  service  providers. 
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lized  warehouses  and  couriers  to  deliver 
goods  for  other  companies.  Already  the 
company  has  cut  a  deal  with  French  mega- 
store  Sephora.com  Inc.  to  deliver  beauty 
products.  It  expects  to  follow  with  similar 
deals  for  other  products,  including  flowers 
and  home  furnishings.  Because  there's  little 
additional  cost  to  the  new  business,  the 
shift  is  pegged  to  substantially  boost  Ur- 
banfetch's  financial  results.  Each  courier 


decided  to  substantially  reduce  its  spending 
on  expensive  billboard,  radio,  and  TV  ads. 
Instead,  it  does  most  of  its  marketing  on- 
line and  has  cut  its  customer  acquisition 
costs  by  80%.  Urbanfetch  also  seems  to 
be  getting  more  mileage  for  its  money.  It 
has  cut  its  TV  and  print  marketing  by  70% 
and,  so  far,  has  seen  no  drop  off  in  sales. 
What's  obvious  now  is  that  some  Net 
companies   have   endured   a.  staggering 


Returns  proved  COStly  for  Furniture.com. 
Now  it  charges  a  $95  shipping  fee 


also  is  expected  to  handle  50%  more  orders 
per  hour.  That  should  help  make  the  com- 
pany's New  York  operations  profitable  next 
year,  a  year  ahead  of  schedule. 

Another  component  of  these  strategic 
changes  is  consolidation.  Just  as  in  past 
technology  cycles,  stronger  players  are  ac- 
quiring the  weak  to  both  squash  the  com- 
petition and  increase  their  own  economies 
of  scale.  On  June  26,  the  grocery  delivery 
service  Webvan  Group  Inc.  cut  a  deal  to 
buy  rival  HomeGrocer.com  Inc.  for  about 
$1.2  billion.  Webvan  expects  the  move  to 
save  it  about  $230  million  in  costs.  What's 
more,  the  acquisition  will  allow  the  com- 
pany to  be  in  15  cities  by  the  middle  of 
next  year,  six  months  ahead  of  schedule.  "It 
made  business  sense  when  we  looked  at 
where  they  were  in  their  rollout,  and  the 
markets  we  could  get  into  without  spend- 
ing our  capital,"  says  George  T.  Shaheen, 
Webvan's  CEO.  "Plus,  we  wouldn't  have  to 
spend  money  to  compete  against  them." 

"Analysts  have  gone  from  saying,  'Why 
aren't  you  spending  more?'  to  'Where  else 
can  you  cut?'"  says  Steve  Grady,  marketing 
vice-president  at  EMusic,  an  online  retailer. 

It  used  to  be  a  badge  of  honor  for 
dot-coms  to  lose  money.  Boo.com  spent 
lavishly  on  hotel  rooms  at  the  trendy 
S0H0  Grand  Hotel  in  New  York  and  for 
first-class  plane  tickets.  If  a  customer  ser- 
vice or  warehousing  project  went  over 
budget  at  kitchen  appliance  and  recipe 
site  Tavolo  Inc.,  nobody  cared.  Kevin  Ap- 
plebaum,  the  company's  CEO,  knew  he 
could  raise  more  money. 

Those  free-spending  days  are  over.  Now, 
Net  companies  must  look  for  more  efficient 
ways  to  operate — and  some  are  making 
substantial  progress.  LetsTalk.com  Inc.,  a 
Net  retailer  of  cell  phones  and  service  plans, 
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amount  of  waste.  As  much  as  40%  of  all 
the    merchandise    that    Furniture.com 
shipped  was  returned,  according  to  Dave 
Barrus,  the  company's  logistics  director 
who  left  in  January  because  he  didn't  think 
the  startup's  business  model  would  work. 
Returns  proved  expensive  because  Furni- 
ture.com  absorbed  the  cost 
of  shipments  both  to 
and  from  the  cus- 
tomer, a  total  of  as 
much  as  $400  round 
trip.  The  company 
disputes  that  the  re- 
turn rate  was  ever 
40% — it  says  its  re- 
turns average  10% 
to  15%.  Now  Furni- 
ture.com  has  a  $95 
shipping  fee  that  it 
hopes  will  help  low- 
er returns.  KBkids,  on 
the  other  hand,  suf- 
fered   because    its 
Web  inventory  sys- 
tem   didn't    mesh 
well  with  its  ware- 
houses.       "People 
would  come  to  me 

and  say,  'We've  lost       KBkids'  Wagner:  "The  rules  have  changed" 
2,000         Pokemon 


company's  projects.  Now  22  Tavolo 
agers  get  spreadsheets  each  day  to  fii 
whether  the  company  is  meeting  its 
cial  goals.  "This  environment  demani 
you  make  very  strict  financial  deci 
says  Applebaum. 


"Morale  is  a  constant  thing  tlu 
have  to  deal  with,"  says  David  Lii 
of  The  Knot.  "I  try  to  express  to  { 
that  we're  doing  everything  we  n 
do.  We  have  to  hold  tight." 

Employee  morale  used  to  be  a  no 
at  Net  companies:  There  was  a  euj 
belief  that  everyone  was  going  to  get  i 
the  next  few  months,  or  maybe,  at  n  . . . 
year.  Eighteen-hour  days?  Employees     j/y 
be  well-rewarded.  Now,  workers  aren' 


ien 


sure  they're  going  to  have  jobs  inait  i 

So  attracting  the  best  and  the  brighi  || 

and  holding  on  to  them — is  beco 

monumentally  hard.  Top  execs  are  sc  | 

bling  to  do  everything  they  can  to 

workers— from  of  | 

massages    anc  / 


cards.  Can  you  trace  them  down?',  or  'Uh- 
oh,  we  lost  a  million  dollars  of  inventory, 
can  you  find  it?' "  says  Derek  Price,  a  lo- 
gistics engineer.  Now,  parent  KB  Toys  is 
handling  the  Web  site's  inventory. 

Perhaps  the  most  crucial  change  is  that 
Net  companies  are  trying  to  make  all  man- 
agers more  cost-conscious.  For  example, 
six  months  ago,  when  Tavolo  didn't  have  to 
worry  about  balancing  its  budgets,  only 
CEO  Applebaum  and  the  chief  financial  of- 
ficer would  look  at  daily  reports  on  the 


cream  to  perse 

assuring  worker 

their  jobs  are  s 

Consider 

Tamer,  the  ce 

LetsTalk.com. 

head  of  the  40 

son,  San  Fran 

company  has  al 

had  an  open 

policy,    but    e^ 

this  year  he  st 

realizing  that  w 

enough.    In 

he   began    hoi 

lunches  with  fo 

five    employee 

a   local    deli 

Wednesday.  The;  I 

undate    him    1 11 

questions:  "You    ^ 

telling  us  we  have  good  margins,  are   I 

good  enough?"  Or,  "Will  we  have  layo  f- 

So  far,  the  extra  effort  has  helped  Ta  .r 

avoid  any  turnover  problems.  Even  be 

.  DC 

employees  have  made  nifty  suggest 

about  marketing  and  improving  custo  "! 

services.  "These  people  are  smart," 

Tamer.  "We  need  to  be  open  with  thei 

About  everything.  Beatnik  Inc.,  wl 

makes  software  to  play  music  online,  t 

to  prepare  employees  for  changes  and 

backs  by  talking  openly  about  its  plans 
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COMMERCE  ONE  AUCTION  SERVICES 

It's  your  way,  right  away:  Your  own  B2B  Internet  auctions,  up  and  running  in  as  little  as  ten 
days.  No  equipment  to  buy,  no  systems  to  install  or  support.  A  fully-hosted  solution  that 
gives  companies  like  Borden  Foods,  Compaq,  EventSource.com,  GM,  Shell  and  their  partners 
control  of  every  transaction  within  their  own  B2B  auction  sites  or  portals.  And  browser- 
based,  point-and-click  functionality  that  has  helped  our  customers  run  over  4,000  au< 
the  last  eight  months  alone.  Saving  literally  millions  of  dollars  through  real-time  dynarn; 
pricing  for  sourcing  and  liquidation.  In  fact,  no  other  company  can  help  you  harness  the  ' 
power  of  B2B  Internet  auctions  faster,  simpler,  or  more  completely.  And  unlike  other  sol 
tions  around,  we're  ready  to  do  it  now.  At  your  command. 
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See  for  yourself  with  our  online  demo: 
www.commerceone.com/auctions/eb3 
or  call:  877.261.8516 
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May,  a  dozen  managers  met  at  CEO  Lor- 
raine Hariton's  house  in  Los  Altos,  Calif.,  to 
map  out  how  the  company  would  shift 
from  putting  audio  software  in  consumers 
hands  to  licensing  it  to  the  makers  of  Net 
devices  and  mobile  phones.  The  managers 
returned  to  their  own  teams  and  explained 


pany's  distribution  center,  ended  one  shift 
early  and  called  everybody  together  to  make 
sure  they  knew  their  positions  were  se- 
cure. "Some  joker  who  said  they  were  all 
going  to  lose  their  jobs  didn't  know  what 
he  was  talking  about,"  McAlpin  says.  The 
CEO  of  Garden.com  went  so  far  as  to  send 


Lunches  with  the  boss,  ice  cream  socials, 
massages — anything  to  boost  morale 


the  strategy.  Then  the  company  held  an 
all-hands  meeting.  Immediately  afterward, 
20  employees  were  laid  off.  "Before  they 
heard  about  the  meeting,  everyone  knew 
what  it  meant  for  them,"  says  Hariton. 

Beatnik  is  just  one  of  many  companies 
that  are  taking  extraordinary  steps  to  soothe 
employee  angst.  After  online  pharmacy 
PlanetRX  cut  jobs  in  June,  John  McAlpin,  a 
senior  vice-president  who  runs  the  com- 


an  e-mail  while  he  was  on  the  road  to  re- 
assure employees  that  nothing  worrisome 
was  happening. 

Some  companies  are  taking  steps  to 
boost  post-layoff  morale  that  may  seem, 
well,  odd.  After  firing  35  people  and  con- 
solidating operations  into  one  office  in  San 
Francisco,  ThirdAge  Media  Inc.,  a  site  for 
the  over-55  set,  held  ice  cream  socials  and 
offered  massages  for  the  105  remaining 


employees.  "We  want  to  reinforce  tl 
with  people  that  we're  here  to  stay,] 
James  Barnett,  ThirdAge's  CEO. 

As  Net  execs  manage  their  way  tl 
the  current  crisis,  it's  crucial  they 
how  important  their  decisions  are, 
great  technology  and  good  business 
help  a  company,  it's  ultimately  the 
who  determine  whether  an  ente: 
makes  it  or  not.  In  1877,  Thomas  E 
invented  the  phonograph  and  later 
oped  the  most  advanced  version  c 
technology.  But  he  made  narrow-m 
mistakes  about  mass  production 
recording  artists  that  allowed  rivals  tc 
him.  Now,  the  competition,  which  be 
RCA,  is  an  industry  icon,  while  the  E 
Speaking  Phonograph  Company  is  j 
footnote  in  history.  For  Net  execs,  the  j 
are  clear:  Icon  or  footnote? 

Contributing:  Dennis  K.  Bertnan,  Re 
Sharpe,  and  Jeanette  Brown 


Sour  Notes 


Sitting  in  a  barely  lit  loft  office  in  New  York's  chic  Soho 
neighborhood,  Rob  Weitzner  clearly  has  a  heavy  heart. 
Just  nine  days  earlier,  Weitzner,  EMusic.com's  New  York 
vice-president,  had  to  lay  off  four  of  the  nine  people  work- 
ing in  his  office.  "I  don't  think  you  ever  get  good  at  laying 
people  off,"  says  Weitzner. 

These  are  trying  times  for  EMusic,  a  Redwood 
City  (Calif.)  company  that  sells  downloadable  MP3 
music  files.  Its  stock  is  down  90%,  to  $2.50.  It  burned 
through  $22  million  in  the  first  quarter,  leaving  it 
with  a  modest  $47  million  in  cash.  And  it  must  com- 
pete against  services  like  Napster  that  lets  fans  swap 
music  for  free.  With  little  chance  of  raising  more 
loot,  EMusic  is  slashing  expenses:  It  has  handed  out 
40  pink  slips  to  its  220  employees,  closed  two  of- 
fices, and  slashed  its  marketing  budget  in  half. 

Now,  EMusic  is  being  forced  to  do  business  dif- 
ferently. Having  already  acquired  the  exclusive  dig- 
ital distribution  rights  from  over  600  independent 
record  labels,  EMusic  is  focusing  on  potential  super- 
stars who  could  one  day  make  buckets  of  money. 
And  EMusic  is  turning  to  less  expensive  online  mar- 
keting campaigns  in  place  of  pricey  commercials  on 
MTV.  The  combo  will  whack  $15  million  out  of  year- 
ly expenses  and  allow  the  company  to  stay  alive  un- 
til mid-2001,  says  CEO  Gene  Hoffman  Jr.. 


The  upstart  also  is  finding  new  ways  to  make  mone 
One  example:  EMusic  has  cut  a  deal  with  Hewlett-Pact 
Inc.  in  which  every  person  who  buys  a  CD-rewritable  drive  \ 
receive  a  two-month  prepaid  subscription  to  the  EMusic  se 
vice,  which  lets  users  download  as  much  music  as  they  wai| 
for  a  $15  monthly  fee.  HP  will  pay  EMusic  at  least  $3  millic 
over  the  next  three  quarters.  EMusic  will  need  more  sue 
deals  or  Weitzner  could  get  more  unwanted  practice  in  har 
ing  out  pink  slips.  — Spencer  E.  Ani 


EB  80    BUSINESSWEEK  E.BIZ /JULY  24,2000 


Is   far   far   enough? 


At  Viant,  we're  constantly  pushing  ourselves  and  our  clients  to  look  beyond  conventional 
wisdom.  From  concept  to  strategy  development,  principal  investing  to  designing,  we  help 
build  and  grow  digital  businesses  every  step  of  the  way.  Helping  Global  1000  companies 
and  entrepreneurial  clients  to  think  bigger.  Work  smarter.  And  continue  to  question: 
Is  the  big  idea  big  enough? 


^ 


VIANT 

BUILDING  DIGITAL  BUSINESSES 


©  2000  Viant.  All  rights  reserved. 


FOCUS 


STRATEGY 

ONLINE  BRANDING 

VENTURE  FUNDING 

INCUBATION 

E-COMMERCE 

BROADBAND  &  WIRELESS 

INTERNET  DEVELOPMENT 

Would  you  like  a  clear  picture  of 
what  your  company,  competitors  and 

industry  will  look  like  in  the  future? 
Or  see  your  operations,  assets  and 
strengths  translated  to  the  online 
world?  Would  you  like  the 
perspective  and  insight  to  define 
the  strategy  to  do  it  right?  If  you  do. 
your  answer  is  the  vision,  resources 
and  talent  of  Rare  Medium. 


rare    m  e  d 


The  Catalyst  For  Digital  Cham 


www.raremedium.com 

888.419.8616 

NASDAQ.RRRR 
©2000  Rare  Medium  Group.  Inc. 
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SPENCER  E.  ANTE 


The  Cash 

Hasn't  Dried  Up 

\.ure  capitalists  are  putting  money  into  innovative  consumer  dot-coms 


his  spring,  executives  at  Dialpad.com  Inc.,  a  startup 
that  lets  consumers  make  free  phone  calls  over  the 
Web,  were  a  tad  nervous.  While  they  were  hunting  for 
venture  capital,  the  stocks  of  many  Net  companies 
had  plunged  more  than  50%.  Dialpad.com  execs 


d  that  the  venture  capitalists  they 
liking  with,  notably  incubator  cmgi 
)uld  get  cold  feet.  Perish  the  thought. 
>r.  19,  Dialpad  announced  a  $16.75 
investment  from  cmgi  ©Ventures 
veral  other  companies, 
the  end,  the  fact  that  Dialpad  had  a 
t  service — attracting  1  million  users  in 
/eeks — mattered  a  lot  more  than  the 
Stock  market.  "Letting 
irket  decide  your  busi- 
rategy  is  like  letting  a 
w  unchecked  into  the 
It's  moronic,"  says'  CMGI 
ures   general    partner 

aiarlinghouse,  who  made 
;ision  to  invest  in  Dial- 
id  is  now  its  ceo. 
'get  conventional  wis- 
that  consumer  Web 
•sses  are  the  last  place 
i  >rs  want  to  put  their 
y.  Plenty  of  consumer 
.■t  companies  are  hatch- 
>ese  days — and  raising 
ns  of  dollars  to  boot. 
.iy,  venture  capitalists 
d  $450  million  into  30 
ompanies,  according  to 
us  service  Venture-Wire. 
nearly  twice  the  $250 

1  Vi  s  put  into  the  sank 
>f  outfits  in  May  1999. 
lot  like  consumers  are 
to  stop  spending  mon- 


ey online,"  says  VentureWire  managing  ed- 
itor Kenneth  M.  Andersen  III.  "It  may  be 
possible  to  swing  the  pendulum  too  far 
the  other  way." 

To  be  sure,  much  of  the  moolah  is  go- 
ing into  companies  that  ves  have  already 
invested  in.  And  startups  aimed  at  con- 
sumers are  no  longer  the  most  popular 
investments.  While  b2c  companies  were 


the  target  of  choice  last  May,  this  spring 
they  ranked  fourth:  The  leaders  were  b2b 
outfits,  e-marketplaces,  and  online  service 
companies,  according  to  VentureWire. 

So  what  kind  of  consumer-oriented  Net 
businesses  are  getting  the  big  bucks?  For 
starters,  international  offshoots  of  success- 
ful U.  S.  Net  businesses.  Consider  Keen  Eu- 
rope Inc.,  an  overseas  version  of  the  San 
Francisco  site  that  lets  people  get  advice 
from  experts  on  everything  from  surviving 
your  son's  circumcision  to  housetraining 
your  beagle.  On  June  22,  the  company 
raised  $15  million  from  Silicon  Valley  ven- 
ture firm  Benchmark  Capital.  General  Part- 
ner Kevin  Harvey  says  the  investment  is 


•HETT 
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compelling  because  Keen  Europe  will  be  us- 
ing proven  technology  to  provide  a  ser- 
vice that's  already  a  hit  in  the  U.S. 
Keen.com  is  the  second-most-popular  ad- 
vice site  here,  drawing  645,000  visitors  a 
month,  according  to  MediaMetrix  Inc.  Keen 
CEO  Karl  Jacob  says  the  U.  S.  service  is 
growing  100%  month  over  month  and  is 
showing  strong  revenue  potential,  with 
some  Keen  experts  grossing  $1,000  a  week 
The  company  gets  a  cut  of  their  take. 
"We'll  fund  every  business  that  has  those 
attributes,"  says  Harvey. 

Also  gaining  steam  are  hybrid  compa- 
nies that  sell  to  consumers  and  businesses. 
One  such  example  is  the  Consumer  Fi- 


cide.com  service  to  350  corporate  cus- 
tomers, including  BellSouth  Corp.  and 
Coca-Cola  Co.  The  service  lets  customers' 
employees  go  to  the  Net  to  enroll  in  health- 
care plans  and  401(k)  benefit  programs. 
And  cfn  sells  a  software  package  to  busi- 
nesses, called  iExpert,  that  helps  human 
resource  managers  create  personalized  in- 
tranets. Caroline  Vanderlip,  cfn's  executive 
vice-president,  says  if  it  were  exclusively  a 
consumer  business,  investors  "would  be 
skeptical  of  our  ability  to  create  a  brand." 
Perhaps  the  most  promising  develop- 
ment in  B2c-land  is  the  emerging  crop  of 
so-called  click-and-mortar  firms.  Rather 
than  investing  in  pure  Net  retailers,  vcs 


"We're  going  to  see  more  and  more 
blurring  of  boundaries  between 
offline  and  online,"  says  one  investor 


nancial  Network  (cfn),  which  raised  $130.5 
million  on  Mar.  23  from  the  Royal  Bank  of 
Canada,  First  Union  Corp.,  and  other  in- 
vestors, cfn  gets  20%  of  its  revenues  from 
offering  loans,  insurance,  and  other  finan- 
cial services  directly  to  consumers  through 
its  youdecide.com  portal.  The  rest  of  its 
business  comes  from  helping  corporations 
automate  their  employee  benefit  and  hu- 
man resources  services. 

One  business  feeds  off  the  other.  CFN 
sells  a  customized  version  of  the  youde- 


are  starting  to  place  big  bets  on  real-world 
stores  that  are  moving  online.  One  that 
just  received  its  first  round  of  vc  money  is 
decoratetoday.com,  a  spin-off  of  American 
Blind  &  Wallpaper  Co.  in  Plymouth,  Mich. 
The  lineage  is  crucial:  American  Blind  has 
$100  million  in  annual  revenues,  an  es- 
tablished brand  name,  and  the  infrastruc- 
ture necessary  to  complete  orders  and 
provide  customer  service.  With  its  parent 
retaining  an  equity  stake,  decoratetoday.com 
will  be  able  to  use  those  real-world  assets  to 


separate  itself  from  a  pack  of  onlin 
petitors.  "Those  are  things  that  don 
up  overnight,"  says  Scott  Harper,  a 
partner  at  Primus  Ventures  Partners 
led  a  $26.5  million  first  round  inve 
on  June  26. 

He's  not  the  only  believer  in 
and-mortar.  Patricof  &  Co.  Ventun 
General  Partner  Tom  Hirschfeld  h 
vested  in  four  of  these  players  in  th 
few  months.  One  is  performancebik 
It's  a  spin-off  of  Performance  Techn< 
Inc.  in  Chapel  Hill,  N.C.,  the  larges 
retailer  of  bicycle  parts.  Anotr 
Beenz.com  Inc.,  which  lets  visitor; 
digital  coupons  that  can  be  used  a 
rency  at  participating  online  mere 
The  real-world  hook  is  that 
coupons  can  be  transferred  to  a 
MasterCard  that  can  be  used  in 
stores.  "We're  going  to  see  more  and 
blurring  of  the  boundaries  betwee 
fline  and  online,"  says  Hirschfeld. 

Clearly,  B2c  is  not  dead.  Whil 
consumer  Net  forges  on,  the  hyp 
toned  down  considerably.  No  long 
you  see  online-only  stores  that  go 
with  billion-dollar  market  caps  afte 
a  few  months  of  business.  Even  v 
the  end  of  that  wild  speculation  is  a 
thing.  Now  it's  easier  to  cull  through 
stacks  of  business  plans  and  find 
preneurs  with  ideas  that  are  more  lik 
make  a  buck  delivering  goods  or  se 
to  online  consumers.  • 


The  New  Hotshots 


Despite  the  stock  meltdown  for  e-tailers  and  consumer  Internet  companies,  some  startups  have  defied  conventional  wisdor 
and  raised  millions  of  dollars  in  venture-capital  money.  Here  are  some  that  have  received  financing  in  the  past  few  months: 


COMPANY  NAME 


Keen  Europe 


decoratetoday.com 


Beenz.com 


Dialpad.com 


Consumer 
Financial  Network 


WHAT  THEY  DO 


This  advice  site  connects  visitors  with 
experts  to  answer  their  questions 

A  spin-off  of  American  Blind  &  Wallpaper 
Company  that  sells  wallpaper,  blinds,  and 
rugs  online 

Digital  coupons  that  can  be  used  to  buy 
goods  from  a  network  of  online  stores 

Provides  free  Net  phone  calls  from 
its  Web  site 

Portal  that  sells  finance  and  health- 
care services  to  consumers  and 
corporations 


MONEY  RAISED     BACKER 
(MILLIONS) 


$15.0 


$26.5 


$39-5 


$16.75 


$130.5 


Benchmark  Capital 

Primus  Venture  Partners, 
Me  si  row  Capital 

Kataweb,  Baystar  Capital, 
Sycamore  Ventures,  INC  Barings 

CAAGI  ©Ventures 


Kelso  Investment 
Associates,  Chase  Capital, 
Royal  Bank  of  Canada 


DATE 
CLOSE 


6/22 


6/20 


6/6 


4/19 
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"SALESFORCE. 


HAD  US  UP  AND  RUNNING  WITH  AN 


ONLINE  SALES  FORCE  AUTOMATION  SOLUTION  IN  LESS 
THAN  TWO  WEEKS.  FOUR  OFFICES,  FROM  NEW  YORK 
TO  SAN  FRANCISCO,  ALL  SHARING  THE  SAME  CUSTOMER 
i      INFORMATION,  AND  WE  DID  IT  WITHOUT  SOFTWARE, 


HARDWARE,  OR  HIRING  ANYONE." 


Bill  Hambrecht 

Chairman  and  CEO,  WR  Hambrecht  +  Co 


Co-Founder,  Hambrecht  &  Quist 


salesforce.com 

Point.  Click.  Close. 


To  MV  how    \\l 

li  II  .1  liimU 


t'  lor  you.  ,yo  In  www.sak-slorci-.com  or  call  I  HOO-NO  SOtTW  Mil 
hi  user  per  inoiiili  and  the  first  five  users  arc  free  for  12  months. 


IIH)v,|, „    ,,,„,      Ml    lirl,IM,MIM,l 


High  Performance 

Mission-Critical 

Internet  Site  Operation 


You  Provide  The  Internet  Site. 

We  Provide  The  Tools, 

People  And  Seasoning  To 

Really  Make  It  Cook. 


i 


Bedi 


Why  Do-It- Yourself  ?  Today,  many  companies  are  finding  it  difficult  to  pull  together  the  tools,  people  and  experience  to  keep  their  Internet  sites  up 
and  running  24x7x365.  SiteSmith "  manages  and  can  assume  complete  responsibility  for  site  uptime,  user  response  time,  and  site  security  for  high-performance 
Internet  businesses.  With  SiteSmith  nothing  is  overlooked.  Nothing  is  left  to  chance.  As  you  can  imagine,  not  having  to  worry  about  your  Internet  site  operations 
can  be  a  tasty  thought.  For  more  information,  visit  www.sitesmith.com  today. 


site 


lstnith 


ited  b 
i  span 
C  sales 

wedii 

fo  kid 


Lit  ha 


SITES  DON'T  WORK  WITHOUT  US. 
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What's  the  Trick? 

tie  dot-coms  are  actually  making  money.  And  others  predict  profits  this  year 


W 


hen  Bob  Diener,  the  president  of  Hotel 
Reservations  Network,  talked  to  invest- 
ment bankers  last  year  about  taking  his 
company  public,  they  chided  him  for 
turning  a  profit.  In  their  view,  his  Web 


-which  helps  consumers  make  dis- 
lted  hotel  reservations — should  have 

spending  millions  on  marketing  to 
•  s.iles.  "We  told  them  that's  not  the 
we  did  business,"  says  Diener. 
Jo  kidding.  Thanks  to  the  company's 
listed  ways,  iikn  got  to  have  its  cake  and 
t  too.  Though  it  lost  $9.7  million  last 

it  has  since  turned  the  corner.  In  the 


first  quarter  this  year,  it  made  $1.2  million 
on  revenues  of  $55.3  million,  which  more 
than  doubled  from  $22.9  million  a  year 
earlier.  Diener's  shareholders  sure  aren't 
complaining:  HRN's  stock  has  climbed  to 
$37  since  it  went  public  in  February  at  $16. 
And  you  thought  all  that  Net  compa- 
nies knew  how  to  do  was  lose  money. 
Sure,  many  of  the  highest-profile  Web  up- 


starts have  been  spilling  tankerloads  of  red 
ink.  That's  because  investors  were  willing  to 
tolerate  huge  operating  losses  while  pio- 
neers like  Amazon.com  Inc.  tried  to  claim 
early  control  of  what  is  expected  to  be  a 
$600  billion  consumer  Internet  market  by 
2005  (up  from  $45  billion  today).  Investors 
are  having  none  of  that  now,  pummeling 
the  stocks  of  consumer  sites  50%  or  more 
since  the  beginning  of  the  year. 

So  it  may  come  as  a  shock  that  there 
are  Internet  moneymakers.  While  many 
startups  are  burning  through  cash,  others 
like  Diener's  urn  have  built  sound,  prof- 
itable businesses.  They  offer  a  glimpse  of 
what's  possible  if  Web  execs  abandon  their 
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get-big-fast-at-any-cost  strategies  and  get 
back  to  business  basics.  "There  is  only  one 
real  way  to  evaluate  companies  in  the  long 
run:  profits,"  says  Daniel  H.  Schulman, 
CEO  of  Priceline.com  Inc.,  who  says  his 
company  will  hit  profitability  by  yearend. 

Quiet  Surprises.  Who  are  these  Men  in 
the  Black?  To  find  out,  we  asked  research 
firms  First  Data/Thomson  Financial  and 
I/B/E/S  International  Inc.  to  compile  earn- 
ings estimates  for  350  Internet-related  com- 
panies based  on  the  projections  of  Wall 
Street  analysts.  We  screened  for  those  com- 
panies that  were  profitable  in  1999  as  well 
as  those  expected  to  make  money  this  year 


or  next.  The  search  turned  up  some  famil- 
iar names,  including  Net-access  star  Amer- 
ica Online  Inc.  and  iiber-portal  Yahoo!  Inc. 
But  the  real  surprises  are  a  group  of  small- 
er, quieter  companies  like  Multex.com  Inc., 
which  collects  and  distributes  financial  data 
for  businesses  and  consumers. 

Of  course,  Wall  Street  earnings  estimates 
are  just  that,  estimates.  There's  no  guarantee 
that  the  companies  analysts  think -are  going 
to  turn  a  profit  in  2000  and  2001  will  actu- 
ally do  so.  Most  Street  analysts  are  spoon-fed 
their  financial  projections  by  the  companies 
they  cover.  So  in  effect,  most  of  these  com- 
panies are  themselves  projecting  profitability. 

On  first  glance,  the  group  seems  a  ran- 


dom mix  of  Web  heavyweights  and 
scure  niche  players.  They  do  share,  hov  ; 
er,  some  common   traits.   For  start 
experience  matters.  Older,  more  seasc 
managers  are  much  more  likely  to  lea 
company  to  profits  than  scruffy  twet 
somethings.  The  41 -year-old  Diener  sy  ;; 
10  years  managing  hotel  and  airline  re    . 
vation  businesses  before  trying  to  m 
HRN  a  profitable  Net  company.  Perh 
most  important,  making  money  starts  v 
the  right  attitude — an  Old  Economy  stii 
ness  when  it  comes  to  adding  employees 
managing  marketing  programs.  "Dot-co 
may  play  paintball  in  the  cafeteria, 
these  are  dead  serious  businesses,"  s 


A  Peek  at  the  Promised  Land 


It's  elusive,  but  possible.  Here's  a  rundown  of  dot-com  companies  that  hit  profitability  last  year  or  are  expected  to, 
according  to  analysts'  consensus  estimates,  over  the  next  two  years. 


PROFITABLE  IN  1999 


COMPANY  NAME 


1999  NET  INCOME     2000  NET  INCOME     2001  NET  INCOME 

MILLIONS  MILLIONS  (EST.)  MILLIONS  (EST.) 


tooiiti 


IradeCtoi 


America  Online  $1044.0  $1079.8  $1447.4 

Do  the  math:  23  million  subscribers  at  $21.95  per  month.  Yet  the  next  profit-push — AOLTV — may  be  a  tougher  sell. 


[ISoundV 
Ineunde 


CNET  Networks  $416.9 

The  tech-focused  site  got  in  early  enough  to  build  one  of  the  Internet's  few  new  brands. 


$11-2 


$45.5 


BneUoi 


TD  Waterhouse  Group  $134.3  $235.5 

Low-cost  stock-trading  was  big  in  1999,  but  can  the  company  keep  volume  up  in  such  a  turbulent  market? 


$303.8 


Yahoo!  $61.1 

A  simple  formula:  Get  content  on  the  cheap  from  partners.  Build  traffic.  Sell  ads.  Repeat. 


$239.1 


$293.4 


MY 


eBay  $10.8  $44.6  $97.1 

Considered  the  gold-standard  for  building  a  profitable  Net  company.  It  collects,  dissects,  and  publishes  auction  information. 


ii'fe'-K 


DUDirect  $6.9  $17.5  $34.9 

Though  hitting  profitability  this  year,  its  stock  price  suffered  on  concerns  that  consumers  may  flee  the  buzz  saw  stock  market. 


am  me  i 


Net.B@nk  $3.0  $4.5 

As  the  commercials  say:  No  branches,  no  tellers,  little  overhead.  That  has  helped  the  bank  make  money  since  1998. 


»mestor 
mes  the 


Ziff-Davis  -  ZDNet  $1.9  $20.3 

It  inherited  Ziff-Davis'  spendthrift  ways.  Has  just  as  much  traffic  as  CNET,  but  one  quarter  of  its  marketing  budget. 


$42.9 


llf":' 


EXPECTED  TO  BE  PROFITABLE  IN  2000 


COMPANY  NAME 


1999  NET  INCOME     2000  NET  INCOME     2001  NET  INCOME 

MILLIONS  MILLIONS  (EST.)  MILLIONS  (EST.) 


powi 
uftowet 


utco 
Webs 


TMP  Worldwide  -$7.4 

Amid  the  tight  labor  market,  its  Monster.com  has  become  the  Net's  leading  job  site. 


3.2 


$106.9 


Lycos  -$96.6  $39.7 

To  be  acquired  by  Terra  Networks.  At  least  in  the  portal  game,  it  showed  that  getting  in  early  was  valuable. 


Ameritrade  Holding 

The  stockbroker  has  had  a  tough  first  quarter,  losing  $18  million. 


-$13.9 


$33.2 


$218.4 


Hotel  Reservations  Network  -$9.7  $30.9 

Silent  but  successful.  Its  database  of  low-cost  hotel  rooms  is  used  by  nearly  2,500  sites,  includingTravelocity.com. 


$41.4 


a 


V. 
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.•Inn's  Schulman.  "They  require  dud 
b,  process,  and  more  discipline." 
[early,  no  manager  is  good  enough  to 
e  money  ofl  a  bad  business  plan.  So 
what  kinds  of  businesses  are  [Moving 
selves  worthy?  Forget  e-tailers:  Not  a 
15  ,le  one  is  projected  to  make  money 
ftiej  l)Ugh  2001,  according  to  First  Call  and 
'S,ui  IF7S.  Online  entertainment  is  a  money- 
11  M  -  ig  proposition  for  the  foreseeable  future, 
starts  Rather,  profitable  Net  companies  tend 
111,11 1  lave,  at  their  core,  a  unique  way  ot  us- 
M°«  information.  They  take  advantage  of 
Web  to  do  what  it  does  well  and 
tetot  aply — collecting,  arranging,  manipulat- 
es. <     and  sending  massive  amounts  of  data. 


"The  vast  majority  ol  companies  are  nol 
using  the  unique  attributes  ol  the  Net," 

says  Scott  Kurnit,  CBO  oi  Aboutcom  Iik.,  a 
site  thai  uses  Wcbsurters'  opinions  to  guide- 
visitors  to  helpful  information  and  is  pre- 
dicting profitability  a  year  from  now.  The 
aspects  of  the  Net  that  create  profits,  claims 
Kurnit,  are  "low-friction  distribution,  in- 
terconnectivity,  and  viral  marketing." 

Digital  inventory.  Net  auctioneer  eBay 
Inc.  is  the  classic  example.  Acting  merely  as 
an  automated  broker  between  buyers  and 
sellers,  it  takes  a  cut  of  up  to  5%  whenev- 
er anything  is  auctioned  on  its  site.  It's 
the  prototype  for  frictionless  business,  since 


it  never  lakes  possession  ol  the  goods  and 

thus  has  no  inventory,  Thai  formula  helped 

il  make  $10.8  million  last  year  on  rev- 
enues of  $224.7  million.  The  concept  is 
much  the  same  at  [MP  Worldwide's  Mon 
ster.com,  the  leading  job  and  recruitment 
site.  It  has  collected  some  8  million  re- 
sumes, and  charges  employers  a  fee  to 
take  a  peek.  IMP  reported  net  income  of 
$7.4  million  in  the  first  quarter  on  sales  of 
$244  million — its  second  consecutive  quar- 
ter of  profitability. 

Typically,  Net  companies  that  make 
money  possess  a  sustainable  competitive 
advantage.  One  consistent  plus  on  the  Web 
is  what  economists  call  "network  effects": 


MPANYNAME 


1999  NET  INCOME     2000  NET  INCOME     2001  NET  INCOME 

MILLIONS  MILLIONS  (EST.)  MILLIONS  (EST.) 


Net  -$21.4  $19.1  $21.9 

tead  of  selling  plain-vanilla  news  and  shopping,  this  portal  offers  a  network  of  sites  such  as  search-engine  Dogpile. 


rade  Group  -$48.1  $11.7 

t  to  become  a  one-stop  financial  Web  site.  It's  still  losing  money  on  its  noncore  ETrade  stock  trading  operations. 


T  SoundView  -$20.9 

line  underwriter  and  brokerage  company,  will  have  to  make  up  for  a  weaker  IPO  market. 


$9.9 


$110.8 


$18.0 


ernet.com  -$22.0 

w-cost  publisher  of  e-mail  newsletters  and  Web  sites  for  the  Net  industry. 


EXPECTED  TO  BE  PROFITABLE  IN  2001 


$1.5 


$10.0 


•MPANY  NAME 


1999  NET  INCOME     2000  NET  INCOME     2001  NET  INCOME 
MILLIONS  MILLIONS  (EST.)  MILLIONS  (EST.) 


cite@Home  -$1457.6  -$107.2 

racked  by  turmoil,  it  would  be  a  huge  victory  if  the  provider  of  speedy  Net  connections  hit  profitability  so  soon. 


$39.7 


celine.com 

am  me  up?  Its  airline-ticketing  unit  is  already  profitable. 


-$1055.0 


-$17.1 


$27.3 


>mestore.com  -$93.0  -$25.2 

Dves  the  value  of  unique  information.  Its  list  of  residential  real  estate  is  the  largest  on  the  Web. 


$23.5 


ultex.com  -$25.3  -$3.0 

tllectorand  distributor  of  Wall  Street  analysis  and  reports  that  it  posts  and  sells  to  other  financial  Websites. 


$19.7 


>out.com  -$55.1  -$22.1  $9.0 

Web  guides  aggregate  the  best  stuff  on  the  Net.The  guides  get  paid  according  to  the  amount  of  traffic  they  bring  in. 


•'eMinders.com  -$31.6  -$43.0 

le  power  of  e-mail.  LifeMinders  is  a  reminder  that  this  dirt-cheap  medium  has  some  sky-high  margins. 


jtoweb.com  -$18.2 

stock  price  is  at  $2  and  it's  burning  through  cash,  but  analysts  still  see  hope. 


-$16.5 


$4.4 


jrticalNet  -$53.5  -$69.7  $2.4 

bellwether  for  the  B2B  industry.  If  it  reaches  profitability  in  2001,  it  will  help  reassure  investors  of  the  category's  survivability. 


Merge  Interactive  -$15.6 

lis  B2B  cattle  company  is  hoping  to  streamline  the  inefficient  cattle  industry. 


-$21.0 


3.4 


■III  AKNINGS  ON  A  DILUTED  BASIS,  AND  EXCLUDES  ONE  TIME  AND  EXTRAORDINARY  ITEMS, 
TIMATED  EARNINGS  ARE  BASED  ON  CURRENT  NUMBER  OF  SHARES  WHICH  COULD  CHANCE, 


DATA:  STANDARD  8,  POOR'S  COMPUSTAT. 
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the  notion  that  if  more  people  use  a  sys- 
tem, its  value  rises  geometrically.  Network 
effects  should  help  Homestore.com — which 
is  expected  to  lose  over  $25  million  in 
2000 — reach  profitability  by  2001,  according 
to  analysts'  consensus.  As  a  marketplace 
for  2  million  home  and  apartment  list- 
ings, it  attracts  more  suppliers  as  traffic 
grows.  "They  use  technology  to  create  real 
value,"  says  Peter  S.  Cohan,  author  of  e- 
Profit:  High-Payoff  Strategies  for  Capturing 
the  E-Commerce  Edge.  "They  do  something 
that  couldn't  be  done  without  the  Web." 

Reusability.  Using  core  resources  over 
and  over  also  pays  off.  Consider  New  York's 
Multex.com.  In  1993,  the  company  began 
collecting  and  marketing  financial  reports 
and  analysis  from  Wall  Street  brokerage 
and  research  houses.  Today,  it  processes 
reports  from  over  750  sources,  and  spent 
nearly  $100  million  building  a  sales  and 
data  infrastructure  to  sort  and  publish  the 
information.  Now  it  can  take  the  same 
data  and  sell  it  to  different  audiences,  from 
sophisticated  Wall  Street  brokerages  to  con- 


sumers. "The  same  infrastructure  supports 
everything,"  says  President  Jim  Tousignant, 
who  last  year  lost  $25  million,  but  cut  his 
first -quarter  loss  in  half  to  $2.1  million. 
"It  gives  us  a  lot  of  leverage." 

Even  more  important  than  technology 
and  strategy,  however,  are  people.  It's  no 
surprise  that  the  companies  on  the  money- 
maker list  are  run  by  executives  who  came 
of  age  before  the  greed-greased  months  of 
late  1998  and  1999.  ZDNet,  sprung  from 
the  publishing  empire  of  Ziff-Davis,  gener- 
ates the  same  traffic  as  rival  cnet,  but  with 
one-quarter  the  ad  budget  and  half  the 
editorial  staff.  NetBank  Inc.,  an  online-only 
bank,  sets  its  advertising  budget  only  after  it 
computes  its  quarterly  profit.  Even  at  AOL,  a 
$122  billion  company,  many  top  managers 
don't  have  expense  accounts.  Contrast  that 
mindset  with  Boo.com,  the  now-defunct 
retailer  where  managers  lived  by  the  three 
C's — champagne,  caviar,  and  the  Concorde. 
"I'm  old-fashioned,"  says  NetBank's  53- 
year-old  ceo  D.  R.  Grimes.  "To  me,  the 
word  'business'  implies  a  profit  motive." 

These  penny-pinching  companies  have 


found  innovative  ways  to  generat 
ness     at     low    cost.     Just     chec 
Internet.com,  a  Web  portal  supply 
formation  and  services  for  the  tec 
industry.  With  its  network  of  1 
sites  and  171  e-mail  newsletters,  it's 
cross-promote  its  services  by,  say,  pu 
ad  for  its  new  fee-based  site,  Sili 
leyJobs.com,  into  several  newslette: 
virtually  nothing.  "It's  a  beautiful 
boasts  CEO  Alan  Meckler.  Analysts 
the  company  to  hit  profitability  in  2' 
hrn's  Diener  is  no  slouch  w. 
comes  to  cheap  promotions  either 
company  gets  most  of  its  customers 
2,500  affiliated  hotels  that  feature  lit 
its  database  of  20,000  hotels  direct 
their  sites.  When  a  customer  bo< 
room,  the  referring  site  gets  a  5% 
mission.  "We're  just  not  spending  ; 
tune  on  all  kinds  of  advertising 
Diener.  "We  can  grow  our  busine 
triple-digit  rates  and  still  maintain 
itability."  And  as  Diener  well  knows, 
its  may  not  have  mattered  to  Wall  Sti 
year  ago,  but  they  do  now.  <§> 


Net-powered  Profits 


Forgive  Don  Mayberry  Jr.  if  he 
seems  a  bit  sleepy.  From  8  a.m. 
till  often  as  late  as  2  a.m.,  he  re- 
sponds to  as  many  as  250  e-mails  that 


flood  into  his  tiny  third- 
floor  office  each  day,  many 
laced  with  arcane  ques- 
tions about  tillers  and 
power  saws.  Mayberry,  41, 
is  the  sales  manager  and 
de  facto  customer  service 
department  for  Mayber- 
rys.com,  the  online  arm 
of  Mayberry  Sales  &  Ser- 
vice, a  Port  Murray  (N.J.) 
seller  of  power  and  lawn 
equipment. 

Reaching  out  via  the 
Net  is  paying  off  for  this 
tiny,  39-year-old  compa- 
ny. Since  1997,  the  Inter- 
net has  increased  May- 
berry's  sales  from  $2 
million  to  $7  million.  The 
company  now  gets  75%  of  its  rev- 
enues— and  65%  of  its  profits — from 
the  Web.  Amid  last  year's  Y2K  fears,  the 
company  sold  3,500  generators  online, 


■ 


making  it  Honda  Power  Equipment' 
No.  1  independent  dealer.  What's  it 
great  marketing  strategy?  Mayberr;  | 
simply  keeps  the  company  at  the  top  o 
search  engine  results  when  people  en 
ter  such  terms  as  "Honda  generator." 

Indeed,  amid  the  hype,  the  real  Ne 
dividend  may  be  going  to  the  coun 
try's  23  million  small  businesses.  The   I 
small  fry  have  no  grand  aspirations  ol 
inventing  new  business  models.  Mos1 
are  happy  to  use  the  Net  as  a  supple 
mentary  sales  channel.  Already,  many 
have  profits  to  show  for  their  work.  IrJ 
a  survey  of  993  small  businesses  with 
a  Web  presence,  ActivMedia  Research 
found  36%  of  them  have  profitable 
sites.  Another  23%  expect  to  be  in  the 
black  within  a  year.  "They're  learning  to 
get  closer  to  customers,"  says  Activ- 
Media's  Harry  Wolhandler. 

That's  true  for  Mayberry,  who  has 
even  diagnosed  an  ailing  lawn  mower 
over  the  phone.  "I  love  talking  to  peo- 
ple across  the  country,"  he  says. Try  get- 
ting some  fancy-pants  dot-com  man- 
ager to  say  that. 

— Dennis  K.  Berman 


EB  90    BUSINESS  WEEK  E.BIZ/JULY  24,  2000 


IF  WE  GOT  YOU  INTO 

eBUSINESS  ANY 


i  YOU'D  HAVE 
TO  STRAP  YOURSELF  IN. 


Now  you  can  go  from  zero  to  eBusiness  in  record  speed.  Introducing  Aspect1"  eBusiness  Architect,  the  revolutionary  new 
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ARLENE  WEINTRAUB 


Can  eToys'  Toby  Lenk  turn 
around  his  embattled  e-tailer 
before  Christmas? 


anging  out  in  the  playpen  that  is  his  office, 
you'd  never  guess  that  eToys  Inc.  ceo  Ed- 
ward "Toby"  Lenk  is  in  the  fight 
of  his  life.  The  embattled  online 
toy  retailer  shows  off  his  Lost 
in  Space  robot  and  Scuba  G.I. 
Joe,  as  he  winds  up  'a  plush  Tig- 
ger  doll  and  sends  it  bouncing 
across  his  cluttered  desk.  "I  love 


Bounce  Around  Tigger,"  he  exclaims.  A 
second  later  he's  rifling  through  a 
pile  of  toys,  looking  for  his  prized 
possession.  "No  office  is  complete," 
he  deadpans,  "without  a  Darth  Vad- 
er  action  figure." 
This  is  vintage  Lenk  terminally  cheer- 
ful, enthusiastic  almost  to  the 
point  of  hyperactivity,  and 
always  in  the  mood  to  play, 
whether  he's  slamming  golf 
balls  down  the  long  hallways 
of  eToys'  office,  or  holding  his 
own  in  a  Super  Soaker  wa- 
ter-gun battle  with  his 
niece  and  nephew. 
But  overcoming 
the  troubles  dog- 
ging his  once 


high-flying  Internet  company  is  no  game 
for  the  38-year-old  Lenk.  While  sales  for  the 
online  toy  retailer  rose  fivefold — to  $151 
million — in  the  year  ended  Mar.  31,  eToys 
lost  $189.6  million.  With  a  huge  shakeout 
in  the  e-tailing  industry  under  way,  eToys' 
stock  price  has  plummeted  from  an  Octo- 
ber high  of  $86  to  a  paltry  $5.  And  raising 
money  is  downright  painful.  In  June,  Lenk 
had  to  scramble  to  nab  $100  million  by 
selling  convertible  preferred  stock  to  private 
investors — enough  to  keep  the  e-tailer  afloat 
for  another  year. 

That  gives  Lenk  a  little  breathing 
room — emphasis  on  a  little.  He  has  about 
five  months  to  turn  his  company  around. 
That's  when  the  next  crucial  Christmas 
selling  season  will  be  upon  him,  and  he 
must  demonstrate  that  eToys  can  keep  rev- 
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enues  rocketing  upward,  while  sales  and 
marketing  costs  as  a  percentage  of  sales 
head  downward.  Analysts  think  he  might 
just  make  it,  assuming  he  executes  on  plan. 
They  see  business  doubling  this  fiscal  year. 
And  Merrill  Lynch  &  Co.  expects  sales  and 
marketing  costs  will  decline  from  79.7%  of 
sales  in  fiscal  year  1999  to  43.9%  this  fiscal 
year.  That  would  pave  the  way  for  eToys  to 
break  even  in  2002  and  make  it  easier  to 
raise  more  money  in  the  interim. 

Out  of  cash?  The  outcome  will  deter- 
mine whether  eToys  can  avoid  becoming 
another  broken  dream  on  the  dot-com 
rubbish  pile.  Lenk  must  regain  the  confi- 
dence of  both  consumers  who  felt  let  down 
by  eToys  in  the  last  holiday  season  and 
investors  who  are  wondering  if  the  com- 
pany can  pull  off  a  turnaround  before  it 
runs  out  of  money.  Even  Lenk's  biggest 
supporters  say  the  writing  is  on  the  wall — 
in  bright  red  crayon.  "How  they  execute 
this  season  is  going  to  dictate  their  future," 
says  James  O'Brien,  managing  member  of 
Promethean  Asset  Management,  which  led 
eToys'  recent  financing  round. 

It  has  been  many  months  since  eToys' 
future  looked  bright.  The  Santa  Monica 
(Calif.)  company's  problems  started  with 
the  rocky  1 999  holiday  season,  when  some 
customers  didn't  get  their  gifts  until  Dec. 


26.  Then,  as  losses  mounted  and  investors 
fled,  Lenk  had  to  go  out  on  a  limb  and 
predict  profitability  by  2003.  Investors  still 
didn't  come  back,  and  Lenk  had  to  set 
out  on  the  institutional-investment  circuit. 
He's  still  confident  about  his  prospects. 
"The  growth  in  the  number  of  consumers 
who  want  to  shop  on  the  Web  will  be  an 
immovable  force,  and  there  will  always  be 


and  was  appointed  to  head  up  its 
line  toy  store.  EToys  got  to  the  or 
business  first,  but  Lenk  planned  frc 
start  on  building  something  bigger. 
I  wanted  to  look  at  was  kids,  not  toJ 
says.  His  plan:  Start  small,  build  eToJ 
a  brand,  and  then  expand  into  othe 
related  categories.  "From  Disney,  1 
that  once  you  have  a  relationship 


"Once  you  have  a  relationship  wi 
a  family,  you  have  them  for  io  yea 


opportunities  for  companies  that  do  a  good 
job  serving  them,"  Lenk  says. 

At  the  heart  of  his  survival  strategy:  a 
new  in-house  distribution  system,  anchored 
by  two  new  warehouses,  one  on  each  coast. 
Lenk  insists  that  will  prevent  a  rerun  of  last 
year's  fiasco,  when  eToys  tried  to  back  up 
its  California  warehouse  by  outsourcing 
some  fulfillment  to  Fingerhut.  Sales  were  up 
366%  over  the  previous  holiday  season, 
and  99%  of  the  1  million  packages  arrived 
before  Christmas.  That  wasn't  good 
enough,  though,  for  the  kids  whose  pre- 
sents weren't  under  the  tree  Christmas 
morning.  "Our  experiment  with  outsourc- 
ing was  a  failure,"  Lenk  admits.  "It  was  a 
hard  lesson  to  learn." 

Lenk  has  taken  a  lot  of  lessons  to  heart 
since  he  launched  eToys  in  June,  1997.  Af- 
ter five  years  working  on  theme  park  pro- 
jects for  Walt  Disney  Co.,  Lenk  joined  Bill 
Gross's  incubator  idealab!  in  early  1997 


family,  you  have  them  for  10  years."] 
Lenk  works  hard  to  build  those! 
tionships.  He  takes  cues  from  his  ov 
perience  shopping  for  his  niece  and  nd 
as  well  as  from  customer  e-mails  and 
groups.  Based  on  that  input,  he  has| 
made  decisions  that  ran  counter  to 
stincts.  After  customers  complained! 
the  eToys  boxes  were  tipping  off  their| 
dren  and  spoiling  surprises,  Lenk 
company's  name  off  the  boxes.  He 
cringes  when  he  thinks  about  it. 
ups  guy  carrying  a  box  with  your  na 
it  is  a  major  branding  opportunity,! 
says,  punctuating  his  words  with  such 
gestures  he  almost  knocks  over  his  cl 
cup.  "We're  the  only  big  Web  corn] 
with  anonymous  boxes."     . 

For  a  time,  the  bond-building  stra 
worked.  Last  summer,  with  eToys 
tently  beating  Toysrus.com  and  the  har 
of  smaller  players,  Lenk  moved  to  ex 


Edward  C.  "Toby"  Lenk 


Born:  1961,  Boston 

Education:  BA  in  economics, 
Bowdoin  College,  1983;  MBA, 
Harvard  Business  School,  1987. 

Family:  The  son  of  a  banker  and  a  homemaker.  Parents  di- 
vorced when  he  was  9.  Single,  but  devoted  to  nephew  Ceor- 
den,  7,  and  nieces  Anna,  11,  and  Courtney,  18. 

Career:  Health-policy  researcher,  Washington,  1983-85; 
consultant,  LEK  Partnership,  1987-90;  research 
fellow,  Harvard  Business  School,  1990-91;  vice-president 
for  strategic  planning,  Walt  Disney,  1991-96;  president,  CEO, 
and  Uncle  of  the  Board,  eToys,  June,  1997. 

Lesson  learned  at  Disney:  Details  matter.  "At  Dis- 
ney's parks  there  are  those  guys  dressed  in  clean  shirts 


sweeping  up  gum  wrappers  every  three  minutes,  anc 
people  notice  that.  Walt  Disney  knew  that  all  the  little 
details  add  up  to  be  a  big  part  of  the  brand." 

Favorite  toys  as  a  child:  Scuba  G.I.  Joe,  Lego,  cowbo) 
figurines,  and  wooden  cavalry  forts.  Loved  building  things:) 
"When  I  was  a  kid,  I  had  rockets  blasting  off  in  the  backyard.'j 

Hobbies:  Golf,  hiking  with  his  dogs,  Amos  and  Tucker. 

First  managerial  position:  At  19,  worked  as  the  cad- 
dy master  at  the  Hyannisport  golf  club.  "We  had  70  caddiesl 
and  never  knew  who  was  going  to  show  up....i  imple-| 
mented  a  formal  schedule  and  an  incentive  program." 

Current  worth  of  his  eToys  ownership:  $49  million. 
Yet  he  still  rents  a  small  home  in  Santa  Monica  and  drives  | 
a  leased  Toyota  Land  Cruiser. 
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JPMorgan 


1,-lmmn    1999 


JPMorgan 


february  L'm/li 


look  one  hard -driving  firm 
register  three  of  the  largest  deals 
Internet  history 


I  he  Internet  industry  evolves,  leading  companies  should 
je*  a  clear  capital-raising  and  M&A  strategy  in  place. 
focusing  on  the  long-term  goals  of  Network  Solutions, 

i  Morgan  helped  them  execute  two  of  the  most  successful 
ity  offerings  in  Internet  history,  back-to-back.  Then,  by 
waging  our  insight  into  strategic  opportunities  in  a  rapidly 
[nging  industry,  we  helped  Network  Solutions  evolve  even 
her.  Their  recent  merger  with  VeriSign — the  largest 
Spieled  deal  in  Internet  history — establishes  an  industry 
erhouse,  with  superb  earning  power  and  prospects  for 
ire  growth. 

-.ee  how  we  can  help  position  your  company  with 
tegic  capital-raising  and  M&A  advice,  contact 
srengel@jpmorgan.com  or  toddmarin@jpmorgan.com. 


$17,000,000,000 


NETWORK 
SOLUTIONS' 


has  been  acquired  by 


VeriSign,  Inc. 


Lead  financial  advisor 


JPMorgan 


June  2000 
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the  company's  focus.  Hoping  to  grab  par- 
ents while  their  children  are  still  in  the 
womb,  he  acquired  BabyCenter  Inc.,  which 
sells  infant  supplies.  EToys  also  started  sell- 
ing children's  books  and  later  this  year  will 
open  a  hobby  shop  and  party-supply  chan- 
nel. "The  reality  is,  the  toy  business  grows 
only  3%  to  4%  a  year,  so  you  can't  succeed 
just  by  showing  up,"  says  analyst  Sean  Mc- 


his  role  in  the  company.  The  more  eToys 
grows,  the  further  he  moves  away  from 
day-to-day  management — not  easy  for 
someone  who's  legendary  for  his  attention 
to  detail.  EToys'  first  employee,  Frank 
Han,  remembers  one  Friday  in  the  com- 
pany's early  days  when  Lenk  locked  horns 
with  a  site  developer  over  the  design  of 
the  bar  on  the  top  of  the  home  page. 


"The  reality  is,  the  toy  business  grows 

only  3%  to  4%  a  year>  s°  y°u 

can't  succeed  just  by  showing  up" 


Gowan  of  Gerard  Klauer  Mattison 
&  Co.  "To  leverage  their  existing 
structure  across  other  categories  that 
aren't  subject  to  the  whimsy  of  sea- 
sonality is  a  good  idea." 

And  unlike  other  e-tailers,  Lenk 
has  no  plans  to  engage  in  a  cost 
cutting  jihad.  Nor  will  he  get 
into  the  discounting  game.  "It's 
not  a  sustainable  model,"  he  says. 
He  insists  that  a  rapid  rise  in  sales — 
which  would  reduce  costs-per-units- 
sold — will  solve  the  expense  problem. 


Yellow  band?  Early  this  year,  Lenk  re- 
sisted pressures  to  predict  when  the  com- 
pany would  make  a  profit.  In  May,  with 
eToys'  stock  in  shambles,  he  changed  his 
tune.  He  called  analysts  to  a  conference  in 
New  York — the  company's  first  analyst 
meeting — and  vowed  to  make  the  com- 
pany profitable  in  less  than  three  years. 
Lenk  also  has  been  forced  to  change 


'They  spent  two  hours  arguing  about 
whether  it  should  be  yellow,"  says 
Han,  senior  vice-president  for  prod- 
i   uct  development.  Now,  with  the  em- 
ployee count  at  about  1,000,  Lenk 
is  disappointed  that  he  doesn't 
know  everybody's  name  any- 
more, but  he  finds  ways  to  keep 
in  touch.  After  returning  from 
the  analysts'  conference,  he  re- 
peated the  entire  presentation 
for  all  of  his  employees. 

All  this  growth,  however,  hasn't  changed 
Lenk  outside  the  office.  He's  wealthy — 
with  stock  worth  $49  million — but  he  rents 
a  small  house  and  drives  a  leased  Toyota 
Land  Cruiser.  "He  only  buys  practical 
things,  nothing  glitzy,"  says  sister  Mindy 
Whitman.  While  visiting  from  Atlanta  this 
spring,  Whitman  was  shocked  to  hear  Lenk 
hadn't  bought  a  pair  of  shoes  in  four  years. 
Lenk's  friends  call  him  a  big  kid,  and 
it's  a  characterization  the  6'  3"  entrepre- 


neur doesn't  dispute.  Born  and  raised  ;i 
Boston  suburbs,  the  younger  of  two, 
took  playtime  seriously.  An  animal  love 
rode  horses  and  showed  ponies  as  a 
then  gave  the  hobby  up  in  high  scho 
play  on  the  basketball  team.  Staying 
five,  says  his  sister,  helped  him  get  thn 
his  parents'  divorce  when  he  was  9 
just  focused  on  something  else,"  she  < 

Leadership  came  naturally — and  « 
At  age  19,  Lenk  was  the  caddy  master 
golf  course  in  Hyannisport,  Mass 
whipped  the  70  caddies  into  shape, 
ting  up  a  formal  work  schedule  anc 
incentive-pay  program.  "It  was  the 
time  I  ever  tried  to  do  anything  mam 
ial,  though  the  kids  would  say  it  was 
like  the  movie  Caddyshack,"  he  says 

Lenk  is  single.  Being  a  more-than- 
time  CEO  doesn't  allow  much  time  foi 
menting  a  romantic  attachment.  He's  h 
showering  his  paternal  instincts  on  his 
ter's  kids,  Anna  and  Georden.  "He's  a  $ 
uncle,"  Whitman  says.  "He's  always  hot 
around  with  them.  He  wants  any  excus 
play."  For  companionship  at  home,  he 
his  two  Labrador  retrievers,  Amos 
Tucker.  "They  keep  me  calm,"  he  says 

That  calming  influence  will  com 
handy  later  this  year,  when  Lenk  will 
the  most  stressful  test  of  his  career:  deli 
ing  on  all  his  promises.  If  he  can,  he'll  1 
succeeded  where  many  e-tailers  haven' 
he  fails,  he'll  have  lots  of  free  time  to 
with  Bounce  Around  Tigger.   ® 
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For  a  Q&  A  with  Toby  Lenk,  go  to 
ebiz.businessweek.com 
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How  eToys  Is  Battling  Dot-com  Growing  Pains 


PROBLEM 


SOLUTION 


LESSON 


By  outsourcing  some  order  ful- 
fillment last  year,  eToys  lost  control 
over  shipping,  and  toys  arrived  late. 


Severe  seasonal  peaks  and  drops 
in  revenue. 


Serious  doubts  on  Wall  Street 
that  the  company  can  turn  a 
profit  and  survive. 


Opened  two  additional  ware- 
houses, staffed  entirely  by  eToys 
employees. 


Expanded  into  baby  supplies, 
party  goods,  and  hobbies. 


Held  first-ever  analysts' confer- 
ence, committed  to  profitability 
by  a  specific  target  date. 


To  provide  the  best  service  to 
your  customers,  keep  the  work 
in-house. 


Peof 


Diversify  while  staying  true 
to  your  target  market. 


Communicate  with  the  people 
who  hold  the  purse  strings,  even 
when  the  news  isn't  rosy. 
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Seamless  e-business 

demands 

seamless  software. 


E-business  Kit 


E-business  Suite 


Microsoft 


Database 


Oracle 


:tii 


M     Epiphany 


IBM 


i   Clarify 


M 
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Marketing 


Oracle 


Siebel 


Sales 


Oracle 


Support 


Oracle 


IBM 


Webstore 


Oracle 


Commerce  One 


Procurement 


Oracle 


SAP 


Manufacturing 


Oracle 


\2 


Supply  Chain  Mgmt 


Oracle 


SAP 


Financials 


Oracle 


PeopleSoft 


Human  Resources 


Oracle 


A  complete  e-business 
suite  from  Oracle. 
Or  an  e-business  kit 
from  lots  of  vendors. 
The  choice  is  yours. 


www.oracle.com 


ghi  ©2000  Oracle  Corporation  All  rights  reserved  Oracle  is  a  registered  trademark,  and  Software  Powers  the  Internet  is  a  trademark  or  registered  trademark  ol  Oracle  Corporation  Other  names  may  be  trademarks  of  their  respective  owners 


^ 


Before  your  ideas  can 
revolutionize  an  industry, 


Whether  it's  a  single  document  that  needs  to  be  distributed  throughout  your  company,  or  a  megaproposal  that  needs 
to  be  shipped  to  your  client  by  the  end  of  the  day  you  can  rely  on  IKON  Office  Solutions  to  provide  the  products 
and  services  that  you  need  to  get  the  job  done.  From  supplying  digital  copiers  to  outsourcing  your  document  production 
to  re-engineering  your  entire  network,  IKON's  solutions  are  designed  to  do  one  thing — help  businesses  communicate. 
We  take  the  time  to  understand  your  business  and  create  a  customized  solution  matched  to  your  needs,  and  provide 
superior  service  and  support  from  our  local  team  of  experts.  To  understand  how  IKON  and  partners  like  Canon 
and  Ricoh  can  help  your  business  communicate,  call  888  ASK-IKON  or  visit  us  at  www.ikon.com. 


Canon 

AUTHORIZED  DEALER 


RDM 


'"  'Ui in  IKON  i  Hli.r  Solutions,  hu 
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jams  vie  for  money — and  connections 

ontests  for  college 
kids  have  sure  come 
a  long  way  from  gold- 
fish swallowing  and 
trivia  bowls.  In  May, 

Garage.com,  the  Silicon  Valley- 

[  based  incubator  for  startups, 

upped  the  ante  among  the 

growing  list  of  engineering  and  business 
schools  around  the  country  that  now  host  ^^^^^^^^ 

big-bucks  business  plan  contests  for  young 
entrepreneurs.  This  spring,  more  than  600 
plans  representing  2,000  students  streamed  into  Garage.com. 
Garage  plucked  out  five  finalist  teams  to  come  to  Silicon  Val- 
ley and  "pitch"  before  a  blue-ribbon  pan- 
^■B  el  of  high-tech  heavyweights.  The  carrot:  a 

walloping  $150,000  to  the  Grand  Prize 
team  and  an  additional  $150,000  split 
among  the  others,  intensive  presentation 
^A      coaching  to  all,  and  priceless  introduc- 
i^^  tions  to  some  of  the  Valley's  big  names. 

Sr  ^      Let  the  contest  begin . . . 

urvivor  for 

Student 
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Teams 


Fluid  Bandwidth 


Former  Olympic  cyclist  Timm  Peddie  (above)  of  the  University  of  Texas, 
Austin,  was  the  contest's  only  one-man  team  with  his  plan  for  a 
voice-over-the-lnternet  company,  Fluid  Bandwidth — his  third  startup  ef- 
fort. Below,  Stanford  University's  Kwaish  team  was  big  on  enthusiasm — 
but  small  on  details  about  their  handheld  wireless  technology  One  of  Kwaish's 
biggest  ongoing  challenges  is  where  to  eat.  Will  it  be  Mexican,  Chinese, 
Indian,  or  American  food?  Each  is  home-cooking  to  somebody  on  this  team. 


Kwaish 
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KnowNow 


he  KnowNow  team,  from  the 
University  of  California  at 
Irvine,  hopes  to  turn  its  Web- 
based  event-notification  tech- 
gy  into  a  hit.  They  rented  a  red 
■iliac  during  the  conference.  "We'll 
|pt  the  gods  by  acting  like  we're  go- 
to win,"  grinned  team  leader  Rohit 
re  (far  right).  Meanwhile,  Purdue 
/ersity's  RedFolio  team  (below)  plans 
reate  Net-based  artificial-intelligence 
ems  for  manufacturers.  "The  atti- 
es  here  are  more  free-wheeling 
i  those  in  the  Midwest,"  said  Her- 
l  Estrada  of  RedFolio  (below,  right). 


Most  plans  involved  in- 
formation technology. 
The  exception:  Quick- 
silver Genomics,  a  team 
from  the  University  of  California  at 
San  Francisco,  whose  members  are 
pursuing  PhDs  in  the  life  sciences. 
Above,  biophysicist  Sandra  Waugh 
dons  a  white  coat  for  her  research  in 
exotic  experimental  structural  biol- 
ogy. Quicksilver's  mission:  to  acceler- 
ate drug  discovery  via  the  Web. 
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Mixing 


Sunday  afternoon:  Contestants 
swill  brews,  scarf  steaks,  and 
sport  Hawaiian  shirts  to  hon- 
or the  home  state  of  host  Guy 
Kawasaki,  the  ceo  of  Garage.com  (far 
right).  Most  participants  look  like  the 
college  students  they  are  at  the  con- 
test's kick-off  barbecue.  Each  team 
sums  up  its  plan,  schmoozes  with 
Garage.com  staffers,  and  gives  each 
other  a  once-over.  "A  lot  of  people  at 
Stanford  are  aimed  at  doing  a 
startup,"  said  the  Kwaish  team's  Arie 
Grapa.  "If  it  goes  right,  you  become  a 
millionaire.  If  it  doesn't?  You  go  work 
for  a  great  big  company  like  Cisco." 
For  computer  jocks,  that's  not  brag- 
ging. It's  a  fact  of  life. 
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HANDLE  THIS 
HOT  POTATO. 


»een  in  development  for 
TODAY,  someone  told  you  that  integrating  the  content 
for  your  portal  is  a  separate  matter. 


hVlOUSly,  time  is  not  on  your  side.  Your  portal  is 

up  and  now  you  face  a  laundry  list  of  challenges.  You 

iire  content  from  multiple  sources  that  are  incompatible 

one    another,    including    old    legacy    systems    and 

megrovvn"   applications   that   won't   work   with   current 

pnet  technologies. 

COLirSG,  writing  custom  code 
nation.  But  not  a  practical  one.  And. 
If  that  weren't  enough,  you  have 
jal  with  people  who  are  territorial 

win  ried  that  if  they  let  you 

into   their   database,   you 

cause  technical  damage 
lompromise  security. 


|aditional  fixes, 

as     data     warehouses, 
lit   an   option  —  they're   not 
-time,  plus  they're  too  costly 
time-consuming. 


Lit  d< 


Ion  t  worry. 

I  can  Handle  it.  With  Knterworks':  The 
lerworks  Suite  enables  you  to  create  a  single  virtual 
bee  lor  all  the  data  that's  needed  for  your  enterprise 
pal,   bringing  old   and   new  data  sources   together  and 


overcoming  their  inherent  incompatibility.  And  you'll  have 
the  ability  to  use  real-time  data  in  your  portal's  application-, 
without  affecting  the  performance  of  the  actual  systems. 


In  addition,  your  colleagues  will 
feel  secure  entrusting  you  with  their 
information  because  their  data  sources  will 
stay  within  their  control. 

1  1US,    the  Enterworks*  Suite 

makes  life  easier  for  the  people 

developing  applications  for  your 

portal.  All  the  data  appears  as 

a  single  integrated  database  so 

they  can  quickly  design  and 

roll  out  new  applications. 

To  find  out  more, 

download    a    FREE    copy    of 
The     Universal     Integration 
Framework   for    E-Business    at 
www.eiiterworks.com/1029.htiiil. 
Or     cal 
1-888-242-8356 


xl()29.  And  tell  them  to  bring  it 
on.  With  the  Knterworks    Suite. 
you're  indestructible. 


%^  Enterworks 


POWERING     PORTALS     AND     E-MARKETPLACES 

1  -888-242-8356  x  1029    www.enterworks.com/1029.html 

©2000  Enterworks,  Inc.  All  rights  reserved.  'Enterworks'  and  the  *e.'  logo  are  registered  trademarks  of  Enterworks,  Inc. 
All  other  product,  service  and  company  names  are  trademarks  or  registered  trademarks  of  their  respective  owners. 


Embrace  partners 


Automate  purchases 


Accelerate  decisions 


Customize  sales 


Integrate  suppliers 
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Find  new  customers 


Expand  business 
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Practice 


It's  Monday  morning,  and  the  KnowNow  team  is  giving 
show  at  Garage.com.  Team  leader  Khare  cracks  jokes  wit 
polite,  smarty-pants  patter  of  a  Jeopardy  contestant 
Garage.com's  Bill  Joos  (left)  is  not  amused:  "I  haven't 
you  speak  yet,  but  you  have  extraordinarily  text-intensive 
there,"  he  tells  Khare  (far  left).  "The  danger  is  you're  goir] 
read  them  to  me  and  I'm  going  to  hate  you  for  it."  His  ac 
Smile.  Tell  me  why  I  should  care.  Don't  read  from  your 
Pause.  Slow  down.  Joos  and  presentation  coach  Chris  MelchinJ 
bitz  with  teams  during  intense,  75-minute  sessions,  which 
some  scurrying  back  to  their  hotel  rooms  to  start  over. 


V£ 


^rtui 


¥L 


«•*<«.  4»^ 


<r 


R 


((    HM^^  oom  service?  Can  you  send  some 
fee  up,  please?"  All-nighters  are  n 
ing  new  to  college  students, 
Monday  night  the  teams  were 
ing  into  the  wee  hours.  Quicksilver's  Rey  Ban; 
(bottom,  far  left)  practices  growling  out  the  ope 
of  his  presentation — on  Melching's  advice  to  n  ■ 
ulate  his  voice  more.  Meanwhile,  RedFolio  spl 
up- its  visually  bland  slide  show  with  new  grapllv 
KnowNow  practices  by  pitching  its  story  to  rfci 
life  venture  capitalists  at  San  Francisco's  Hambr<* 

&  Ouist  investment  bank.  Contestants  awoke  ble  [ 

- 

eyed  on  Tuesday — Contest  Day 


t*e    fc*   *"""    1°*   ** 

From:  M»*je«nert. 

To:     *»  . ; 

decided  to  resign  R.*  *«*     J    ^ 

Bsggsss' 
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u're  looking  to  say  goodbye  to  business  as  usual,  then  say  hello  to  us. 
iNUITY,1"  we  can  help  you  use  the  Internet  to  reinvent  the  way  your 

>any  does  business.  As  BBN,  we  originally  brought  you  the  Internet. 

as  an  e-business  network  provider,  we  leverage  that  experience  to 

i,  build  and  fully  manage  your  network  infrastructure.  So  you  can 

ce  costs  while  increasing  productivity  and  speed  to  market.  And  while 

e  may  no  longer  be  a  role  for  Risk  Aversion,  that's  probably  just  as  well. 


rigtu  aoo  i 


Genuity  is  *  trademark  of  (i«nu>ty  Inc 


GENU  TY 


I-80O-GENUITY   www.genuity.com 
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Getting 
Ready 


Showtime 


Flip-flops,  baseball  caps,  and  T-shirts  during  practia 
coaching  give  way  to  the  uniform  of  the  successfu 
fessional:  tight  collars,  ties,  and  pressed  slacks.  Quicks 
Banatao  takes  time  to  unwind  in  the  hotel  pool, 
spiffs  up  with  the  help  of  a  hot  iron  before  the  big  Tu« 
night  pitch-off. 


It's  Tuesday  night,  you're  on.  Most  team 
members  skip  the  buffet  spread,  opting 
instead  to  ogle  the  pedigree  panel  of 
judges  as  they  arrive — Exodus  Communi- 
cations CEO  Ellen  Hancock  (middle  right),  Red 
Hat  Chairman  Bob  Young,  Women.com  CEO 
Marleen  McDaniel,  and  Akamai  founder 
Jonathan  Seelig,  among  others.  Each  team 
gets  15  minutes  to  present,  then  5  more  to 
answer  questions  from  judges.  To  ratchet  up 
the  intensity  one  more  notch,  Garage.com 
decides  to  draw  names  five  minutes  before 
each  pitch  to  determine  the  order  of  pre- 


SA 


sentations.  The  teams  all  look  improved  fror 
the  coaching  sessions.  But  with  the  odd  mi) 
of  family-and-friends  boosters  and  industry 
celebs,  the  room  at  the  San  Francisco  Ail 
port  Marriott  resembles  a  schmoozefest  cut 
piano  recital.  A  few  slides  get  fouled  up. 
few  tongues  get  tied.  Judge  Bob  TimpsonJ 
general  manager  of  IBM  Solution  Marketing] 
is  i-mpressed  with  what  he  calls  each  team's 
"domain  expertise."  Says  Timpson:  "In  prior 
years,  they  would  have  aspired  to  be  profes- 
sors. Now  they  want  to  be  entrepreneurs. 
This  is  good  stuff." 
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TWO  WORDS 

FOR  THOSE  WHO 

DON'T  THINK  IT'S 

IMPORTANT  TO  BE 

MISSION-READY: 

GENERAL  CUSTER. 


When  you're  trying  to  win  on  the  Web, 
it  can  feel  like  the  odds  are  against  you.  Many 
e-commerce  solutions  take  too  long  to  deploy.  And 
when  they  don't  deliver  as  promised,  your  reputation 
and  your  bottom  line  can  suffer  heavy  casualties. 
That's  why  you  need  a  mission-ready  e-commerce 
solution  from  InterWorld.  Mission-ready  means 
ready  to  go  live  fast,  with  a  comprehensive  out-of- 
the-box  solution.  Ready  to  adapt  swiftly  to  change. 


Ready  to  leverage  the  power  of 
information.  And  ready  to  manage  your  supply 
chain,  end  to  end.  It  also  means  ready  for  success 
-  as  proven  by  our  large  base  of  installed  clients, 
each  with  a  thriving,  rock-solid  online 
presence.  Call  877-326-6637  or  visit 
www.interworld.com.  No  one  is  more 
mission-ready  to  help  you  make  a 
winning  stand  on  the  Web. 


Nomina 


For  this  tree  white  paper,  go  to 
www  mterworld  corn/mission-ready 


interwerld 


MISSION-READY 


E-COMMERCE 


Now  therefc  a  simpler  way  to  manage 

your  customer-employee-supplier-partner 

intra-extra-Inter-cross-platform-global- 

way-too-complex-digital-economy  net. 


It's  one  Net.  Dive  in. 


You  can't  conquer  the  world  of  eBusiness  being  a  lonely  fish  in  an  isolated  pond.  You  need  the  freedom  to 
connect.  So  your  employees,  partners,  suppliers  and  customers  can  work  together.  And  all  their  different 
operating  systems,  intranets,  extranets  and  the  Internet,  can  work  as  one  Net.  Securely  and  reliably.  That's  the 
strength  of  Novell's  Net  services  software.  It  lets  existing  technology  work  together.  And  gives  you  the  power 
to  change  your  eBusiness  as  fast  as  the  Net  economy.  So  dive  in  at  www.novelI.com 

Novell 

the  power  to  change  - 


©  Copyright  2000  Novell,  Inc  All  rights  reserved  Novell  is  a  registered  trademark  and  the  power  to  change  is  a  trademark  of  Novell,  Inc  ,  in  the  United  Stales  and  other  countries 
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We  Won  I 


KnowNow  and  Kwaish  tie  for  First  Place 
(and  $5oK  apiece);  RedFolio  and  Fluid 
Bandwidth  tie  for  Second  (and  $25«  each). 
Although  not  a  single  judge  is  a  biotech 
expert,  the  Grand  Prize  goes  to  Quicksilver  Genomics 
(above  and  below).  Why?  Partly  because  that  by 
striving  to  speed  new  drugs  to  market,  it  has  the 


best  answer  to  every  venture  capitalist's  fav 
question:  "How  will  you  change  the  world?"  J| 
Bob  Young  loved  the  team's  energy,  but  sig 
"You  used  to  look  for  startups  with  experie 
management.  This  shows  the  value  of  experien  | 
Silicon  Valley  is  less  than  it's  ever  been." 


e.biz  online 


For  additional  material  on  the  contest,  go  to 
ebiz.businessweek.com. 
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Istoked. 


How  to  build  a  campfire: 


Light  match. 

Apply  flame  to  kindling. 

Enjoy. 


fig.  1 


smoked. 


Purchase  camping 
gear  and  food. 


How  to  build  a  campfire: 


Pitch  tent,  unload  gear,  chop 
kindling,  and  wait — cold  and 
hungry — until  wood  dries. 


Sign  up  for  wilderness 
survival  course. 


Light  fire  and  enjoy  in 
the  company  of  your 
new  forest  friends. 


Study  The  Pyromaniac's 
Guide  and  bring  lighter 
fluid  just  in  case. 


Arrange  to  be 
flown  to  remote 
pine  forest. 


"0  Pandesic.  All  names  and  trademarks  are  the  property  of  their  respei 


Mission  accomplished  in 
just  under  7  days. 


ndesic's  commerce  platform  will  allow  you  to  sell  to  and  service 
ur  customers  anywhere,  anytime.  We  understand  that  you  need 
eed  to  market,  scalability,  cost-efficiency,  and  access  to  expert 
rvices  to  succeed  in  the  new  economy.  Before  you  choose  a 
irtner,  know  the  difference.  Know  Better. 


iA/w.pandesic.com  or  1-888-349-3249 


|    |  |    http://www.pandesic.com 


CP  pandesic 

the  commerce  platform 
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CUTTING   EDGE 


BY  ROBERT  D.  HOF 

rob   hof@ebiz.businessweek.com 


Online  Sales  Still  a  Threa 

Forget  the  falling  stock  prices.  Web  sales  are  reaching  a  critical  mass 


ou  can't  blame  retailers  for  heaving  a  sigh  of  relief.  Those  pesky  dot-coms  are 
ing  left  and  right.  Even  mighty  Amazon.com  Inc.  is  in  the  doghouse.  But  re;U 
relief  could  be  short-lived.  Here's  why:  The  Web's  bite  into  store  sales  is  abo 
hurt.  A  widely  accepted  rule  of  thumb  says  a  10%  to  15%  loss  in  sales  vapori 
store's  profits.  This  year,  online  sales  of  books  will  top  11%  of  overall  sale; 


from  8.5%  in  1999,  while  ens  and  videos  will  more  than  double 
their  penetration,  to  10%,  according  to  Boston  Consulting  Group 
Inc.  Online  personal  computer  and  software  sales  already  have  tak- 
en 18%  of  the  total  industry — and  look  what  happened  to  Comp- 
USA: The  PC  chain  is  about  to  be  acquired  by  Mexican  retailer 
Grupo  Sanborns.  "If  you  take  18%  out  of  a  store's  revenues,  it  will 
mm  the  economics  very  quickly  negative,"  says  consultant  James 
Vogtle  of  Boston  Consulting. 

Of  course,  some  retailers  are  figuring  out  how  to  steer  buyers  to 
their  online  sites.  And  those  with  good  Web  sites  will  drive  some 

It  requires  far  less  capital  to 
sell  from  central  warehouses 

customers  to  stores,  where  they  might  make  additional  purchases. 
But  the  fact  is,  94%  of  online  buying  is  just  a  shift  from  stores, 
reckons  market  watcher  Jupiter  Communications.  Like  it 
or  not,  says  San  Francisco  commercial  leasing  broker 
Mark  Borsuk,  "you're  starting  to  see  the  impact  on 
physical  stores." 

The  rub  is  that  the  physical  retailers  that  move 
most  successfully  online  may  face  the  greatest 
pressure  on  their  original  business  models.  Despite 
current  dot-com  losses,  there's  no  doubt  that  it 
costs  much  less  to  sell  from 
central  warehouses  than 
through     hundreds     or 
thousands  of  stores.  Do 
you  focus  investments  on 
the    Web    store    that's 
doubling  sales  every  year, 
at  a  fifth  of  the  cost  of 
stores,    or    on    opening 
stores  whose  sales  are  grow 
ing  5%  a  year? 

Already,  some  investors 


pti 


are  shifting  their  bets.  The  San  Francisco-based  real  estate  inves 
trust  AMR  Property  Corp.  sold  off  $560  million  worth  of  local 
ping  centers  a  year  ago  to  invest  in  warehouses  close  to  urbai 
ters.  Chief  Executive  Hamid  R.  Moghadam  thinks  they  will 
high  demand  by  online  sellers  such  as  Webvan  Group  Ir 
which  amb  has  invested. 

Does  this  mean  the  conventional  retail  model  of  expa 
largely  by  opening  new  stores  is  busted?  Are  store  closings  i 
nent  for  more  kinds  of  retail  beyond  computers?  Will  re 
downsize  stores  to  reduce  costs  or  focus  on  fewer  but  bigge 
more  entertaining  stores? 

At  the  least,  physical  stores  will  have  to  evolve  tb  provide 
services  that  online  stores  can't.  Maybe  grocery  stores  don't  ne 
stock  quite  as  much  cereal  or  shampoo  in  the  store  as  more 
pie  order  these  regularly  online  for  delivery  directly  to  their  h( 
Instead,  they  could  add  new  services  such  as  dry  cleaning  or 
hour  photo  finishing.  Or,  like  PC  maker  Gateway  Inc.,  they  r 
open  stores  that  are  strictly  showrooms,  saving  inventor 
j3^^  staffing  expense.  Or  they  could  provide  mc 

an  entertaining  experience,  such  as  spoi 

goods  retailer  Vans  Inc.'s  skateboard  rir 
Southern  California.  "You'll  see  stores  sh 
to  more  of  a  higher-service  operat 
says  Bill  Bass,  e-commerce  s< 
vice-president  at  apparel 
loger  Lands'  End  Inc. 
Problem  is,  denial 
deep  among  most  r< 
ers  and  mall  owners, 
Borsuk,  who  recend 
tended  a  conferenc 
the  International  G 
cil  of  Shopping  Cer 
trade  group:  "The  sei 
got  is  that  they  feel 
threat  is  over."  Onl 
their  dreams.  <§> 


iProcure.com 

Connecting  industrial  buyers  and  suppliers. 


The  premier  Internet 

marketplace  built  for 

industrial  supply. 


"Procurement  in  industrial 
operations  is  more  complex. 


"iProcure  is  the  smartest  way  to 
satisfy  industri'al  buyers. " 


phsaction  »123:  shot 

»r.  Advanced  F(* 


INDUSTRIAL 

STRENGTH 


PROCUREMENT 


ir 


Providing  instant  access  to  millions  of 
industrial  parts  and  supplies,  iProcure 
reduces  the  administrative  costs  of 
purchasing  and  leverages  your  buying 
power  -  saving  time  and  money  on 
costly  industrial  purchases.  Visit 
wiviv.  i procure,  com . 


flProcure 

Powered  by  Datastream 
(NASDAQ:  DSTM) 
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"Sure...  this  e-commerti 


application 

lets  us  sell 
our  website 
t  it  als< 


i  any  website. 

i  make  money 

II  over  the  place..." 

.   ■  ■ 


e-commerce  just  got  bigger, 
do  you  know  how  big? 

If  you  think  e-commerce  is  just  about  your  website, 
think  again.  It's  much  bigger.  That's  why  you  should 
look  into  Intershop.  Our  application  software  supports 
the  widest  range  of  current  and  emerging  e-commerce 
solutions.  It  enables  you  to  sell  in  ways-and  places- 
like  never  before.  In  fact,  designed  with  XML,  Java, 
ICE  and  WAP,  the  same  application  you  use  for  your 
website   today,   can    help   you   sell   wherever   you    may 


need  to  in  the  future.  From  cell  phones  that  re-order 
stock  with  one  press  of  a  button,-  to  online 
marketplaces  and  affiliate  sites,  to  production  line 
machines  that  automatically  buy  inventory  when 
needed.  Which  means  you  have  ways  to  expand 
e-commerce  revenue  opportunities  that  make  everyone 
happy.  Call  us  at  1-877-499-4393.  Next  time,  a  machine 
will   make  the   call  for  you.   ww< 


INTERSHOP 

SELL       ANYWHERE" 


evelopments  to  Watch 


ED  BY  ELLEN  LICKING 


[E  A  HIKE-AND 
IARGE  UP 
I UR  CELLPHONE^ 

iSE  BOOTS  w:k  m  \de 
walking — and  talking. 
Ivor  Baylis,  co-founder 
jileetric  Shoe  Co., 
led  in  the  British  town 
[Leicester,  has  invented 
ifty  device,  embedded 
|;he  heel  of  a  shoe,  that 
nesses  a  person's 
Iking  power  to  charge 
all  batteries  such  as 
>se  used  in  cell  phones. 
9  gadget  should  prove 
ivenient  for  chronic 
l-phone  users,  who 
3\v  all  too  well  the  aw- 
silence  wrought  by  a 
d  battery.  This  "smart 
twear"  won't  be  on  the 
hion  runways  for  sev- 
il  years,  but  Baylis  and 
leagues  have  already 
cen  the  technology  for 
Jry  run — in  the  Namib 
sert. 

Baylis  began  a  charity 
.Ik  through  the  dunes  of 
imibia  on  June  24.  At 
3  end  of  the  10-day  trip, 
ylis  placed  a  call  to  Sir 
chard  Branson,  chair- 
in  of  Virgin  Atlantic 
rlines.  The  sole  purpose 
the  call  was  to  test 
lether  or  not  the  device 
d  charged  batteries 
ough  to  power  an  inter- 
ntinental  phone  call, 
le  test  was  a  success — 
e  call  went  through. 
Baylis  developed  the 
arger  with  Britain's 
.'tense  Evaluation  & 
■search  Agency.  With 
ch  step,  the  gadget  is 
ueezed,  generating 
sctricity  that  runs 
ong  wires  to  a  battery 
fcced  on  the  side  of  the 
ioe.  Electric  Shoe  Co. 
.ys  a  person  wearing  the 
nits  must  walk  three  to 
ur  hours  to  charge  the 
ittery  fully — not  neces- 
irily  in  the  Namib 
•sert.     Mary  Ann  Saadi 


THIS  GENE  SEEMS 

TO  HAVE 

A  GREEN  THUMB 

NOW  THAT  SCIENTISTS  HAVE 
finished  sequencing  the  hu- 
man genome,  they  turn  to  a 
weightier  matter:  What  gives 
domesticated  tomatoes  their 
tremendous  girth  and  plump- 
ness? New  research,  reported 
in  the  July  7  issue  of  Science, 
partially  answers  the  ques- 
tion. Scientists  at  Cornell 
University  have  identified  one 
of  the  more  than  20  genes  in- 
volved  in   determining   the 


REDS:  Garden  and  ivild  tomato 

size  of  tomatoes.  Surprisingly, 
the  gene,  called  ORF-X,  en- 
codes a  protein  similar  to  one 
involved  in  human  cancers. 
The  finding  suggests  that  the 


same  genetic  mechanism  thai 

spurs  cancer  growth  is  in- 
volved in  creating  plump  and 
juicy  vegetables. 

Wild  tomatoes  are  often  no 
bigger  than  raspberries. 
Farmere  have  created  the  su- 
persize  domestic  versions  by 
crossing  different  varieties 
and  selecting  the  offspring 
with  the  biggest  tomatoes. 
Those  plants  turn  out  to  con- 
tain mutations  in  nearly  two 
dozen  genes  that  contribute 
to  growth — among  them  ORF- 
x.  Plant  biologist  Steven  D. 
Tanksley,  who  led  the  study, 
estimates  that  alterations  in 
ORF-X  can  increase 
fruit  size  by  30%. 

Tanksley     has     a 
theory    about    how 
the    gene    leads    to 
bigger  fruit.  Using  a 
powerful    computer 
program  that  match- 
es up  dna  sequences 
to  a  catalog  of  known 
three-dimensional 
protein    structures, 
Tanksley  found  that 
the  orf-x  protein  ap- 
pears to  fold  up  just 
like  a  protein  that  controls 
cell  growth  in  humans.  Based 
on  this  similarity,  Tanksley 
believes  orf-x  may  play  a 
similar  role  in  plants.  □ 


THESE  TINY  ROBOTS 
GO  TO  WORK  IN 
YOUR  BLOODSTREAM 

ISAAC      ASIMOV'S      NOVEL 

Fantastic  Voyage,  in  which  a 
microscopic  submarine  enters 
a  patient's  bloodstream  on  a 
repair  mission,  may  be  com- 
ing closer  to  reality.  Edwin 
Jager,  a  graduate  student  at 
Sweden's  Linkopings  Univer- 
sity, has  created  the  smallest 
submersible  robots  ever. 
Each  is  shorter  than  this 
dash— and  no  wider  than  the 
following  period.  Yet  each  has 
an  elbow,  a  wrist,  a  hand,  and 
two  to  four  fingers.  Biologists 
see  many  applications  for 
these  microrobots  and  the 
even  smaller  robots  yet  to 
come.   The   future   includes 


programmable  machines  that 
would  travel  in  the  blood  and 
aid  the  immune  system,  "cell- 
herding"  machines  to  stimu- 
late rapid  healing  and  tissue 
reconstruction,  and  cell-repair 
machines  to  ferry  materials 
in  and  out  of  cells. 

Unlike  some  other  tiny 
robots,  the  Swedish-made 
microrobots  function  perfect- 
ly in  salty  broth,  blood,  and 
urine.  Most  microrobots  con- 
tain silicon,  which,  when  ex- 
posed to  water,  oxidizes  and 
stops  working.  Jager's  robots 
use  silicon  covered  by 
"micromuscles"  of  gold  and 
plastic  that  shrink  and  swell 
in  response  to  electrical 
signals.  The  muscles  protect 
the  silicon  and  enable  the  ro- 
bots to  carry  out  their  tiny 
tasks.  Mary  Aim  Saadi 


INNOVATIONS 


■  Weather  is  serious  busi- 
ness. That's  why  researchers 
at  the  National  Severe 
Storms  Laboratory  in  Nor- 
man, Okla.,  are  adapting  a 
surveillance  technology  called 
spy-1.  long  used  by  the  mili- 
tary, to  track  aircraft.  The 
goal  is  to  rapidly  and  accu- 
rately chart  unstable  atmo- 
spheric conditions  that  could 
spawn  dangerous  thunder- 
storms or  tornadoes.  The 
tracking  system  uses  souped- 
up  radar  to  scan  for  forming 
tornadoes  or  jumbo  airliners 
in  a  patch  of  sky  300  miles 
wide  and  10  miles  high.  That 
kind  of  sweep  takes  spy-i  just 
15  to  20  seconds.  The  secret 
of  its  speed?  The  radar  an- 
tenna simultaneously  emits 
multiple  electronic  beams  of 
vastly  different  frequencies. 

■  A  new  study  by  re- 
searchers at  the  University 
of  Alabama  backs  up  what 
Emily  Post  and  Miss  Man- 
ners have  been  saying  all 
along:  A  firm  handshake  helps 
make  a  good  first  impression. 
To  conduct  their  study,  the 
researchers  first  trained  four 
people  on  the  nuances  of 
handshaking — from  its  vigor 
and  duration  to  the  firmness 
of  the  person's  grip.  Each  of 
these  four  people  then  shook 
hands  twice  with  112  male 
and  female  college  students 
and  wrote  clown  their  im- 
pressions. The  handshake  de- 
coders found  that  people  with 
firm  handshakes  seemed 
more  open  to  new  experi- 
ences and  less  shy  than  those 
with  limp  wrists. 
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A  new  way  of  thinking  about  life  sciences: 
From  understanding  the  secrets  of  life  to  cre&0 

One  of  the  secrets  of  life  is  that  all  li|is 
on  the  genetic  code.  Scientists  are  unscrambling  this  code  at  a  breathtaking  rate.  And  they're  using  their  increasing  | 
to  develop  new  and  highly  effective  pharmaceuticals  for  treating  and  curing  diseases.  They're  also  helping  farmers  it 
quality  and  yield  of  crops  through  integrated  crop  protection  and  production.  As  one  of  the  world's  leading  life  sciences  c| 
we  see  biotechnology  as  a  key  to  groundbreaking  discoveries  which  in  the  future  will  improve  the  quality  of  life. 


novations  for  the  future. 


Aventis 


Our  challenge  is  life. 


The  Corporation 


STRATEGIES 


EMERSON  ELECTRIC 
JUMP-STARTS  ITSELF 

It  sees  its  future  in  backup  power  systems  for  the  Internet 


There's  just  no  pleasing  some  peo- 
ple, especially  on  Wall  Street.  That 
thought  undoubtedly  ran  through 
Charles  F.  Knight's  mind  earlier 
this  year.  The  chairman  and  ceo  of 
Emerson  Electric  Co.  had  just  led  the 
St.  Louis-based  electrical  components 
manufacturer  to  a  remarkable  42nd  con- 
secutive year  of  increased  earnings.  But 
instead  of  taking  bows,  Knight,  one  of 
the  more  celebrated  ceos  in  America, 
was  taking  shots  over  the  company's 
plunging  stock.  By  mid-March,  Emer- 
son shares,  hit  by  a  downdraft  among 
electrical  equipment  makers,  had  fallen 
33%  in  three  months,  to  just  over  $40. 
That  marked  their  lowest  price  in  three 
years.  Earnings  or  no  earnings,  share- 
holders grumbled,  Emerson  is  still  just  a 
slow-growth,  stodgy  old  company. 

But  with  Emerson  pushing  into  a  lu- 
crative new  business,  the  complaints  ap- 
pear to  be  quieting  down.  In  January, 
Emerson  completed  its  $980  million  buy- 
out of  Jordan  Industries  Inc.'s  telecom- 
munications-products business.  Then  in 


April,  Emerson  announced  it  had  sealed 
a  $725  million  deal  to  buy  the  power- 
supply  division  of  Swedish  phone  maker 
Ericsson.  That,  combined  with  a  rebound 
in  Old  Economy  stocks,  was  just  what 
Wall  Street  had  been  waiting  for.  Emer- 
son's stock  has  since  jumped  more  than 
50%,  to  around  $63. 

Investors'  change  of 
heart  toward  Emerson 
is  easy  to  understand. 
Better  known  for  sell- 
ing electric  motors,  re- 
frigeration components, 
and  industrial  tools, 
the  110-year-old  com- 
pany now  looks  to  be 
positioning  itself  to 
cash  in  on  the  boom- 
ing demand  for  reliable 
backup  power  systems 
for  computer  networks. 
With  the  country's 
power  grid  quickly 
reaching  its  capacity, 
outages   are    now   al- 


20 


LIGHTING  UP  AN  OLD 
ECONOMY  COMPANY 

Once  best  known  for  its  electric  motors, 

Emerson  is  now  getting  a  big  boost 

from  its  power  business 


ELECTRONICS  & 
TELECOMMUNICATIONS 


(POWER  UNIT)  ^^    I 

EMERSON  ELECTRIC 

TOTAL  SALES 


u       '97  '98 

A  BILLIONS  OF  DOLLARS 


DATA  EMERSON  ELECTRIC  CO  ,  PRUDENTIAL  SECURITIES  INC 


NEW  BUZZ:  On  the  pou 

supply  assembly  line 

most   commonplace, 
when  the  power  goes 
Emerson  components  ki 
switching  the  power 
one  source  to  another 
regulating  voltage.  Em 
also  provides  diesel  ge 
tors  and  fuel  cells  that 
erate  temporary  electri 
Those  products  hav 
come  must-buys  for  any 
poration  that  uses  the  I 
net  for  conducting  busi 
"The  potential  for  Erne 
is  huge,"  says  Edward 
acre,  Chairman  and  CE 
SBC  Communications  anc 
Emerson     board     meml 
That's  why  the  acquisit 
should  help  Emerson  b 
sales  by  $4  billion  in  fi 
2000,  to  an  estimated  $ 
billion,  making  the  power 
the  largest  and  fastest-growing  of  En 
son's  five  business  units.  And  with 
robust  15%  margins,  it's  also  among 
company's   most   profitable.   The   i 
should  deliver  nearly  20%  of  Emers 
$2.5  billion  operating  profits  in  2000, 
from  12%  in  1999,  according  to  Pruden 
Securities  analyst  Nicholas  P.  Heyma 
SECOND-GUESSING.  Now,  however,  so 
worry  Knight  may  be  taking  his  ace 
sition  strategy  too  far.  He  has  made 
secret  of  eyeing  the  power-systems  bi 
ness  of  Lucent  Technologies  Inc.  T 
business,  which  accounts  for  3%  of  I 
cent's  $38  billion  in  annual  revem 
could  go  for  as  much  as  $3  billion 
that  may  be  more  than  Knight  shot 
take  on,  some  investors  and  analyst 
warn.  Although  long-term  debt  is  v| 
tually  unchanged  since  last  SeptembJ 
at  about  $1.4  billion,  analysts  say  Knigl 
should  be  careful  abol 
overspending.   Th] 
deals    have    been    1 
nanced  with  commel 
cial  paper  and  shorl 
term  borrowing  froj 
institutional  investor 
"They  need  to  watcj 
the    debt    and    focd 
more    on    integratin 
their    other    acquis 
tions,"  says  Heymanr] 
But  Knight  isn't  wor 
ried.  "We'll  be  a  con 
tender  for  Lucent,"  h 
says. 

Still,  Knight  doesn' 
have  much  room  fo 
missteps.  While  thi 
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catch  people  when 
they  have  the  time 
(and  the  mindset) 
to  pay  attention  to 
I     your  message. 

At  Gas  pumps. 
Train  stations. 
Newsstands. 
Convenience  stores. 
And  other  locations, 
even  Elevators. 

People  pause. 
People  pay  attention. 
Over  160  million  monthly 
impressions,  18  major 
f  markets  -  and  growing. 

Call  1-800-942-8193  or 
visit  www.ebillboards.com 


Ebillboards 


The  Corporation 


telecommunications  and  electronics  unit 
may  be  booming,  Emerson  still  has  to 
contend  with  its  slower-growth  divisions. 
Sales  have  been  flat  or  in  the  single  dig- 
its at  all  of  its  other  businesses,  including 
the  company's  heating,  air  conditioning, 
and  industrial  automation  units. 
POWERFUL  NEED.  That's  why  the  seem- 
ingly mundane  service  of  providing 
backup  power  is  so  critical  to  Emerson. 
Such  backup  systems  are  the  only  way 
to  ensure  complete  reliability  for  busi- 
nesses that  depend  on  a  seamless  link  to 
the  Internet.  But  such  reliability  is  vir- 
tually impossible  to  guarantee  with  most 
existing  power  grids,  and  many  compa- 
nies must  turn  to  backup  power  sys- 
tems to  complement  the  power  supplied 
by  utilities. 

Emerson  is  betting  big  on  that  de- 


mand for  its  future  sales  growth.  "This 
is  one  area  where  double-digit  growth 
rates  are  almost  guaranteed,  regardless 
of  the  economy,"  says  Edward  Jones 
analyst  Matt  Collins.  Emerson  is  esti- 
mating that  the  high-tech  power-sys- 
tems businesses  it  acquired  will  grow  at 
15%  to  20%  per  year.  "It's  an  impor- 
tant growth  market,  as  far  as  we're 
concerned,"  says  Richard  G.  Luedke,  a 
spokesman  for  State  Farm  Mutual  Au- 
tomobile Insurance  Co.,  which  owns 
more  than  2.6  million  Emerson  shares. 
Indeed,  the  need  for  reliability  is 
bringing  in  customers  such  as  Cisco, 
WorldCom,  and  Intel.  E-business  Web- 
hosting  company  Intira  Corp.  has  been 
using  Emerson  power-supply  systems 
for  backup  since  1998.  The  systems  have 
proved  crucial  as  Intira  has  dealt  with 


blackouts  and  other  outages.  In  m 
the  utility  company  servicing  Irfra 
data  center  in  St.  Louis  suffered  ;4e> 
en-hour  outage  due  to  a  malfuncti'Air 
transformer.  Emerson's  backup  kejil  li 
tira's  Web  servers  online.  "All  oiw 
affected  customers  would  have  gotm 
month  of  free  service  if  we  had  »i 
down,  costing  us  hundreds  of  thou;|K 
of  dollars,"  says  John  R.  Steensen,!  it 
ra  Corp.'s  chief  technology  officer. 

Helping  to  power  up  the  New  E  i 
my  is  no  doubt  giving  Emerson  ;  >i 
boost.  But  will  it  be  enough?  Knigh  n 
also  need  to  come  up  with  a  str; 
for  the  rest  of  his  business  if  he  war 
keep  that  42-year  earnings  streak 
Figuring  out  how  to  do  that  may' 
to  be  Emerson's  biggest  power  play 
By  Darnell  Little  in  Chi 


A  KNIGHT  WHO  IS  NOT  ERRANT 


Ask  any  group  of  business-school 
deans  about  the  quality  players 
in  Corporate  America,  and  one 
of  the  names  you'll  hear  along  with 
such  stalwarts  as  General  Electric 
Co.'s  John  F.  Welch  is  Emerson  Elec- 
tric Co.  Chairman  and  ceo  Charles 
"Chuck"  F.  Knight.  Clocking  in  at  27 
years  leading  Emerson,  Knight  is 
one  of  the  longest-running  ceo  acts 
in  American  business  today.  "Knight 
is  at  the  helm  of  a  managerial 
process  that's  a  thing  of  beauty," 
says  Stuart  I.  Greenbaum,  dean  of 
Washington  University's  John  M. 
Olin  School  of  Business  in  St.  Louis. 

Knight  doesn't  disagree,  but  he  in-  Charles  F.  Knight  is  in  the  elite 

sists  that  he's  merely  the  beneficiary  ranks  of  CEOs  who  have  remained 

of  a  management  system  set  up  by  at  the  helm  for  decades 

his  predecessor,  Wallace  R.  "Buck"  became  CEO 

Persons.  After  all,  when  Knight  took        LILLIAN  VERNON,  Lillian  Vernon         1950^ 

over  in  1973,  Persons  had  been  run-  :ir™r"";:;™jr;^-""; ;••;■■■■•• «-~? 

ning  the  show  since  1954.  That's  just        LESLIE. "^EXNER,  The  Limited 1963 

two  ceos  over  a  45-year  span.  "Buck        PHILIP  H.  KNIGHT,  Nike  1969 

was  a  great  mentor  of  mine,"  Knight        WARREN  E.  BUFFETT 

says.  Persons,  he  says,  instilled  in  Berkshire  Hathaway  '  1970 

Knight  a  dedication  to  the  basics,  es-        WARREN  EISENBERG 

pecially  continuous  cost-cutting  and  a        LEONARD  FEINSTEIN 

culture  of  openness.  Taking  those  co-CEOs,  Bed  Bath  &Beyond  1971 

lessons  to  heart,  he  targets  cost  cuts         »uiini"re  r  i/uiPUT 

of  around  7%  per  year  and  is  a  fa-  Emerson  Electric  1973 

natic  for  calling  meetings.  He  says  

those  principles  have  allowed  him  to  CHARLES  B.  WANG, 

keep  alive  the  42-year  growth  streak        Com.PuteLAssociateiln*!-. : 19?6 

started  under  Persons.  FREDERICK  W.  SMITH,  FedEx  1977 

But  Knight,  a  Cornell  University  LAWRENCE  J.  ELLisON,  Oracle  1977 

graduate  who  played  tight  end  on  the        c^  TURNER  JR^Doliar  General 1977 

college  football  team,  brought  a  lot  to         •■ 

the  table  on  his  own.  He  says  he  DATA: STAN0ARD & P00RS C0RP 


learned  to  set  high  goals  for  himself 
from  his  father,  Lester,  who  ran  a  su 
cessful  consulting  firm  in  Chicago.  To 
teach  his  son  the  value  of  work  and 
independence,  Lester  often  shipped 
him  off  to  do  manual  labor  in  distant 
lands,  once  sending  the  teenager  to  a 
tool  and  dye  shop  in  Germany. 
SLAMMED  DOORS.  The  lessons  paid 
off.  Besides  setting  tough  standards, 
Knight  runs  tight  operations.  His 
mercurial  temperament,  meanwhile, 
is  legendary.  Stories  of  tongue-lash- 
ings and  slammed  doors  abound. 
"He's  tough  as  hell  and  he's  demand- 
ing, but  it's  always  about  business 
and  never  personal,"  says  Albert  E 
Suter,  Emerson's  chief  administration 
officer.  Suter  recalls  seeing  Knight 
dressing  down  an  ill-prepared  manag 
er.  "But  later,  he  put  his  arm  around 
the  guy  and  give  him  a  pep  talk." 

At  64,  Knight  has  signaled  that  he 
will  be  winding  down  his  career 
soon.  For  the  past  three  years,  he 
and  Emerson's  board  have  been 
searching  for  a  successor.  The  most 
recent  candidate,  George  W  Tamke, 
who  served  as  co-CEO  at  Emerson, 
left  earlier  this  year,  and  no  new 
front-runner  has  emerged.  Knight 
says  the  process  at  Emerson  has  al- 
ways been  more  important  than  the 
man.  Besides,  he's  in  no  hurry.  "The 
board  has  not  pressured  me,"  he 
says.  And  as  long  as  that  earnings 
streak  keeps  up,  it's  not  likely  it  will. 
By  Darnell  Little 
in  Chicago 
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Are  nasty  viruses  getting  your  network  down?  Is  email 
"spam"  making  your  stomach  queasy?    Is  your  staff  going 
on  shopping  sprees,  updating  stock  portfolios,  or  visiting 
"Bambi's  Adult  Playhouse"  on  company  time?  See  the  eDoctor  for  a  cure! 

Trend  Micro  dispenses  safe  and  effective  remedies  for  health  hazards  on  the 
net;  killing  viruses  and  malicious  code,  filtering  messages  and  URLs,  and 
managing  email  and  web  traffic  flow.  Our  fast-acting  global  research  team  is 
always  on  call  to  find  a  cure  whenever  a  new  virus  strikes.  And  unlike  most 
doctors,  we'll  still  make  a  "HouseCall™"  performing  a  free  online  scan  of  your 
PC,  Microsoft  Exchange  server,  or  Lotus  Notes  databases.  For  a  closer 
examination  of  all  our  remedies,  visit  our  website. 


end  Micro.  Inc  All  company  and/or  product  names  are  the  property  ol  their  respective  trademark  owners 
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Giving  our  children  essential  tools  for  life. 


Eleventh  Annual  BusinessWeek  Awards 
for  Instructional  Innovation 


BusinessWeek  and  McGraw-Hill 
Education  (both  divisions  of 
The  McGraw-Hill  Companies),  in 
collaboration  with  The  National 
Council  on  Economic  Education 
(NCEE),  The  Association  tor 
Supervision  and  Curriculum  Develop- 
ment (ASGD),  The  National  Council 
of  Social  Studies  (NCSS),  The 
National  Academy  Foundation  (NAF) 
and  The  Committee  for  Economic 
Development  (CED)  have  selected 
ten  schools  across  the  country  that 
have  successfully  integrated  economic 
literacy  into  the  curriculum  and 
instruction  of  most  or  all  of  the  school 
day  with  help  from  parents,  commu- 
nity and  representatives  from  business. 

Winning  Schools: 

■  Ensure  economic  literacy  for  all; 

■  Meet  national  and  state  economic 
standards; 

■  Close  the  gap  between  the 
"haves"  and  "have-nots"; 

■  Help  students  acquire  economic 
reasoning  and  decision-making 
skills;  and 

■  Make  sure  that  efforts 
demonstrate  results 


Each  award  consists  of  a  two-part 
$2,000  grant.  The  first  $1,000  is  an 
honorarium  to  the  school  for  their  edu- 
cators' innovative  talent  and  dedication 
to  infusing  economic  concepts  that 
result  in  effective  learning.  The 
remaining  $1,000  is  to  cover  the 
expenses  these  schools  will  incur  when 
they  share  their  best  practices  so  other 
educators  can  adopt  or  adapt  these 
successful  and  meaningful  activities. 

Awards  Ceremony 

This  year  the  awards  ceremony  will 
take  place  on  July  15th  in  Washington, 
D.C.  at  the  National  Academy's 
Sixteenth  Annual  Institute  for  Staff 
Development. 

For  more  information  about  these 
schools'  methods  you  can  request  a 
copy  of  Schools  That  Teach  the  Power  of 
Economic  Literacy  by  writing  to: 

The  McGraw-Hill  Companies 
1221  Avenue  of  the  Americas, 

50th  Floor 
New  York,  New  York  10020 
Phone:  212-512-6512 
Fax:212-512-4769 
E-mail:  cfrank@mcgraw-hill.com 


Selection  Committee 

Members  of  the  National  Selection 
Committee  who  chose  the  winning 
schools  are  committed  to  high  qualit| 
education  and  to  building  a  bright 
future  for  America's  students  by  incc 
porating  economic  literacy  into  schoc] 
curriculum.  They  are: 

Ms.  Joyce  L.  Barnathan 
Assistant  Managing  Editor 
BusinessWeek 

Dr.  Gene  Carter 
Executive  Director 
ASCD 

Dr.  Robert  Duvall 
President  and  CEO 
NCEE 

Mr.  John  Ferrandino 
President 

NAF 

Dr.  Janet  Hansen 

Vice-President  and  Director  of 

Education  Studies 
CED 

Mr.  Rafael  Ortiz 
Executive  Director 
Bertelsman  Foundation 

Mr.  Richard  Theisen 
President 
NCSS 

Dr.  Charlotte  K.  Frank,  Chair 
Vice-President 
The  McGraw-Hill  Companies 
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For  More  Information,  Please  Go  To 
http://adsections.businessweek.com 
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Fairmount  Elementary  School 

Golden,  Colorado 


Claymoni  Elemeni  uo  School 
Claymont,  Delaware 


Lakeland  High  School 
Lakeland,  Florida 


William  T.  Dwyer  High  School 
Palm  Beach  Gardens,  Florida 


Waipahl  High  School 
Waipahu,  Hawaii 


ooked  Creek  Elementary  School      E.  Melvin  Honeycutt  Elementary 
Indianapolis,  Indiana  Fayetteville,  North  Carolina 
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Quaker  Valley  High  School 
Leetsdale,  Pennsylvania 
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Wilbur  S.  Pence  Middle  School 
l)\\  ion,  Virginia 


tffe. 


o 


%*. 


mm 


0i 


kih: 


1 1 


^SSr 

/ 

j 

-    . 

r 

^^^^j* 

} 

ft 

rIZA] 
[ARf 

B 

s 


ecrel  codes. 
A  fiercely 
[guarded 
text.  Hud- 
dled masses  lined 

lip  in  funny  hats 
at  the  witching 
hour.  Welcome  to 
one  of  the  biggest 
and  oddest  liter- 
ary events  in  his- 
tory. As  the  clock 
crept  past  mid- 
night on  July  8, 
kids  worldwide 
rushed  to  buy  the 
fourth  installment  of  the  Harry 
Potter  series.  It  was  the  fastest- 
shrinking  book  pile  in  history — with 
nearly  3  million  copies  selling  in  48 
hours  in  the  U.  S.  alone.  The  spell- 
binding plots,  written  by  Scottish 
welfare-mom-turned-millionaire  J.  K. 
Rowling,  captivated  kids  everywhere, 
but  the  hidden  hand  of  hype  played  a 
role,  too.  With  contests,  theme  par- 
ties, and  giveaways,  conditions  were 
hot  for  Harry. 


<  POTTEB 
HEADS 
Armed  with 
thousands  of 

kitsscni  by 
Scholastic, 
stores  staged 
sleepovers, 

games,  and 
costume  contests 
to  fuel  the  frenzy 


Text  by  Diane  Brady 

Photo  Editing  by 
Kathy  Moore 


T  MEDIA  CIRCUS 

Many  young  Potter  fans  were 
happy  to  oblige  with  an  interview 


<  FIGHTING 
BACK 

Booksellers 
handed  out 
badges  to  combat 
anti-Potter 
forces  opposed 
to  stories  of 
witches  and 
wizards 
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How  do  you  whip  up  a  con- 
sumer frenzy  with  a  mere 
$1.8  million  promotion  budget? 
U.  S.  publisher  Scholastic  Inc. 
mixed  in-store  promotions  with  a  few 
carefully  placed  ads  to  create  a  sense 
of  celebration.  It  heightened  the 
tension  by  keeping  the  title  and  book 
jacket  under  wraps  almost  until  the 
last  minute,  even  forcing  booksellers 
to  sign  secrecy  agreements.  But  the 
hype  isn't  over  yet.  Merchandise,  from 
magic  wands  to 
board  games,  will 
start  hitting 
stores  this  fall, 
building  to  next 
year's  release  of 
Warner  Bros.' 
Harry  Potter 
movie.  With  three 
more  books  in  the 
Potter  series  yet 
to  come,  it  will 
take  some  real 
wizardry  to  top 
the  hoopla  next 
time  around. 


A  FAN 
FATIGUE 

Can  publishers 
keep  the  magic 
alive  or  will 
readers  tire  of 
Potter-mania? 


<*  THE  BOOK'S 
THE  THING 

In  the  end, 
the  734-page 
story  was 
the  star 
of  the  show 
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BusinessWeek  ONL I  HI 


One  click  and  you're  deep  into  the  most  comprehensive  b-school] 
coverage  online.  You'll  find  exclusive  rankings,  thought-provol 
articles,  and  expert  advice  straight  from  b-school  placement! 
directors.  You  can  also  join  our  active  online  forums  to  share  | 
ideas,  opinions,  and  experiences  with  students  worldwide. 

Business  Week's  extensive  online  coverage  also  provides  the 
latest  global  business  news,  in-depth  information  on  upcoming 
IPOs,  and  the  latest  tech  trends.  We've  even  got  a  channel 
dedicated  to  investment  advice,  powered  by  one  of  the  most 
trusted  names  on  Wall  Street. 

www.businessweek.com 


AOL  Keyword:  BusinessWeek    Internet  Keyword:  BusinessWeek 
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www.ctp.com 
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www.centra.com 
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www.compaq.com 
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www.cysive.com 
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Lexis-Nexis 
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www.microsoft.com 

MicroStrategy 
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Novell 
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Commerce 
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Make  your  best  customers  :) 


Sign  up  for  our  free  8/9/00  e-seminar 

www.sas.com/e-cast 
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How  can  something  so  simple  to  use  be  so  powerful  l 
productive?  With  WebFOCUS,  the  business  intellige 
software  solution  from  Information  Builders,  all  > 
critical  data  is  just  one  click  away.  That  means  more  t 
85  different  relational,  legacy,  and  ERP  data  sources- 
warehouses  or  in  production  systems,  inside  or  outs 
the  enterprise.  WebFOCUS  transforms  all  your  data  i 
real-time  information  and  delivers  it  any  way  you  n 
it — wireless,  web,  e-mail,  Microsoft  Office — you  nam 
Experience  the  power  and  flexibility  of  i-business.  It  p 
the  intelligence  in  your  e-business.  And  to  everyone  fr 
executives  to  employees  to  partners  to  customers  ali 
that's  downright  genius. 

i-business  changes  every 
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SINESS  LARGESSE 


ON'T  FORGET  TO 
OMINATE  SOMEONE 


both  conventions,  the 
lal  show  will  be  Corporate 
nerica's  extravagant 
|,rties  for  politicians 

n  July  31  in  Philadelphia,  it's  going 
to  be  Republican  party  time.  For- 
get the  nominating  speeches  and 
platform  planks  at  the  cop  Na- 
hal  Convention.  The  party  of  business 
l^oing  to  be  partying  with  business — 
Corporate  America  will  pay  the  tab. 
Corporate  entertainment  used  to  be  a 
leshow   at   political  conventions,  but 
year  it's  the  main  event.  When  the 
Imocrats  convene  in  Los  Angeles  on 
Ig.  14,  business  will  lay  out  the  red 
I  pet  there,  too.  Not  only  is  Big  Busi- 
B  coughing  up  most  of  the  $95  million 
t  Philadelphia  and  Los  Angeles  need 
hpul  on  the  conventions,  but  it's  also 


shelling  out  millions  to  host  hundreds  of 
invitation-only  bashes  that  give  execs 
and  lobbyists  face  time  with  elected  of- 
ficials and  power  brokers. 

The  soirees  are  already  raising  hack- 
les. "This  is  a  classic  opportunity  [for 
corporations]  to  contribute  significant 
amounts  of  money,"  says  Common 
Cause  President  Scott  Harshbarger. 
"They  are  going  to  be  remembered  by 
the  party.  They  will  have  access,  and 
they  will  have  paid  to  play." 

To  Common  Cause  and  oth- 
er watchdog  groups,  the  con- 
ventions have  evolved  into  the 
Super  Bowl  of  Lobbying  out 
of  the  public  eye.  While  con- 
tributions to  each  convention's 
host  committee  must  be  disclosed,  the 
sponsors  of  off-site  events  that  pamper 
lawmakers  in  hopes  of  winning  access 
and  favors  need  never  be  named.  Why? 
Federal  election  law  does  not  require 


THE  CONVENTIONS 


disclosure — because  convention  shindigs 
are  not  considered  campaign-related. 

And  congressional  ethics  panels  don't 
ban  such  extracurricular  activities — even 
if  they  are  as  lavish  as  the  $400,000 
party  that '  utility,  telecom,  and  cable 
companies  will  throw  on  Aug.  1  at 
Philadelphia's  Navy  Pier  for  Republi- 
can W.J.  "Billy"  Tauzin  of  Louisiana, 
who  chairs  the  House  telecom  subcom- 
mittee. And  every  penny  spent  is  a  tax- 
deductible  business  expense. 

"It's  going  to  reach  high  levels  of  ob- 
scenity," says  Fred  Wertheimer,  presi- 
dent of  Democracy  21,  a  nonpartisan 
watchdog.  "This  is  about  purchasing  ac- 
cess, and  it  comes  at  the  expense  of 
250  million  Americans  who  can't  do  it." 

With  hundreds  of  TV  cameras  and 
some  15,000  journalists  covering  the 
conventions,  they  are  also  a  relatively 
inexpensive  marketing  opportunity.  GM 
is  lending  convention  officials  400  cars. 
AT&T  is  handing  out  cell 
phones.  Verizon  (formed  from 
the  merger  of  Bell  Atlantic 
and  gte)  is  handing  gift  bags 
to  35,000  cop  delegates.  Daim- 
lerChrysler  will  run  a  mini 
auto  show  at  both  conventions 
and  throw  a  party  for  House  Speaker  J. 
Dennis  Hastert.  Microsoft  is  donating 
software  at  both  events. 

Convention  costs  are  through  the  roof. 
Republicans  will  spend  nearly  $50  million. 
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some  $20  million  more  than  in  1996.  De- 
mocrats will  shell  out  $45  million,  or  $10 
million  more.  "There's  a  lot  of  money 
around,"  says  David  F.  Girard-diCarlo, 
co-chairman  of  Philadelphia  2000. 

Corporations  had  been  barred  from 
making  convention  contributions  by  the 
1976  passage  of  Watergate  reforms.  But 
in  1994,  the  Federal  Election  Commis- 
sion opened  a  loophole  that  lets  com- 
panies doing  business  in  host  cities  sup- 
port convention  efforts.  There  is  no 
limit,  but  donations  must  be  reported  60 
days  after  the  conventions  to  the  fec. 

Not  so  with  the  hundreds  of  parties 
and  events  that  will  take  place  off-site. 
For  example,  the  U.S.  Chamber  of 
Commerce  will  have  at  least  two  parties 
on  a  yacht  owned  by  Amway  President 
Dick  M.  DeVos  Jr.,  whose  family  is 
among  the  gop's  biggest  donors.  Who's 
invited?  The  Chamber  isn't  saying. 

House  Majority  Leader  Richard  K. 
Armey  (R-Tex.)  has  hired  country  music 
phenom  Brooks  &  Dunn  to  entertain 


5,000  at  a  Salute  to  George  W  Bush  on 
Aug.  3.  "It's  the  hottest  ticket  of  the 
week,"  says  Pat  Shortridge,  head  of 
Armey's  leadership  political  action  com- 
mittee, which  is  hosting  the  event.  Who 
will  foot  the  bill?  "We  have  corporate 
sponsors,  and  we're  not  going  to  get  into 
discussions  of  how  much  it  will  cost," 
says  Shortridge. 

BUNNIES?  Some  of  the  merrymaking  is 
controversial  for  reasons  other  than  cor- 
porate largesse.  In  Los  Angeles,  the 
Hispanic  Unity  pac  of  Representative 
Loretta  Sanchez  (D-Calif.)  is  hosting  an 
Aug.  12  party  at  the  Playboy  Mansion 
off  Sunset  Blvd.,  compliments  of  Playboy 
Enterprises  and  other  companies.  "What 
kind  of  message  does  that  send  to  vot- 
ers?" frets  one  Democratic  official. 

Not  surprisingly,  those  close  to  the 
action  see  nothing  wrong  with  the  line- 
up of  corporate  parties  and  the  lack  of 
disclosure.  "We've  got  a  chance  for  the 
first  time  in  50  years  to  win  the  White 
House,  the  Senate,  and  the  House,"  says 


James  Ellis,  executive  director  of  J 
icans  for  a  Republican  Majoritj 
leadership  pac  of  House  Majority] 
Tom  DeLay  (R-Tex.).  "That* 
dreams  of  a  lot  of  people  coming 
convention.  The  adrenaline  is  fl<| 
faster  and  harder  than  ever." 

John  E.  Bromley,  director  of 
rate  affairs  at  Union  Pacific  Railroal 
also  defends  the  schmoozathons. 
Pacific  will  haul  a  1950s-era  train,! 
plete  with  art-deco  lounges,  to  Philli 
L.A.  for  lawmakers  to  use  as  a  rq 
during  convention  hours  and  a  pis 
party  afterward.  "It's  important  we| 
access  to  political  leaders  across  the 
try,"  says  Bromley.  "The  reality  ,id 
have  to  do  that  to  be  in  the  game.'l 

The  reality  also  is  that  as  mol 
the  voters  tune  out  the  nominating! 
ventions  as  foregone  conclusions,! 
porate  lobbyists  have  tuned  in- 
taken  over  the  show. 

By   Lorraine   Woellert  and  P\ 
Dwyer  in  Washington 


hri 


GETTING  DOWN  IN 
PHILLY  AND  LA. 


Political  conventions  have  become  the  Super  Bowl  of  Lobbying.  And  the 
schmoozing  all  takes  place  at  private  events  sponsored  by  Corporate  A% 
Here  are  business  week's  Top  10  Tickets  to  the  real  action: 


REPUBLICAN  CONVENTION 

July  31-Aug.  3,  Philadelphia 

SALUTE  TO  LATIN  CULTURE 

The  entertainment  biz  will  throw  an  Aug.  2  extravaganza.  Kick- 
ing in  up  to  $30,000  apiece  are  Disney,  America  Online,  Time 
Warner,  Sony,  and  Seagram's  Universal  Studios. 

RED,  WHITE  &  BLUES  PARTY 

House  Majority  Whip  Tom  DeLay  will  host  this  Aug.  1  event  for 
5,000.  Pop  band  Blues  Traveler  will  entertain.  Some  of  the  spon- 
sors.- SBC  Communications,  American  Trucking  Assn.,  American 
Airlines,  Union  Pacific,  Continental  Airlines,  and  Coca-Cola. 

AMERICAN  BANDSTAND  REDUX 

Representative  Michael  G.  Oxley  (R-Ohio)  is  treating  his  Com- 
merce Committee  colleagues — who  he  hopes  will  choose  him  as 
chairman  next  year  if  the  GOP  remains  in  control — to  a  dance 
on  the  former  soundstage  of  American  Bandstand.  Oxley  won't 
reveal  sponsors'  names. 

MARDI GRAS 

Some  2,000  lobbyists  and  lawmakers  will  mingle  at  a  $400,000 
Mardi  Gras-style  event  in  honor  of  Billy  Tauzin,  head  of  the 
House  telecom  subcommittee.  Corporate  sponsors  include  SBC 
Communications,  Coca-Cola,  and  United  Distillers  &  Vintners. 

SALUTE  TO  J.C.  WATTS 

The  Temptations  will  headline  this  July  30  party  for  one  of  the 
GOP's  most  visible  African  Americans.  Place:  The  Train  Shed. 
Main  sponsor-  DaimlerChrysler. 


DEMOCRATIC  CONVENTION 

Aug.  14-18,  Los  Angeles 

HISPANIC  UNITY 

Representative  Loretta  Sanchez  will  host  an  Aug.  12'event  for 
some  600  guests  at  Hugh  Hefner's  Playboy  Mansion.  The  part) 
will  be  paid  for  by  donors  to  her  Hispanic  Unity  PAC,  Playboy, 
and  other  corporate  backers. 

LATE  NIGHT  WITH  THE  DNC 

The  open-air  Skybar  atop  the  Hotel  Mondrian  will  be  rocking  or 
Aug.  15  at  an  after-hours  Democratic  National  Committee 
shindig.  Washington  law  firm  Verner,  Liipfert  Bernhard, 
McPherson  &  Hand  is  sponsoring,  along  with  UPS  and  AOL. 

SALUTE  TO  TERRY 

On  Aug.  15,  at  the  Sunset  Room,  a  select  group  of  200  will  fete 
fund-raising  impresario  Terry  McAuliffe.  Hosted  by  Washington 
law  firm  Patton  Boggs  and  political  Web  site  Voter.com. 

DINGELL'S  HOUSE  OF  BLUES 

Some  1,000  people  will  honor  John  D.  Dinged,  House  Commerce 
Committee's  ranking  Dem,  on  Aug.  16.  Sponsoring  the  Motown 
themed  bash.-  top  energy  trade  associations,  including  America 
Gas  Assn.,  Edison  Electric  Institute,  Nuclear  Energy  institute, 
and  National  Mining  Assn. 

FIELD  OF  DREAMS 

Lawmakers,  lobbyists,  and  staff  will  try  out  their  pitching  and 
catching  talent  with  retired  ballplayers  at  Dodger  Stadium  on 
Aug.  15.  Sponsors  include  Dodgers  owner  News  Corp. 
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Look  at  all  the  ads  in  this  magazine  then  ask 
yourself:  "Does  anyone  have  anything  different  to 
say?"  They're  all  promising  you  the  world,  yet  when 
you  scratch  below  the  surface,  there's  nothing  really 
earth-shattering  about  them.  So  in  an  effort  to  cut  to 
the  chase,  we'd  like  to  say  we  couldn't  possibly  tell 
you  how  unique  and  "different"  we  really  are  in  one 
ad.  (Heck,  we  don't  think  we  could  do  it  in  five.)  No, 
if  you  really  want  to  get  down  to  the  nuts  and  bolts  of 
it,  go  to  our  web  site  at  www.B2A.DataChannel.com. 


C«> 


It's  there  you'll  learn  about  how  we  employ  some  of 
the  top  XML  developers  in  the  world.  Or  how  we've 
joined  forces  with  ISOGEN  to  form  the  largest  XML- 
based  portal  solutions  company  and  in  doing  so, 
created  a  new  category  we  call  Business-to-Anyone. 

Oh  sure,  you  may  find  a  few  "revolutionary  new 
ways"  or  "e-business  solutions"  but  you  will  also  find 
that  we  support  and  back  those  statements  with  actual 
facts,  data  and  smart  solutions  that  are  based  on  our 
experience.  And  that's  enough  to  get  everyone  talking. 


Information  in  motion. 


888-534-8352  I  www.B2A.DataChannel.com 


In  the  next  generation 

of  e-business, 
will  you  be  a  driver? 


Silicon  Valley  Garage: 
Inventing  the  Next  Generation  of  E-business. 


in  San  Jose 

July  24,  2000 
The  Fairmont  Hotel 
San  Jose,  CA 


If  you  plan  to  survive  the  next  wave  of  e-business,  you'll  need  to  understand  the  err 
technologies,  innovative  business  models,  and  bold  new  financing  strategies  behind  tt  | 
hottest  trends  in  e.biz  -  from  exchanges  to  the  mobile  Net. 

Find  out  how  to  gobble  up  market  share  -  before  your  competition  does  -  at  the  e.t 
Conference  in  San  Jose.  You'll  hear  plans  and  strategies  for  the  New  Economy  from  Si 
Valley  pioneers.  You'll  explore  case  studies  from  e.biz  peers  and  visionaries  who've  aln 
changed  the  rules.  And  you'll  interact  with  top  strategists,  marketers,  technologists,  fin 
and  logistics  experts  to  create  and  implement 


l 


the  strategies  that  will  ensure  your  success. 
Only  a  limited  number  of  executives  will 
be  able  to  take  part  in  this  event.  Reserve 
your  space  early. 


TO  RESERVE  YOUR  SPACE,  GO  TO: 

http://conferences.businessweek.com/2000A 

e-mail:  ebiz_sanjose@businessweek.cor 

Phone:800-821-1329 

fax  on  demand:  800-821-1329,  document  # 


Or  just  along 
for  the  ride? 
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William  R.  Hambrecht, 
ider,  Chairman  and  CEO, 
WR  Hambrecht  +  Co. 


Julie  Wainwright, 

Chairperson  and  CEO. 

Pets.com 


Nick  Earle,  President. 

e-services.solutions, 

Hewlett-Packard  Company 


n 

Mary  Modahl, 
Vice  President.  Marketing, 
Forrester  Research.  Inc. 


r» 


Dean  DeBiase, 

Chairman  &  CEO, 

Autoweb.com 


tf 


Margaret  C  Whitman, 

President  and  CEO, 

eBay,  Inc. 


Additional  Speakers:  Danny  Rimer,  Partner,  The  Barksdale  Group «  Eric  A.  Brewer,  Co-Founder  and  Chief  Scientist,  Inktomi  Corporation  •  Chris  Larsen. 
CEO  and  Co-founder,  E-LOAN,  Inc.  ■  David  Carlick,  Partner,  VantagePoint  Venture  Partners « Tom  Lyon,  CTO,  Nokia  Internet  Communications  ■  Roger  Black,  Chief 
a|fJ    Creative  Officer,  Circle.com  ■  Patrick  B.  Stewart,  President  and  CEO,  MetalSite 
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Cover  Story 


Bob  Davoli  is 

a  hands-on 

investor, 

and  so  far 

he  hasn't 

picked  a 

loser.  Can  he 

keep  it  up? 

By  John  A.Byrne 


t  is  a  bright  yet  chilly  April  day  in 
New  England,  and  venture  capitalist  Robert 
E.  Davoli  is  behind  the  wheel  of  his  slate-gray  BMW 
540i.  Dressed  in  a  dark-blue  suit  with  purple  pin- 
stzipes,  Davoli  is  flying  down  the  Massachusetts  Turn- 
pike at  75  mph  to  get  to  a  board  of  directors  meeting 
in  Natick,  Mass. 

For  Davoli,  52,  it  is  a  jittery  time.  Many  of  the  once 
l-fiying  stars  of  the  so-called  New  Economy  have  lost 
-half  to  two-thirds  of  their  market  capitalization.  The 
■ket  for  initial  public  offerings  has  all  but  dried  up.  That 
9  Davoli,  with  five  red-hot  technology  companies  itching  to 
public,  at  ground  zero  of  the  tech-stock  massacre.  Edocs 
,  the  company  in  Natick,  produces  software  for  Internet 
ng.  The  others  boast  appellations  that  just  weeks  earlier 
ild  have  quickened  the  pulse  of  any  investor.  There's  Ex- 
>rgy,  Servicesoft,  Context  Integration,  and  Storage- 
works,  which  some  analysts  believe  could  be  one  of  the 
rt  biggesl  iros.  The  market  decline  has  exacted  a  huge 
•e  from  Davoli.  If  these  live  companies  had  made  their  de- 
a  month  earlier,  they  would  have  fetched  a  combined  mar- 
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ket  value  between  $7  billion  and  $11  billion. 
The  biggest  uncertainty  on  this  spring  day  is 
StorageNetworks,  which  lost  $23.9  million  on  sales  of  $3.9  mil- 
lion last  year.  With  investors  suddenly  queasy  about  funding 
money-losing  startups,  the  data-storage  utility  has  been 
forced  to  lower  its  latest  proposed  offering  price  to  below  its 
last-round  valuation  of  $2  billion.  "This  has  been  ugly,"  says 
Davoli.  "Really  ugly." 

Ah,  the  life  of  a  venture  capitalist  in  the  year  2000.  Until 
things  turned  less  rosy,  people  like  Davoli  had  been  the 
kingmakers  of  the  New  Economy.  By  providing  early  cash  for 
new  ideas,  they  had  helped  to  power  one  of  the  most  extra- 
ordinary flowerings  of  innovation  in  U.S.  history.  With  un- 
abashed hyperbole,  Stanford  University  law  professor  Joseph 
A.  Grundfest  compares  today's  venture  capitalists  to  the 
Medicis  who  funded  the  artists  of  the  Renaissance. 

A  Leonardo  da  Vinci  has  yet  to  emerge  from  Silicon  Valley. 
Still,  the  cash  that  venture  capitalists  have  poured  into  tech- 
nology startups  has  wrought  dramatic  changes  in  the  past 
decade.  Venture  cash,  which  tends  to  be  Ear  more  tolerant  of 
risk  than  cash  tapped  in  traditional  capital  markets,  has  giv- 
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Scenes 
from 
the  Life 
ofaVC 

How  Bob  Davoli 
attacks  his  day 


<  SWEAT  EQUI 

Davoli  heads  a 
basement  of  hi 
Belmont  (Mas* 
every  morning 
hour-long  worl 


T  FOREVER  Y01 

Davoli,  a  war  pr 
in  the  '60s,  has ! 
of  Bob  Dylan  ar 
Ginsberg  in  his  I 


en  birth  to  many  of  the  icons  of  the 
New  Economy,  from  America  Online  and 
Cisco  Systems  to  eBay  and  Yahoo! 

These  days,  the  vc  business  has  be- 
come more  competitive  than  ever.  The 
mammoth  wealth  created  by  technolo- 
gy companies  less  than  a  decade  old  has 
created  an  explosion  in  venture  capital. 
Hundreds  of  new  vc  firms  have  raised 
billions  in  new  venture  funds — despite 
hefty  charges  that  can  reach  as  high  as 
30%  of  returns.  Last  year,  venture  capi- 
talists built  war  chests  worth  some  $46.5 
billion,  up  from  $27.9  billion  in  1998.  Un- 
til April,  when  technology  stocks  went 
into  a  free  fall,  it  seemed  nearly  impos- 
sible to  lose  money. 

For  a  glimpse  inside  the  world  of  ven- 
ture capital,  business  week  spent  sev- 
eral days  following  Davoli  to  board  meetings  and  partner 
sessions  on  both  coasts.  A  partner  and  chief  rainmaker  at  Sig- 
ma Partners,  a  venture  fund  with  offices  in  Boston  and  Men- 
lo  Park,  Calif.,  he  has  been  at  the  center  of  the  vc  gold  rush. 
Although  half  the  size  of  higher-profile  players  such  as  Klein- 
er Perkins  Caufield  &  Byers  or  Benchmark  Capital,  few  ven- 
ture funds  can  beat  Sigma's  record.  Since  1984,  when  a  nerdy 
engineer  and  a  corporate  lawyer  formed  Sigma  in  Menlo 
Park,  the  firm  has  regularly  outperformed  its  rivals,  throwing 
off  annual  returns  that  have  been  more  than  triple  the  in- 
dustry median.  Its  1997  fund  has  posted  returns  approaching 
a  gluttonous  370%  a  year,  vs.  the  57%  annual  median. 
HOT  BAT.  Davoli's  contribution  to  that  record  has  been  ex- 
traordinary. The  $45.5  million  he  has  invested  in  the  past  five 
years  has  generated  more  than  $2  billion  in  returns  to  Sigma 
investors.  A  former  chief  executive  of  two  startups  himself,  he 
is  hyperaggressive  and  superin- 
volved  in  the  companies  he  backs. 
He  has  sold  companies  to  Mi- 
crosoft, Hewlett-Packard,  and 
E.piphany.  By  last  spring,  three  of 
his  companies  had  gone  public,  in- 
cluding software  maker  Vignette 
Corp.,  which  yielded  a  return  of 
$628.3  million  to  Sigma  on  an  in- 
vestment of  $3.2  million.  "Normally 
in  the  investment  business,  if  you 
swing  for  the  fences,  you  get  a  lot 
of  strikeouts,"  says  Anthony 
Hoberman,  an  Alliance  Capital 
Management  senior  vice-president 
with  a  stake  in  Sigma.  "Davoli  gets 
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▲  CELL- PHONE  TAG 

The  deals  begin  before 
Davoli  leaves  the  house 

home  runs  without  the  strikeouts. 
It's  remarkable." 

The  question,  of  course,  is  whether 
Davoli  can  keep  that  record  intact.  For  most  of  his  tenur 
Sigma,  the  market  for  tech  stocks  seemed  to  move  in  one 
rection  only:  up.  For  Davoli,  an  aggressive  investor  willin 
take  huge  risks,  the  conditions  were  perfect.  But  suddenlj 
and  his  VC  colleagues  are  finding  that  it  is  harder  than  eve 
cash  out  of  venture  investments.  With  many  startups  rum 
out  of  cash,  big  losses  and  write-offs  seem  inevitable 
have  never  seen  an  extended  bear  market  as  a  venture 
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italist,"  says  Davoli  candidly.  "I  don't  know  what  it's  like 

But  he   doesn't  intend   to  ' 


fait 


HOW  SIGMA  STACKS  UP 


Sigma  partners  has  been  outperforming  the 
industry  since  its  first  fund  launched  in  1984 
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sucker-punched  finding  out. 
role  of  his  partners  at  Sigma, 
tend  to  be  more  conservative 
better-versed  in  the  nuts  and  b< 
of  computer  hardware,  is  more 
portant  than  ever.  They  act  a 
powerful  brake  on  the  impetu 
Davoli,  forcing  him  to  drill  d( 
into  the  details  of  potential  dea  ji 
And  Davoli  has  shown  a  k€  - 
sense  of  the  market.  Late  last  ye 
fearing  a  market  rout,  he  urged 
of  his  IPO-bound  companies  to  ra 
cash — just  in  case  a  market  crs  |) 
delayed  their  ability  to  go  pub:" 
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text  Integration  Inc.,  for  example,  which  builds  business-to- 
ness  commerce  sites,  raised  $12  million  in  January,  even 
igh  it  hoped  to  go  public  four  months  later.  At  their  current 
i  rates,  all  five  ventures  have  enough  cash  to  get  them 
•ugh  the  end  of  the  year  or  into  the  first  quarter  of  2001 
lout  having  to  tap  private  or  public  equity  markets, 
'ddly,  the  tech-stock  crash  failed  to  correct  one  big  problem 
tted  by  the  mania  that  preceded  it:  Cash  has  continued  to 
r  into  venture  funds.  With  more  venture  money  chasing 
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deals  than  ever  before,  the  valua- 

As  trie  day  S  end  tions  of  many  companies  have  re- 

approaches,  Davoli  hits    mained  stubbornly  high,  forcing  Sig- 

the  streets  to  make  yet    ma  to  be  even  more  disciplined. 

another  meeting  Since  earjy  May,  it  has  lost  five  deals 

to  rival  ves  who  paid  30%  to  125% 

more  than  Sigma's  best  offer  for  their 

stakes.  Davoli  believes  a  shakeout  is  inevitable,  but  he  says 

that  Sigma  has  made  money  in  good  times  and  bad — dating 

back  to  long  before  the  Net  frenzy  took  hold. 

In  venture  capital  today,  there  are  two  kinds  of  money: 
smart  and  dumb.  Davoli  trades  in  the  former,  which  means 
that  he  brings  a  lot  more  than  cash  to  a  deal.  He  brings  a 
Palm  Pilot  crammed  with  essential  contacts  and  a  brain  filled 
with  real-world  operating  experience.  Sigma's  imprimatur 
also  lends  a  halo  of  invincibility  to  every  deal,  providing  en- 
trepreneurs with  "branded  capital."  These  days,  it's  no  longer 
enough  just  to  get  financing;  a  successful  venture  needs  the 
right  kind  of  financing.  Cash  from  a  top-tier  firm  has  magnetic 
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Nothing  but  home  runs — so  far 
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ORAGENETWORKS  Data-storage  utility  company.  Went  public  on  June  30  $12.4 

2NETTE  Leading  maker  of  online  content  management  software.  Went  public  in  1999         3.2 

ADEX  TECHNOtOGIES      Internet  B2B  market  maker.  Acquired  by  Ariba  in  March 
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JANE  SOFTWARE  Internet  relationship  software  firm.  Merged  with  E.piphany  in  May 

S  GROUP  Internet  security  software  company.  Went  public  in  1998 
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properties,   attracting   talent,     BUBBiUUIIflh 

customers,  partners,  and  in-     For  years,  Davoli  dreamed 

vestors.  "Today,  it's  what  you    of  becoming  a  folk  and 

get  after  the  check  that  counts,"     blues  musician 

says  Tim  Guleri,  former  ceo  of 

Octane  Software  Inc.,  a  Davoli  company  recently  acquired 

by  software  maker  E.piphany  Inc. 

With  his  experience  and  connections,  Davoli  is  a  throw- 
back to  the  1960s,  the  good  old  days  of  venture  capital,  when 
pioneers  Arthur  Rock  and  Thomas  J.  Perkins  assumed  hands- 
on  roles  in  guiding  companies.  Many  of  today's  instant  venture 
capitalists  are  more  passive,  sometimes  lacking  the  background 
to  add  much  knowhow  to  a  young  management  team.  Davoli, 
who  sits  on  15  company  boards,  serves  as  an  entrepreneur's 
personal  consultant,  headhunter,  sounding  board,  and  crying 
towel.  "Bob  is  able  to  draw  upon  his  operating  experience  to 

help  his  CEOs,"  says 
Ted  E.  Schlein,  a  gen- 
eral partner  at  Kleiner 
Perkins.  "That  is  one 
of  the  most  valuable  things  a  venture  capitalist  can  do." 

Not  everyone  applauds  Davoli's  demanding,  sometimes 
heavy-handed  style,  which  detractors  say  can  encourage  man- 
agers to  take  unreasonable  risks.  "To  vcs  with  a  portfolio  of 
companies,  a  home  run  is  more  important  than  four  singles," 
says  one  executive  whom  Davoli  helped  to  oust.  "For  a  ceo  try- 
ing to  make  rational  business  decisions,  the  single  may  make 
more  sense.  In  the  go-go  era,  Bob  is  an  extreme  example  of  a 
vc  who  always  wants  the  home  run." 

Davoli  makes  his  board  meeting  with  minutes  to  spare. 
Soon  after  taking  Exit  15  on  the  Mass  Pike,  he  cruises  into  the 
parking  lot  behind  edocs'  headquarters  office  building.  With  his 
silver-streaked  black  hair  and  his  deep-set  dark  eyes,  Davoli 
looks  like  the  movie  director  Martin  Scorsese.  He  is  short  and 
thin,  yet  solid  from  his  daily  workouts  and  vegetarian  diet.  On 
this  day,  he's  in  a  hurry,  partly  because  he  and  his  wife,  Eileen, 
major  Democratic  campaign  contributors,  are  to  have  dinner 
with  Vice-President  Al  Gore  in  Boston,  and  partly  because 
he  is  always  all  motion  and  energy — "five-foot-six  of  exposed 
nerve  endings,"  as  one  friend  puts  it. 

FLASHY  ATTIRE.  "Hey,  Gianni  Versace,"  laughs  James  Moran, 
a  co-founder  of  edocs  who  serves  as  head  of  sales  and  mar- 
keting, when  he  sees  Davoli.  The  comment  is  a  reference  to 
his  flashy  attire.  Davoli,  who  has  an  entire  room  in  his  home 
crammed  with  three-button  suits  in  a  palette  that  ranges 
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from  fluorescent  blue  to  lime  green,  dresses  to  be  not» 
much  as  to  express  his  individualism.  It's  safe  to  -} 
looks  like  no  one  else  in  venture  capitalism. 

In  a  windowless  conference  room  on  the  seconclii 
Kevin  E.  Laracey,  edocs'  35-year-old  ceo,  calls  the  mee 
order.  After  the  seven  directors  run  through  a  range  of 
from  stock  options  to  employee  head  counts,  the  t 
evitably  turns  to  its  forthcoming  IPO.  Four  weeks  earl 
Mar.  24,  edocs  filed  its  S-l  registration  statement.  To 
forward,  however,  edocs  must  put  a  proposed  offering  pi 
its  shares  and  respond  to  the  Securities  &  Exchange 
mission's  comments.  Laracey  seems  wary  of  going  publ 
crashed-  marketplace. 

Davoli,  however,  wants  the  management  team  to 
ahead,  answering  the  sec  queries  and  preparing  for 
fering.  If  the  process  is  put  on  hold,  he  reasons,  edocs 
left  at  the  end  of  a  long  queue  of  IPO  wannabes  once  th 
ket  stabilizes.  And  time,  in  this  case,  really  is  money, 
inside  investor,  Sigma  can't  cash  out  its  investment  u 
least  six  months  after  the  company  goes  public. 

Davoli  leaves  no  doubt  about  where  he  stands.  "We  n 
manage  the  investment  bankers,"  he  says.  "When  a 
guy  tells  us  he  can't  get  customers  to  buy,  we  fire  hi 
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BORN  1948,  Syracuse,  N.Y. 


EDUCATION  BA  in  history,  Ricker  College,  1970; 
course  work  in  computer  science,  Northeastern  Univ< 
sity,  1979-81. 
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CAREER  Jobs  included  short-order  cook,  folk  and  bk 
musician,  babysitter,  and  substitute  teacher.  Landed 
first  software  job  at  age  32.  Ran  two  companies.  Join 
Sigma  Partners  as  venture  capitalist  in  1995. 


QUIRKS  Wardrobe  includes  neon-colored  suits.  Has 
not  owned  a  television  set  for  25  years. 
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PERSONAL  IDOLS  Novelist  Graham  Greene,  comedi 
Lenny  Bruce,  blues  guitarist  Mississippi  John  Hurt. 


BIGGEST  DISAPPOINTMENT  Not  making  it  big  as 
musician. 


ON  CAPITALISM  "Capitalism  is  a  perversion.  We  ha\, 
the  highest  crime  rate  in  the  world.  We  have  people  I 
ing  in  the  streets,  and  no  one  gives  a  s ." 
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PERSONAL  WEALTH  Has  set  up  a  charitable  founda 
tion  for  the  arts,  the  disenfranchised,  and  women's 
right  to  abortion.  Plans  to  leave  much  of  his  estimate 
$250  million  fortune  to  the  foundation. 
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FAMILY  Married  for  16  years  to  Eileen  L.  McDonagh, 
Northeastern  University  professor.  Two  stepsons,  Rober( 
and  Edward,  from  McDonagh's  earlier  marriage. 
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have  to  keep  the  pressure  on."  Laracey  polls  the  other  c 
side  directors.  All  agree  with  Davoli.  "O.K.,"  Laracey  sa 
"We  hear  that  loud  and  clear."  By  the  time  the  four-b 
meeting  ends,  edocs  has  agreed  to  respond  to  the  sec's 
marks — the  last  step  before  putting  a  price  on  its  sha: , 
and  taking  a  show  on  the  road  for  investors. 

Laracey  knows  he  has  to  take  Davoli  seriously.  Evt 
chief  executive  who  accepts  money  from  him  understar 
that  Davoli  will  be  extremely  involved  in  management  a 
that  he  has  little  patience  for  CEOs  who  fail  to  measure  up 
persistently  ignore  his  advice.  "What  do  venture  guys 
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Bially  do?"  he  asks  out  loud.  "They  hire  and  fire  ceos." 

|  avoli  has  done  plenty  of  both.  In  his  five  years  as  a  vc, 

i  igures  he  has  fired  six  of  about  two  dozen  chief  execu- 

l.s.  After  one  founder-CEO  missed  his  earnings,  Davoli 

7q.   j  kly  mobilized  the  board  against  him.  "We've  got  two 

yjjjjDuncements  printed  here,"  Davoli  recalls  telling  him. 

e  says  that  you  decided  to  move  up  as  chairman  and  take 

—  ore  strategic  role  in  the  company.  The  other  says  you're 

Dd Will.  You  decide  which  one  you  want." 

nded  [  he  story  is  classic  Davoli.  "If  he  believes  in  something,  he 
joiig  push  you  very  hard,"  says  Naren  Bakshi,  former  CEO  of 
ware  maker  Versata  Inc.  He  says  Davoli  once  opposed  an 
ide  search  to  replace  a  key  executive.  "He  called  and  lob- 
I  every  board  member  against  it,"  recalls  Bakshi. 
lost  say  that  Davoli  adds  so  much  value  in  and  out  of  the 
•droom  that  any  difficulties  he  creates  are  well  worth  it. 
experience  gives  him  the  kind  of  resolve  a  young,  unsea- 
id  entrepreneur  may  lack.  Last  year,  when  Tradex  Tech- 
nics Inc.  got  a. $1.1  billion  takeover  offer  from  software 
olier  Ariba  Inc.,  30-year-old  ceo  Daniel  S.  Aegerter  was  ea- 
to  accept.  Davoli  insisted  on  holding  out  for  $1.9  billion — 
'  eventually  got  it.  Sigma's  return  on  its  $4  million  invest- 
it:  nearly  $350  million.  "He  helped  us  get  a  better  deal," 
•files  Aegerter.  "Bob  is  mostly  right,  occasionally  very 

lunda  n£-  Dut  never  in  doubt.  The  dark  side  is  that  he  is  very 
donated  and  so  powerful  a  personality  that  there  was  no 

m3je(   else  on  the  board  to  balance  him." 

n  a  business  mostly  populated  by  bland,  Republican  Ivy 
guers,  Davoli  stands  out  as  an  unlikely  banker  for  capi- 
at dreams.  A  product  of  the  1960s  counterculture,  he 
bet-chftl  in  protest  against  the  Vietnam  War,  drove  a  psy- 
lelic  Volkswagen  van  to  Woodstock  in  1969,  and  lived  in  a 
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■  ■  It's  not  always  easy. . .  [f 
you're  not  doing  the  things  to 
achieve  the  bigger  objective,  he 
is  going  to  be  all  over  you  1  ■ 

—  GREG  PETERS,  CEO,  Vignette  Corp. 


northern  Maine  commune.  His  early  choices,  not  to  mention  a 
longish  ponytail,  hardly  pleased  his  conservative  father,  who 
ran  an  industrial-supply  business  in  Syracuse,  N.Y.,  and  re- 
ferred to  his  son  as  a  "hippie  bum." 

For  a  time,  Davoli  seemed  intent  on  proving  his  dad 
right.  Through  the  1970s,  after  graduating  from  Ricker  Col- 
lege in  Maine  with  a  history  degree,  he  clung  to  his  life's 
dream  of  becoming  a  folk  and  blues  musician,  barely  sup- 
porting himself  as  a  short-order  cook  in  Boston.  In  1976, 
Davoli  responded  to  a  classified  ad  in  the  weekly  Boston 
Phoenix  for  a  babysitter.  Eileen  L.  McDonagh,  a  political  sci- 
ence professor  at  Northeastern  University,  had  recently 
separated  from  her  husband  and  needed  someone  to  care  for 
her  two  sons,  ages  4  and  6. 

From  the  first  meeting,  she  was  impressed  by  the  con- 
nection Davoli  struck  with  her  children.  "Bob  was  an  extra- 
ordinary babysitter,"  she  laughs.  "He  was  compassionate  and 
warm.  I'd  sit  on  the  porch  and  marvel  at  the  energy  he 
showed  playing  with  the  kids  in  the  backyard."  Six  months  af- 
ter hiring  him,  McDonagh  invited  Davoli  for  a  stroll  around 
Walden  Pond.  Three  years  later,  he  moved  into  her  modest 
wood-frame  home  in  Belmont,  Mass.,  where  they  still  re- 
side. They  married  in  1984. 

"SOMETHING  HAD  TO  GIVE."  By  the  late  1970s,  Davoli  was 
substitute  teaching  in  Boston's  public  schools  for  $40  a  day. 
"Something  had  to  give,"  he  recalls.  "I  literally  said,  'Software 
sells  a  ton.  It  can't  be  that  hard.',"  So  he  began  taking  com- 
puter courses  at  night  and  on  the  weekends  at  Northeastern. 
Finally,  in  1981,  at  the  age  of  32,  Davoli  landed  a  job  as  a  sys- 
tems analyst  for  engineering  outfit  Stone  &  Webster.  Four 
years  later,  he  launched  his  own  startup,  SQL  Solutions,  a 
database  consulting  firm. 

Anxious  to  succeed  and  ever  intense,  Davoli  proved  a  ter- 
rifying boss.  "Bob  can  be  a  ruthless  character,"  says  Robert 


i  ■  Bob  is  mostly  right,  occasionally 
very  wrong,  but  never  in  doubt ...  He 
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Loughan,  senior  vice-president  for  sales  at  Octane  Software 
Inc.,  who  worked  with  Davoli  in  the  early  1990s.  Loughan  re- 
calls one  incident  in  which  Davoli  "got  three  inches  from 
my  nose  and  berated  me  for  making  excuses  about  why 
something  couldn't  be  done." 

But  his  intimidating  style  brought  results.  Davoli  scored  his 
first  big  hit  in  1990  when  he  sold  his  100-employee  company  to 
database  provider  Sybase  Inc.  for  stock  and  $1.75  million  in 

cash,  just  enough  to  of- 
ficially make  him  a  mil- 
lionaire after  taxes.  He 
hung  around  for  two 
years  before  he  got  fired  after  a  disagreement  over  the  com- 
pany's direction,  but  he  walked  away  with  some  $25  million  af- 
ter selling  his  stock.  In  1993,  he  was  recruited  to  head  Epoch 
Systems,  a  client-server  software  company.  Epoch  was  later  ac- 
quired by  emc  Corp.,  netting  him  an  additional  $7  million. 

Soon  after,  in  1995,  an  invitation  arrived  to  join  Sigma  from 
a  firm  partner  who  sat  on  Epoch's  board.  Davoli,  tired  of  the  in- 
tensity of  running  companies, 
gave  it  a  try.  "When  you  are  a 
ceo,"  he  says,  "you're  on  24 
hour's  a  day.  You  have  hundreds 
or  thousands  of  people  who  rely 
on  you.  I  didn't  have  the  energy 
for  that  anymore." 

His  first  Sigma  investment 
was  in  Vermeer  Technologies 
Inc.,  a  pioneer  in  Web-publish- 
ing software.  After  helping  to 
recruit  a  new  chief,  Davoli  en- 
gineered a  sale  to  Microsoft 
Corp.  for  $130  million  in  earlv 
1996.  Davoli,  who  put  $500,000 
of  his  money  into  Vermeer, 
reaped  a  $20  million  windfall. 

But  finding  the  next  Vermeer 
has  gotten  harder.  In  an  aver- 
age week,  roughly  50  potential 
deals  come  into  the  Boston  of- 
fice alone.  Of  these,  Davoli  will 
meet  with  only  five  of  the  en- 
trepreneurs. Every  deal  is 
viewed  through  five  lenses:  the 
people,  the  technology,  the  com- 
petition, the  market  size,  and 
the  business  model.  Nothing  is  more  important 
than  people,  however,  because  often  a  startup 
will  change  its  market  or  even  its  products  as  it 
evolves.  Davoli  looks  for  people  who  have  high 
levels  of  energy,  are  willing  to  work  around 
the  clock,  and  are  still  hungry  for  success.  "I 
need  the  guy  who  has  made  just  a  couple  of  mil- 
lion," he  says.  "Then,  he's  a  racehorse,  champing  at  the  bit." 
TALENT  SCOUT.  Once  invested,  Davoli  rolls  up  his  sleeves, 
ready  to  do  whatever  it  takes  to  make  the  company  a  success. 
"I  don't  spend  time  reading  the  trade  magazines  or  the  ana- 
lyst reports,"  he  says.  "I  don't  do  breakfast.  I  believe  in  do- 
ing a  good  job  on  the  boards."  ceos  will  tell  you  that  Davoli 
is  the  most  active  and  accessible  director  they  have.  "It's  not 
always  easy,"  says  Vignette  ceo  Greg  Peters.  "If  you're  not 
doing  the  things  to  achieve  the  bigger  objective,  he  is  going 
to  be  all  over  you."  And  for  the  hapless  ceo,  there's  no  es- 
caping him.  Davoli's  cell  phone  is  on  15  hours  a  day.  He  re- 
turns every  call,  often  within  minutes. 

Davoli's  role  at  StorageNetworks  shows  the  difference  a 
smart,  well-connected  venture  capitalist  can  make.  Early  on, 
he  made  a  phone  call  to  Cisco  Systems  Inc.'s  chief  information 
officer  to  set  up  a  crucial  meeting  that  allowed  CEO  Peter  W 


^^Kj   "     jr^^         * 


TOGETHERNESS 

Davoli  met  his  wife, 
Eileen  McDonagh, 
after  responding  to  her 
ad  for  a  babysitter 


Bell  and  co-founder  William  D.  Miller  to  test  with  a  pdfcl 
customer  their  plans  to  sell  data  storage  to  companie.-jfTJ 
next  day  we  were  on  a  plane  going  to  Cisco,"  says  BI 
would  have  taken  us  a  year  to  get  that  meeting." 

In  early  May,  Davoli  is  in  Silicon  Valley  to  attend  111 
board  session  at  Octane  before  the  completion  of  its  sjte, 
hear  a  series  of  pitches  from  entrepreneurs,  and  to  par 
in  Sigma's  annual  meeting  of  its  limited  partners, 
the  month  when  all  five  of  his  ipos  were  to  make  their 
but  the  stock  market  hasn't  been  cooperating. 

Still,  on  May  11,  Sigma's  five  partners  are  upbeat  whe 
gather  in  a  spacious  room  on  the  top  floor  of  San  Franl 
Clift  Hotel.  Before  the  fund's  investors  arrive  for  the 
meeting,  the  partners  review  the  portfolio's  investmen 
debate  potential  commitments. 

Typically,  they  meet  every  Monday  afternoon  via  vid 
ference.  Every  investment  made  by  Sigma  must  be  app 
by  all  the  partners,  each  of  whom  has  $20  million  of  hi: 
money  tied  up  in  the  fund.  So  a  single  veto  torpedosa 

Last  year,  for  example,  I 
argued  in  favor  of  invest] 
WebMethods  Inc.,  but  his 
ners  insisted  that  he  line 
other  vc  to  share  the  risk 
able  to  get  one,  Sigma  de 
to  pass,  but  Davoli  later  k 
in  $250,000  of  his  own  m 
When  WebMethods  went  r 
in  February,  the  comp. 
market  cap  hit  $11  billion, 
ing  his  investment  worth 
ly  $20  million. 

From  the  start  of  the 
ing,  Davoli  is  campaignin 
approval  to  invest  $10  m 
in  LavaStorm  Inc.,  a  Walt 
(Mass.)  software  developer 
thinks  the  company's  valus 
should  be  about  $80  million, 
partners  aren't  so  sure, 
we  considering  the  fact 
the  public  markets  may  not 
out  our  venture  deals?" 
Lawrence  G.  Finch,  a  par 
who  has  run  three  high-t 
companies.  "There's  little 
erance  for  unprofitable  companies  now.' 

Finch's  concerns  resonate  a  month  later  w 
LavaStorm  rejects  Davoli's  offer  in  favor  of 
other  vc  that  coughs  up  the  same  $10  millioi 
return  for  less  equity.  "A  top-tier  firm  doe 
have  to  overpay  for  a  deal,"  he  maintains.  '. 
the  game  is  clearly  getting  harder.  Four  of 
five  IPO-bound  companies  have  put  off  their  offerings  until 
fall.  Still,  Davoli's  streak  hasn't  ended  yet.  In  April  of  1999, 
persuaded  StorageNetworks'  founders  and  board  members 
reject  an  unsolicited  $250  million  offer  for  the  fledgling  ent 
prise.  When  Storage  finally  went  public  on  June  30,  its  st< 
tripled  from  an  offering  price  of  $27  to  over  $90  per  share.  T 
company's  market  cap  is  now  $9.6  billion — $9.3  billion  more  tl  ■— 
the  board  would  have  sold  the  company  for  only  14  months  e 
lier — and  Sigma's  $12.4  million  stake  is  worth  $706  million. 
It's  a  sweet  deal,  but  Davoli  has  always  had  his  eye 
more  than  profits.  "Look,  I'm  really  a  failure,"  he  says, 
wanted  to  be  a  musician  or  a  writer.  I  just  didn't  make  it.  E 
what  I'm  good  at  is  what  I  ran  away  from:  making  money 
got  a  nose  for  it.  That's  the  damn  truth."  Now,  if  he  can  ji 
keep  failing  as  well  over  the  next  five  years  as  he  has  ov| 
the  past  five. 
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E-BUSINESS  SYSTEMS  BUILT  LIKE  NOBODY'S  E-BUSINESS, 

Scalable,  expandable,  secure,  custom  e-business  systems.  Just  what  you'd 
eXpeci  liom  senior  engineers  who  focus  on  doing  just  one  thing  —  ror  some  of  the 
most  respected  global  2000  companies.  Call  (800)  996-2582  or  visit  www.cysiye.c6m 
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STOCKS 


GENE  MARCIAL: 
HOWS  HE  DOING? 

Our  Inside  Wall  Street  columnist  had  a  very  good  '99 


It's  not  easy  to  write  about  a  col- 
league, even  when  you  are  going  to 
compliment  his  work.  How  do  you 
do  it  without  gushing? 

Oh,  the  heck  with  it.  Gene  G.  Marcial, 
the  veteran  financial  journalist  who 
writes  business  week's  Inside  Wall 
Street  column,  had  one  sensational  year 
in  1999. 

We  can  say  that  because  we've 
tracked  the  155  stocks  mentioned  in  49 
Inside  Wall  Street  columns  during  1999. 
We  measured  their  price  performance 
on  the  first  day  the  item  was  in  the 
news,  and  again  one  month,  three 
months,  and  six  months  later.  (That's 
why  this  scorecard  is  appearing  now. 
We  had  to  wait  until  the  last  of  1999's 
stocks  reached  their  six-months-since- 
publication  anniversaries.)  Then  we  com- 
pare those  results  to  the  returns  of 
some  major  stock  market  indexes  during 
the  same  time  periods  (table). 

The  results  are  impressive.  On  the 
days  the  magazine  appeared,  the  stocks 
gained,  on  average,  8.8%  and  132  of 
them  were  up.  It's  not  unusual  for  the 
stocks  to  get  a  pop  on  Friday.  In  fact, 
the  previous  two  times  we've  run  this 
scorecard,  the  one-day  return  was,  on 
average,  4.8%.  The  Nasdaq  composite, 
the  superstar  market  index  of  1999,  was 
up  an  average  of  0.5%  for  those  one-day 
periods. 

UNDISCOVERED.  But  more  important, 
these  stocks  are  not  one-day  wonders. 
One  month  later,  they're  up  an  average 
of  9.8%;  three  months  later,  they're  up 
16.2%;  and  six  months  later,  25.9%. 
Those  numbers  trounced  the  Dow  Jones 
industrial  average,  the  Standard  & 
Poor's  500-stock  index,  the  Russell  2000 
in  all  periods  measured,  and  trailed  the 
Nasdaq  by  1.5  percentage  points  for  the 
three-month  periods  and  5  percentage 
points  for  the  six-month  periods. 

Mutual  funds  and  money  managers 
measure  their  performances  against 
market  indexes,  but  the  Inside  Wall 
Street  column  is  not  a  managed  portfo- 


lio of  stocks.  It's  a  window  on  the  stock 
market  that  reports  on  the  latest  infor- 
mation and  market  chatter — usually  not 
widely  known — that  could  have  an  im- 
pact on  companies'  fortunes  and  their 
shareholders'  pocketbooks.  The  column 
reports  on  talk  about  mergers  and 
takeovers;  promising  new  products; 
changes  in  earnings  expectations;  and 
corporate  developments  such  as  re- 
structurings, spin-offs,  and  asset  sales. 


Comparing  the  Column 

Inside  Wall  Street  featured  155  stocks  in  49  issues  in  1999.  For 

each  issue,  the  comparable  returns  for  the  market  benchmarks 

were  calculated  for  each  of  four  time  periods.  The  returns  were 

averaged  over  all  49  issues,  and  the  results  are  below.  The 

average  return  for  the  column  was  figured  in  the  same  way. 

1-DAY        1  MO.  3  MOS.       6  MOS. 


Marcial,  who  has  written  the  <M 
for  19  years,  is  a  savvy  reporter,  lit  I 
1999  results  are  also  strong  becaie 
had  the  wind  at  his  back.  The  cjnt 
features  a  wide  range  of  stocks, jfcu) 
and  small,  from  New  Economy  stft\| 
to  Old  Economy  giants.  Marcial's  net! 
is  finding  smaller,  lesser-known  up( 
comers.    One    great    discoveryp 
StarTek  Inc.,  which  provides  Intm- 
based  services  to  large  compani'li 
the  Apr.  26,  1999,  column,  James  Inr 
of  Awad  Asset  Management  callr 
"an  undiscovered  and  undervalue* 
ternet  play."  Boy,  was  that  a  call' 
months  later,  fueled  by  Net  maniJ1 
stock  was  up  fivefold. 

Marcial's  quests  for  the  undisco    ' 
stars  haven't  always  turned  out  so 
In  1998,  that  strategy  worked  t 
column's  detriment  as  investor 
mained  fixated  on  a  few  large-cap  t 
and  pushed  them  to  great  heights, 
ing  the  smaller  fry  well  behind.  In 
and  even  in  the  current     rocky 
investors    clamored    for   the    sm  I 
stocks  that  hold  out  the  promise  o  pfNffl 

coming  a  whole  lot  bigj  f 
Just  consider  Haup 

Digital   Inc.,  which  m 

equipment  that  allow 

users  to  put  a 


In 


STANDARD  &  POOR'S  500 

0.3% 

1.3% 

3.2% 

5.5% 

DOW  JONES  INDUSTRIALS 

0.2 

1.6 

3.8 

4.3 

RUSSELL  2000 

0.3 

1.3 

7.6 

11.5 

NASDAQ  COMPOSITE 

0.5 

4.2 

17.7 

30.9 

INSIDE  WALL  STREET 

8.8 

9.8 

16.2 

25.9 

a  fntsnM  \ 


DATA:  BUSINESS  WEEK,  STANDARD  &  POOR'S 

You  can't  judge  journalism  by  stock 
price  performance  alone,  but 
those  returns  in  part  vali- 
date the  reporter's  analysis 
that  a  stock  is  an  attractive 
investment  opportunity. 

Moreover,  Marcial  proved  ef- 
fective in  ferreting  out  merg- 
ers and  acquisitions.  In  all,  49 
companies  were  reported  as  po- 
tential takeovers.  Twelve  have 
been  acquired,  one  fought  off  a 
hostile  bid,  and  another  had  an 
announced  deal  that  fell  apart.  Two 
others  are  pending:  Seagram  Co., 
parent  of  Universal  Pictures  and 
PolyGram  and,  of  course,  a  spirits 
business,  has  agreed  to  be  acquired 
by  Vivendi  (BW-July  3).  Seagate 
Technology  Inc.  also  has  agreed  to  a 
deal  with  Veritas  Software  Corp.  and 
a  private  investor  group. 
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Marcial  had  the  wind  at  his  back.  In  1999,  investors 
clamored  for  the  smaller  stocks  with  promise 


zable  TV  window  on  their  PC  desk- 

and  was  featured  in  the  issue  dat- 

\la.v  31,   1999.  The  day  before  the 

•  k  appeared  in  the  column,  trading 

ime  on  Hauppage  stock  was  just 

.mm)  shares  with  a  closing  price  of  6[A, 

.st  t'd  for  stock  splits.  The  next  day, 

million  shares  traded,  and  the  stock 

.  ed  at    L3     .  a  122.5%  gain  (table). 

nt  calli  astors  took  their  profits,  of  course, 
six  months  later  the  stock  was  still 
108%  from  the  price  before  it  ap- 

iraied  in  the  column. 

'hat's  not  an  isolated  case.  At  their 
month  mark,  ten  stocks  were  up 

outsit  than  100%,  and  one  of 
n,  sra  Communications, 
up  264%.  sba,  which  owns 

nap  si  operates  wireless  commu- 
tions  towers,  was  featured 
he  Dec.  13  column  as  a 
k  recommendation  by  in- 
ment  manager  David  Bur- 
in of  Northern  Trust  Insti- 
inal  Asset  Management. 


tounding.  Fifteen  stocks  had  triple-digit 

gains,  six  had  mure  than  tripled,  four  of 
them  quadrupled,  and,  of  course, 
StarTek  was  a  five-bagger. 

You  can  find  more  data  on  Hauppage, 
StarTek,  and  the  other  stocks  in  the 
scorecard  that  begins  on  page  108.  In 
constructing  this  report,  we  measure 
each  stock's  return  using  the  stock  price 
on  the  last  day  before  publication  as  a 
base  from  which  to  measure  results.  We 
then  record  the  price  at  the  end  of  day 
one,  one  month  later,  three  months  lat- 
er, and  six  months  later.  When  one  of 
those  dates  falls  on  a  weekend  or  holi- 

The  Best  Performers . . . 


FOR  ONE  DAY 


FOR  ONE  MONTH 


HAUPPAUGE  DIGITAL 
7THSTREETX0M* 
CORNERSTONE  INTERNET 

FOR  THREE  MONTHS 


122.5% 
81.8 

59.3 


NETCENTIVES  281.4% 

GENE  LOGIC  180.3 

B 1 0  C  RYST  PHARM  ACEUT I C  ALS  138.5 
FOR  SIX  MONTHS 


STARTEK 


Been  as  a  big  plus  in  1999,  seems  al- 
mosl  like  a  liability  now. 
Also  remember  that  when  companies 

are  acquired  for  stock,  we  measure  the 
return  by  converting  the  acquired  com- 
pany's shares  into  the  new  company's 
in  the  same  proportion  in  which  they 
were  swapped.  SkyTel,  which  was  men- 
tioned as  a  takeover  candidate  in  the 
Apr.  12,  1999,  issue,  was  acquired  with- 
in six  months  by  WorldCom  Inc.  at  the 
rate  of  0.2566  WorldCom  shares  for  each 
share  of  SkyTel.  So  the  six-month  re- 
turn is  measured  in  the  acquirer's  stock. 
Fore  Systems  Inc.,  on  the  other  hand, 
was  purchased  within  six 
months  by  the  U.  K.'s  Gen- 
eral Electric  PLC  for  $35  a 
share  in  cash,  so  there's  no 
six-month  return. 
WORST  CALL.  There  are  a 
few  other  situations  worth 
noting.      Genentech,      the 
granddaddy  of  biotech  com- 
panies, featured  in  the  June 


401.1% 


Haupjt'he  sixth-month  numbers       ??A  COMMUNICATIONS 264.9%     .„._ ■ :  14>  1999>  colUmn,  does  not 


cii 


even    more    as- 


CONCORD  CAMERA 


367.4 


STARTEK  137.4       "".'    """."™.™ ™.:!I show    any    three-    or    six- 

B  IOC  RYST'  PHARMACEUTICALS  132.2       ASPEH.DEVEL0?MENr*    342Z month  results.  Yet  it's  still 

public  today.  Here's  the  rea- 


*Renamed  Learn2.com    "Acquired  by  i2  Technologies,  June  8,  2000 
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day,  we  use  the  previous  day's 
closing  price.  When  stocks  split, 
we  adjust  the  price  accordingly. 
There  are  some  other  things 
to  keep  in  mind  when  review- 
ing the  scorecard.  Several  com- 
panies have  undergone  name 
changes  since  they  first  ap- 
peared in  the  column.  Didax, 
featured  in  the  Jan.  18,  1999, 
column,  has  since  taken  the 
name  of  its  Christian  Web  site, 
Crosswalk.com.  Similarly,  Big 
Entertainment,  which  runs  a 
Web  site  for  movie  buffs,  re- 
named itself  Hollywood.com 
Inc.  after  acquiring  that  com- 
pany and  its  Web  site.  Hav- 
ing a  dot-com  in  your  name, 


son:  Shortly  after  the  col- 
umn appeared,  Roche  Hold- 
ings Ltd.,  which  had  an 
option  to  buy  the  Genentech 
shares  it  did  not  already 
own  at  82^,  exercised  the 
option.  That  resulted  in  a 
loss  for  those  who  had  fol- 
lowed the  advice  of  Lissa 
,  .n  co/  Morgenthaler,  who  was  quot- 
._'-  ed  in  the  article.  Morgen- 

?.i?.:.„ thaler,  manager  of  the  Mur- 
phy New  World  Bio- 
technology Fund,  recom- 
mended buying  the  stock  at 
87,  a  bet  that  Roche  would  let  the  op- 
tion expire  and  the  stock  would  zoom 
past  100.  In  mid-July,  Roche  reissued 
Genentech  shares  at  a  price  higher  than 
they  had  bought  them  back,  and  they 
now  trade  under  the  symbol  dxa.  (DNA 
now  trades  at  164'X.)  The  former  shares 
traded  with  one  as  its  ticker  symbol. 

The  column's  worst  call  came  in  the 
Aug.  2  issue.  That  featured  the  year's 
sole  short-sale  recommendation.  En- 
treMed  Inc.  Stuart  Weisbrod,  of  Merlin 
BioMed  Asset  Management,  had  recom- 
mended the  short  at  22,  arguing  that 
the  biotech  company's  hot  product  was 
not  so  hot,  and  the  stock  would  fall  Lo 
10.  Six  months  later,  the  stock  had  shot 
up  to  over  54.  That  produced  a  143.59! 
loss.  Yes,  that's  right.  In  selling  short, 
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you  can  lose  your  entire  investment  and 
then  some.  Hopefully,  those  who  had 
shorted  EntreMed  also  followed  Weis- 
brod's  advice  to  buy  BioCryst  Pharma- 
ceuticals Inc.  It  was  up  138.5%  after  a 
month,  and  162.5%  after  six  months. 

It's  no  surprise  that  many  of  the  big 
winners  were  technology  and  biotech- 
nology companies.  But  not  all.  Shares  of 
Concord   Camera  Corp.,  the   world's 


largest  manufacturer  of  disposable  cam- 
eras and  a  big  private-label  supplier  to 
mass  merchandisers,  gained  367.4%  over 
six  months.  Well,  there  was  a  high-tech 
angle  to  the  item:  the  company's  move 
into  digital  photography. 

Earlier  this  year,  the  company  intro- 
duced its  digital  camera,  called  "eye  Q," 
that  will  be  sold  on  a  private-label  basis 
through  selected  retailers.  The  Mar.  20, 


2000,  column  also  featured  a  bullis 
on  Concord  Camera,  and  the  stoc 
at  the  split-adjusted  price  of  22/ 
it's  at  23/. 

That's  hardly  a  home  run,  bu   ^ 
liminary  results  on  2000  are 
good.  How  good?  We'll  report  o  | 
returns  again  this  time  next  year. 

By  Jeffrey  M.  Laderman,  with 
B.  Davis,  :>/  New  York 


The  Inside  Wall  Street  Scorecard 


Here  are  the  155  stocks  featured  in  Inside  Wall  Street 
during  1999.  For  each  stock,  we  have  the  last  closing 
price  before  the  column  became  public,  usually  a  Thurs- 
day. Then,  using  that  price  as  a  base,  we  computed  the 
one-day,  one-month,  three-month,  and  six-month  percent- 
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THURS. 
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1DAY 

PERCENT  CHANGE 
1M0.     3M0S.    6M0S. 

ISSUE 
DATE 

DATA  BROADCASTING 

14% 

24.9 

39.7 

-3.1 

-26.2 

1/11/99 

SPACEHAB 

107* 

3.7 

3.7 

-35.8 

-49.4 

1/11/99 

FORE  SYSTEMS1 

16% 

9.7 

0.7 

13.3 

NA 

1/11/99 

DIDAX 

9/a 

52.1 

22.6 

53.4 

32.2 

1/18/99 

FINOVA  GROUP 

557/6 

4.1 

2.8 

-11.0 

-5.4 

1/18/99 

GATX 

39  Vie 

0.3 

-6.7 

-18.1 

-1.8 

1/18/99 

CERUS 

26 

135 

8.7 

-52.9 

-13.5 

1/25/99 

FIRST  UNION 

61 

-1.4 

-16  8 

-9.7 

-23.3 

1/25/99 

SPIEGEL 

8 

12.9 

-7.0 

-27.3 

7.0 

1/25/99 

GREAT  ATLANTIC  &  PACIFIC  TEA  29/ 

2.1 

3.1 

1.3 

22.6 

2/1/99 

INTL.  MICROCOMP  SOFTWARE 

12 

7.8 

-6.8 

-11.5 

-55.5 

2/1/99 

HANOVER  DIRECT 

3/ 

-5.8 

-11.5 

-17.3 

-17.3 

2/1/99 

INKTOMI 

34 

5.7 

-8.6 

79.4 

62.9 

2/8/99 

SAFEGUARD  SCIENTIFIC 

1213/16 

-0.4 

-2.8 

119.6 

74.0 

2/8/99 

CASH  TECHNOLOGIES 

10  Vz 

11.9 

5.4 

4.8 

13.1 

2/8/99 

GUCCI  GROUP 

6813/6 

2.0 

-2.5 

9.4 

6.8 

2/15/99 

CNF  TRANSPORTATION 

42  / 

4.4 

0.0 

-1.2 

2.5 

2/15/99 

IMAGE  ENTERTAINMENT 

10 '/l6 

1.1 

-29.1 

-17.7 

-47.4 

2/15/99 

COOPER  TIRE  &  RUBBER 

19% 

0.0 

2.5 

24.5 

10.5 

2/22/99 

CYTYC 

11  Me 

-2.8 

-12.7 

-12.4 

8.5 

2/22/99 

KROLL-O'GARA 

323/4 

0.2 

6.5 

-35.9 

-39.7 

2/22/99 

POLAROID 

19 

17.1 

12.2 

17.1 

30.3 

3/1/99 

HEINZ 

57  % 

1.0 

-11.2 

-10.6 

-19.1 

3/1/99 

STRIDE  RITE 

103/l6 

4.3 

7.4 

3.1 

-11.0 

3/1/99 

AMERICA  ONLINE 

4319/32 

2.0 

45.1 

31.9 

18.4 

3/8/99 

NETSPEAK 

123/a 

24.2 

-6.1 

-17.2 

-1.5 

3/8/99 

NOBLE  INTERNATIONAL 

9'/, 

8.7 

-2.2 

55.4 

22.8 

3/8/99 

MOTOROLA 

2221/e* 

3.6 

10.5 

31.2 

42.0 

3/15/99 

NORTEL 

133/ 

3.8 

15.3 

43.9 

54.8 

3/15/9? 

CAMPBELL  SOUP 

409/ie 

3.5 

2.8 

10.9 

8.0 

3/15/99 

7THSTREET.COM3 

23/4 

81.8 

112.5 

81.8 

11.4 

3/15/99 

age  returns.  When  any  of  those  periods  ended  on  a  wee 
end,  the  prior  Friday's  closing  price  was  used.  When  a 
company  was  taken  over  in  a  stock  swap,  we  calculated 
prices  based  on  the  new  stock.  The  Thursday  close  is  1 
days  before  the  issue  date. 


STOCK 


THURS. 

CLOSE     1  DAY     1  M0 


PERCENT  CHANGE 


ISSUE 
3M0S.    6M0S.   DATE 


CHARLES  SCHWAB 


2743/64     1.2     51.8      13.6    -8.5     3/22/    Kffll 


UNITED  INDUSTRIAL 


913/6   14.6       1.9      15.9      -5.1     3/22/ 


FORMULA  SYSTEMS 


25/      12.4       1.5      -3.0        2.0     3/22/ 


DUFF  &  PHELPS  CREDIT' 


527/e      2.3       6.9      18.2      44.7     3/29/ 


DIGITAL  LAVA 


63/4      11.1     67.6      -9.3    -30.6     3/29/ 


COOPER  COS. 


14/e 


9.2      10.0      57.6      97.4     3/29/! 


KIU 


§;:;;' 


m< 


COMFORT  SYSTEMS 


13  /      13.2     19.8      33.5      -8.0     4/5/9!  f|| 


TELESCAN 


16/      18.6     24.2      23.9        6.1     4/5/9!  « 


P0LYMEDICA 


6/      40.3     38.8      59.2    316.3     4/5/9!  (!«[[ 


CNA  FINANCIAL 


3713/e     0.3       7.9        6.6       -8.9     4/12/9  ffl 


BIG  ENTERTAINMENT5 


127ie 


8.5     70.9      25.6      40.7     4/12/9 


SKYTEL6 


15%      25.8     13.2      41.7      19.6     4/12/9 


E.SPIRE  COMMUNICATIONS 


129/i6     20.9     -3.5    -12.9    -29.1     4/19/9 


BIG  FLOWER  HOLDINGS 


303/a        3.3       2.9        1.6      -9.7     4/19/9  |rj 


KUSHNER-L0CKE 


157e      6.1  -21.5  -55.3    -65.2     4/19/9!  jj[ 


STARTEK 


ll3/8      55.5     47.8    137.4    401.1     4/26/9! 


PREVIEW  TRAVEL8 


203/8      12.6     11.7      19.3      44.8     4/26/9!  fo 


BARR  LABORATORIES 


30/ie      4.8     18.3      29.7      -4.8     4/26/9!  | 


TELEPHONE  &  DATA  SYSTEMS     59/        3.2     10.9      31.5      85.3     5/3/99 


TNP  ENTERPRISES9 


303/4 


1.6       9.8      25.0      26. 


5/3/99 


ARDENT  SOFTWARE 


10 


19/8        5.9     10.5      29.7      -1.3     5/3/99 


AIRBORNE  FREIGHT 


31 


3.2  -16.5    -18.5    -30.6     5/10/99 


NORTHWEST  AIRLINES 


33  Va        2.8       0.4        0.0    -23.6     5/10/99 


UNION  PACIFIC 


60/4      -0.6     -5.3    -10.2 


-7.5     5/10/99 


NEON  SYSTEMS 


34/ 


4.7       5.8    -13.7    -33.4     5/17/99 


INPUT/OUTPUT 


75/s      12.3       0.8        3.3    -30.3     5/17/99 


MULTIMEDIA  GAMES 


6/4      33.3     -3.7      -4.2    -55.6     5/17/99 


H 


¥■::■ 


WELLS  FARGO 


433/s      -3.2     -7.5      -8.2      10.1     5/24/99 


3COM 
ACTV 
AGC0 


267e 


7.5     -2.8     -8.7      25.6     5/24/99 


1515/6     5.9     -1.2 
10/8      21.8       8.8 


-38.0 
2.4 


17.6     5/24/99 
10.6     5/31/99 


1  Acquired  by  General  Electric  PLC  for  $35  a  share,  June  15. 
1999 

2  Renamed  C10sswalk.com,  May  24,  1999 

3  Renamed  Learn2.com,  July  20.  1999 


4  Acquired  by  FitchlBCA  for  $100  a  share.  Apr.  12,  2000 

5  Renamed  Hollywood.com,  Jan,  4,  2000 

6  Acquired  by  WorldCom  for  0.2566  shares,  Oct.  1.  1999 
'  Acquired  in  leveraged  buyout  by  Thomas  Lee  Co.  and 


Evercare  Capital  Partners  for  $31.50  a  share.  Dec.  8.  1999 

8  Acquired  by  Travelocity  for  1  share,  Mar.  8,  2000 

9  Acquired  by  investor  group  for  $44  a  share,  Apr,  10,  2000 

10  Acquired  by  Informix  for  3.5  shares,  Mar.  2,  2000 
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THURS 

CLOSE 

PERCENT  CHANGE 

ISSUE 

1 

a  ire 
eis] 

:k 

1  DAY 

1  MO 

3MOS 

1.  Mil". 

DATE 

>EM  MEDIA  POPPE  TYSON 

12% 

17.0 

7.2 

6.4 

148.7 

5/31/99 

PPAUGt  DIGITAL 

1225 

58.5 

955 

1080 

5/31/99 

ERIAL  BANCORP 

17'/. 

3.4 

77 

-2.7 

285 

6/7/99 

GETT  &  PLATT 

25'/ 

34 

-10.3 

6/7/99 

ITBRIDGE 

93/ 

3.8 

17.3 

519 

955 

6/7/99 

IS-CRAFT 

0.5 

0.8 

9.7 

56.4 

6/14/99 

THERAPEUTICS 

14'/ 

5.2 

0.0 

66.4 

43.1 

6/14/99 

ENTECH" 

87/ 

-0.7 

-6.4 

NA 

NA 

6/14/99 

RICAN  HOME  PRODUCTS 

53  Mj 

-1.1 

4.5 

-25  4 

-9  9 

6/21/99 

IPUSA 

73/ 

8.9 

-4.8 

-6.5 

-22.6 

6/21/99 

777/6 

0.2 

14.4 

12.2 

3.0 

6/21/99 

RT 

153/l6 

119 

5.3 

-15.6 

-26.3 

6/28/99 

E  MEDIUM  GROUP 

12' Vie 

3.9 

-9.2 

-26.6 

1517 

6/28/99 

AL/METRO 

8'/ 

18.4 

6.6 

-9.6 

-51.5 

6/28/99 

ra 

( 

9'/ 

2.6 

14.5 

15.8 

71.1 

7/5/99 

I! 

MEDICAL  SYSTEMS12 

22  Vie 

2.0 

34.6 

58.9 

NA 

7/5/99 

ASUS  SYSTEMS 

21°'/.: 

2.8 

16.7 

14.2 

70.5 

7/5/99 

HIPS  ELECTRONICS 

2415/6 

0.4 

1.4 

-0.6 

35.3 

7/12/99 

'  SS  ARMY  BRANDS 

9'/8 

25.3 

1.4 

2.1 

-21.9 

7/12/99 

'E  &  TALBOT 

1211/., 

2.5 

-3.4 

-1.5 

26.1 

7/12/99 

^LETRON  SYSTEMS 

13  Me 

5.3 

-5.3 

33.5 

79.4 

7/19/99 

j  1  MEDIA 

415/l6 

11.0 

-33.9 

14  7 

16.9 

7/19/99 

rfPOWER 

213/ 

1.9 

4.6 

40.5 

63.8 

7/19/99 

IGANT  INTERNATIONAL 

815/6 

2.1 

-6.3 

-21.0 

28.0 

7/26/99 

lERSOURCE 

335/e 

-9.9 

-32.6 

59.1 

30.2 

7/26/99 

E-TWO  INTERACTIVE 

83/< 

4.8 

-13.6 

5.7 

63.6 

7/26/99 

INEX  PHARMACEUTICALS 

4;/ 

14.5 

13.2 

-36.2 

6.6 

8/2/99 

1  CRYST  PHARMACEUTICALS 

929/32 

7.9 

138.5 

132.2 

162.5 

8/2/99 

REMED* 

227/6 

5.0 

0.8 

0.3 

-143.5 

8/2/99 

IREW 

207/ 

4.5 

-8.2 

-34.7 

14.4 

8/2/99 

IRE 

14'/ 

4.3 

-3.4 

-45.7 

-55.2 

8/2/99 

'ECT  DEVELOPMENT13 

89/is 

15.3 

-3.6 

106.6 

342.7 

8/9/99 

'METRICS  MEDICAL 

63/e 

0.0 

-5.1 

-16.2 

50.5 

8/9/99 

DJ  SOFTWARE  &  DEVEL. 

20  Vm 

4.5 

7.2 

18.3 

158.2 

8/9/99 

TIME 

13 

3.8 

-6.3 

-12.5 

-13.5 

8/16/99 

■ 

1PHARM 

14/ 

0.8 

16.1 

15.3 

29.7 

8/16/99 

1! 

1NERSTONE  INTERNET 

1"A, 

59.3 

48.1 

114.8 

298.1 

8/16/99 

i; 

PLASTIC  LUMBER 

9/ 

1.4 

37.8 

43.9 

-12.2 

8/30/99 

• 

ERICAN  TOWER 

233/6 

4.0 

5.4 

15.9 

84.4 

8/30/99 

!j 

)RA  TECHNOLOGIES 

47'/ 

-0.8 

0.8 

32.9 

28.1 

8/30/99 

:^ 

NCORD  CAMERA 

4/ 

11.4 

6.8 

59.1 

367.4 

9/6/99 

Wi 

JDLESEX  WATER 

29/ 

32.8 

0.8 

17.2 

-11.8 

9/6/99 

!! 

H  CENTURY  FINANCIAL 

17  '/is 

-0.7 

-3.3 

-4.8 

-47.3 

9/6/99 

«! 

I  ON  AMERICA 

20  % 

10.8 

-17.4 

9.0 

-219 

9/13/99 

,,;, 

1  TECHNOLOGY 

23  7/8 

9.9 

-8.4 

18.3 

105  2 

9/13/99 

,,,] 

SROTHERAPEUTICS 

10% 

16.5 

8.8 

-17.6 

-16.5 

9/13/99 

THURS 
CLOSE 

PERCENT  CHANGE 

ISSUE 

STOCK 

1  DAY 

1  MO 

3M0S 

6M0S 

DATE 

DSP  COMMUNICATIONS 

2.9 

0.0 

NA 

NA 

9/20/99 

J.W.  GENESIS  FINANCIAL 

10   / 

162 

41 

42  4 

9/20/99 

ZDNET 

14 

964 

9/27/99 

CHIRON 

33/ 

77 

3  6 

34  6 

9/27/99 

RITE  AID 

3.3 

-446 

-246 

-65  9 

9/27/99 

CIDCO 

-1.9 

-18.7 

-68.7 

-505 

10/4/99 

DIAL 

26'/ 

0.7 

-12.1 

-11  2 

10/4/99 

BLONDER  TONGUE  LABS 

7/ 

24 

-11.3 

-32  3 

21.0 

10/4/99 

STMICROELECTRONICS 

24  / 

4.4 

22.7 

101.0 

136.6 

10/11/99 

SALTON 

31 

-2.6 

-8.1 

6.5 

315 

10/11/99 

BALLANTYNE  OF  OMAHA 

55/a 

6.7 

-7.8 

-10.0 

-34.4 

10/11/99 

KULICKE  &  SOFFA  INDUS. 

25 

5.8 

38.3 

89.0 

165.8 

10/18/99 

BOYD  GAMING 

6'/ 

67 

-4.8 

-14.4 

-25.0 

10/18/99 

in  INDUSTRIES 

32/ 

2.3 

0.6 

4.4 

-6  7 

10/18/99 

C.R.  BARD 

49/: 

2.8 

13.5 

5.5 

-15.9 

10/25/99 

BOSTON  BEER 

7'/ 

5.5 

-7.9 

-5.5 

-2.4 

10/25/99 

LADISH 

7 

-1.8 

-0.9 

-2  7 

8.9 

10/25/99 

NORTHROP  GRUMMAN 

55 

-0.6 

5.1 

-5.1 

16.4 

11/1/99 

SILICON  VALLEY  BANCSHARES 

1313/6 

4.3 

38.9 

97.1 

71.5 

11/1/99 

CONCENTRIC  NETWORK15 

2315/e 

10.2 

34.2 

104.7 

71.0 

11/1/99 

BEST  BUY 

54/6 

3.1 

7.1 

-7.5 

49.4 

11/8/99 

SKYWEST 

24'/ 

1.3 

7.4 

12.2 

73.5 

11/8/99 

WIND  RIVER 

18  % 

9.4 

90.3 

63.8 

129.2 

11/8/99 

SOLECTRON 

35 '/ 

7.0 

21.6 

-0.4 

8.1 

11/8/99 

JDS  UNIPHASE 

47   3/32 

2.7 

30.9 

120.1 

90.7 

11/15/99 

MATTEL 

13H/l6 

-2.3 

4.1 

-21.5 

-15.5 

11/15/99 

PHILIP  MORRIS 

26/66 

-2.4 

1.2 

-20.9 

-10.6 

11/15/99 

SHERWIN  WILLIAMS 

223/8 

-1.4 

-2.0 

-10.1 

10.6 

11/15/99 

SEAGATE  TECHNOLOGY16 

3415/g 

5.9 

11.1 

32.9 

27.0 

11/22/99 

CHAMPION  INTERNATIONAL17 

613/e 

-0.1 

-5.2 

-16.9 

19.9 

11/22/99 

SEAGRAM18 

453/ 

-0.5 

-2.5 

25.5 

13.7 

11/22/99 

VIATEL 

407/s 

12.2 

19.9 

17.7 

-26.6 

11/29/99 

ARVIN  INDUSTRIES 

26/ 

0.5 

-3.7 

-31.6 

-28.4 

11/29/99 

PIER  1  IMPORTS 

7  Me 

0.9 

-14.2 

21.2 

53.1 

11/29/99 

INTERNET  INITIATIVE  JAPAN 

68 

19.7 

48.5 

76.7 

-23.0 

12/6/99 

KV  PHARMACEUTICAL 

18  K 

1.4 

11.7 

42.8 

11.0 

12/6/99 

NETCENTIVES 

18/ 

29.3 

281.4 

104.1 

-35.9 

12/6/99 

LOUISIANA-PACIFIC 

14/ 

-4.4 

-1.3 

-15.4 

-19.7 

12/13/99 

CASH  TECHNOLOGIES 

7.0 

7.5 

46.5 

-40.8 

12/13/99 

SBA  COMMUNICATIONS 

11/ 

10.1 

59.6 

264.9 

224.5 

12/13/99 

ADELPHIA  COMMUNICATIONS 

61 

1.1 

6.7 

-16.6 

-24.4 

12/20/99 

RADWARE 

50/ 

0.9 

-6.6 

22.2 

-47.3 

12/20/99 

GENTNER  COMMUNICATIONS 

13/„ 

18.7 

3.8 

68.4 

-3.8 

12/20/99 

GLOBALNET  FINANCIALS 

28/ 

8.8 

7.9 

30.3 

-29  8 

12/27/99 

EARTHWEB 

36 '/ 

11.2 

11.2 

-26.9 

-55.9 

12/27/99 

SILVERLEAF  RESORTS 

1.8 

-0.9 

-38.2 

-56.4 

12/27/99 

!0  HOLDINGS 


20 


2.8     -6.9    -24.7    -39.5     9/20/99       *Shor1 


sale 


Acquired  by  Roche  Holdings  for  $82  50  a  share, 

lune  30,  1999 

\cquired  by  General  Electric  (or  0  262  shares,  Nov  30,  1999 

Vcquired  by  i2  Technologies  for  0  55  shares,  June  8,  2000 


Acquired  by  Intel  for  $36  a  share,  Nov  22,  1999 
'  Acquired  by  NEXTLINK  Communications  for  1  29  shares 
,  June  19.  2000 
'  Acquisition  by  Veritas  Software  pending,  estimated  3to  5 

in  cash  plus  0  5  shares  of  Veritas 


'Acquired  by  International  Paper  for  0.7073  shares  plus 

$50  a  share,  June  20  2000 
18  Acquisition  pending  with  Vivendi  for  $77  35  per  share 
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Finance 


-r^ 


FINANCIAL  SERVICES 


NEW  TRICKS  FOR  AN 
OLD  TAX  PREPARER 

H&R  Block  wants  to  offer  full-line  financial  services 


Nearly  16  million  Amer- 
icans drop  into  h&r 
Block  Inc.  offices  once 
a  year  to  get  their  taxes 
done.  If  they  could  be 
lured  back  more  often  to 
get  financial  advice  and 
home  loans,  buy  mutual 
funds,  and  plan  for  retire- 
ment, the  theory  goes, 
they  would  be  a  gold  mine 
of  extra  fee  income. 
Charged  with  making  this 
happen  is  coo  Mark  A. 
Ernst,  41,  who  becomes 
chief  executive  on  Dec.  31, 
succeeding  Frank  L.  Sal- 
izzoni.  Ernst  promises  the 
company  will  serve  "Mid- 
dle America,"  the  low-to 
mid-income  market  that 
most  brokers  and  banks 
overlook  in  their  scramble 
to  attract  wealthy  clients. 
Skeptical  Block  watch- 
ers have  a  strong  sense  of 
deja  vu.  After  all,  the 
Kansas  City  (Mo.)  compa- 
ny has  been  threatening  to 
do  more  than  taxes  since  the  early 
1990s.  And  for  almost  five  years,  it  has 
been  promising  to  convert  at  least  some 
of  its  9,000  offices  into  financial-service 
centers.  But  that's  been  slow  going  due 
to  a  series  of  management  changes, 
strategy  zigzags,  and  downright  flubs 
the  company  has  suffered.  Insiders  say, 
for  instance,  that  the  firm's  conserva- 
tive board — dominated 
by  the  founding  Bloch 
family  and  associates — 
passed  up  an  offer  to 
buy,  in  the  mid-'90s,  half 
of  online  broker  Ameri- 
trade  for  $35,000;  nixed 
another  cheap  deal  for 
AOL;  and  sold  Com- 
puServe Inc.  for  half 
what  Block  was  original- 
ly offered. 

Recently,  earnings  dis- 
appointments, technolo- 


N0WHERE  BUT  UP? 

H&R  Block  has  been  pummeled 
by  disappointed  investors 


60 
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gy  glitches,  and  the  de-   OPTIMISTIC: 

nouement  of  old  lawsuits  ,    , 

have  dragged  Block  stock  krnst  IS  betting  that 

to  the  low  30s,  around  repeat  customers  will 
half  its  52-week  high  want  loans,  financial 

Block  missed  its  original       ,  .  , 

earnings'  estimates  for  the   advlce>  ana  more 

fiscal  year  ended  Apr.  30, 

2000,  by  35<2  a  share.  To  blame:  Block's 
Web  site,  which  drew 
fewer  filers  than  expect- 
ed and  had  to  be  shut 
down  temporarily  at  the 
height  of  tax  season  be- 
cause of  security  breach- 
es, smaller-than-expect- 
ed  walk-in  business,  and 
provisions  to  settle  class 
actions  that  alleged 
Block  misled  clients 
about  fees  charged  for 
tax-refund  loans. 

That's  hardly  an  en- 


couraging prelude  to  Ernst's  reigflB 
at  least  there  will  be  a  break  wit 
past.  When  Ernst  takes  over,  it 
the  first  time  in  the  company's  51 
history  that  there  is  no  Bloch  in  top] 
agement.  Co-founder  Henry  W  Bloji  I 
tires  as  chairman  in  September,  iim 
fills  a  vacancy  created  in  mid-1995Hi| 
Tom  Bloch,  son  of  Henry,  traded  p 
corporate  career  to  teach  high  sin 
Enthusiastic  and  affable,  Ernst  q 
his  "whole  career  has  been  lead 
this  job."  He  worked  as  a  tax  pr< 
during  his  college  years  and  until 
headed  third-party 
ment   sales   at   Am 
Express  Co. 
LIKE  CHRISTMAS.  And 
say  Ernst  is  inheritij 
company  with    lots 
tential,  but  a  poor  hi 
of  executing  new  i 
Block,  for  example, 
chased  wholesale  sub 
lender  Option  One  ]\ 
gage  Corp.  from  Flee 
nancial  Group  Inc.  in 
By  July,  1999,  the  unit 
up  for  sale.  Block  hi  s 
been  able  to  sell  as  r 
mortgages  to  its  tax 
tomers   as   expected 
cause  of  regulatory 
dies.  It  still  owns  the 
and  loan  growth,  mo 
from  third-party  brok 
was  up  nearly  50% 
year.  "This  is  not  a 
franchise  by  any  mea 
says  Gary  F.  Prestop  ffi 
an   analyst   with   Tuqf" 
Anthony  Sutro  Corp. 
he  compares  watching 
company's  performanc(  | 
date  to  "Christmas  w 
you're  a  kid,  where 
don't  get  the  toy  you  r 
ly  want,  and  your  part 1011' 
say,  'Well,  wait  till  n 
year.' " 

Superficially,  Ernst's  {  N 
to  sell  financial  services  sounds  sensi  '0S{! 
Block's  90,000  tax  preparers  spend    )K<* 
ward  of  an  hour  with  tax  filers,  ■<  ePML 
many  come  back  year  after  year  to 
same  person.  In  the  process,  filers,  v  raJ'ti 
have  a  median  annual  income  of  $32,0  ""ds. 
trust  their  preparers  with  personal  P 
nancial  data.  "The  depth  of  relations! 1(lll<  ( 
we  have  with  our  clients  is  different  tl  m 
someone  with  a  checking  account  at*1'- 
bank,"  says  Ernst.  With  its  built-in  rep<  M 
business,  he  argues,  Block  doesn't  nera 
to  spend  heavily  on  marketing,  and  c'P1 
thus  afford  to  cater  to  customers  wfl' 
smaller  accounts. 
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hers  have  succeeded  in  this  market. 
icrica,  a  unit  of  ( 'it  igroup,  sniii  $6 
in  in  annuities,  mutual  funds,  and 
i  last  year  to  households  with  an- 
incomes  between  $35,000  and 
100.  Rather  than  hiring  salespeople, 
icrica  relies  on  a  network  of  100,000 
ion-only  agents.  Consciously 
icking  those  tactics,  Ernsl  plans  to 
sform  some  of  Block's  part-timers 
full-time  financial  advisers.  Block 
ed  ottering  broker-  and  financial- 
ning  license  training,  for  a  fee,  this 
.  Analysts  are  skeptical  about  the 
tegy.    It's    not    impossible,    says 


Michael  Modes,  a  Goldman,  Sachs  &  Co. 
analyst,  i>ut  "few  have  been  able  to  take 
a  seasonal,  independent  sales  force  that' 
focused  on  a  narrow  product"  and  train  it 

to  sell  a  variety  of  ot  hers. 
METAMORPHOSIS.  At  Ernst's  bidding, 
Block  bought  broker'  Olde  Discount  Corp. 
last  August,  and  has  been  converting 
the  offices  into  Block  financial-service 
centers.  Consultant  and  design  firm  Wil- 
li ■>  Brothers  Inc.  was  hired  to  transform 
the  look  of  the  Olde  branches,  creating 
an  environment  that  is  "comfy  for  Middle 
America,"  says  Willey  Senior  Vice-Presi- 
dent Geoff  Walters.  Olde's  dark-green 


carpel  and  cherry  de  k     •  ill  be  replaced 

with    lighter   wood      and    yellow,   or:, 

and  blue  work  tation  Bj  y<  arend,  all 
Isl  olde  branches  will  emerge  a  Clock 
financial  centers,  bringing  the  total  num 

ber  to  200,  Ernst  prom 

Already,  some  Olde  branches  pin 

tected  Block  offices  have  Btarted  sell- 
ing the  new  services.  The;,'  have  hooked 
5,000  mortgage  or  fmancial-.-er  ■ 
turners  since  January.  It's  a  beginning — 
but  Ernst  still  has  a  long  way  to  go 
before  the  company  delivers  what  it  has 
promised. 

By  Heather  Timmons  in  New  York 


Amen 


COMMENTARY 


By  Geoffrey  Smith 


MUTUAL-FUND  FEES:  LAY  EM  OUT,  PLAIN  AND  SIMPLE 


Smart  investors'  complaints  about 
high  mutual-fund  fees  have  been 
falling  on  deaf  ears  for  years. 
;  jubpj  ut  the  General  Accounting  Office, 
le  investigative  arm  of  Congress, 
,  F'eft  as  weighed  in  with  an  idea  that 

i,  |j  >uld  help  break  the  industry's  tight- 
e  ;jrsted  reluctance  to  share  with  their 
lareholders  more  of  the  enormous 
lonomies  of  scale  that  come  with 
.  :a  managing  billions  of  dollars  instead  of 
-e(j  lere  millions. 

I     -    It's  a  simple  proposal:  Fund  com- 
panies would  be  obliged  to  tell  in- 
,  jjestors  in  quarterly  state 
yjiients  the  exact  dollar 
5i)rr  Jmount  they  are  being 

uirged  for  their  invest- 
ment service.  Right 
ow,  fees  are  deducted 
•om  the  funds'  overall 
■et  asset  value.  If 
ameone  wants  to 
now  how  much 
,|  ley're  being 
I  harged,  they  have 
d  make  a  rough  calcula 
on  based  on  the  fund's 
Jxpense  ratio,  which  is 
\ pressed  as  a  percent- 
,,  ge  of  assets  and  dis- 
posed in  the  fund's 
rospectus  and  annual 
eport. 

Ti'ue,  existing  rules  provide  a  good 
/ay  to  compare  the  fees  at  different 
..(I  unds.  But  the  GAO  approach  gives  in- 
estors  valuable  additional  informa- 
ion.  It  tells  investors  exactly  how 
inch  they're  paying  for  their  invest  - 
rients.  It  would  also  give  investors  a 
angihle  way  to  compare  the  cost  of 

wning  funds  with  other  investment 

ptions,  such  as  buying  stocks  direct 
v  or  using  professional  investment 


advisers.  And  it  would  shed  light  on 
when  a  high-cost  fund  isn't  worth  the 
extra  price. 

Consider  this  example:  You  simul- 
taneously invest  $100,000  in  two 
growth  funds.  One  is  the  low-cost 
(0.37%  expense  ratio)  Vanguard  U.S. 
Growth  fund.  The  second  is  the  high- 
cost  (2.37%  expense  ratio)  Nvest 
Star  Adviser  fund's 
C  shares.  Over 
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Vanguard's  ex-Chair 

says  "fund  companies 

have  been  getting 

away  with  murder" 


a  three-year  period 
ending  on  June  30,  the  Vanguard 
fund's  expenses  averaged  about  $140 
each  quarter,  while  Nvest's  fees  ran 
close  to  $820,  according  to  Morn- 
ingstar  Inc.  The  result:  The  Van- 
guard investment  turned  into 
$193,392  with  $1,(577  in  fees,  while 
the  Nvest  fund  was  worth  $170,174 
with  $9,740  in  fees. 


The  fund  industry,  it  seems,  is 
balking  at  the  proposal.  It  says  the 
disclosures  might  "confuse"  investors. 
A  spokesman  for  the  industry's  trade 
group,  the  Investment  Company  In- 
stitute, says  "it  isn't  clear  that  [the 
proposal]  helps  investors  compare 
one  fund  with  another."  The  ici  also 
wants  other  modes  of  investment  to 
get  the  same  fee-disclosure  require- 
ment so  that  fair  comparisons  can 
be  made  among  different  forms  of 

investment. 

The  ar- 
gument 
doesn't  hold 
up.  In- 
vestors 
wouldn't  be 
confused — 
they  would 
be  in- 
formed. 
Former  Vanguard  Group  Chair- 
man John  C.  Bogle  heartily  en- 
dorses the  gao  proposal.  "We 
need  better  cost  information  because 
cost  is  directly  associated  with 
fund  value,"  he  says.  He  adds 
that  "fund  companies  have  been 
getting  away  with  murder"  by 
keeping  fees  high  while  assets 
e  soared. 
Bogle  thinks  the  gao  idea  may 
help  bring  down  fees  by  encouraging 
fund  directors  to  focus  on  how  much 
investors  actually  pay  rather  than 
how  their  fees  compare  to  competing 
funds.  The  Securities  &  Exchange 
Commission,  which  is  considering  the 
GAO  proposal,  should  act  swiftly  to 
approve  this  sensible  idea. 

Smith  covers  mutual  funds  from 

Boston. 
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Christopher  Reeve,  Vice  Chairman  of  N.O.D. 


WE'D   LIKE 
TO  THANK  OUR 
CEO  COUNCIL  FOR 
HELPING  CHANGE 
THE  WAY  PEOPLE 
WITH  DISABILITIES 
ARE  VIEWED  IN 
THE  WORKPLACE. 


BY  FIRST  MAKING  SURE  THEY 
ARE  SEEN  AT  ALL. 

It's  an  unfortunate  fact  that  out  of  the  54  million  Americans  with  disabilities, 
two-thirds  of  those  of  working  age  are  unemployed.  Unfortunate  for  them 
and,  quite  honestly,  for  you.  American  businesses  overlook  an  enormous 
pool  of  incredible  talent.  A  group  of  natural  problem-solvers  with  an  intense 
desire  to  contribute  to  the  workforce  and  the  economy  at  large. 


It  is  for  this  reason  that  the  National  Organization  on  Disability  has  chosen  as 
our  mission  the  full  and  equal  participation  of  people  with  disabilities  in  all 
aspects  of  life.  And  why  we  have  created  the  CEO  Council.  Through  their  support 
of  our  programs,  America's  leading  CEOs  encourage  their  fellow  business  leaders 
to  include  and  acknowledge  these  remarkable  individuals. 


N.O.D.  AND  BUSINESSWEEK  SALUTE  THE  MEMBERS  OF  THE  CEO  COUNCIL 
FOR  SUBSCRIBING  TO  THE  IDEA  THAT  IT'S  ABILITY.  NOT  DISABILITY,  THAT  COUNTS. 


IILLENNIUM  CIRCLE 

Aetna,  William  H.  Donaldson 

BusinessWeek,  William  P.  Kupper,  Jr. 

The  J.  C.  Penney  Company,  Int.,  James  E.  Oesterreicher 

The  McGraw-Hill  Companies,  Harold  McGraw  III 

Merrill  Lynch  &  Company,  Inc.,  David  H.  Komansky 

UnumProvident  Corporation,  J.  Harold  Chandler 

IUSTEES'  CIRCLE 

American  Express  Company,  Harvey  Golub 
United  Parcel  Service,  James  P.  Kelly 

HAIRMAN'S  CIRCLE 
CIGNA  Group  Insurance,  Wilson  H.  Taylor 
Compaq  Computer  Corporation,  Michael  D.  Capellas 
Gannett  Broadcasting,  Cecil  L.  Walker 
Microsoft  Corporation,  Steve  Ballmer 
Reicher  Capital  Management,  Jeffrey  P.  Reich 
The  Riggs  National  Bank  of  Washington,  DC,  Joe  L.  Allbritton 

ICE  CHAIRMAN'S  CIRCLE 

Alcoa,  Paul  O'Neill 

Bank  of  America  Corporation,  Hugh  L.  McColl,  Jr. 

Citigroup,  John  S.  Reed  and  Sanford  I.  Weill 

DaimlerChrysler  Corporation,  Juergen  E.  Schrempp 

Eastman  Kodak  Company,  George  M.C.  Fisher 

Exxon  Mobil  Corporation,  Lee  R.  Raymond 

Fortis  Benefits  Insurance  Company,  Michael  J.  Peninger 

H.J.  Heinz  Company,  William  R.  Johnson 

Household  International,  William  F.  Aldinger 

Johnson  &  Johnson,  Ralph  Larsen 

Metropolitan  Life  Insurance  Company,  Robert  H.  Benmosche 

Pfizer,  William  C.  Steere,  Jr. 

The  Philip  Morris  Companies,  Geoffrey  C.  Bible 

Powers,  Pyles,  Sutter  &  Verville,  PC,  Galen  Powers 

Potomac  Electric  Power  Company,  John  M.  Derrick,  Jr. 

RESIDENT'S  CIRCLE 

Allstate  Insurance  Company,  Edward  M.  Liddy 

Ameritech,  Richard  C.  Notebaert 

Bell  Atlantic  Corporation,  Ivan  Seidenberg 

CBS,  Inc.,  Michael  H.  Jordan 

Champion  Enterprises,  Inc.,  Walter  R.  Young,  Jr. 

Chase  Manhattan  Bank,  Walter  V.  Shipley 

CNA,  Bernard  L.  Hengesbaugh 

Countee,  Countee  &  Associates,  Thomas  H.  Countee,  Jr. 

Dorsar  Investment  Company,  Stephen  L.  Feinberg 

Dow,  Lohnes  &  A|bertson,  PLLC,  Leonard  J.  Baxt 

Epstein,  Becker  &  Green,  PC,  George  P.  Sape 

Glaxo-Wellcome,  Robert  A.  Ingram 

GTE  Corporation,  Charles  R.  Lee 

Hartford  Life,  Inc.,  Lowndes  A.  Smith 

Joseph  E.  Seagram  &  Sons,  Inc.,  Edgar  Bronfman,  Jr. 

Kellogg  Company,  Arnold  G.  Langbo 

Kemper  Insurance  Companies,  David  B.  Mathis 

Marriott  International,  Inc.,  J.W.  Marriott,  Jr. 

Mattel,  Inc. 

New  York  Stock  Exchange,  Richard  A.  Grasso 

Northrop  Grumman  Corporation,  Kent  Kresa 

Owl  Hollow  Enterprises,  Philip  E.  Beekman 

Pricewaterhouse  Coopers  LLP,  James  Schiro 

Sears,  Roebuck  and  Co.,  Arthur  C.  Martinez 

Steelcase  Inc.,  James  Hackett 

T.  Rowe  Price,  George  A.  Roche 

Venator  Group,  Roger  Farah 

Walmart  Stores  Inc.,  David  D.  Glass 

The  Washington  Post  Company,  Donald  E.  Graham 

Wm.  Wrigley  Jr.  Company,  William  Wrigley,  Jr. 

Wynd  Communications  Corporation,  Dan  Luis 

Xerox  Corporation,  Paul  A.  Allaire 


LEADERSHIP  CIRCLE 

Advocate  Health  Care,  Richard  R.  Risk 

Alex  Lee,  Inc.,  Boyd  L.  George 

Allegheny  Technologies,  Thomas  A.  Corcoran 

American  Airlines,  Donald  J.  Carty 

Amgen  Inc.,  Gordon  M.  Binder 

Anheuser-Busch  Companies,  Inc.,  August  A.  Busch  III 

Bridgestone/Firestone,  Inc.,  Masatoshi  Ono 

Brinker  International  Inc.,  Ronald  A.  McDougall 

Bristol-Myers  Squibb,  Charles  A.  Heimbold,  Jr. 

Chevron  Corporation,  David  J.  O'Reilly 

The  CIT  Group,  Inc.,  Albert  R.  Gamper,  Jr. 

Comcast  Corporation,  Ralph  J.  Roberts 

Computer  Associates  International  Inc.,  Charles  B.  Wang 

Crestar  Financial  Corporation,  Richard  Tilghman 

Cubic  Corporation,  Walter  J.  Zable 

Deluxe  Corporation,  John  A.  Blanchard  III 

The  Dexter  Corporation,  Inc.,  K.  Grahame  Walker 

The  Dun  &  Bradstreet  Corporation,  Clifford  L.  Alexander,  Jr. 

Deloitte  &  Touche  LLP,  J.  Michael  Cook 

Ernst  &  Young,  Philip  A.  Laskawy 

Fisher  Scientific  International,  Inc.,  Paul  M.  Montrone 

Ford  Motor  Company,  Jacques  Nasser 

Genentech,  Inc.,  Arthur  Levinson,  Ph.D. 

General  Electric  Company,  John  F.  Welch,  Jr. 

General  Motors  Corporation,  John  F.  Smith,  Jr. 

The  Goodyear  Tire  &  Rubber  Company,  Samir  Gibara 

Graybar  Electric,  Carl  L.  Hall 

The  Hearst  Corporation,  Frank  A.  Bennack,  Jr. 

Henry  Ford  Health  System,  Gail  L.  Warden 

Hilton  Hotels  Corporation,  Stephen  R.  Bollenbach 

Howrey  &  Simon,  Robert  F.  Ruyak 

Hunton  &  Williams,  Thurston  Moore 

Huntsman  Corporation,  Jon  M.  Huntsman 

Illinois  Tool  Works,  Inc.,  W.  James  Fared 

Ingersoll-Rand,  James  E.  Perrella 

John  Hancock  Mutual  Life  Insurance  Company,  Stephen  L.  Brown 

J. P.  Morgan  &  Co.  Inc.,  Douglas  A.  Warner 

Keebler  Company,  Sam  K.  Reed 

KeySpan  Energy,  Robert  B.  Catell 

Kmart,  Floyd  Hall  ' 

Marsh  &  McLennan  Companies  Inc.,  A.J.C.  Smith 

Michael  T.  Rose  Companies,  Michael  T.  Rose 

The  May  Department  Stores  Company,  David  C.  Farrell 

Motorola  Inc.,  Chris  Galvin 

NEC  America,  Inc.,  Karou  Yano 

Olin  Corporation,  Donald  W.  Griffin 

Panasonic/Matsushita  Electric 

Corporation  of  America,  Yoshinori  Kobe 
Pitney  Bowes,  Inc.,  Michael  J.  Critelli 
PPG  Industries,  Inc.,  Raymond  W.  LeBoeuf 
The  Procter  &  Gamble  Company,  Durk  Jager 
The  Prudential  Insurance  Co.  of  America,  Arthur  F.  Ryan 
Rockwell  International  Corporation,  Don  H.  Davis,  Jr. 
Shaklee  Corporation,  Charles  Orr 
Shell  Oil  Company,  Steven  L.  Miller 
Sprint,  William  T.  Esrey 

State  Farm  Insurance  Companies,  Edward  B.  Rust,  Jr. 
Tenet  Healthcare  Corporation,  Jeffrey  C.  Barbakow 
Towers  Perrin,  John  T.  Lynch 
Tribune  Broadcasting  Co.,  Dennis  FitzSimons 
ULLICO,  Inc.,  Robert  A.  Georgine 
U.S.  Can  Corporation,  Paul  W.  Jones 
Warner-Lambert  Company,  Lodewijk  J.R.  de  Vink 
Wilmer,  Cutler  &  Pickering 
Worthington  Industries,  Inc.,  John  P.  McConnell 


For  more  information  on  how  you  can  join  the  CEO  Council,  contact: 
NATIONAL  ORGANIZATION  ON 

ABILITY 

www.  nod.org 

910    Sixteenth    Street,    NW,    Washington,    D.C.    20006 
202.293.5960    TDD:    202.293.5968    e-mail:    ceocouncil@nod.org 


By  Mara  Der  Hovanesian 


EARNINGS: EXCUSES, EXCUSES, EXCUSES 


It's  called  confession  season,  but  it 
seems  more  like  concoction  sea- 
son. It's  the  time  just  before 
quarterly  earnings  are  released 
when  companies  own  up  to  falling 
substantially  below  forecasts,  and 
warn  investors.  But  perhaps  now 
more  than  ever,  companies  are  spin- 
ning tales  to  lay  blame  for  shortfalls 
elsewhere. 

Some  60%  of  companies'  earnings 
pre-announcements  have  been  nega- 
tive, up  from  44%  in  the  first  quar- 
ter, according  to  First  Call/Thomson 
Financial,  the  earnings  research 
firm.  O.  K.,  higher  fuel  costs  and  in- 
terest rates  have  pinched  some  mar- 
gins. But  forget  that.  Companies  are 
using  such  fanciful  excuses  that  they 
are  creating  a  credibility  gap.  And 
the  market  isn't  buying  it.  Many  of 
these  stocks  are  getting  clocked 
worse  than  if  they  played  it 
straight.  Consider  these: 
■  The  Check  Is  in 
the  Mail.  BMC  Soft-    A 
ware,  Compu- 
ware,  and  Com- 
puter Associates, 
which  manufac- 
ture mainframe 
software,  are 
feeling  the 
pinch  as 
more  clients 
move  to  In- 
ternet-based 
systems.  Yet 
these  compa- 
nies— and  com 
puter-services 
company  Unysis — 
blamed  woes  on  failure  to  win  sev- 
eral large  contracts  late  in  the  quar- 
ter. Factually  correct,  yes,  but  it's 
not  digging  deep  enough,  says 
Melissa  Eisenstat,  executive  director 
of  equity  research  at  cibc  World 
Markets:  "There's  confusion  in  the 
marketplace  as  companies  get  Web- 
enabled.  This  is  going  to  be  a  long- 
term  process."  The  excuses  didn't 
get  past  the  market.  On  Unisys' 
June  29  announcement,  the  stock 
fell  36%,  to  149/G.  Computer  Associ- 
ates warned  of  its  shortfall  minutes 
before  midnight  on  July  3.  The  stock 
plunged  42%,  to  297/k,  the  next  trad- 


ing day,  erasing  two  years  of  gains. 
The  stocks  of  BMC  and  Compuware 
also  tanked  after  warnings. 
■  The  "Y2K"  Defense.  Immucor,  mak- 
er of  blood-testing  systems,  says 
sales  to  hospitals  slowed  because 
these  customers  already  built  up  in- 
ventory prior  to  January.  Immucor's 
stock  has  dropped  some  50%  since 
the  Mar.  31  announcement.  Says 
Mitra  Ram- 


gopal,  senior  equity 
analyst  at  Sidoti  & 
k    Co.,  the  Y2K  ex- 
\  cuse  might  have 
f  worked  last  quar- 
ter, but  now  per- 
formance "falls 
squarely  on  the 
shoulders  on  the  com- 
pany." He  says  Immucor 
needs  to  revamp  its  sales 
force  and  cut  costs. 
■  Our  Profits  Were  Stolen  By 
Thieves.  Texas-based  Cell- 
star's  profits  were  hijacked 
when  $3.5  million  in  Motor- 
ola and  Nokia  cell  phones 
disappeared  from  its  Lon- 
don offices.  Analysts  say 
the  real  deal  is  the  compa- 
ny's lack  of  overseas  operational  con- 
trols. Shares  plunged  54%,  to  about 
2,  after  the  company  warned  on  May 
26  that  it  would  post  a  second-quar- 
ter loss.  "The  only  thing  that  has 
been  consistent  about  Cellstar  is  its 
inconsistency  to  meet  expectations," 
says  Robert  C.  Damron  of  Tucker 
Anthony  Cleary  Gull. 


a  Fickle  Tastes  Are  Cramping  Our  ! 

Catalog  retailer  Lands'  End  blam 
its  shortfall  on  fewer  women's  car 
clothing  sales.  But  the  real  culprit 
say  analysts,  is  the  hefty  price  th 
company  is  paying  to  move  some 
its  sales  online.  The  stock  trades 
around  36  after  the  June  6  warnir 
56%  off  its  November  52-week  hi 
■  I  Have  No  Clue.  Chairman  W.  B 
Turner  says  he's  just  as  surprise 
investors  to  discover  the  earni 
miss  at  Gtech  Holdings  Co 
a  Rhode  Island  company 
that  designs  online  lott 
systems  around  the 
world.  He  offered  thi 
just  two  weeks  after 
announcing  that  the 
company  was  on  tra 
"Some  things  are  ou 
of  our  control."  One 
possible  reason  for  th 
shortfall:  a  computer 
glitch  that  hung  up  the 
tery  system  in  Britain. 
Gtech's  cluelessness,  says 
Thomas  Graves  of  Standard  & 


WHY  COMPANIES  WILL  MISS 
THEIR  PROJECTIONS 


COMPANY          DATE  ANNOUNCED 

REASON  GIVEN 

GAP 

July  7 

Weakness  in 
menswear  sales 

GTECH 

July  6 

A  computer 
snafu  foils 
British  lottery 

COMPUTER 
ASSOCIATES 

July  4 

Contract  deals 
slow  to  close 

HONEYWELL 

June  19 

Shortage  of  parts 

XEROX 

June  16 

Problems  collecting 
outstanding  bills 

IMMUCOR 

Mar.  31 

Year  2000  inventory 
buildup 

Poor's  Equity  Group,  "raises  bigger 
questions  of  how  well  Gtech  is  man- 
aging its  business." 

Companies  should  realize  that 
though  confession  is  painful,  it's  god 
for  the  soul,  and  in  the  end,  may  mal 
believers  out  of  its  shareholders. 


Der  Hovanesian  covers  market 
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have  to  hear  "Til  get  back  to  you"  a 


jason  becton,  busy  cust 
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customer  relationships 
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Learning 


a  business  world 
where  the  only  constant 
is  change,  continuing 
education  is  becoming  a  mandatory 
course  of  action.  But  what  if  your 
professional  advancement  has  been 
stalled  by  geographic  or  time 
constraints?  Thanks  to  the  boom  in 
online  educational  programs,  you 
can  take  a  lesson  from  executives 
worldwide  who  are  increasingly 
turning  to  the  Internet  to  improve 
their  skills  without  interrupting  their 
careers. 

Whether  you're  hoping  to  move  up  in  your  current  job  or  transfer  to  another  industry, 
BusinessWeek's  Distance  Learning  Directory  can  help  you  choose  the  right  virtual  classroom 
to  meet  your  real-world  demands.  This  new  directory  is  an  introductory  guide  to  the 
ever-expanding  roster  of  prestigious  schools  offering  undergraduate  and  professional 
programs  online.  And  with  a  growing  interest  from  overseas  for  a  U.S.  education  and 
constant  need  to  update  career  skills,  you  now  have  more  educational  opportunities  than  ever 
to  remain  in  demand  and  on  top  of  the  latest  developments. 

To  stay  competitive  in  a  dynamic  job  market,  you  have  to  be  able  to  act  on,  rather  than 
react  to,  the  newest  trends.  The  BusinessWeek  Distance  Learning  Directory  provides  you 
witlg  critical  resources  to  help  you  find  the  right  online  curriculum. 


nvenience. 


on  your 

resume. 


Fourteen  MBA  Programs 

Available  Including 
ternet-based  Programs  in 

♦  E-commerce  ♦ 
elecommunications  Management  ♦ 
♦  Information  Technology  ♦ 
♦  Sport  Management  ♦ 


University  of  Dallas 

aduate  School  of  Management 

11849  B.  NorthgalB  Dr.,  liviiiK,  TX  75082 

http://imba.udallas.edu 

or  call  1.800.UDAL.MBA 


II 


Him  youi  ^ 

famyiiui'ii 

lyiiiiji1^ 


Knowledge  to  Go  Places 
Pioneers  in  Distance  Education 

www.biz.colostate.edu 
1 -800-491 -4MBA 


University 


Revolutionary 
Times 

Revolutionary 
e-Learnine 


University  Access 

Developing  Business  Leaders-  Online 

www.universityaccess.com/corporate 
888.960.1700 


Create  Yourself 

Re-create  yourself  by  earning  your 
graduate  degree  online.  Get  your  MBA, 
MSIM,  or  MSIT--  without  setting  foot 
on  campus. 

Join  us  at  www.isim.edu,  the  first 
exclusively  virtual  degree-granting 
University,  founded  in  1987.  Apply 
online  or  call  303.333.4224,  ext.  1 77. 
Toll-free  at  1 .800.441 .4746,  ext.  1 77. 


I 


isim  university 

I    Become  tomorrows  eStrategist 
Award-winning.  Accredited  Member  DETC. 


Edinburgh  Business 
School  MBA 

by  Distance  Learning 

The  Graduate  School  of 
Heriot-Watt  University 


Get  the  MBA 
that' fits  your  lifestyle! 

For  a  free  prospectus  call  800-622-9661 

or  email  us  at  info@h\\Tnba.net. 

Mention  code  BW  when 

requesting  information. 


Nationally  Accredited 
Online  Graduate  Degree  Programs 

>*     MS  in  Industrial  Technology  - 

Manufacturing  or  Digital  Communications  Technology 

>-      MS  in  Occupational  Safety 

2>     Five  (5)  Graduate  Certificate  Programs 

>     Other  Graduate  &  Undergraduate  Online  Courses 

East  Carolina  University 

(800)  398-9275  ♦  www.dcs.ecu.edu 

East  Carolina  University  is  accredited  by  the  Commission  on  Colleges  of  the  Southern 

Association  of  Colleges  and  Schools  to  award  bachelor's,  master's  and  doctoral  degrees. 

The  University  is  a  constituent  institution  of  the  University  of  North  Carolina  svstem. 


2000  Capella  University 


* 


MBA  8101 

Class  meets  here  at  7:12  p.m.  Saturday. 

(Weather  j 


The  Internet  has  changed  the  way  we  live.  And  now  the  way  we  learn.  With  Capella  University's  online  courses,  class  is  ready  whenever  and  where 
you  are.  Our  School  of  Business  offers  accredited  online  MS,  MBA  and  PhD  degree  programs,  certificates  and  continuing  education  in  a  broad  range 
fields,  including  our  acclaimed  programs  in  e-business.  For  the  f  nil  itoryvisil  www.capellauniversity.edu  oi  call  I  888-(  API  I  I   \   ^SQ^j^ 


UNN/ERSn 
Online  education  built  around  yo 


Capella  University  is  accredited  by  the  North  Central  Association  of  Colleges  and  Schools. 


STANCE 


EARNING 
2000 

For  more  information  on  the 
I  companies  in  this  directory, 
i  can  select  from  the  three  easy 
ns  listed  below  through  BizLink. 
ompanies  will  be  found  in  the 
July  24,  2000  issue. 


Suffolk  Online  cMB A 


■Complete  youi  entire  MBA  online. 

•Around-the-clock  course  accessibility 
•Optional  residential  courses  & 

international  seminars 
•Distinguished  Faculty 
•  AACSB-Accredited 
•Full-time  or  Part-time  Study 


www.SUFFOLKeMBA.org 


The  Graduate  Programs  of 

THE  SAWYER  SCHOOL  OF 
MANAGEMENT 

Suffolk  University 
Boston,  Massachusetts 


Earn  Your 
LAW  DEGREE 


JURIS  6E>CT0 
EXECMjfiWEJD^ 

Taught  by  leading  legal  educators. 

GJQIHCORD  School  of  Law 

UNIVERSITY 

bw.concordlawschool.com 

Toll  Free:  800-439-4794 
A  Kaplan/Washington  Post  Company 


C   0 
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BizLmk 

Iwww.businessweek.com/BizLink 


liternet 

iu  can  request  information  and/or  link  directly  to 
limpany  websites  through  our  electronic  reader 
prvice  program®  www.businessweek.com/BizLink 

tax 

rcle  the  desired  number(s)  listed  above, 
LEARLY  print  your  name,  address,  phone  and 
|ix  numbers  and  fax  this  page  (or  copy  of  this  page) 
the  USA  +1-941-596-3019 

lail 

II  out  this  page  and  mail  to: 

usiness  Week,  c/o  Mediabrains.com 

•951 J  &  C  Blvd.  Naples,  Florida  34109-9962 


1.  Capella  University 

6. 

ISIM  University 

2.  Colorado  State  University 

7. 

Suffolk  University 
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University  Access 

4.  East  Carolina  University 
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University  of  Dallas - 
Graduate  School  of  Management 
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Edinburgh  Business  School 
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J  To  Reserve  Space  in  the  December  Distance  Learning  Directory,  Call  1-800-424-3090. 


Marketing 


BREWERS 


THIS  EURO 
BREW'S  FOR  YOU 


Can  giant  Interbrew  beef 
up  Labatt  and  Rolling  Rock 
and  make  U.S.  inroads  with 
its  specialty  brands? 

It's  a  hot,  muggy  summer  day  in  the 
Belgian  city  of  Leuven.  Inside  the 
wood-paneled  De  Lantaarn  cafe  on 
Vaartstraat,  residents  are  cooling  off 
with  the  favorite  local  drink — beer.  One 
customer  gulps  a  cold  Stella  Artois 
lager.  Another  sips  a  creamy  wheat  beer 
called  Hoegaarden,  while  his  compan- 
ion downs  a  rich  amber  brew  called  Ab- 
baye  de  Leffe.  Yet  another  enjoys 
a  bright  red  cherry-flavored  con- 
coction called  Belle- Vue. 

Such  labels  convey  the  richness 
of  Belgium's  centuries-old  beer 
heritage,  providing  enough  vari- 
ety to  satisfy  even  the  most  de- 
manding beer  drinker.  Every 
one   is   produced   by   a  single 
company:  Leuven's  Interbrew. 
"They  supply  me  with  all  the 
brands  I  need,"  says  cafe  man- 
ager Marina  Walters. 
NEWBIE.    As    the    owner   of 
more  than  200  brands,  In- 
terbrew is  ubiquitous  in  Eu- 
rope  and   it   products   are 
gaining  popularity  in  Asia 
and  America,  even  though 
few   customers   have   ever 
heard  the  parent's  name.  In 
the  past  five  years,  Inter- 
brew has  made  17  acquisi- 
tions in  11  countries,  most 
recently    British   alemaker 
Bass  PLC.  Along  the  way,  it 
has   remade   itself  from   a 
small,  family-owned  company 
into    the    world's    second- 
largest   brewer.    Only   An- 
heuser-Busch Cos.  is  bigger. 
Interbrew's  1999  revenues 
rose   20%,   to   $3.1    billion, 
while  profits  were  up  21%, 
to  $220  million.  And  it's  hop- 
ing for  an  initial  public  of- 
fering later  this  year. 

Now,  Interbrew  ceo  Hugo 


Powell,    who    holds 
both   Canadian   and 
British    citizenship, 
has  set  his  sights  on 
the  U.S.,  where  im- 
ported    beer     con- 
sumption is  on  the 
rise.    Although   the 
sales   of  domestic 
microbrews  have 
slowed    in    recent 
years,  imports  have 
more  than  taken  up 
the  slack — in  what 
analysts  call  the  su- 
per-premium market. 
High-margin  import 
labels,   in   fact,   are 
growing  at  about  a  " 
10%  clip,  compared  with  3%  for  beer  in 
general.   "Super-premium  beers   are 
pulling  consumers  from  wine  and  spir- 
its," explains  Michael  Branca, 
who  follows  beer  companies 
for    Lehman    Brothers    Inc. 
Says  Powell:  "We  are  hitting 
the  market's  sweet  spot." 
To  crack  the  U.S.  market, 

INTER-WH0? 

Thanks  to  a  series  of  acquisitions  this  year, 

Belgium's  Interbrew  is  now  the  worlds 

second-largest  brewer.  Only  Anheuser-Busch 

is  bigger.  Here's  Interbrew  at  a  glance: 

BRANDS  Labels  include  Rolling  Rock,  Bass 
Brewers,  Stella  Artois,  and  Labatt 

MANAGEMENT  Canadian  Hugo  Powell,  the 
55-year  old-company's  first  non-Belgian  CEO, 
has  installed  a  cadre  of  North  American- 
trained  executives.  Hopes  to  take  Interbrew 
public  later  this  year. 

STRATEGY  Interbrew  buys  up  local  brewers, 
then  builds  their  brands  while  leveraging  their 
distribution  networks  to  introduce  high-margin 
specialty  beers. 

GROWTH  In  1999,  revenues  rose  20%,  to 
$3.1  billion.  Much  of  the  growth  attributable 
to  nine  acquisitions. 

DATA:  COMPANY  REPORTS,  BW 


Interbrew  owns 


ands  worldwide 


Interbrew  is  adapting  its  tried-and- 
European  strategy:  buy  up  local  b 
ers,  keep  those  brands,  and  use  t 
distributor  to  sell  high-margin  spec 
labels  such  as  Stella  and  Leffe 
push  began  quietly  in  1995  when  Ir 
brew  purchased  Canadian  brewer 
batt,  where  Powell  was  an  execul 
He  and  others  set  about  revamping 
batt's  Rolling  Rock  label  with  new 
that  made  much  of  the  brewery's  ho 
spun  origins  in  rural  Latrobe,  Pa., 
began  distributing  it  more  aggressi 
than  its  former  owner.  The  strat 
worked.  Last  year,  sales  rose  4%,  c 
pared  with  a  5%  drop  for  other  don 
tic  specialty  beers. 
MORE    SUDS.    If  Powell   has   his 
Rolling  Rock  will  be  just  the  beginn 
Powell  brings  a  decade  of  North  An 
ican  marketing  experience  to  Interbr 
And  he  has  hired  a  team  of  No  * 
American-trained  executives  to  ca 
out  the  push.  He  plans  to  attack 
only  fellow  importers  such  as  Heinel « 
but  also  to  try  to  take  share  from  m 
ginal  domestic  players  such  as  Pal 
Stroh,  and  Lone  Star.  In  the  next 
years,  he  plans  to  boost  distribution^ 
Interbrew's  Labatt  and  Stella  lab 
perhaps  in  a  deal  that  would  share  < 
tributor  networks  with  Anheuser-Bus  I 
or  another  big  U.  S.  brewer.  'We  hav< 
giant  opportunity,"  Powell  says. 
But  building  a  name  in  the  land 


is- 


t  - 


J  '-• 


120    BUSINESS  WEEK  /  JULY  24,  2000 
uh»h 


Introducing  Digital  Archaeology.  In-depth  customer  insights  in  days,  not  months. 

ve  got  log  files.  Registration  databases.  Legacy  systems,  servers  and  data  warehouses.  The  only  thing  you  don't  have,  besides  loads  oF  time  and 
ley,  is  a  clue  about  your  customers'  preferences  and  behaviors.  With  c-Discovery™  software,  you  can  link  all  your  disparate  data  instantly— from 
ks-and-mortar  sources  to  transaction  logs  to  multiple  advertising  sources— to  reveal  who  your  customers  really  are.  What  they  buy.  Where  they 
ie  from.  How  they  shop.  How  they  navigate  your  site.  Which  of  your  commercials  got  them  there.  All  in  time  for  you  to  react  today,  when  it  counts. 

c-Discovery  is  easy  on  IT  people,  as  well  as  budgets.  Without  writing  a  single  line  of  code,  you  can  perform  complex  queries  and  analyses.  Within 
•s,  within  budget,  you  can  learn  how  to  convert  browsers  into  buyers.  Increase  your  average  order  size.  Cross-sell.  Up-sell.  Personalize  offers.  And 
:h  more.  Want  proof?  Using  your  own  data,  we'll  show  you  how  quickly  c-Discovery  can  ^ 

all  the  pieces  together.  Schedule  your  one-on-one,  customized  demonstration  today.  □  1  C5 1  T  R  L  /^  RRC-HREDLOGY 
I  1-800-764-0150  orvisitwww.digarch.com/insightand  mention  code  BWK07.  V  Advanced  customer  analytics  for  e-business 


00  Oiqitol  Archaeology  Corporation.  All  fights  reserved.  c-Orscovery  and  the  Digital  Archaeology  logo  are  trademarks  or  service  marks  of  Digital  Archaeology  Corporation. 


This  Year's  Top  Corporate  Gift! 


A  spyglass  in  the  great  naval  tradition... 

Adm.  Nelson's  Telescope 

(with  table-top  tripod)  just  $59 

''But  read  this  ad  for  an  even  better  deal! 

When  Horatio  Nelson  fought  the  battle  of  Trafalgar,  he 
used  a  telescope  just  like  this  to  monitor  the  move- 
ments of  the  French-Spanish  fleet.  Our  manufacturer  has  cre- 
ated a  faithful  replica  of  this  famous  scope.  Admiral  Nelson': 
Telescope"  measures  about  five  inches  in  its  "collapsed' 
position.  When  you  extend  the  four  sections  to  full 
length,  the  scope  will  be  thirteen  inches  long  and 
focused    to    infinity    with    needle    sharpness. 
Everything  will  appear  twenty-five  times  larger 
than  it  would  to  the  naked  eye.  Compare  that  to  start 
dard  binoculars  which  give  you  only  6x  or  8x  magnification. 
The  most  amazing  thing  about  Admiral  Nelson's  Telescope*  may 
well  be  its  price.  We  are  the  exclusive  importers  of  this  outstanding 
optical  instrument  and  are  able  therefore  to  bring  it  to  you  for  just 
$59.95.  But  we  have  an  even  better  deal:  Buy  hvo  for  $11930  and 
well  send  you  a  third  one,  ivitti  our  compliments — absolutely 
FREE!  If  you  have  ever  wanted  to  own  a  fine  telescope,  but  found 
prices  a  little  steep,  Admiral  Nelson's  Telescope*  should  be  your  choice. 
You'll  get  many  years  of  good  use  and  enjoyment  from  it. 


FOR  FASTEST  SERVICE,  ORDER  TOLL  FREE 

(800)  797-7367  24  hours  a  day,  7  days  a  week. 
OR  FAX  YOUR  ORDER  TO:  (415)  643-2818 

For  customer  service,  please  call  (415)  643-2810. 
Please  give  order  #1069F684  for  Aimmil  Ndsjrfs  Telescope  C  live 
Visa  /  MC  number  and  expiration  date  and  daytime  phone  #  for  all 
orders.  Add  $4.45  (or  one,  $9.90  for  three  for  ship./ias.  (plus  sales 
tax  forCalifomia  delivery).  You  have  30-day  refund  and  one- 
year  warranty    We  do  not   refund   snipping  charges. 


•  Tlie  optics  of  Admiral  Nelson's 
Telescope"'  are  "25x30"  which  mains 
25x  magnification  ami  the  great  light-gath- 
ering capacity  of  a  30mm  objective  lens. 
Admiral  Nelson's  telescope  was  made  of 
brass.  Tliis  replica  is  heavily  chrome-plated 
for  extra  beautii  and  protection.  Tlte  scope 
comes  unth  a  belt-looped  innyl  carrying 
case.  For  permanent  mounting  the  scope 
comes  with  an  exteruEHe  table-top  tripod. 

Admiral  Nelson's  Telescope™  is  the  outstanding  corporate  gift 
of  the  year.  We  can  apply  your  logo  in  quantities  of  100  or  moie. 
Call  Chris  Simpson  at  (415)  643-2810  for  more  information! 
since  1967 


2360  Third  St.,  San  Francisco,  CA  94107 


©  Order  by  toll-free  phone:  (800)  797-7367  or  (fastest!)  by  fax:  (415)  643-2818  ® 
Visit  our  website  at  www.haverhiils.com 


FREE 

CREDIT  REPORTS 


on 


i     12  Million  U.S.  Businesses 

@ 

businessCreditUSA.  com 

Includes:  Name,  Address,  Phone  &  Fax, 
Key  Executive(s),  #  Employees,  Sales  Volume, 
Lines  of  Business,  Years  in  Business  and  More. 
Visit  our  web  site  or  call  us  at  (888)  274-5325. 

An  infoVSA  Company  -  (NASD:  IUSA) 
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light  suds  won't  be  easy.  Anh( 
Busch,  Miller,  and  Coors  control 
the  market.  And  instead  of  havij 
flagship  brand,  Interbrew  will  sc 
tiple  labels,  making  its  strategy 
complex.  Even  importers  tend  t^ 
to  one  big  brand.  And  althou^ 
ported  beers  are  popular  in  the| 
experts  wonder  how  many  more 
labels  the  market  will  be  able  tl 
port.    Many    of   Interbrew's    bj 
moreover,  contain  more  alcohc 
tend    to    be    heavier    than    dor 
brews.  "You  can't  drink  a  12-p^ 
Bass  or  Leffe,"  says  Mitch  Mej 
beer  marketing  consult^ 

Zipatoni  Co.  in  St.  Louj 
Still,  U.S.  beermakei 

watching  Interbrew's  hd 


if 


Mlk!!!S 

fltROCK 


Rolling  Rock 
is  an  early  U.! 
success  story 
for  Interbrew 


f  gr 
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with  a  mixture  of  anxiety  and  res 
"They  are  very  competent  market 
says  C.  James  Koch,  founder  of  B 
Beer  Co.,  maker  of  Samuel  Adan 
beer  brand  that  will  likely  go  hes 
head  with  Interbrew's  quirky  liri 
Koch  predicts  that  expansion  by 
European  brewer  will  help  wrest 
ket  share  from  light-beer  makers, 
marketing  educates  drinkers  to  cl 
es,"  he  says. 

Smart  marketing  has  been  an  Ir 
brew  strong  point  since  the  comr. 
was  created  13  years  ago  from 
merger  of  two  regional  Belgian  bi  ^fn 
ers,  Jupiter  and  Stella  Artois.  Its 
big  scores  were  in  France,  where 
baye  de  Leffe  became  and  remains 
No.  1  import,  and  in  Britain,  wl  || 
Stella    soared    thanks    to    its    sr 
bish  slogan  "Reassuringly  Expensi 
"Stella  is  a  textbook  example  of 
mium  marketing,"  says  Alex  Bat( 
lor,  a  managing  director  at  consulta 
Interbrand. 

Elitism,  though,  can  be  a  toug  l\|S] 
sell  in  the  U.S.  Still,  Interbrew 
stealthily  moved  in  the  U.  S.  beer  n 
ket  with  early  success.  Now  Pow< 
goal  is  to  turn  Miller  time  into  Int 
brew  time.  tcoi 

By  William  Echih 
in  Leuven,  Belgi I 


122    BUSINESS  WEEK  /  JULY  24,  2000 


hd 


in  the 
'more  | 
able 
tfi 

aim! 

D  ill 


it 


/A 


y 


Of  jj 


rs  lira 


JCll 

m 


:ustomer  relationship  management      Reap  the  benefits 


f  great  customer  service.  We  can  show  you  how 
ur  customer  relationship  management'solutions 

jiaximize  the  way  you  and  your  customers  talk  to 
ach  other.  Even  integrate  your  sources  of  customer 
iformation,  allowing  you  to  deliver  superior  service 

I  lie  instant  a  customer  calls.  Let  our  people,  processes 
nd  technology  bring  more  productivity  to  your 

,  usiness.  And  more  profits  to  you. 
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Is  your 
company 
ready    for 
hyper-growth 


Get  Ready  With  AristaSoft,  The  IT  Department  For  High  Tech  Companies. 

Your  company  is  growing  super- fast  —  but  your  IT  infrastructure  isn't.  AristaSoft 
is  here  to  help.  We're  the  IT  department  for  high  tech  equipment  providers, 
ready  to  deliver  the  foundation  you  need  to  support  hyper-growth.  Our  unified, 
single-point-of-contact  solutions  bring  together  all  the  core  business  applications, 
services,  systems  and  networking  you  require. 

Built  on  best-in-class  capabilities  from  today's  most  respected  providers, 
our  solution  is  based  on  the  power  of  partnership.  Make  it  your  solution  by 
partnering  with  AristaSoft,  today.  And  get  ready  for  hyper-growth,  super-fast. 
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SOFT 


888.972.9950 

WWW. 

a  ristasoft.com 

AristaSoft 
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AristaSoti  and  the  AristaSoft  logo  are  trademarks  of  AristaSoft  Corporation  "The  IT  Department  for  High  Tech  Companies"  is  a  service  mark  of  AristaSoft  Corporation 
All  other  service  marks,  trademarks,  and  registered  trademarks  mentioned  herein  are  the  property  of  their  respective  owners. 


The  Fall  2000 

Executive  Education 

&  MBA  Directory 


Reach  5.1  million*  readers  worldwide  in  the  October  2 

issue  of  BusinessWeek  featuring  the  high  profile 

special  editorial  report 

"The  Best  of  the  Business  Schools". 

Don't  miss  this  opportunity  to  promote  upcoming 

programs  in  the  special  Executive  Education  and 

MBA  Directory.  To  learn  more  about  targeted  advertising 

opportunities,  call  1-800-424-3090 

or  fax  1-312-464-0512. 
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www.businessweek.com 


Closing  Soon.  Reserve  Space  Now! 
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The  latest  from  Dell 
doesn't  come  in  a  box 

Infrastructure  ♦  Architecture  ♦  E-consulting  ♦  Web  Hosting 


What's  the  latest  from  Dell?  Everything  you  need  to  build  a  successful  e-business. 
From  Internet  infrastructure  and  architecture  planning,  to  e-consulting  ana  web  hosting. 

Want  a  reference?  Monster.com  knows  how  E  works,  powering  their  Internet  business 
with  Dell  PowerEdge®  servers  with  Intel®  Pentium®  III  Xeon™  Processors. 

Dell  knows  how  E  works.  Visit  www.dell.com  or  call  1-877-How-E-Works. 


D0LLOCOM 


Dell  offers  a  complete  line  of  Intel®- based  systems.  Expand  your  e-business  with  robust  Dell  PowerEdgl 

pentium®///    servers  based  on  the  Intel  Pentium®  ill  Xeon'"  Processor,  including  the  PowerEdge  8450  with  up  to  eigff 

xeon,"|*     processors  and  expandable  to  32GB  RAM 

Intel,  the  Intel  Inside  logo  and  Pentium  are  registered  trademarks,  and  Pentium  III  Xeon  is  a  trademark  of  Intel  Corporation  Dell,  PowerEdge,  and  the  Dell  logo  are  registered  trademarks  of  j 
Dell  Computer  Corporation  Dell  E  Com  and  How  E  Works  are  trademarks  of  Dell  Computer  Corporation  ©2000  Dell  Computer  Corporation  All  Rights  Reserved 
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Looking  for  a  Cruise? 
Set  Sail  on  the  Web 

It  may  not  have  all  the  answers,  but  it's  a  good  place  to  start 


BY  JENNIFER  LEE 

hen  Karen  Thompson  got  serious  about 
planning  a  cruise  for  her  family,  finding 
time  to  check  out  the  options  wasn't 
easy.  As  the  mother  of  two  teenage 
girls  and  a  college-age  son,  she  spends 
hours  shuttling  to  soccer  games  when 
she  isn't  teaching  at  a  local  private 
school  or  caring  for  her  sprawling  Pasadena 
(Calif.)  home.  So  Thompson  started  scanning  the 
Internet,  via  Yahoo!,  hoping  to  save  time. 

Visiting  various  Web  travel  sites, 
she  turned  up  oceans  of  info  on  her 
desired  destination-r-the  Caribbean — 
but  wound  up  opting  for  a  shorter 
three-day  trip  from  Los  Angeles  to  Ensenada, 
North  Baja  California,  Thompson  says  the  Web 
worked  wonders  for  her  research,  but  when  it 


came  to  making  reservations,  she  phoned  her 
trusty  travel  agent.  "I  wasn't  going  to  trust 
some  Internet  site  that  may  not  be  run  by  a 
travel  agent  who  knew  what  he  was  doing,"  she 
says.  "I'd  rather  talk  directly  to  the  person  who's 
booking  a  trip  for  me." 

That's  the  quandary  facing  would-be  cruisers 
today.  With  more  than  25  ship  lines  offering 
more  than  0,800  domestic  and  international  claus- 
es, the  Internet  offers  an  easy  way  to  negotiate 
the  maze  of  choices.  But  when  it  comes  time  to 
plunk  down  as  much  as  $20,000  per 


Travel 


person  and  provide  their  credit-card 

numbers  over  the  Web,  many  folks  still 

prefer  the  comforting  voice  of  a  real, 

live  agent  to  guide  them  through  the  unfamiliar 

territory  of  booking.  Since  travel  agents  don't 

necessarily   reveal   all   the   potential    pitfalls. 
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Be  Wary 


►  Is  the  Web  site  secure? 
Usually,  a  small  lock  on  the 
page  says  no  one  can  tap  into 
the  site  and  swipe  your  cred- 
it-card number. 

►  What's  the  site's  phone 
number?  A  service  should 
confirm  online  reservations 
within  24  hours  by  e-mail  or 
phone.  If  it  doesn't,  you'll 
need  a  number. 

►  Is  the  cruise  designed  for 
your  age  group?  A  $300 
cruise  can  seem  like  a  great 
bargain — but  be  all  wrong 
for  you. 

►  Is  the  ship  newly 
commissioned?  If  so, 
wait  a  while.  Maiden 
voyages  can  be 
delayed  repeatedly. 


though,  landlubbers  pining  for  some 
salt  air  probably  should  start  with  the 
Internet,  then  decide  later  whether  to  book 
online  or  go  through  a  conventional  agent. 
A  handful  of  cruise  lines  do  offer  electronic 
booking,  and  you  can  reserve  and 
pay  online  for  a  wide  range  of  trips 
through  some  of  the  larger,  general 
travel  sites,  including  mytravelco.com 
and  travelocity.com  (table).  Perhaps 
the  most  user-friendly  is  Disney's  new 
travel  site  (disneytravel.com),  though  it 
offers  only  its  own  cruises. 
TASTE  TESTS.  The  Internet's  forte  is 
its  wide  range  of  information  and  in- 
formed opinion.  Travelocity,  for  ex- 
ample, lets  you  search  by  region  of 
the  world,  cruise  line,  or  type  of  voy- 
age— for  example,  trips  for  singles, 
families,  or  gays  and  lesbians.  Expe- 
dia  lists  more  than  250  free  cruise 
reviews  by  Douglas  Ward,  president 
of  the  British  cruise-rating  company 
^^  Maritime    Evalua- 
|  tions  Group. 

For  the  real 
lowdown,  Caribbean 
Cruise  Center  (cruise- 
connection,  com)  provides  a 
lengthy  list  of  ship  reviews 
by  cruisers  themselves  on  such 
topics  as  food  quality.  For  answers 
to  specific  questions,  cruisecritic.com 
posts  message  boards  for  most  cruise 
lines.  If  you're  especially  particular,  you  can 
check  the  Web  site  of  the  Centers  a^^. 
for  Disease  Control  (www.cdc.gov), 
which  conducts  unannounced  sani- 
tation checks  on  cruise  ships  twice 
a  year. 

Many  sites  offer  photos  of  each 
ship's  restaurants,  pools,  and  guest 
rooms.  The  best  shots  can  be 
found  at  mytravelco.com,  which 


Smart  Sailing  on  the  Net 


SITE  (WWW.) 

mytravelco.com 

cruisecritic.com 

cruisemagic.com 

travelocity.com 

expedia.com 

disneytravel.com 


FEATURES 

Stunning  360-degree  onboard  pictures  and  cruise  re- 
views by  travelers.  Can  book  online  in  real  time. 

Comprehensive,  frequently  visited  message  boards. 
Good  place  to  start  for  first-time  cruisers. 

Abracadabra's  site  smartly  combines  online  research 
with  good  customer  service  by  phone. 

Can  shop  by  destination,  region,  and  line  of  interest 
and  book  online  in  real  time. 

Ship  reviews  by  an  expert,  plus  a  currency  converter, 
travel  advisories,  and  other  traveler's  "tools." 

Seven-step  online  booking  process  makes  planning 
entire  trip  simple. 


provides  a  panoramic  virtual  toul 
different  ships  on  19  cruise  lines:  | 
few  clicks  of  the  mouse,  you 
tate  the  view  a  full  360  de£ 
After  homing  in  on  an  aj. 
cruise,  the  next  step  is  pricing 
If  you  don't  live  near  a  port  of  cal 
likely  have  to  pay  for  not  only  the  cruise  itj 
also  plane  tickets,  ground  transportatk 
maybe  even  a  short  hotel  stay.  Not  ever\ 
site  provides  all  this  information,  but  some 
you  about  all-inclusive  packages  and  othe 
link  you  to  sites  detailing  airfare  and  hotel  I 
Expedia  offers  perhaps  the  broadest  ra| 
pricing  data,  with  up  to  1,000  different 
at  any  given  time,  along  with  informatl 
flights,  hotels,  and  car  rentals. 

Finding  the  right  price  for  a  cruise  canl 
times  take  a  bit  of  dog-paddling.  That] 
mean  submitting  information  to  an  online! 
such  as  Abracadabra  (cruisemagic.com). 
cadabra  asks  for  the  number  of  passengj 
your  party  and  the  desired  point  of  deps 
Within  24  hours,  the  site  says,  an  agen^ 
back,  outlining  the  options  and  the  costs. 
price  seems  right,  you  can  arrange  a  mi 
satisfactory  method  of  payment — or  pay  byj 
it  card  over  the  Web. 
MIXED  BAG.  Just  as  in  the  airline  industry, 
no  rule  of  thumb  regarding  how  to  get  th^ 
price  on  a  cruise.  Sometimes  conventional 
agents  will  have  it,  sometimes  the  Web.  Sc 
around.  Jim  Solomons,  a  public  information 
at  the  Orange  County  (Fla.)  sheriffs  office,! 
found  that  Disney  can  sometimes  beat  Di 
After  two  months  of  scouring  the  company's] 
Solomons  decided  to  call  its  tofl 
line,  where  a  represent| 
suggested     a     package 
would  save  him  45%.  Th« 
The  ship  was  scheduled  tl 
part  in  two  days. 

Regular  travel  agents  si 
times  charge  more  but  offeii 
vices  and  advice  that  arenl 
ways  available  online.  On 
sites,  it's  difficult  to  locate 
that  may  apply  if  a  booking  is 
celed,  and  sometimes  cancelli 
fees  are  hard  to  find  or  are  in 
print.  That  shifts  one  of  the  travel  agent's 
sponsibilities  to  the  Net  surfer.  And  if  the 
eler  has  a  special  medical  or  dietary  need, 
handicapped,  the  site  may  not  indicate  whe 
the  ship  is  up  to  the  job.  Most  agents  could 
swer  that  question. 

For  now,  making  cruise  reservations  on  the 
ternet  remains  something  of  a  mixed  bag.  If 
want  a  tidal  wave  of  information  before  maki 
decision,  there's  no  better  place  to  start, 
even  if  you're  pretty  clear  on  where  you  wan 
sail,  the  Web  can  be  a  great  place  to  pinpoint 
cruise  that  best  suits  you.  But  if  you're 
Karen  Thompson,  who  wants  to  minimize 
risk  and  get  some  personal  attention,  trajpt 
agents  may  still  be  a  lifesaver. 
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TO  PERSONALIZE  EVERY 
INTERACTION  WITH  EACH 
CUSTOMER  AND  PROSPECT." 

TO  ELEVATE  CUSTOMER  VALUE 
WITH  EVERY  CUSTOMER  CONTACT. 


TO  INCREASE 
NEED  OUR  MARKETING 

EFFICIENCY,  TODAY." 


TO   REDUCE  CUSTOMER  CHURN 


TO   LINK  MY  INTERNAL  AND 
EXTERNAL  SALES  FORCE 
THROUGH   OUR  WEB  SITE." 


Just  try  to  prioritize  your  e- Business  list.  It's  difficult  because  you  need  it  all.  Now.  ONE  can  help. 

We  are  an  e-Business  firm  specializing  in  the  development  and  implementation  of  strategies  which  leverage  technology 
to  create  market-leading  customer  relationships.  Our  specialized  processes  guide  us  as  we  help  vou  plan,  implement,  and 
support  a  customer-centered  e- Business  solution  that  accomplishes  exactly  what  you  need  it  to.  In  the  time  you  need  it  to. 

Create  your  personalized  customer.  Call  ONE  at  1-877-393  8000.  OrvisitourWebsiteatwww.oneco.net. 


Unlock  Your  Customer  Potential " 
'E01    W  KB  SITES.  CALL  CENTERS.  SALES  CHANNEL  AUTOMATION.  CUSTOMER  PROFILING    DIRECT  \l  VRKETING.  CON  I  I  \  I  MANAGEMEN1 
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Protect  yourself  and  your 
children  with  good  parenting 
and  the  right  insurance 

BY  ELAINE  S.  SILVER 

Car  crashes,  vandalism,  date  rape:  Dark 
impulses  can  be  released  when  teenagers 
mess  with  alcohol,  drugs,  and  sex.  The  af- 
termath can  wipe  out  a  family's  financial 
resources.  This  is  why  parents  of  teens 
need  to  put  together  an  adolescent  risk 
management  program. 
The  best  protection  combines  financial  safe- 
guards with  a  hefty  dose  of  good 
parenting  and  acceptance  of  the  pos- 
sibility that  even  the  best  kids  can 
get  into  trouble.  "Parents  just  do 
not  want  to  believe  that  their  children  are  in- 
volved in  alcohol  or  drugs,"  says  David  Mc- 
Carthy, chief  of  the  Greenfield  (Mass.)  police  de- 
partment. But  they  often  are — and  your  home  is 
the  first  danger  zone. 

Consider  the  travails  of  Arthur  and  Sheila 
Reyer  of  Merrick,  N.  Y.  Unknown  to  them,  their 
17-year-old  daughter,  Heidi,  hosted  a  fraternity 
party  in  their  house  while  they  were  away.  A 
boy  punched  a  girl  in  the  face,  breaking  several 
bones,  and  a  nine-year  legal  battle  ensued.  The 
Reyers'  homeowner's  insurer,  State 
Farm  Insurance,  paid  the  $90,000 
in  damages  after  an  appellate  judge 
found     Heidi     responsible — even 
though  she  threw  no  punches. 
UMBRELLAS.  Look  at  your  home- 
owner's policy.  Does  it  cover  per- 
sonal liability  in  addition  to  prop- 
erty damage?  Normally  you  want 
$300,000  to  $500,000  of  personal  lia- 
bility, which  will  also  cover  legal 
expenses.  If  you  have  more  than 
one  home,  or  if  you  have  a  boat, 
you  might  want  an  umbrella,  or  ex- 
cess, policy  that  shields  you  more. 
Umbrellas  are  relatively  inexpen- 
sive, starting  at  $200  per  year  for 
$1  million  in  coverage.  The  most 
common  are  written  for  $1  million 
to  $5  million.  But  some  insurers, 
such    as    American    International 
Group  and  Chubb,  provide  policies 
of  up  to  $25  million,  which  are  usually  tailored 
for  high-profile  people.  But  check  for  exclusions. 
For  example,  an  umbrella  won't  cover  addition- 
al damages  caused  by  your  child's  use  of  a 
boat  if  the  primary  policy  excludes  it. 

Some  parents  think  they  can  maintain  con- 


Families 


trol  by  hosting  prom  night  or  graduationifcl 
where  they  provide  the  alcohol.  But  if  a  m 
the  party  is  involved  in  a  car  crash,  the  n 
can  be  staggered  by  lawsuits.  The  liabim| 
with  whoever  controls  the  liquor,  warns  to 
Beitman,  a  Massachusetts  lawyer  and  aifl 
Liquor  Liability:  A  Primer  for  Winnvn 
Case  (American  Law  Institute/Americ* 
Assn.,  1999;  $129.50).  "Courts  that  have 
social  host  liability  laws  have  been  com 
expanding  liability  to  parents,"  he  says 
Worse,  giving  alcohol  to  minors  is  aga: 
law  in  all  but  six  states,  so  parents  coul 
the  hook  for  more  than  money.  In  Medina 
last  year,  David  and  Anna  Jurgens  were 
ed  for  throwing  a  party  where  the  smell 
ijuana  filled  the  air  and  the 
flowed.  Two  school  buses  cartt 
16-year-old  son's  friends  to  tht 
station.  Convicted  of  furnish 
cohol  to  minors,  David  served  30  days 
and  Anna  60  days,  and  each  paid  a 
$250  fine.  In  another  case  that's^ 
still  ongoing,  two  parents^ 
in     tony     Pound 
Ridge,    N.Y.,    are 
charged  with  endanger- 
ing the  welfare  of  a  child 
by   permitting   a   party 
with  underage  drinkers. 


Even  without  alcohol 


Insurance  Tips 

►  Make  sure  your  homeowner's  poli- 
cy covers  personal  liability  as  well 
as  property  damage 

►  Consider  an  umbrella  (excess) 
policy,  which  provides  more 
coverage  in  a  worst-case 
scenario — especially 
if  you  have  a  boat  or   Ak 
a  second  home  £t 


►  Check  for  any  ex- 
clusions (for  boats, 
say,  if  minors  oper- 
ate them)  in  home- 
owner's and  umbrella 
policies 
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nd  teens  are  an  explosive  mix.  In  a  recent 

,  by  Liberty  Mutual  Group,  77%  of  the 

surveyed  said  they  frequently  speed,  and 

Imitted  they  don't  wear  seat  belts  much  of 

iif.  According  to  two  other  studies,  one  by 

Hopkins  University  and  the  other  by  the 

lal  Highway  Traffic  Safety  Administration, 

just  one  teen  passenger  in  the  car  in- 

the  risk  of  a  fatal  accident  by  an  as- 

25%  to  30%. 

5  IG  HELL.  Protect  your  child  by  instituting 

sat 


Ld  aduated  driver  licensing  recommended  by 
.  S.  Transportation  Dept.,  even  if  your 
s  not  one  of  the  43  where  it's  required  in 
form.  Typically,  stage  one  allows  teens  to 
only  in  the  daytime  with  an  adult.  If 
on't  have  any  accidents  or  get  any 
s  for  six  months,  they  can 
to  stage  two.  Then  the 

gjj  jer  can  drive  alone  in  the 


daytime,  bul  musl  still  be  accompanied  i>y  an 
adult  at  night.  The  teen  reaches  stage  three 
once  he  or  she  has  successfully  completed  two 

years  at  stage  two,  tinned   18,  arid  avoided  tick 

eta  and  crashes. 

But  it's  up  to  the  parents  to  enforce  the  dri 

ving  restrictions.  Moreover-,  if  you  own  the  car, 
you  may  be  financially  responsible  for  damages 

if  the  driver-  doesn't  have  sufficient  insurance — 
and  damages  can  easily  exceed  your  auto  in- 
surance coverage.  In  New  York  State,  the  av- 
erage tort  award  for  an  arm  injury  of  any  kind, 
for  instance,  is  more  than  half  a  million  dol- 
lars. So  make  sure  your  auto  and  umbrella  in- 
surance adequately  cover  personal  liability,  says 
Don  Griffin,  a  director  at  the  National  Associa- 
tion of  Independent  Insurers.  "Since  the  amount 
of  money  available  through  auto  insurance  poli- 
cies is  not  enough,"  he  warns,  "the  car  owner  is 
at  risk  of  losing  his  home,  cash,  and  stocks." 

The  dangers  aren't  limited  to  your  vehicles 
and  home.  Unsupervised  Senior  Week  vacations  in 
Canciin  or  hotel  stays  after  the  senior  prom  may 
be  rites  of  passage,  but  there's  no  insurance  for 
sexual  misconduct.  Date  rape — forced  sexual  re- 
lations between  acquaintances — obviously  can 
have  lasting  effects  on  the  victim.  At  the 
same  time,  the  fiscal  resources  of  the  perpe- 
trator's family  can  be  destroyed  by  legal  fees 
and  civil  and/or  criminal  judgments. 

Daughters  can  be  taught  skills  to  avoid  risky 
situations.  But  parents  should  also  teach  sons 
not    to    violate    boundaries    and    give    them 
guidance  about  just  what  constitutes  sexual 
consent.  "Boys  may  make  the  mistake  of  as- 
suming that  girls  are  under  some 
kind  of  obligation  to  say  no 
at  least  once  or  twice  before 
they  'give  in,'"  says  Car- 
leton     Kendrick,     family 
therapist  and  adviser  at' 
familyeducation.com. 
Plain  old  hell-raising  can  be 
costly,  too,  as  the  parents  of 
nine  teenagers  in  West  Wind- 
^    sor,  N.  J.,  recently  discovered. 
They'll  probably  have  to  shell 
out  more  than  $2,000  each  as  pay- 
ment for  a  night  of  golf  cart  de- 
molition derby  at  a  local  course 
last  April.  In  this  case,  the  kids 
apparently     w7anted     to     be 
caught.  They  took  pictures  of 
themselves  next  to  the  carts, 
then  left  the  camera  and  film 
at  the  scene  of  the  crime. 
"The  nice  part,"  says  West 
Windsor      police      captain 
Joseph  Pica,  "was  when  we 
went  to  the  parents  and 
said  their  kids  were 
involved.  After  they 
saw  the  photos,  they 
couldn't     deny     it." 
And    facing    reality 
is    the    cornerstone 
of  every  good  teen 
risk       management 
program.  a 


Parental 
Reminders 

►  Know  where 
your  children  are 
going  and  who 
will  supervise 
them.  Find  out  if 
they  actually 
showed  up  at  that 
destination. 

►  Plan  teen  par- 
ties in  advance, 
be  an  active  chap- 
erone,  decide  on 
the  rules  and 
guest  list,  and 
stick  to  them. 

►  Don't  host  a 
party  where  mi- 
nors are  served 
alcohol.  It's  illegal 
in  most  states, 
and  you  may  be  fi- 
nancially liable  for 
misdeeds  by  your 
children's  guests. 

►  Insist  that  your 
teenager  driver 
pass  the  U.S. 
Transportation 
Dept.'s  graduated 
driver  licensing 
regimen. 

►  Understand  that 
if  you  own  the  car, 
you  are  financially 
responsible  for 
damages  if  your 
child  is  behind  the 
wheel. 
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Mutual  Funds 


Nothing 
But  the  Best 


Shawn  Lytle  picks  the  global  stars  for  J. P.  Morgan 

In  May,  1998,  the  J. P.  Morgan  Global  50  Fund 
launched  a  worldwide  search  for  the  50  best 
large-company  stocks.  The  goal:  beating  the 
))iarket  without  extra  risk.  So  far,  so  good. 
Through  June  30,  the  $161  million  fund  re- 
turned a  yearly  average  of  17.9% — more  than 
three  percentage  points  higher  ttuin  its  bench- 
mark, the  msci  World  Index.  To  see  what  the 
fund,  which  has  clones  for  European  and  Japan- 
ese investors,  is  up  to,  business  week's  Robert 
Barker  reached  co-nwnager  Shawn  Lytle  in  Mor- 
gan's London  office.  Edited  excerpts  of  their  dis- 
cussion follow: 


J.P.  Morgan 
Global  50 


This  is  a  stock  that  was  not  in  the  initi 
lio,  but  we  bought  it  soon  after,  in  Au 
It  had  seen  a  significant  sell-off  in  the 
turbulence  of  the  Asian  crisis  and  the 
ruble  devaluation. 


Q:  Is  it  now  time  to  sell  Philips? 
A:  No.  Philips  is  a  diversified  compan; 
semiconductors,  it  has  the  consumer-ele 
business — and  that's  a  business  that  the 
reengineered  and  that  has  come  up  with  1 
new  products  with  nicer  designs,  sexier  «fs 
What  has  really  surprised  the  Street  andlu 
to  drive  the  stock  during  the  past  several  |( 
is  positive  news  on  the  mobile-phone  M 
looks  like  that  business  is  going  to  breafi 
sooner  than  the  market  thought.  That's  \i 
still  see  some  upside  potential  in  the  stocj; 

Q:  Sony  had  been  your  top  position  at 
ginning  of  the  year.  Do  you  still  own  it? 
A:  We  sold  it  in  June.  We  feel  that  a  lot 
[bullish]  story  with  the  Playstation2  and  til 
solidation  of  its  businesses  is  in  the  stocl<L 
We  bought  the  stock  in  October,  1998,  | 
was  up  168%  since.  We  just  decided,  giv 
sell-off  in  U.S.  tech,  that  it  was 
time  for  us  to  move  out  of  Sony  a: 
the  money  into  Sun  Microsysten 
want  to  go  with  the  best  new  oppoi 
on  the  infrastructure  side. 


TICKER 
SYMBOL 


JPMGX 


ASSETS 


TOTAL 
RETURN  SINCE 
INCEPTION* 


$161  million 
17.9% 


' 


YTD  TOTAL 
RETURN** 


0.0% 


EXPENSE 
RATIO 


1.5% 


LARGEST  HOLDINGS 

Philips  Electronics, 
Chartered  Semiconduc 
tor,  Alcatel 


Q:  How  about  Cisco  Systems? 

A:  It  had  been  for  a  long  time  ou 

U.  S.  tech  stock.  We  still  like  it. 

Q:  What  else  have  you  dropped  fro 
portfolio  recently? 
A:  China  Telecom.  It  was  a  stock  th 
liked  in  the  wireless  space.  Clearly,  ii 
na  it  had  the  leadership  position.  ^ 
cided  to  sell  it  based  on  some  short 
concerns  over  market  share  becaus 
other  player  was  coming  into  the  m 
China  Unicom,  which  we  bought  i 
initial  public  offering.  It's  now  about 
of  the  portfolio  and  is  up  about  12% 


^Annualized,  May,  1998, 
through  June  30,  2000 
"Through  July  6 

DATA:  COMPANY  REPORTS 


TIME  ON  HIS  HANDS: 

Lytle  is  bullish  on 
AOL/Time  Warner 


Q:  How  do  you  find  stocks  to  buy? 
A:  Instead  of  thinking  of  the  world  as  different 
regions  and  then  trying  to  pick  the  best  compa- 
nies in  the  U.  S.,  Europe,  and  Japan,  we  think  of 
the  world  as  19  different  [industry]  sectors.. We 
really  try  to  pick  the  best  companies  in  each  of 
those  sectors,  based  on  what  our  analysts'  fun- 
damental valuation  tools  are  telling  us. 

Q:  What's  your  biggest  position? 

A:  Philips  Electronics.  It's  about  3.5%  of  assets. 


Q:  Any  other  recent  additions? 
A:  Time  Warner,  as  a  nice  proxy  int 
combined  AOL/Time  Warner  compar 
was  selling  at  a  discount  [earlier 
year].  We  do  think  that  this  is  a 
strong  combination  of  both  content 
access.  We  think  that  the  AOL  model  is 
strong,  and  you  can  value  the  company  the 
you'd  value  a  cable  company. 

Takeda  Chemical  is  [another]  business 
we  had  been  eyeing  and  that  our  Japa: 
health-care  analyst  had  been  pounding  the 
[for].  We  added  it  in  February.  Takeda  Cher 
is  one  of  the  larger  pharma  companies  in  Ja 
It  again  has  a  very  strong  cost-cutting  or 
structuring  story.  And  they  have  a  very  sti 
diabetes  drug  that  they're  marketing  in  the  1 
under  the  name  of  Actos. 


u 
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I  AvantGo 

YOU'RE   ALWAYS  WITH   IT 


00,000     RESTAURANT     REVIEWS.     TO     GO. 


AvantGo  delivers  the  best  restaurant  and  hotel  guides- 
including  Fodors.com  and  RestaurantRow.com -right  to  your 
handheld  or  Web-enabled  cell  phone.  So  you  can  find  a 
place  to  suit  your  taste,  no  matter  where  you  are. 

get  it  free  at  www.ava ntgo.com 
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GRANDMA  SAID 

BUY  WHAT  YOU  KNOW 

June  Spirer  was  anything  but  a  typical  six- 
year-old.  On  Friday  nights,  when  her  friends 
might  have  been  playing  with  dolls  or  watch- 
ing TV,  June  would  curl  up  in  her  grandfather's 
lap  and  read  the  stock  tables  in  the  New  York 
Herald  Tribune.  "It  was  just  part  of  my  life," 
says  Spirer,  now  50.  After  her  grandpa  died, 
Spirer's  grandmother  took  over  the  family  stock 
portfolio  and  continued  Spirer's  financial  educa- 
tion. "She  taught  me  to  buy  what  I  know,"  says 
Spirer. 

That  early  training  paid  off.  A 
marketing  consultant  and  a  psycholo- 
gist in  Manhattan  and  Southampton, 
N.Y.  (where  she  owns  the  restaurant 
75  Main),  Spirer  is  also  a  highly  suc- 
cessful investor.  Divorced  since  her 
early  30s,  she  has  amassed  a  $4  mil- 
lion portfolio  on  an  annual  salary  that 
ranges  from  $100,000  to  $200,000.  Her 
account,  split  evenly  between  stocks 
and  bonds,  has  had  a  total  return  of 
about  5%  so  far  this  year  and  an  an- 
nualized three-year-return  of  approx- 
imately 25%.  That  is  about  seven  per- 
centage points  better  than  the 
Standard  &  Poor's  500-stock  index. 

Although  Spirer  began  her  stock- 
market  studies  earlier  than  most  in-  " 
vestors,  she  relies  on  a  financial  adviser,  Sa- 
lomon Smith  Barney  Senior  Vice-President  Linda 
Rhodes,  to  plot  strategies.  With  Rhodes,  Spirer 
identified  her  investment  goals  and  devised  an 
asset-allocation  plan  to  reach  them.  "I've  a  plan 
for  everything  else  in  my  life,  why  not  for  my  fi- 
nances?" Spirer  says. 

She  was  entirely  in  equities  until 
1994.  That  aggressive  strategy 
changed,  however,  after  she  adopted 
the  first  of  her  two  sons,  Teddy,  now 
6,  and  Liam,  now  3.  As  a  single  moth- 
er, Spirer  wanted  to  be  sure  "that  if 
something  happens  to  me,  there  is  a 
ready  source  of  income  for  my  boys." 
So  she  put  $2  million  in  municipal 
bonds — which  most  experts  would 
agree  is  extremely  conservative  for 
someone  her  age.  But  with  that  cush- 
ion, Spirer  is  able  to  invest  aggres- 
sively with  her  remaining  funds.  In- 
cluding a  separate  retirement  account, 
all  of  the  assets  are  in  equities,  with 
as  much  as  40%  of  the  portfolio  in 
technology  and  biotech  stocks.  Her 
top  holdings  now  include  Nokia,  Intel, 
Microsoft.  America  Online,  Sun  Mi- 
crosystems,  and    Amgen.    But   she 


BY  TODDI  GUTNER 

June  Spirer  has 
been  tracking 
stocks  ever  since 
she  was  a  child. 
Here  is  how  she 
amassed  a  $4 
million  portfolio 


makes  sure  to  keep  each  of  these  core 
3%  or  less  of  the  portfolio.  When  thd 
past  10%,  she  sells  off  some  of  her  sharej 
did  with  Amgen  in  January. 

Spirer's  love  affair  with  tech  stoct 
back  in  1984  when  she  bought  a  Compal 
to  write  her  dissertation.  Remernbeil 
grandma's  admonition  to  buy  what  yol 
Spirer  then  purchased  some  Compacf 
"Something  told  me  this  was  the  wave  oj 
ture,"  she  says.  Today,  she  gets  new  ic 
keeps  up  with  the  market  by  watchinl 
reading  The  New  York  Times,  consultij 
Rhodes,  and  keeping  her  eyes  and  ears 

For  example,  Spirer  got  the  idea  to  bul 
Computer  in  1997,  when  everyone  said  itl 
but  dead.  She  knew  a  lot  of  movie  foil 


Spirer's  Investment 
Strategy 

ASSET  ALLOCATION  $2  million  in 
municipal  bonds,  $2  million  in 
equities 

FAVORITE  STOCK  Microsoft 

TACTICS  Invests  quarterly, 
places  no  more  than  3%  of  her 
portfolio  into  a  single  stock, 
and  sells  when  a  position  in  a 
stock  has  lost  $5,000  to 
$7,000 

RESULT  Three-year  annualized 
return  of  25%;  year-to-date,  5% 


NO  WORRY:  Spirer  has  salted  away  a  fund  for  her  sol 


used  an  Apple  film-editing  system,  and  she 
Apple  was  big  in  educational  software, 
was  the  deciding  factor?  "When  Bill  Gat^ 
money  into  Apple  [in  1997],  so  did  I." 
shares  now  trade  more  than  500%  higher.  I 
BREATHER.  Despite   her  enthusiasm  for] 
stocks,  their   pullback  this  spring  came  as 
surprise.  She  had  stopped  buying  last  fall,  I 
six  months  before  they  peaked.  "Sooner  orj 
I  knew  there  had  to  be  a  correction,"  she| 
When  the  market  fell,  Spirer  turned  off 
and  computer  for  a  week  and  even  stopped  I 
ing  the  newspapers.  "Now  is  the  time  tl 
wait,  and  let  the  market  collect  itself." 

Although  she  says  she's  a  long-term  invj 
Spirer  disciplines  herself  to  sell  once  she  [ 
$5,000  to  $7,000  on  a  position— as  she  did) 
Oxford  Health  Plans  and  Informex,  a  dad 
company.  She  gets  out  "because  I  know  my 
ey  could  be  working  better  elsewhere."! 
with  her  lifetime  of  interest  in  stocks,  she  h\ 
trouble  finding  where  to  turn  next. 


BusinessWeek  online 


For  more  on  women  and  investing,  or  to  join 

a  discussion  in  our  forum,  see  hers. online  at 

www.businessweek.com/investor/ 


QUESTIONS?  COMMENTS?  E-mail  hers@businessweek.com  or  fax  (212)  512-2538 
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i/Ve  know  you're  working  harder  than  ever, 
we  made  the  new  Netscape  easier  than  ever. 


Convenient 

Whatever  you  need  to  find  on  the  Web,  you'll 
find  it  faster  and  easier  with  Netscape  Search. 


Book  Uard    Add  Buddy     Block: 


Kate:  are  you  there? 
Alan:  on  the  phone 
Kate:  meeting  moved  to  1, 
can  you  be  ready? 


Connected 

New  Netscape'  WebMail  and  Instant  Messenger 
keep  you  in  touch  with  the  people  in  your  life. 


Stocks 


EHIDES 


IsymbolI  price    CHANGE  I 


Mv  Portfolio 


DJIA         10.619.70      -98.30 
Nasdaq       4,471.46     +50.69 


Customized 

Your  own  customized  start  page  keeps  al 
your  important  information  in  one  place. 


Try  the  new  Netscape  today. 
(So  from  now  on,  you  can  work  a  little  less.) 

FREE  at  Netscape.com 


©  2000  Netscape  Communications 
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The  Barker  Portfolio 


RUNNING  WITH 
A  BOND  BULL 


BY  ROBERT  BARKER 

Loomis  Sayles's 
Dan  Fuss  tells  how 
he  finds  winners 
-and  avoids  "the 
crocodiles" 


Not  long  ago,  I  was  sitting  down  at  an  in- 
vestment conference  to  talk  with  Dan  Fuss, 
a  Loomis  Sayles  veteran  who  is  to  bonds 
what  John  Templeton  was  to  stocks — the  first, 
best,  globe-trotting  value  investor.  Suddenly, 
Vanguard  Group  founder  Jack  Bogle  popped  in 
the  room.  He  swiftly  sized  up  the  situation. 

"Bonds!"  he  boomed.  "They're  the  best  in- 
vestment now.  Good-quality  corporates  are  pay- 
ing 8%."  Fuss  smiled,  but  looking  after  $15  billion 
of  other  people's  money,  he's  acutely  aware  of  the 
risks,  especially  if  the  Federal  Reserve  keeps 
tightening  credit.  "Can  I  quote  you  on  that?" 
Fuss  replied.  "Will  the  Fed  guarantee  it?" 

For  42  years,  Fuss  has  been  balancing  bonds' 
opportunities  and  dangers — or,  as  he  calls  them, 
"crocodiles  just  below  the  surface."  Usually,  the 
opportunities  tilt  his  way.  After  fees,  his  invest- 
ment-grade portfolios  since  1986  have  returned 
10.9%  in  the  average  year,  against  the  8.5%  of 
the  Lehman  Brothers  Ag- 
gregate Bond  Index.  His 
"high-yield,"  or  junk-grade, 
portfolios  performed  even 
better,  up  13.1%  against 
the  Credit  Suisse  High 
Yield  Index's  9.8%. 

Fuss,  who  turns  67  in 
September  and  has  no 
plans  to  retire,  hasn't  es- 


Uncommon  Returns 


LOOMIS  SAYLES 
BOND  FUND 


AVERAGE  LONG-TERM 
BOND  FUND 


LEHMAN  BROTHERS 
AGGREGATE  BOND  INDEX 


0  3  6  9 

►  PERCENT 

-FROM  MAY  31,  1991.  TO  JUNE  30,  2000 
DATA:  MORNINGSTAR  INC. 


FUSS:  His  invesment- 
grade  portfolios  have 
returned  an  average 
of  10.9%  since  1986 


tablished  that  track 
record  by  sticking 
with  the  pack. 
"Fixed-income  man- 
agement has  become 
more  and  more 
quantitatively  ori- 
ented," observes 
Mark  Wright,  the 
Morningstar  analyst 
who  knows  Fuss 
best.  "But  he  oper- 
ates a  lot  more  on 
common  sense  and 

fundamentals He's  one  of  those  crotchety  old 

men  who's  stuck  in  his  ways." 

Does  common  sense  always  make  Fuss  right?- 
No.  He  wrongly  anticipated  a  ruling-party  vic- 
tory in  Mexico's  recent  presidential  election,  for 
instance.  But  he's  ever  careful.  A  perfect  exam- 
ple is  what  Wright  calls  Fuss's  "obsession  with 


call  protection."  When  a  bond  issuer  re 
bond  before  its  final  maturity,  it  usually  I 
vestors  in  the  lurch:  flush  with  cash  but  I 
anywhere  quite  so  rewarding  to  reinvest: 

Many  bond  managers  now  assess  call 
tistically — the  way  actuaries  reckon  i: 
risks — and  accept  a  certain  tolerable  le 
Fuss,  who  digs  deeply  into  the  legalese 
covenants  to  avoid  unpleasant  surpris 
once  told  me,"  Wright  says,  "that  his  40 
managing  bond  funds  was  a  continuous 
bond  issuers  taking  bonds  that  you  want 
away  from  you." 

GLOBAL  GOULASH.  So  when  I  asked  F 
his  portfolio  was  positioned,  he  was  quic 
solid  call  protection  along  with  a  relative 
term  average  bond  maturity  of  nearly  1 
plus  a  higher-than-usual  average  credit 
The  makeup  of  his  $1.7  billion  flagsh1 
Loomis  Sayles  Bond  Fund  (chart),  shows 
conventional  thinking.  It  is  a  global  go 
bond  maturity,  coupon  rate,  and  quality. 
are  domestic  industrial  bonds,  includi 
vertibles,  from  Philip  Morris,  Baker  Hug] 
Loews,  along  with  such  offerings  as  a  B 
Bank  issue  maturing  in  2029,  lots  of  Cj 
public-sector  bonds,  plus  a  few  select  1 
Latin  America.  He's  moving 
there  as  Asian  wagers  mad< 
years  back,  such  as  Samsunj 
Ironies,  pay  off.  He  courts  ci 
risk  only  warily. 

Fuss  is  sidestepping 
right  now — "the  economy  is 
well,  and  all  the  bonds  are 
priced,"  he  observes.  He': 
treading  carefully  in  North  1 
ca,  where,  he  notes,  "the  deg 
[price]  competitiveness  in 
dustrial  sector  is  just  incn 
I've  never  seen  anything  like 
you've  got  high-cost  debt  thj 
raised  three  years  ago,  yov 
trouble."  Fuss  nonetheless  has  picked  up 
beaten-down  bonds  of  such  auto-parts  ma 
turers  as  Federal-Mogul. 

What  will  the  Fed  do  when  its  policyn 
next  meet,  in  August?  "I  don't  know," 
shrugs.  Unlike  most  bond  pickers,  Fuss 
worried  about  the  toll  joblessness  exacts  oi 
nomic  demand,  corporate  profits,  and  credit 
ity  as  he  is  that  full  employment  will  spell 
tion.  "When  anybody  who  wants  to  wori 
work,  that's  a  good  thing,"  he  said.  "Cut  ths 
and  you'll  pay  in  social  problems." 

Weird  words  from  a  bond  bull — and  ju: 
kind  of  unusual  thinking  that  usually  helps 
beat  the  bond-market  averages,  whichever 
interest  rates  go  next. 


BusinessWeek  online 
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www.businessweek.com/investor/  or  AOL  keyword:  BW 


ANNUALIZED 

TOTAL 

RETURN* 


QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (321)  728-1711 

134  BUSINESS  WEEK  /  JULY  24,  2000 


>n*a\  Sy 


.      tor  persoi 

DelU°      eCo«i^Cc " "    —»-; 

iiW  s<0i»g  So'  atead^b1 .    .,/C  on  ^ 


tem8 


^^ '  using  ^v'^  ^^^^ 


Cisco  fn  n 


LEADERS  SELECT  LEADERS 

It's  easy  to  set  up  a  web  store,  but  much  more  difficult  to  actually  sell  online.  That's  why  eCommerce  leaders 
Cisco  and  Dell  both  chose  Selectica  to  power  their  next  generation  Internet  Commerce  configuration  capabilities. 
With  Selectica,  Cisco  and  Dell  will  provide  their  customers  a  unique  interactive  buyer  experience.  Our  Internet  Selling 
System  enables  customers  to  find,  configure  and  accurately  order  even  the  most  complex  products  easily  and  efficiently. 
Find  out  how  in  our  free  guide  Seven  Keys  to  Internet  Selling  Success.  Plus,  learn  how  eCommerce  leaders  Cisco, 
Dell  and  others  successfully  sell  complex  products  and  services  online  in  the  new  book,  Net  Ready  (a  $24.95  value, 
free  to  qualified  respondents).  Just  call  toll-free  800-900-2850,  ext.  2000  or  visit:  WWW.SELECTICA.COM/NETREADY2 


<£>  SELECTICA 


The  Internet  Selling  Sys 


Uj  to  www  m-iu  lit  u  OM/Nl  IIUADV:  to  qu.ilih  Km  ,i  iRHr  uip>  oi  .Vr  Rauh  u  SJ4.9S  value),  the  story  ol  how  eBusiness  leaden  lil 
and  Dell  achieve  online  success  (tree  to  qualified  respondents).  Plus,  all  respondents  will  receive  a  tree  cop)  oi  Seven  Keys  to  Intern 
<  hi.  i  \ilid  through  10/31/00.  Void  where  prohibited  by  law.  View  complete  rales  .it  WWV  seU«.tka.com/qualitkations. 
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SMALL  BUSINESSES... 


KEY  AREAS: 


TECHNOLOGY 


FINANCE 


HUMAN 
RESOURCES 


BUSINESS  WEEK  TAKES 
SMALL  BUSINESS  SERIOUSLY 


This  September  14-15,  Business  Week  and  Frontier,  its  small  busines 
editorial  supplement,  invite  you  to  Las  Vegas  to  be  a  pioneer  in  the  work 
of  small  business  in  the  new  millennium.  As  an  attendee  at  the  magazine': 
first  annual  Small  Business  Summit,  you  will  network  with  the  world's  mos 
successful  and  creative  entrepreneurs  during  one-and-a-half  days  of  interactive 
solutions-oriented  sessions.  This  live  forum  for  entrepreneurs  will  address  three 
critical  areas  for  continued  growth:  raising  capital;  leveraging  technology  for 
competitive  advantage;  and  recruiting,  developing,  and  retaining  talent.  The 
Summit  will  also  create  opportunities  for  the  profitable  exchange  of  ideas 
strategies,  and  experiences.  Let  Business  Week  help  you  become  a  player  on  the 
small  business  frontier. 

Confirmed  speakers  to  date  include  David  Brancaccio,  Anchor  and  Senior  Editor, 
Public  Radio's  Marketplace;  Miles  Spencer,  MoneyHunt ;  Quentin  Fleming,  Author, 
Keep  the  Family  Baggage  Out  of  the  Family  Business;  Patricia  Halo,  Benefits 
Consultant  and  Author,  Managing  Health  Benefits  in  Small  and  Mid  Sized 
Organizations;  Jack  Litman-Quinn,  President  and  CEO,  OneCore.com;  Terri  Lonier, 
CEO,  Working  Solo  Inc.,  among  others. 


SPONSORED  BY  IKON  OFFICE  SOLUTIONS 
MEDIA  SPONSOR:  MONEYHUNT 
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BusinessWeek 


SMALL 

BUSINESS 

SUMMIT 


TO  REGISTER  FOR  BUSINESS  WEEK'S  SMALL  BUSINESS  SUMMIT 

GO  TO:  www.conferences.businessweek.com/2000/smallbusiness 

E-MAIL:  smallbusiness@businessweek.com 

PHONE:  1-888-239-6878 

FAX  ON  DEMAND:  1-888-239-6878,  document  #190 

This  event  is  open  to  executives  from  companies 

with  less  than  100  employees. 
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'  MONEYHUNT  LIVE 

sponsored  by  Business  Week 

Miles  Spencer,  host  of 

MoneyHunt,  will  assist  in 

the  selection  of  40  companies 

eligible  to  screen  test  for  a 

chance  to  appear  on  the 

nationally  televised  show. 

Three  companies  will  then 

be  chosen  to  appear  on 

MoneyHunt,  and  pitch  their 

business  plan  for  a  chance 

to  win  funding. 

Presentation  of  the 

MoneyHunt  TV  Winner 

Award  will  take  place 

during  the  Summit. 
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Siebel  Systems  and  NEXIS  to  deliver  targeted  and 
accurate  business  information. 


Siebel  Systems,  the  world's  leading  provider  of  eBusiness  application  software,  and  NEXIS,  a  leading 
provider  of  online  news  and  business  information  solutions,  now  offer  a  one-click  solution  for 
merging  access  to  external  news  and  business  information  with  internal  enterprise  data  to  help 
companies  build  and  extend  enduring  customer  relationships. 

Siebel  eBriefings  allows  busy  professionals  to  integrate  NEXIS'  vast  global  news  and  business 
database  with  Siebel's  real-time  profiling  of  complete  customer  information.  Armed  with  NEXIS 
intelligence  available  within  Siebel  eBusiness  Applications,  sales  and  marketing  professionals  can 
interact  with  customers  in  a  more  personalized  manner. 

How  intelligent  do  you  want  to  be?  Siebel  and  NEXIS  give  you  intelligent  intelligence,  saving  time 
and  increasing  sales  and  marketing  effectiveness. 


ssWeek  Investor 


Inside  Wall  Street 


IIRSTY  FOR  AMERICA 


•NE  G.  MARCIAL 

jean  utilities 

lake  a  gulp  of 

cticut  Water. 

ocks  look  set 

ir:  Vignette 

tkermes. 
I's  hot  sales 
I)  switches 

,  park  a  buyout 


RELIEF  AFTER 
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▲  DOLLARS 
DATA:  BLOOMBERG  FINANCIAL  MARKETS 


Europeans  arc  shopping  for  water  in  the  ly.S. 
Specifically,  they're  buying  U.S.  water  com- 
panies, which  provide  higher  margins  than 
utilities  across  the  pond.  Earlier  this  year,  Britain's 
Kelda  Group,  which  owns  Yorkshire  Water,  pur- 
chased Aquarian,  Connecticut's  largest  water  com- 
pany. That  didn't  quench  Kelda's  thirst.  It  has 
since  stated  that  it  will  make  more  U.S.  acquisi- 
tions and  sell  its  Yorkshire  unit  in  Britain,  where 
the  water  industry  is  tightly  regulated. 

Where  will  Kelda  turn  next?  Whispers  say  it  is 
eyeballing  Connecticut  Water  Service  (ctws),  the 
state's  second-largest.  Mutual-fund  maven  Mario 
Gabelli  says  the  industry  is 
consolidating  and  "everyone 
worth  talking  to  has  been 
approached"  by  Kelda.  "My 
sense  is  Connecticut  Water 
is  on  the  radar  screen  of 
buyers  looking  for  U.  S.  util- 
ities," says  Gabelli,  who  has 
been  buying.  The  stock  fell 
from  32/4  in  mid-March  to 
26  in  May,  but  has  been  ris- 
ing since,  hitting  29%  on 
July  12.  Gabelli  thinks  ctws  is  worth  40. 

Charles  LaLoggia,  editor  of  Super-stock  Investor, 
who  has  picked  out  four  utility  takeovers  in  the 
past  year,  says  buying  ctws  would  solidify  Kelda's 
water  business,  ctws  serves  39  New  England 
towns,  he  says,  and  has  amended  its  contracts 
with  top  management  people  to  protect  their  jobs 
"in  the  event  of  a  change  of  control."  Others  said  to 
be  on  the  prowl:  France's  Vivendi,  which  has  ac- 
quired Seagram;  Thames  Water,  which  has  bought 
the  E'town  utility  in  Westfield,  N.J.,  and  Britain's 
Severn  Trent,  ctws  ceo  Marshall  Chiaraluce  says 
the  company's  goal  is  to  enhance  shareholder  value 
but  denies  he's  in  talks  with  any  suitor. 

LOTS  OF  PROMISE 

IN  TECH  AND  BIOTECH 


lberto  Vilar,  who  heads  Amerindo  Invest- 
ment Advisors,  which  manages  some  $7.5 
.billion,  is  convinced  "religion  will  come  back 
to  investors"  in  the  second  half,  as  the 
market  snaps  smartly  back  on  its  way  to 
much  higher  ground.  Techs  and  biotechs 
will  lead  the  next  parade,  says  Vilar, 
whose  flagship  fund,  Amerindo  Technol- 
ogy Fund,  has  racked  up  71%  a  year 
since  its  inception  in  199(5.  Companies 
that  enable  enterprises  to  position  them- 
selves in  the  B2B  market  will  be  win- 
ners, says  Vilar.  He  has  launched  two 
new  funds,  Amerindo  Internet  B2B  Fund 
(up  68%  since  May  30),  and  Amerindo 
Health  &  Biotechnology  Fund  (up  39%), 


VILAR:  A  market 

snapback  is  coming   to  bag  such  potential  winners. 


One  is  Vignette  (viON),  a  provider  of  wftware 
thai  helps  companie     erve  customer!  and    uppb 
era  on  the  Internet  "li  a  a  leader  in  the  explod- 
ing [nternel  relationship  managemenl  market," 

says  Vilar.  In  biotech,  Vilar  is  high  on  Aiken 
(ALKS),  a  leader  in  developing  alternate  formula- 
tions of  drugs.  The  company  has  signed  agree- 
ments on  products  in  its  pipeline  with  Eli  Lilly, 
Glaxo,  Genentech,  Johnson  &  Johnson,  Alza,  and 
Medlmmune.  With  Lilly,  Alkermes  is  developing 
an  inhaled  formulation,  based  on  Alkermes'  pul- 
monary drug-delivery  system,  of  human  growth 
hormone.  Clinical  trials  will  begin  in  2001. 

With  their  products'  hot  prospects,  Vilar  fig- 
ures that  Vignette,  now  at  46 '/6,  and  Alkermes,  at 
47V?,  could  double  in  two  years. 

ALTEON  IS 

'OFF  THE  CHARTS' 

When  Alteon  WebSystems  (aton)  jumped 
30,  to  131,  on  July  11,  plenty  of  share- 
holders took  profits.  But  others  didn't. 
Alex  Henderson,  an  analyst  at  Salomon  Smith 
Barney,  kept  his  "buy"  rating  and  raised  his  tar- 
get on  Alteon,  a  maker  of  switches,  adapters,  and 
software  for  managing  Web  traffic. 

Henderson  upped  his  mid-June  target  of  100 
to  150  in  early  July  and  just  lately  to  175.  Why? 
Two  reasons:  fundamentals  and  takeover  talk. 

Alteon's  recent  signal  that  sales  in  the  June 
quarter  could  rise  80%  from  March  "is  off  the 
charts  and  represents  a  sharp  acceleration  from 
the  56%  gain  last  quarter,"  says  Henderson.  That 
alone  justifies  the  target  of  175,  he  argues. 

And  Alteon  has  become  enticing  buyout  bait — 
ever  since  Cisco  Systems  acquired  ArrowPoint 
in  May.  ArrowPoint  makes  Web  switches  that 
route  requests  for  content  or  transactions  to  net- 
work servers  best  able  to  handle  those  requests. 
Such  "smart"  content-aware  switches  are  "at  the 
heart  of  a  major  new  evolu- 
tion in  networking  tech- 
nologies," says  the  analyst. 
Alteon  leads  in  making  such 
smart  switches. 

Alteon  now  becomes  'the 
most  valuable  and  strategi- 
cally attractive  player  in 
that  space,"  says  Hender- 
son. Lucent  Technologies 
and  Nortel  Networks  will 
have  to  catch  up  with  Cisco 
on  its  content-awTare  products.  With  Alteon  look- 
ing increasingly  attractive,  Lucent  or  Nortel  could 
seek  to  buy  the  company,  he  says.  Alteon  would 
not  comment.  Lucent  has  an  OEM  pact  with  Alteon 
on  some  Web  switches  but  declined  comment  on 
the  takeover  talk.  Nortel  also  wouldn't  comment. 
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Watch  for  Gene  Marcial's  Inside  Wall  Street  Online 
column  every  Tuesday  afternoon  at 
www.businessweek.com/today.htm 
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Figures  of  the  Week 
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STOCKS 


U.S.  MARKETS 


July  12 


%  change    

Year  to   Last  12 
Week      date    months 


GLOBAL  MARKETS 


July  12      We 


S&P  500 

July    Jan.    July   July  6-12 


hi 


T 1525 

- 1500 
1492.9 

r  1475 
r  1450 
1 1425 


1570 


1485 


1400 


1315 


1230 


COMMENTARY 

The  market  rallied  as  sunny  second- 
quarter  earnings  started  rolling  in.  The 
Nasdaq,  up  6.1%  for  the  week,  was 
bolstered  by  Yahoo!  after  reporting 
higher  than  expected  revenue  and  sales. 
Financials  rallied  on  the  heels  of  the 
UBS/PaineWebber  deal  as  investors  ex- 
pect more  bids  by  Europeans  for  U.S. 
banks  and  brokerages.  The  Dow  ended 
up  2.9%  for  the  week,  the  S&P  3.2%. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


S&P  500 

Dow  Jones  Industrials 
Nasdaq  Composite 
S&P  MidCap  400 
S&P  SmallCap  600 
Wilshire  5000 


1492.9 

10,783.8 

4099.6 

513.9 

220.1 

14,018.6 


SECTORS 

Business  Week  50*  1286.9 
Business  Week  Info  Tech  1 00**    976.6 

S&P/BARRA  Growth  916.7 

S&P/BARRA  Value  607.2 

S&P  Energy  866.6 

S&P  Financials  142.5 

S&P  REIT  83.7 

S&P  Transportation  621.0 

S&P  Utilities  272.6 

GSTI  Internet  435.8 

PSE  Technology  1130.3 
•Mar  19,  1999=  1000       "Feb.  7,  2000=  1000 
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1.6 
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0.7 
15.6 
11.3 
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-3.7 
46.9 
21.9 
17.2 
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-1.1 
.  NA 

3.3 
-0.6 

3.9 

7.1 
13.7 

4.0-16.152 

20.0  5.3 

-38.8     -12.1 

16.3       82.3 


21.9 
NA 
16.4 
-4.1 
-1.8 
-2.7 
-0.688 


S&P  Euro  Plus  (U.S.  Dollar) 
London  (FT-SE  100) 
Paris  (CAC  40) 
Frankfurt  (DAX) 
Tokyo  (NIKKEI  225) 
Hong  Kong  (Hang  Seng) 
Toronto  (TSE  300) 
Mexico  City  (IPC) 
FUNDAMENTALS 


S&P  500  Dividend  Yield 

S&P  500  P/E  Ratio  (Trailing  12  mos.) 

S&P  500  P/E  Ratio  (Next  12  mos.)* 

First  Call  Earnings  Surprise* 

•First  Call  Corp. 

TECHNICAL  INDICATORS 


July  11 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 


1412.3       141. 
59.0% 
0.53 
1.59 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 

GROUPS  month  % 


Defense  Electronics 
Invest.  Banking/Brkrge. 
Health-Care  Services 
Specialty  Retailers 


30.9 
25.2 
22.7 
20.8 


Defense  Electronics 
Semiconductors 
Instrumentation 
Health-Care  Services 


120.0 
91.8 
87.8 
66.2 


Genl.  Merchandise  Chains     15.1     Communications  Equip.       59.6 


Office  Equip.  &  Supplies  -17.9 

Auto  Parts  &  Equip.  -10.4 

Money  Center  Banks  -9.3 

Tobacco  -8.9 

Gold  Mining  -8.5 


Office  Equip.  I 
Metal  &  Glass 
Life  Insurancel 
Furnishings  &  11 
Pollution  Contr 
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I  MUTUAL  FUNDS 

Week  ending  July  11 
■  S&P  500  ■  U.S.  Diversified  ■  All  Equity 
4-week  total  return 


%       1        2        3 


Weekending  July  11 
■  S&P  500  M  U.S.  Diversified  K  All  Equity 
52-week  total  return 


i  | 


EQUITY  FUND  CATEGORIES 

4-week  total  return % 

Leaders 

Health  15.2 

Latin  America  8.9 

Small-cap  Growth  5.8 

Real  Estate  4.6 
Laggards 

Precious  Metals  -1.7 

Natural  Resources  -1.2 

Europe  -0.7 

Utilities  -0.5 


52-week  total  return 


Leaders 

Health  77.6 

Technology  76.1 

Small-cap  Growth  53.3 

Mid-cap  Growth  50.0 
Laggards 

Precious  Metals  -6.0 

Financial  -5.4 

Miscellaneous  -4.9 

Large-cap  Value  -2.0 


%       4  8       12       16       20       24 

Data:  Standard  &  Poor's 


EQUITY  FUNDS 

4-week  total  return % 

Leaders 

Ryriex  BioTech.  Inv.  26.4 

Franklin  Biotech.  Disc.  A        25.1 

Dresdner  RCM  Biotech.  N       23.2 

Orbitex  Health  &  Biotech.  B    22.8 

Laggards 

Ameritor  Investment  -13.6 

Jacob  Internet  -12.6 

Potomac  Internet  Plus  Inv.   -12.2 

AIM  Capital  Global  Growth  B    -9.2 


52-week  total  return % 

Leaders 

Dresdner  RCM  Biotech.  N  251.4 

Franklin  Biotech.  Disc.  A  221.6 

Roulston  Emerging  Growth  2 1 1 .2 

Driehaus  European  Oppy.  187.6 

Laggards 

ProFunds  Ultrashort  OTC  -76.4 

Potomac  OTC  Short  -47.1 

Calvert  New  Africa  A  -34.2 

Apex  Mid  Cap  Growth  -31.8 


■  INTEREST  RATES 

KEY  RATES 


July  12    Week 


MONEY  MARKET  FUNDS 


6.13%       6.1: 


90-DAY  TREASURY  BILLS 


6.17 


5.95   ^ 


1-YEAR  TREASURY  BILLS 


6.07 


6.oe 


10-YEAR  TREASURY  NOTES 


6.08 


5.9S 


30-YEAR  TREASURY  BONDS 


5.88 


5.86  (i 


30-YEAR  FIXED  MORTGAGEt       8.11 


8.11 


tBanxQuote,  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENT! 


Taxable  equivalent  yields  on  AAA-rated,  tax-exen  ^, 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  bond 


GENERAL  OBLIGATIONS 
TAXABLE  EQUIVALENT 


4.95% 
7.17 


tall 
fa 


INSURED  REVENUE  BONDS 
TAXABLE  EQUIVALENT 


5.10 
7.39 


I  THE  WEEK  AHEAD 


BUSINESS  INVENTORIES  Monday,  July  17, 
8:30  a.m.  edt>-  Inventories  held  by  man- 
ufacturers, wholesalers,  and  retailers 
probably  grew  by  0.4%  in  May,  says  the 
median  forecast  of  economists  surveyed 
by  Standard  &  Poor's  mms,  a  unit  of  The 
McGraw-Hill  Companies.  Inventories  also 
rose  0.4%  in  April. 

CONSUMER  PRICE  INDEX  Tuesday,  July  18, 
8:30  a.m.  edt>-  Consumer  prices  for  all 
goods  and  services  likely  rose  0.5%  in 
June,  thanks  to  higher  energy  prices,  af- 


ter edging  up  just  0.1%  in  May.  Exclud- 
ing food  and  energy,  core  prices  likely 
rose  0.2%,  the  same  gain  posted  in  May. 

INTERNATIONAL  TRADE  Wednesday  July  19, 
8:30  a.m.  edt>  The  U.S.  trade  deficit 
probably  stood  at  $30.5  billion  in  May, 
little  changed  from  April's  $30.4  billion, 
says  the  s&p  mms  survey.  May  exports  and 
imports  are  each  expected  to  be  flat. 

HOUSING  STARTS  Thursday,  July  20,  8:30 
a.m.  edt>-  Housing  starts  likely  dipped  to 


an  annual  rate  of  1.58  million  i 
from  1.59  million  in  May. 

HUMPHREY-HAWKINS  TESTIMONY  Thi\ 
July  20,  10  a.m.  edt>-  Federal 
Chairman  Alan  Greenspan  will  a;' 
fore  Congress  for  his  semiannua 
sion  of  the  U.  S.  economy  and  n 
policy. 

FEDERAL  BUDGET  Friday  July  21, 
for ►  The  U.S.  Treasury  will  like 
a  monthly  surplus  of  $55  billion 


A 


:'.. 
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■INKSS  WEEK  FIFTY 


;  a  healthy  5.0%  for  the  week  led  by  retailers  Gap  and  Best  Buy,  which  were  up  26.8%  and  24.9% 
allied  on  news  that  the  company  expected  a  2%  drop  in  same-store  sales  for  the  quarter — a  low- 
itysts  expected.  Best  Buy  jumped  after  analysts  upgraded  the  electronics  sector,  saying  that  a  wave 
Pj^iould  lead  to  increased  sales.  PE  Biosystems  and  Gateway  also  had  gangbuster  gains. 

COMPANY  PERFORMANCE 
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Rank      Company 

Week 

3/1/00 

26     Intel 

7.3 

21.8 

27     Tribune 

5.9 

-8.2 

28     Xilinx 
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17.5 

29     Enron 
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Lexmark  International 

Omnicom  Group 

America  Online 

Guidant 

MBNA 

Pfizer 

Solectron 

Gateway 

Wells  Fargo 

General  Dynamics 

Texas  Instruments 

Capital  One  Financial 

General  Electric 

Kansas  City  Southern  Industries 

Wal-Mart  Stores 

Paccar 

PE  Biosystems  Group 

Merck 

Adobe  Systems 

Reliant  Energy 

Citigroup 
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1.2 
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2.3 

8.6 

6.9 
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31.3 
21.9 
9.9 
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-0.4 

-20.1 
22.3 
40.0 
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30.4 


EDUCTION  INDEX 

Change  from  last  week:  0.8% 
Change  from  last  year:  15.5% 


and  I 


The  index  is  a  4-week 
moving  average 


Nov. 
1999 


Mar. 
2000 


Jun. 
2000 


ndex  increased  during  the  latest  week. 
Dn  of  the  four-week  moving  average, 
;o  up  strongly,  to  175.0  from  173.2.  Af- 
ustment,  production  in  almost  all  the 
;ased.  Only  steel  output  fell,  but  slight- 
of  June,  the  production  index  advanced 
59  in  May.  The  large  increase  in  output 
ot.  data  that  show  factory  payrolls  rose 
:k  lengthened  in  June, 
of  the  index  components  is  at  www  business- 
ction  index  Copyright  2000  by  The  McGraw-Hill 


ONLINE  RESOURCES 


BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

S&P  PERSONAL  WEALTH  Real  time  mar 
ket  coverage,  industry  analysis,  and 
personalized  retirement  advice. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  online 


For  more  investment  data  and  the 

components  of  the  production  index.visit 

www.businessweek.com. 


You  don't 

have  to  be 

a  dot-com 

to  be  a  net 

company. 


Value  Nets  introduces  a  new 
form  of  business  design  in  which 
customer  choices  set  in  motion 
an  agile,  fast,  and  digital  supply 
chain,  delivering  superior 
customer  satisfaction  and 
breakthrough  financial  results. 


The  book's  case  studies, 

bridging  the  worlds  of  strategy 

and  operations,  provide  a 

practical  guide  to  help  you 

create  your  own  value  net — and 

leapfrog  the  competition. 

For  more  information, 
visit  ValueNets.com. 


"Value  Nets  exposes  the  supply 
chain  for  what  it  really  is — 
a  strategic  differentiator." 

H.  Lee  Scott, 

President  and  CEO,  Wal-Mart  Stores 
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MERCER 

Management  Consulting 


(f)WI 


LEY 


BusinessWeek! 

Marketplace 


Corporate  Gifts 


Logo  Tattoos! 


€l 


2"x2" 

(Image  area 


1-3/4"  i 


-3M"; 


or  2000  tattoos,   only  $299 

CALICO 

800/225-4269   Fax:  707/446-8273 

E-Mail:  CalicoUSA@Yahoo.com  (PC) 

E-mail:  Calicotattoos@aol.com  (Mac) 

Website:  CalicoUSA.com 


Investment  Opportunities 


Insider  Secrets  To  Wealth  Creation  and  Preservation 
Domestic  &  Offshore  Strategies 

f"  /       ,   institute  of  www.igponline.com 

.te  GLOBAL  PROSPERITY 

Career  Opportunities  Available 


1-800-572-7702 


Career  Opportunities 


Executive  &  Technical  Personnel 

Are  you  looking  for  the  right  executive?  Let  us  help. 

•  We  are  a  leader  in  placing  senior  &  staff  level  executives  in 
manufacturing  &  telecommunications 

•  We  will  maintain  the  highest  level  of  professionalism  &  integrity 

Contact  us  and  let    o00~742~o923  us  be  of  service 


Executive  Education/MBA  Programs 


THE  FORDHAM  MODEL.  For  a  good  blend 
of  face-to-face  schooling  and  Net  learning,  one 
model  for  the  future  may  be  Fordham  Univer- 
sity's Transnational  MBA  Program." 

—  Business  Week,  10/4/99 

Earn  a  premier  MBA  in  just  over  two  years.  Fordham 's  Transnational 
MBA  (TMBA)  executive-format  program  holds  classes  one  weekend  per 
month  in  New  York.  Between  meetings,  Net  technology  keeps  you  connected 
while  you  continue  to  work  full-time.  Join  us  at  the  upcoming 

Tarrytown  Open  House  Manhattan  Information  Session 

Saturday,  July  22,  at  3:30  PM  Tuesday,  September  26,  at  6:30  PM 

Saturday,  September  16,  at  3:30  PM         Wednesday.  October  18  at  6:30  PM 
And  visit  us  at: 

www.bnet.  iordham.edu/public/programs/tmba.htm  or  call 
(914)  829-5*53  or  e-mail  us  at  tmba@embanet.com 

FORDHAM 

GRADUATE  SCHOOI   OF  BUSINESS 


Education/ 


Corporate  Gifts/Pre 


Ok.  so 
we  cant 
imprint 
everything . 

But  we  can  put  your 
message  on  100,000  pro' 
Log  on  to  PromoMart.coi 
to  buy  imprintable  busine 
promotional  products,  fre 
well,  you  get  the  picture. 

PROMOMAR! 

www.promomart.com 

We  put  your  logo  on  everythi 

^  almos 

Enter  to  win  $1000  in 


M'l 


nstruction 


Get  Your  NBA 
Through  Distance  Learning 


EX3  University  of 

ysr  Leicester 

•  rrestfgtous  British  I  ntveraKy 

■  World  Leadei  Id  Distance  Learning 

•  Do  G!*1AT  required 

•  Local  support  center 

•  Flexible  Education  Financing  available 

•  W/orh  experience  8r  qualify  .ltlons  considered 

•  Member  of  the  Association  t>t 
Business  S*  hoots 

•  Accredited  t>>  the  ^sixiation  ol  NBAs 

•  offered  undet  Royal  (  hartet 

800-874-5844 
email:  rdiusa@erols.com 

www.rdi.co.uk  jyj 


ABSOLUTELY  Ffl 
EVALUATION 


Bachelor's  --  Maste 
Ph.D.  Degrees 

Based  on  life  and  work  expe 

Confidential  -  Fast  -  Stu 

Loans,  www.arrc.org 


800-951-1201 


Master  of 

Science  in 

Financial 

Services 


(610)526-1377 


Earn  a  master  s  dec 

from  an  accredited 

school  with  more  th 

years  ot  experience  <rrm 

distance  education    lilLi 
En 

gradschool@amet 


>c  B 


Become  Tomorrow's  eStrategist 


TO) 


| 


SIh., 


ines ; 


Re-create  yourself  by  earning  your  graduate  degree  online.  Get  your  M 
Information  Technology,  MS  in  Information  Management,  or  MBA.  Log 
and  you're  there.  Network  with  respected  technology  leaders  and  fello\ 
professionals  from  around  the  globe. 

Join  us  at  www.isim.edu,  the  award-winning,  accredited  online  univer  -8  " 
Applications  are  now  being  accepted  for  the  Summer,  Fall  and  Winter  t<  U 
Apply  online  or  call  our  admissions  mentor  Robin,  at:  303.333.4224  ext  - 
or  Toll-free  at  1 .800.441 .4746  ext.  1 77. 

Denver,  Colorado  %     iSJlTI  UnJVerSJ 

Accredited  Member  DETC  ^      eCreate  Yourself 


II 


For  Ad  Rates  and  Information 

Phone:  (312)  464-0500  Fax:  (312)  464-0512 


less  Opportunities 


bid.com  is  seeking 
s  partners  worldwide  to 
Worldbid. corn's  vertical 
lonal  trade  portals. 

View  details  at: 
"vv.worldbidpartners.com 

Drldbid.com 


ly  &  Ethically 


our  | 


an  OFFSHORE 
&       BANK 

800-733-2191 


;     3   . 

'.  ians 


E  MONEY  AS  A 
"ESS  FINANCE 
NSULTANT 


aness  Loans  and   Equipment 
rt      .  i  $1,000  to  $10  million.   No  co- 
Work  directly  with  National 
S^Tfullflnlimited  earnings  potential  and 

ninute 

000  in  IJnar  and 
on  packet 

—  I- 800-336-3933 

o<in  Consultants,  Inc.  ^ 


(<     SI 


wiisiness  Services 


■■•:■  M 


,,HI 

m'-rom 


ii 


lit 


Hi 


Logo? 


Master, 
greet 

oik 
si- 

,    Get  a  Professiono! 
]20t  i£>00     Custom  Designed 
->  -    >  >     LOGO  TODAY! 

e:  1-888-869-5646 


1 800mylogo.com 


ER  TWO  BILLION  $ 


iUSINESSES  FOR  SALE  BY  OWNERS 
FACTURING  TO  SMALL  RETAIL  SHOPS 
E  STORES  .  RESTAURANTS  ■  MOTELS 
aands  ol  Dollais  •  No  Brokerage  Fees 

800-999-SALE  •  www.gwbs.com 
NATIONWIDE    To  Buy  or  Sell 

MANY  OFFER  OWNER  FINANCING 

iTERN  BUSINESS  SERVICES.  INC. 


orporate.com 


itered  agent  services 
>ank  accounts  opened 
nee  director  services 
re  Incorporation  Handbook 


i  Business  Incorporators,  Inc. 

1.423.2993 


Legal  Services 


Asset  Protection 


Corporations,  Ltd.  Partnerships,  LLCs 

Offshore  Trusts,  Corps  ,  Pnvale  Banking 

•  Best  Jurisdictions  •  Maximum  Privacy 

•  Tax  Savings   •  Estate  Planning 

Professional  -  Confidential 


Steven  Sears,  CPA  •  Attorney  at  Law 
714-544-0622  •  www.searsatty.com 


Men's  Footwear 


MEN:   BE  TALLER!! 


Tired  Of  being 
short7  Try  our 
quality  footwear 
HIDDEN  height- 
increasing  feature 
INSIDE  shoe  No 
OVERSIZED 
HEELS!  Will  make 
you  r^lTALLER  dependmg  on  style  OVER  100  STYLES  AVAILABLE 


rLctremety  comlortable  Sizes  5-12  Widths  B-EEE  In  business 
over  55  years  MONEY-BACK  GUARANTEE,  Call  or  write  lor 
FREE  color  catalog 

ELEVATORS"   0 

RICHLEE  SHOE  COMPANY  OEPT  BW07 
PO  BOX  3566  FREOERICK  MD  21705 


1 -800-290-TALL 


Cigars/Executive  Gitts 


A  U  T  II  I:  N  T  I  C 


f 


CUBAN  CIGARS 

I)  E  1.  I  V  E  R  I;  I)      A  N  Y  W  H  E  I)  I; 


slot  ff"<    f 


L'nli  in  I'.mn.l    Av.nl., hie 
(41b)  717-1  I  10 


Visd.  M.e.li'K  .ird  ai 
American  l:xpn    .  ace 


lx-wiincountertrils  OiOustor.iullirntificulinrKityriiirCubiii  -  Uxldgurs. 
Authtiilk  ny.  delivery  ;in<l satjsiactk nu;u.ir<inlml i >r  mi riiiy  return kdinimetfo id  ly 


Computer  Equipment 


Art 


Ted  Dasher  Inc. 

Hewlett-Packard 


■  Buy.SelUTrade  ■ 


LaserJet  •  ColorPro  •  DraftMaster  •  DeskJet 

DraftPio  •  DesignJet  •  Ruggedwriter 

Electrostatic  Plotters 

HP  9000/3000  Workstations  1  Personal  Computers 

Demo  &  Refurbished  Equipment 

800-638-4833 

roce,  Email  sales-sdashercom 


r\rtPrilit(  )nCanvas.com 
Publisher 
"( liclees" 

,    l.anlhicr 

i    IV  x  24"  .  %2V) 


Aviation/Fractional  Ownership 


DIRECT  FLIGHTS  NOW 


AVAILABLE  TO  THE  MIDDLE 
OF  NOWHERE 

With  access  to  over  5,000  airports  and  schedules 
designed  around  your  specific  business  needs, 
fractional  owners  of  Learjet®  and  Challenger* 
business  jets    can    operate   from    virtually 
anywhere.  We  offer  the  most  complete  range  of 
latest  technology  aircraft  available  today.   So 
while  there  may  be  other  options  to  Flexjet, 
there  can  only  be  one  choice.  Flexjet.  For  more 
information  on  the  many  affordable  benefits 
of  fractional  ownership  and  our  unprecedented 
level  of  personal  service  and  attention  to  detail, 
call  1-800- FLEXJET. 

BOMBARDIER 

AEROSPACE 


www,  flexjet.  com 


Flexjet  is  a  Bombardier  Aerospace  program. 


Business  Services 


ww.giveyourwebsiteavoice.com 

•hose  operators  standing  by  24-hours  a  day,  7  days  a  week.  800-S32-525S  ■  www.allwestcallcenters.com 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


About  com  EB87 

Abracadabra  125 

Advance  Paradigm  (ADVP)  44 

Aeroflot  48 

Aetna  (ACT)  40 

Akamai  EB99 

Alkermes  (ALKS)  139 

Alliance  Capital  Management  (AC) 

96 

Alteon  WebSystems  (ATON)  139 
Alza  (AZA)  139 
Amazon.com  (AMZN)  EB16.  EB47, 

EB70.  EB87.  EB114 
AMBProperty  (AMB)  EB1 14 
American  Airlines  (AMR)  44 
American  Blind  &  Wallpaper  EB83 
American  Express  (AXP)  110,  EB64 
American  International  Group  (AIG) 

128 
America  Online  (AOL)  36. 96, 110, 

130, 132.  EB30.  EB54  EB87 
Amerindo  Investment  Advisors  139 
Ameritech  Mobile  Communications 

(SBC) 35 
AMG42 
AMR  (AMR)  44 
Amway  91 
Andava  48 

Andersen  Consulting  EB47 
Anheuser-Busch  (BUD)  120 
Apple  Computer  (AAPL)  132 
Aquila  Energy  (UCU)  EB54 
Ariba  (ARBA)  96 

ArrowPoint  Communications  139 
AT&T  (1)15.  91.  EB30 
AtomFilms  EB54 
B 


BabyCenter  EB93 

Baker  Hughes  (BHI)  134 

BancWest15 

Bangkok  Public  Bank  134 

Bank  of  America  Securities  30 

Barnes  &  Noble  (BKS)EBI  4 

Barn  Ventures  E81 6 

Bear  Stearns  (BSC)  38 

Beatnik  EB70 

Beer  Marketers  Insights  120 

BellSouth  (BLS)  EB83 

Benchmark  Capital  96,  EB83 

Best  Buy  (BBY)  30 

bike.com  EB83 

Biocryst  Pharmaceuticals  106 

BMC  Industries  (BMC)  114 

Boo.com  EB70 

Borders  Group  (CBGP)  EB16 

Boston  Beer  (SAM)  120 

Boston  Consulting  EB1 14 

Brillstein  Grey  Entertainment  42 

British  Telecom  (BTY)  36 

Broadcasting  Partners  EB1 6 


Cable&  Wireless  HKT(HKT)  61 
Cellstar  (CLST)  114 
Challenger,  Gray&  Christmas  26. 
EB70 

Chase  Manhattan  (CMB)  38 
Cheung  Kong  60 
China  Telecom  (CTHK)  130 
China  Unicom  (CHU)  35 
Chubb (CHB) 128 
CIBC  World  Markets  114 


Cigna  EB64 

Cisco  Systems  (CSCO)  78. 96. 130. 

139.  EB30.  EB99 
Citigroup  (C)38  110 
Citizens  Communications  (CZN)  44 
CMGI  (CMGI)  EB83 
CNET  (CNED  EB87 
Coca-Cola  (KO)  52.  EB83 
Comercia  (CMA)  30 
Commerce  One  (CMRC)  EB30 
Compaq  Computer  (CPQ)  96, 132, 

EB30 

Computer  Associates  (CA)  114 
Computer  Sciences  (CSC)  EB30 
Concord  Camera  106 
Connecticut  Water  Service  (CTWS) 

139 
Consumer  Financial  Network  (CFN) 

EB83 

Context  Integration  96 
Coors(RKV)  120 
Credit  Suisse  First  Boston  33,  34. 

38 

cruiseconnection  com  125 
cruisecritic  com  125 


DaimlerChrysler  (DCX)  44. 91 

Dataquest  EB14 
DDI35 

Delias  com  EB14 
Dell  Computer  (DELL)  EB30 
Deutsche  Bank  (DBK)  38 
Deutsche  Telekom  (DT)  36 
Dialpad  com  EB70.  EB83 
Digital  Equipment  (DEC)  EB30 
Donaldson,  Lufkin  &  Jenrette  (DU) 
EB54 

Dr  Koop.com  (KOOP)  EB64 
DuPont  (DD)  EB64 
Dynegy  (DYN)  EB54 


eBay  (EBAY)  96,  EB30,  EB87 
eBook  Connections  EB47 
800  com  EB70 
Electric  Shoe  70 
Eli  Lilly  (LLY)  139 
EMC  (EMC)  96 
EMC  Insurance  (EMCI)  EB30 
Emerson  Electric  (EMR)  78, 80 
Emusic.com  (EMUS)  EB70 
Enron  (ENE)  EB54 
EntreMed  (ENMD)  106 
Epiphany  (EPNY)  96 
Epoch  Systems  96 
Ericsson  (ERICY)  35, 78 
Ernst  &  Young  EB70 
E-Tek  Dynamics  33 
E'town  (ETW)  139 
eToys  (ETYS)  42,  EB93 
E'Trade  Group  (EGRP)  61 
Excelergy  96 

Exodus  Communications  EB99 
Expedia  (EXPE)  125 


familyeducation.com  128 
Federal-Mogul  (FMO)  134 
Federated  Department  Stores  (FD) 
42 

Federated  Investors  (Fll)  34 
Fidelity  Investments  EB21 
Fingerhut  42 


Firebird  Fund  48 

First  Call/Thomson  Financial  114 

First  Union  (FTU)  EB83 

Fleet  Financial  Group  110 

Fleming  Securities  38 

Foodline.com  EB59 

Fore  Systems  106 

Forrester  Research  (FORR)  EB16 

Fox  Entertainment  Group  (FOX)  42 

Furniture  com  EB70 


Gap (GPS) EB16 
Garage.com  EB99 
Garden  com  EB70 
Gartner  Group  (IT)  35.  EB64 
Gateway  (GTW1EB1 14 
Genentech  (DNA)  106, 139 
General  Electric  (GE)  EB30 
General  Motors  (GM)  30. 91 
Gerard  Klauer  Mattison  35.  EB93 
Gerber  Products  44 
Glaxo  Wellcome  (GLX)  139 
Global  Crossing  (GBLX)  44,  EB54 
Golden  State  Vintners  (VINT)  114 
Goldman  Sachs  (GS)  64. 96, 110 
Gruntal  Financial  LLC  EB64 
Grupo  Sanborn  EB1 14 
Gtech  Holdings  (GTIL)  114 
H 


Hamilton  HMC  EB64 
H&R  Block  (HRB)  110 
Handspnng (HAND) EB27 
Hard  Shell  Word  Factory  EB47 
Hauppage  Digital  (HAUP)  106 
Healtheon/WebMD  (HLTH)  EB64 
Hewlett-Packard  (HWP)  96,  EB30 
HJ.  Heinz(HNZ)  12.44 
Hollywood.com  106 
HomeGrocer.com  (HOMG)  EB70 
HomePortfolio.com  EB16 
Honeywell  (HON)  34, 114 
Hotel  Reservation  Network  EB87 
Humana  (HUM)  40 
Hutchison  Telecom  66 
Hypnotizer  12 
I 


l/B/E/S  EB87 

IBM  (IBM)  EB30.  EB54.  EB99 
Immucor  (BLUD)  114 
Infosys  Technologies  60 
InsWeb  EB70 

Intel  (INTO  35,  78, 132,  EB30,  EB64 
Interbrew  120 
International  Creative 
Management  EB47 
International  Data  EB30 
lnternet.com  (INTM)  EB87 
Intira  78 


Janus  Capital  EB64 
JDS  Uniphase  (JDSU)  33 
JohnsonS  Johnson  (JNJ)  139 
Jordan  Industries  78 
Jupiter  Communications  (JPTR) 
EB114 
K 


Kaiser  Permanente  40 
Kaufman  &  Broad  Homes  30 
Kay-Bee  Toy  &  Hobby  Shops  (CNS) 
EB70 


KBkids.com  EB70 
Kelda  139 

Kimberly-Clark  de  Mexico  (KMB)  52 
Kleiner  Perkins  Caulfield  &  Byers 
96 

KPNQwest  (KQIP)  36 
KPN  Royal  (KPN)  36 
Kraft  Foods  (MO)  43 


Lands' End  (LE)  114,  EB1 14 

LavaStorm  96 

Lehman  Brothers  (LEH)  38, 120. 

134 

LetsTalk.com  EB70 
Level  3  Communications  (LVLT) 

EB54    ' 

Liberty  Mutual  Group  128 
Lions  Gate  Entertainment  Group  42 
Loews  Cineplex  Entertainment 

(LCP)  134 
LogoVAZ  48 
Loomis  Sayles  42, 134 
Lucent  Technologies  (LU)  78, 139, 

EB30 
Lukoil  48 
M 


MasterCard  International  EB83 

Mattel  (MAT)  43 

McKesson  HBOC  (MCK)  EB64 

McKinsey  EB54 

MediaMetnx  (MMXI)  EB83 

Medical  Manager  (MMGR)  EB64 

Medlmmune  (MEDI)  139 

Medison  62 

Merlin  BioMed  Asset  Management 

106 
Merrill  Lynch  (MER)  38. 42, 43, 

EB70.  EB93 
Michelin  68 
Microsoft  (MSFT)  22, 91, 96, 132, 

EB21.EB30,  EB64 
MicroStrategy  (MSTR)  EB21 
MightyWords.com  EB47 
Miller  Brewing  (MO)  120 
Monex  64 
Monster.com  EB87 
Morgan  (LP)  (JPM)  12, 38 
Morgan  (IP.)  Global  50  Fund 
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Editorials 


TAXES:  BUSH  AND  GORE  ARE  BOTH  WRONG 


Pardon  us  for  laughing,  but  we've  just  toted  up  the  list  of 
proposed  tax  breaks  from  Presidential  candidates  Al 
Gore  and  George  W.  Bush.  At  last  count,  and  in  no  particular 
order,  there's  talk  of  tax  credits  or  tax  cuts  to  eliminate  the 
marriage  penalty,  promote  long-term  health  care,  help  the 
richest  2,000  families  in  America  pass  on  their  inheritance, 
support  household  saving  with  matching  government  funds, 
encourage  energy-efficient  cars,  pay  for  education,  bolster 
child  care,  support  farmers,  and  help  small  businesses.  Wow, 
and  we're  not  even  counting  all  the  breaks  for  specific  in- 
dustries, such  as  ethanol.  Funny  as  this  pandering  to  voting 
constituencies  may  be,  the  joke  is  really  on  America. 

Even  though  the  Gore  and  Bush  tax  proposals  are  miles 
apart  ideologically,  they  have  one  thing  in  common:  Both 
are  in  flagrant  opposition  to  current  Federal  Reserve  policy. 
At  a  time  when  the  Fed  is  trying  to  temper  consumer  de- 
mand to  bring  a  white-hot  economy  into  a  soft  landing,  the 
Democrats  and  the  Republicans  are  offering  tax  credits  and 
cuts  that  would  hugely  stimulate  consumer  spending.  If  either 
party's  tax  policies  were  to  be  instituted  anytime  soon,  the 
Fed  would  have  to  tighten  monetary  policy.  Even  if  they  are 
phased  in  over  ten  years,  market  expectations  would  drive 
rates  higher.  It  doesn't  make  sense. 

Neither  do  most  of  the  proposals.  Tax  policy  at  this  point 
should  be  aimed  at  bolstering  the  transition  from  the  Old  to 
New  Economy  and  promoting  growth.  The  Bush  and  Gore 
tax  proposals  are  designed  instead  to  appeal  to  dozens  of  po- 
tential voting  blocs  and  their  political  agendas. 

What  would  a  New  Economy  tax  policy  look  like?  Above 
all,  it  should  be  pro-investment  and  not  favor  increased  con- 
sumer spending.  Investment  in  information  technology  is  dri- 
ving the  current  expansion  and  will  for  years  as  new  Internet 


companies  arise  and  older,  bigger  corporations  move 
formation-based  processes  and  products.  Low  intere^ 
are  the  single  most  important  factor  in  promoting  invt 
They  make  big  capital  expenditures  more  affordable  :J 
ster  the  return  on  investment  of  startups,  makinJ 
more  attractive  to  venture  capitalists.  In  this  kind  of  e\ 
environment,  the  most  pro-growth  tax  policy  may  be 
or  credits  at  all.  Use  the  budget  surplus  to  pay  down 
eral  debt  and  lower  interest  rates. 

A  New  Economy  tax  policy  must  also  focus  on  keef 
dividual  incentives  high.  If  political  pressure  to  change, 
icy  proves  unstoppable  in  the  face  of  huge  budget  si 
then  lowering  marginal  income  tax  rates  across  the  bd 
reward  work  is  the  way  to  go.  The  widespread  use  ol 
options  in  the  New  Economy  makes  this  all  the  morj 
Employees  increasingly  are  willing  to  accept  option! 
form  of  compensation,  partly  in  lieu  of  higher  wages.  Tl 
played  a  significant  role  in  controlling  inflation  and  incil 
profit  margins.  But  while  options  move  in  relation  tc 
prices,  most  are  taxed  as  ordinary  income.  The  top  rrn 
income  tax  rate  is,  in  effect,  about  41%,  among  the  higl 
the  world.  Changes  in  tax  policy  should  begin  with  lo\ 
this  top  rate,  or  perhaps  treating  nonqualified  stock 
held  for  a  year  as  long-term  capital  gains  when  exercu 

If  government  money  is  to  be  spent  in  the  New  Ecc  {j 
it  should  go  toward  education  and  training.  Fed  Cha  E 
Alan  Greenspan  recently  pointed  out  that  "the  rapidity 
novation  and  the  unpredictability  of  the  directions  it  ma; 
imply  a  need  for  considerable  investment  in  human  ca 
People  need  much  higher  levels  of  analytical  and  conca 
workplace  skills.  A  New  Economy  requires  new  idea| 
policies.  The  U.S.  electorate  has  yet  to  see  either. 


A  MISGUIDED  MISSILE  POLICY 


The  recent  failure  of  the  third  test  of  the  Pentagon's  an- 
timissile defense  system  may  be  a  blessing  in  disguise.  It 
could  provide  time  for  Washington  to  work  on  its  foreign  pol- 
icy. Until  now,  technological  imperative  has  outpaced  diplomatic 
initiative — getting  the  U.  S.  into  more  and  more  trouble. 

Talk  about  deploying  an  antimissile  defense  system  years  be- 
fore it  can  conceivably  be  ready  is  actually  destabilizing  the 
world.  The  embers  of  the  cold  war  are  being  stirred  by  Rus- 
sia's firm  opposition.  It  worries  that  an  American  antimissile 
defense  system  would  violate  the  1972  Anti-Ballistic  Missile 
Treaty,  render  Moscow's  own  nuclear  missile  force  ineffective, 
and  start  a  new  arms  buildup,  which  it  can  ill  afford. 

China  is  contemplating  expanding  its  small  20-rocket  nu- 
clear force  in  reaction  to  the  U.  S.  defense  system.  If  China 
proceeds,  the  action  could  easily  trigger  a  nuclear  arms  race 
with  India,  then  Pakistan.  Meanwhile,  Beijing  and  Moscow  are 


cozying  up  in  an  effort  to  thwart  U.S.  power  (pag€ 
Europe  is  upset  because  it  fears  that  a  U.  S.  missile  de| 
system  would  leave  it  more,  not  less,  vulnerable  in  the 
of  a  nuclear  attack.  Germany  is  especially  worried  aboi 
tagonizing  Russia,  a  close  neighbor. 

Washington's  principal  rationale  for  a  missile  defensel 
tern,  the  "rogue"  nature  of  North  Korea,  is  already  cruml] 
The  recent  rapprochement  between  North  and  South 
signals  that  tensions  are  cooling  down.  North  Korea  hi 
ready  agreed  to  suspend  testing  of  long-range  rockets. 

Given  Iraq's  behavior,  a  missile  defense  system  maj 
needed  in  the  future,  and  research  and  testing  should  cont 
It  is  clear,  however,  that  this  future  is  not  technically  fea 
now.  So  Washington  should  take  this  moment  to  assessl 
diplomatic  damage  it  is  causing.  To  date,  the  world  has  bee 
more  unstable  thanks  to  America's  antimissile  program. 
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CORPORATE  CULTURE 

LETS  TAKE 
AN  E-MEETING 

DELAWARE,   WHOSE    MOTTO    IS 

"Liberty  and  independence" 
— and  the  most  popular  base 
to  incorporate  from — is  living 
up  to  those  words.  Starting 
July  1,  a  new  law  allows  the 
half-million  companies  regis- 
tered there  to  conduct  annual 
shareholder  meetings  electron- 
ically— by  Web,  e-mail,  or  fax. 
That  means  no  disgruntled 
investors  cursing  manage- 
ment— at  least  in  person — 
and  savings  on  meeting  costs. 
Patrick  McGurn,  of  Institu- 


tional Shareholder 
Services,  a  Rockville 
(Md.)  consultant,  says 
the  law  fixes  a  "bro- 
ken" annual-meeting 
system  characterized 
by  low  attendance 
and  inefficiency.  But 
Tim  Smith,  director 
of  the  Interfaith  Cen- 
ter on  Corporate  Responsi- 
bility, predicts:  "The  first 
company  that  actually  steps 
forward  and  does  this  will 
pay  a  tremendous  price." 
Smith,  whose  group  repre- 
sents 275  religious  investors 
with  $100  billion,  anticipates 
investor  lawsuits. 

Nell  Minow,  of  the  Corpo- 
rate Library,  a  Web  site  on 
corporate  governance,  fore- 
sees shareholders  "cut  off  at 
the  discretion  of  directors." 
Minow  even  feels  inspired  to 
rewrite  that  Delaware  mot- 
to: "Incorporate  in  Delaware 
and  you  never  have  to  look 
your  shareholders  in  the  eyes 
again."  Olga  Kharif 


THE  LIST   CANADA'S  TECH  STARS 


JDS  Uniphase's  $40  billion-plus*  bid 
for  rival  SDL  is  highlighting  Cana- 
da's tech  sector.  Of  the  stocks 
making  waves  on  the  Toronto 
Stock  Exchange,  JDSU  was  No.  6 
in  market  value  gains.  And  there 
are  enough  other  stars  to  win  Ot- 
tawa Valley  the  moniker  "Silicon  Valley 
North."  Another  hot  area:  Waterloo,  Ont. 


COMPANIES/ 
HEADQUARTERS/PRODUCT 


REVENUES 
PAST  12  MONTHS 


I'BUFFALO 


MARKET    STOCK  APPRECIATION 
CAP  PAST  12  MONTHS 
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Toronto/Net  encryption 


$0.9  bil.        909% 


2.  DESCARTES  SYSTEMS  68  mil.  1.6  851 

Waterloo,  Ont./Supply  chain  logistics  software 

3.  SIERRA  WIRELESS  43  mil.  1.1  769 

Vancouver/Wireless  data  communications  equipment 

4.  WI-LAN  12  mil.  0.9  588 

Calgary/Wireless  and  data  communications  products 

5.  NURUN  43  mil.  0.9  581 

Quebec/Software,  Web  integration,  telecom  solutions 


6.  JDS  UNIPHASE  1.1  bil.       19.1 

Ottawa/Fiber-optic  components  and  modules 

*U.S.  $       DATA:  YORKTON  SECURITIES;  BLOOMBERG  FINANCIAL  MARKETS 
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TALK  SHOW  K  He's  seeing  demons  in  it ... .  He  sees 
here  that  nobody  else  sees" 

— Time  Warner  CEO  Gerald  Levin,  on  Disney  CEO  Michael 
Eisner's  opposition  to  AOL  Time  Warner  merger  plans 


HAULS  OF  IVY 

A  WHOLE  NEW  GLASS 
OF  HOTSHOT 

HOW   DO   YOU   TEACH   AN   OLD 

Economy  dog  New  Economy 
tricks?  At  the  University  of 
Pennsylvania's  Wharton 
School,  you  do  it  through  a 
pricey  four-month  fellowship, 
complete  with  field  trips  and 
mentoring  from  New 
Economy  hotshots. 
This  fall,  about  50 


AT  WHARTON:  Dean  Harker 

senior  managers  from  such 
companies  as  Ford  Motor, 
Federal  Express,  3M,  and 
Bristol-Myers  Squibb  will  en- 
roll in  the  new  Wharton  Fel- 


lows e-Business  progni 
sides  hearing  lecture 
Wharton  faculty  and 
try  leaders,  says 
Patrick  Harker,  the  fj 
will  meet  with  about  2 
Economy  and  e-busines 
ers  in  California,  Pen 
nia,  Israel,  and  Belgi 
between  classes,  they'l 
municate  electronical! 
cause  the  program  in 
just  SV?  weeks  of  face 
instruction. 

Through  assign: 
such  as  writing  str 
plans,  the  executive 
learn  quickly  how  t 
their  New  Ecc 
knowhow  into  practice 
lessons  had  better  stick 
sponsoring  companies 
shell  out  big  bucks  to  p 
pate.  With  a  hefty  $^ 
price  tag — travel  exp 
will  add  even  more  to 
student's  tab — this  edu 
doesn't  come  cheap.  But 
in  the  New  Economy, 
lot  does.  Eric 


ILL  WINDS 

WHAT'S  UP  YOUR 
SLEEVE,  DOC? 

EX-DR.       MICHAEL       SWANGO 

had  career  woes  before  go- 
ing to  work  at  a  Long  Island 
Hospital  in  1993,  federal  pros- 
ecutors charge.  They  say  he 
killed  patients — on  purpose. 
Now,  this  "Dr.  Death"  has  in- 
spired Rep.  Tom  Bliley's  (R- 
Va.)  idea  to  post  online  a  fed- 
eral list  of  the  200  doctors 
and  dentists  who  have  the 
most  malpractice  and  state 
medical  board  sanctions. 

One  doctor  in  sev- 
en,  and  one  dentist  in    I 
eight,  are  the  subjects  ^j 
of  a  malpractice  set 
tlement  or  disciplinary 
report  in  the  Health  & 
Human    Services 
Dept.'s     Nation 
al  Practitioners' 
Data       Bank. 
But    hhs  re- 
fuses to  air 
the  list,  cit- 
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ing  possible  overreacti 
nuisance  lawsuits.  E 
House  Commerce  Comn 
chair,  argues  that  taxp 
deserve  access  to  the 
base  that  they  pay  fo 
plans  to  file  a  bill  to  for< 
list's  release. 

The   American 
Medical        Assn. 
and  the  American 
Hospital  Assn.  op- 
pose   the    move, 
saying  suits   are 
often    settled    to 
avoid  costly  litiga- 
tion. Until  the  de- 
bate  is    settled, 
www.health- 
grades.com  offers  ;   I 
lists  of  doctors.  But   | 
ing   to   the   Web 
lack  of  details  abou 
fenses,    any 
Death 
moves  is  hai 
track. 
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l-WAY  PATROL 

THE  WEB  TAG  THAT 
NEARLY  GOT  AWAY 

INTERNET      ENTREPRENEURS 

will  do  whatever  it  takes  to 
secure  that  oh-so-right  Web 
name.  "Names  are  tremen- 
dously important,"  says  Julie 
Cottineau,  naming  director 
at  New  York  corporate-iden- 
tity consultant  Interbrand. 
"They're  the  tangible  hook  for 
the  brand  with  consumers." 

But  few  Netrepreneurs  go 
to  the  lengths  that  Graham 


Balch  did  in  his  quest  to 
secure  the  rights  to 
"ChangeAddress.com."  After 
the  26-year-old  ex-Bain  &  Co. 
consultant  conceived  of  an  In- 
ternet-based change-of-ad- 
dress  service,  he  found  that 
his  dream  URL,  ChangeAd- 
dress.com,  was  owned  by  a 
Detroit  consultant,  Thomas 
Byxbe.  In  October,  Balch  sent 
Byxbe,  who  claims  he  once 
held  rights  to  900  Web 
names,  $2,000  of  the  $3,000 
selling  price. 

Then,  says  Balch,  Byxbe 
dropped  out  of  sight.  A  pan- 
icky Balch  flew  to  Detroit  in 
January  and  gave  himself  48 
hours  to  find  his  man.  "There 
was  no  way  I  wasn't  going  to 
follow  through,"  he  says.  A 


neighbor  told  Balch  that 
Byxbe  had  been  evicted. 
Byxbe's  nephew  said  Byxbe 
hadn't  been  working,  follow- 
ing a  life-threatening  auto  ac- 
cident two  years  before;  the 
nephew  added  that  Byxbe  had 
had  some  brushes  with  the 
law.  He'd  been  convicted  of 
switching  license  plates  and 
driving  with  a  suspended  li- 
cense and  a  concealed  weapon, 
court  records  show.  He'd  also 
missed  his  probation  hearings. 
His  probation  officer  warned 
Balch  that  if  he  found  Byxbe, 
he  could  be  charged  with  har- 
boring a  criminal. 

Then,  suddenly, 
Balch's  cell  phone  rang. 
It  was  Byxbe,  calling 
from  the  suburbs  from 
what  his  nephew  called 

SLEEPLESS  IN  DETROIT 

Balch's  Motown 
adventure  included  a 
warning  not  to  harbor 
a  criminal 

an  "escort  service." 
(Byxbe's  story:  "I  was 
babysitting  a  friend's 
apartment.")  Balch 

drove  there  after  first 
instructing  his  brother 
in  Atlanta  to  call  the  po- 
lice if  he  didn't  hear 
back  from  Balch  in  an 
hour.  When  Balch  finally 
found  Byxbe  and  handed  him 
the  final  $1,000,  he  received 
a  C-note  from  the  mysteri- 
ous Mr.  Byxbe  in  return. 
"He  said  he  understood  all 
the  trouble  I'd  gone 
through,"  Balch  explains. 

Balch  was  scheduled  to 
find  out  if  his  wait  has  been 
worth  it  on  July  24,  the  date 
of  ChangeAddress.com's  de- 
but. Name  maven  Cottineau 
questions  whether  the  name 
gives  Balch  enough  flexibility 
to  expand  into  other  ser- 
vices. And  Byxbe?  He's  in 
jail  in  Pontiac,  Mich.,  until 
at  least  Aug.  4.  "You  do  the 
crime,  you  do  the  time,"  he 
says.  At  least  he  is  $2,900 
richer.  Dean  Foust 
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NETREPRENEURS 


POLLY  WANTS 
A  DOWNLOAD 


IRENE  PEPPERBERG  WANTS  TO 

banish  bored  birds  from 
cages  across  the  land.  So 
she's  building  a  customized 
Internet  browser  for  parrots. 
The  lucky  bird?  An  African 
gray  parrot  named  Wart. 

Pepperberg,  a  pro- 
fessor   of    anima 
behavior  at  Mass- 
achusetts   Insti- 
tute of  Technolo- 
gy, says  many  of 
the  8  million  par- 
rots living  in  the 
U.  S.      are      so 
smart  that  they 
are  literally  bored 
to  self-destruction.  "Like  chil- 
dren, they  need  interaction." 

A  solution:  the  Interpet 
Explorer  Project,  which  aims 
to  teach  Wart  to  surf  using  a 


four-position  joystick  anf 
pie  console  in  a  Luci] 
connected  to  a  modifie 
browser.    Wart   can   < 
screen  wallpaper  and  ji| 
tunes — baby  steps,  P 
berg   says,   that   tea 
month-old  Wart  that 
control  his  environme 
No  Pavlovian  indue 
here;  rather,  the  projec 
to  determine  if  birds  g 
same    intrinsic    re 
mb^^m   from  onli 
teractic 
human 
Wart  ta 
the 
"pets 
surf" 
'mean 
bucks.  Im 
video  game 
dogs,  banner  ads  for  pa 
Petopia.com  already  ta 
TV  ads  to  pets.  Could  F 
shipments  approved  by 
prints  be  next?  Alex  Sal 


THE  BIG  PICTURE 


THE  REWARDS  AT  THE  TOP  Incentive  pay,  such  as 
stock  options,  has  long  been  standard  for  top  manage 
and  is  now  increasingly  awarded  to  lower- 
ranking  employees.  College  grads 
may  get  signing  bonuses,  but  th< 
figures  suggest  they  still 
have  something  to  look 
forward  to. 

1999  SURVEY  0 

DIVISIONS  Of  MAJOR  C 

ORATIONS.  WITH 

$1  BILLION  REV 

'INCLUDES  AVE 

BASE  SALARY,  BONl 

AND  PRESENT  VALl 

STOCK  OPTIONS  AND  0 

INCEN" 

DATA:  HAY  GROUP 


FOOTNOTES  Net  users  who  visit  online  drugstores:  40%;  fraction  who  don't  buy  because  of  a  lack  of  an  on-site  pharmacist:  31 
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NOT  SINCE 

SANTA  CLAUS 

HAS  ANVONE  MADE  THIS  MANY  KIDS 

HIS  HAPPY  IN  ONE  DAY. 


nil  M 


On  Saturday,  July  8th,  Amazon.com  and  FedEx  made  Harry  Potter  and  the  Goblet  of  Fire 
one  of  the  largest  book  releases  in  Internet  history.  The  Harry  Potter  series  is  a  phenomenon,  and 
the  arrival  of  the  fourth  adventure  of  the  young  wizard  had  kids  in  a  state  of  anticipation  like  it  was  the  night 
before  Christmas.  Amazon.com  went  the  extra  mile  by  putting  the  book  in  the  hands  of  parents  on  the  first  day 
it  was  released.  They  used  a  variety  of  FedEx  services,  including  FedEx  Home  Delivery,  the  customer-friendly 
alternative  for  reliably  shipping  packages  from  businesses  to  busy  people,  even  on  Saturday.  The  result  was  over 
250,000  books  delivered  in  just  one  day.  To  find  out  how  FedEx  Home  Delivery  can  make  you  happy, 
call  1  -800-Go-FedEx,  or  visit  fedex.com.  Be  absolutely  sure.* 


FedEx 

Home  Deliverj 


usii   Before  bringing  its  most  advanced 
onferencing  technology  to  the  world, 

POLYCOM   LOOKED  TO  Tl   FOR  THE  WORLD'S 

MOST  ADVANCED  DSPS. 


Tl's  new  TMS320C55x^  DSP  core  will 
power  the  next  generation  of  Polycom  s 
advanced  conferencing  technologies. 
A  model  of  efficiency,  it  slashes  power 
consumption  while  delivering  superior  speed 
and  performance. 


With  more  DSP  experience,  more  DSP 
software  developers,  and  more  third-party  DSP 
application  developers,  no  other  company 
supports  you  like  Tl. 


The  world  leader  in  analog  and  mixed-signal 
devices,  Tl  offers  a  portfolio  of  products 
optimized  to  work  seamlessly  with  Tl  DSPs 


Tl's  award-winning  eXpressDSF  Real-Time 
Software  Technology  gives  you  a  simplified, 
streamlined  development  infrastructure, 
eliminating  barriers  to  your  design. 


Polycom's  newest  high-performance 
audioconferencing  systems  require 
world-class  DSP  technology.  Only  Tl 
delivers  the  power-efficient  DSP 
performance  that  meets  our  needs 
for  today  and  tomorrow." 
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TEXAS  INSTRUMENTS 
TECHNOLOGY 


Triangular  icons  of  the   information  age. 
Polycom*  SoundStation-   audioconferencing 
systems  appear  in  the  boardrooms  of  small 
start-ups  and  multinational  corporations  alike.  Delivering  unsur- 
passed audio  clarity  with  sophisticated  echo-cancellation  and 
noise-reduction  technologies,  Polycom  products  have  earned  over 
80%  of  the  global  market  in  audioconferencing  systems.  •  At  the 
core  of  Polycom's  new  generation  of  industry-leading  conference 
systems  can  be  found  Texas  Instruments  programmable  DSPs.  The 
TMS320C500CT  DSP  platform  offers  the  perfect  blend  of  speed 
and  power  efficiency  to  run  the  full-duplex  Acoustic  Clarity 
Technology"'  that  powers  all   of  Polycom's  next-generation 
SoundStation  products.  •  With  built-in  programmability  and  the 
flexibility  to  add  features  and  functions  without  retooling,  Tl  DSPs 
help  ensure  Polycom  minimizes  development  time  and  gets  to 
market  way  ahead  of  the  competition.  •  And  as  Polycom  charts  its 
evolution  from  developing  audio  products  to  providing  a  full  suite 
of  broadband  communications  solutions,  Tl  will  be  there  with 
next-generation  code-compatible  TMS320C55x,u  DSPs  for  IP  and 
wireless  applications.   •  With  the  most  energy-efficient  and 
fastest  DSPs  in  the  world,  only  Tl  offers  the  range  of  processing 
power  needed  for  the  future  convergence  of  video,  voice,  and  data 
in  boardrooms,  conference  rooms,  and  family  rooms  around  the 
world.  If  you  would  like  to  harness  the  performance  of  world-class 
digital  technology  while  eliminating  barriers  to  your  designs,  just 
call  upon  the  power  of  DSPs  from  Texas  Instruments. 


www.ti.com/dsp 
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SEEING  CLEARLY 

THROUGH  THE  AMAZON  JUNGLE 

Regarding  "Can  Amazon  make  it?" 
(Cover  Stoiy,  July  10):  Amazon.com  Inc. 
has  and  always  will  stock  and  ship  tan- 
gible products  (i.e..  books,  dvds,  toys) 
from  its  warehouses  to  its  customers. 
Thus,  from  Day  One,  it  has  been  clear 
to  anyone  not  caught  up  in  Wall  Street 
hype  that  Amazon  is  a  retailer,  albeit 
with  a  very  slick  Internet  interface  for 
ordering  products.  Thus,  Amazon  never 
was  a  true  Net  stock.  (The  value  of 
Amazon  as  a  portal  to  other  Web  sites 
is  an  interesting  part  of  the  business, 
but  currently,  only  a  minor  part.) 

Lehman  Brothers  Inc.'s  analysis  of 


: 


pedia,  and  lastminute.com  (whoA 
enues  are  derived  from  matching  n 
and  sellers  and  does  not  requirj 
chase  of  inventoiy  or  warehouses) 
be  in  the  other.  These  are  the  tr 
ternet  stocks. 

If  you  are  invested  in  the  first  I 
expect  to  earn  returns  similar  to  j 
of  retailers.  If  you  are  in  the  i  I 
group,  who  knows  what  you  will  I 
One  thing  is  sure:  The  pursuit  c  I 
enue  growth  without  positive  ea  I 
growth  will  no  longer  be  rewarc  I 
the  market  on  a  long-term  basis.  I 
James  Ci 
Pasadena, 
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NOT  NET? 

"It  has  been  clear  to 
anyone  not  caught  up  in 
Wall  Street  hype  that 
Amazon  is  a  retailer, 
albeit  with  a  very  slick 
Internet  interface" 

—  James  Culhane,  Pasadena,  Calif. 
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the  company  as  a  retailer  should  not 
be  viewed  as  rocket  science  but  more  as 
a  reality  check.  (Judging  by  the  19% 
drop  in  stock,  some  investors  only  re- 
cently woke  up  to  this!)  Amazon  is  now 
experiencing  the  problems  that  retailers 
typically  incur,  i.e.,  large  cash  usage  to 
finance  higher  levels  of  inventory  and 
construction  of  warehouses,  etc. 

Hopefully,  as  Internet  hype  is  put  to 
rest,  the  markets  will  view  Net  com- 
panies as  belonging  to  one  of  two 
groups — those  that  sell  tangible  goods 
(retailers)  and  those  that  sell  intangi- 
ble goods  (i.e.,  brokers).  While  Amazon 
would  be  in  the  first  group,  eBay,  Ex- 


is  interesting  to  note  that 
■■■■■  zon's     management 
packaged  its  model  a 
ing  to  the  following  s 
ios:  1).  Be  the  leadir 
line   interaction   bet  u» 
customers  and  distrib 
with  minimal  investr  i 
2).  Be  the  best  cust  jib 
service    business    ir  sal  sue 
world  by  providing  \  r«i 
class  product  offerin, 
order-fulfillment  capat 
(totally  contradicts 
3).  Garner  significant  revenue  st: 
via  online  advertising  on  the  Ar   ; 
"storefront"  from  other  e-tailen 
brands  (which  is  currently  evapoi 
as  companies  reassess  the  return 
online  advertisement) 

In  each  iteration,  management  : 
seemed  to  fully  address  the  flaws 
the  previous  business  model.  Now, 
has  finally  begun  to  run  out  for 
zon's  smooth  talk  to  the  invest 
community.  As  Amazon  tries  to  s<  at: 
products  to  all  customers,  it  will  cc 
ue  to  hemorrhage  cash.  It  is  makii 
business  more  complex  when  it  has 
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er  adequately  managed  the  relat  $ 
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ORRECTIONS  &  CLARIFICATIONS 

he  list"  (UpFront,  July  10)  mistated  the 
ists  ot  rape  in  the  U.S.  It  should  have 
nd  $127  billion.  In  the  same  section,  "In 
ie  buff  in  Buffalo"  incorrectly  reported 
at  Adelphia  Communications'  headquar- 
rs  would  move  to  Buffalo.  The  company  is 
i ly  building  a  new  facility  there. 

table  accompanying  "You  can  slow  down 
e  clock"  (Business  Week  Investor,  July 
')  should  have  said  that  a  videotape  on 
ercise  from  the  National  Institute  on  Ag- 
g  costs  $7.  Information  on  the  video  is 
mailable  at  800  222-2225. 


aifena,  

iple  business  of  selling  books,  CDs, 
!  movies.  This  complexity  will  exac- 
ate  Amazon's  losses.  In  other  words, 
azon  is  doomed  to  failure  if  it  tries 

all  things  to  all  customers. 

m  glad  to  see  that  the  flaws  in 

lazon's  business  model  are  finally  be- 

(fcrik  looked  at  by  the  investment  com- 

nvestninity.  Amazon  was  given  preferential 

itment  for  too  long.  It's  time  it  ad- 

•  in  ssed  such  issues  as  its  ability  to  ac- 

wately  forecast  customer  demand  for 

vast  product  lineup,  manage  inven- 

y,  and  distribute  products  through 

network,  which  is  physically  con- 

r  lined  in  terms  of  time,  space,  and 

:k  Am  :ance. 

Fred  Sharkey 
Austin,  Tex. 
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Warm  and  fuzzy  won't  save  Procter 
Gamble"  (News:  Analysis  &  Com- 
investd  ntary,  June  26)  'on  Durk  Jager's  ter- 
iation  as  p&g's  ceo  was  insightful.  I 
ee  that  the  issue  wasn't  too  much 
nge  too  fast.  What  p&g  needs  is 
it  all  growth  organizations  need:  a 
let-  who  can  effectively  break  with 
past,  who  is  real  vs.  playing  a  role, 
1 3  is  on  a  meaningful  personal  journey, 
'.lo  understands  and  can  differentiate 
ween  supporter-participants  and  ob- 
ver-critics,  and  who  can  allow  good 
Iple  to  do  their  work. 

ager  was  obviously  unaware  of  who 
|  had  as  supporter-participants,  the 
pie  who  had  the  courage  to  tell  him 
at  he  needed  to  hear  vs.  what  he 
ited  to  hear,  who  could  be  held  ac- 
ntable,  and  who  could  hold  others 
ountable.  People  who  behave  like 
it  are  out  of  touch  and  prove  to  be 
Elective  leaders  at  best.  P&v,  threw 
baby  out  with  the  bathwater — good 
itegy,  horrible  implementation. 

James  H.  Blackburn 
Columbus,  Ohio 


FLEETBOSTON:  ONLY 

RICH  CUSTOMERS  NEED  APPLY 

Thank  you  for  "Bigger  isn't  better 
for  Fleet's  customers''  (Finance,  July 
10),  which  provided  a  straightforward 
summary  of  Reel  Bank's  poor  treat- 
ment of  everyday  customers.  While  I'm 
sure  most  financial  institutions  want  to 
serve  their  wealthy  clients  well,  Fleet 
seems  to  insist  on  doing  this  at  the  ex- 
pense of  the  rest  of  its  clientele. 

I  had  a  Fleet  account  three  years 


ago  and  was  happy  to  dose  il    >><■< 

of  poor  service  and  prodigioui  fi  i  I 
had  no  trouble  finding  another  bank, 
inn  the  latest  Fleet  Boston  I-  inancial 
Corp.  merger  make-  it  more  difficult  to 
find  a  convenient  hank  thai  is  actually 
interested  in  serving  the  little  guy. 

Tom  Rogers 
I  ramingham,  .M 

The  reason  these  new  superbanks 
charge  outrageous  fees  is  because  they 
know  most  of  their  customer-   don't 
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"Whoal  Now  that's  a  reason  we  never  anticipated 

for  being  with  Williams.  Thanks  to  their 

bulletproof  bandwidth;''  we're  unfazed." 

Williams  Communications  has  you  prepared  for  ...  whatever.  Our 

bulletproof  bandwidth  on  demand"  keeps  ISPs,  ASPs  —  ETCs  —  globally 
connected.  Our  equipment  solutions  are  state-of-the-art,  end-to-end.  When 
your  business  has  "Williams  within  '."  it  means  reliability  throughout 


Williams 


COMMUNICATIONS, 


l-800-WILUAMS  •  WWW.WILLIAMSC0MMUNICATI0NS.COM  •  NYSE:  WMB  &  WCG 
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This  advertisement  has  been  approved  by  Deutsche  Bank  AG  London,  regulated  by  SFA  for  the  conduct  of  investment  business  in  the  UK  The  services 
described  in  this  advertisment  are  provided  by  Deutsche  Bank  AG  or  by  its  subsidiaries  and/or  affiliates  in  accordance  with  appropriate  local  legislation 
and  regulation    t  Trademark  application  pending.   Source:  Euromoney,  July  2000 
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By  promoting  the  success 
of  our  clients,  we've  taken 
a  leap  on  our  competitors 


Investment  banking  performance  is 


/      leading  to  results™' 


Euromoney  Awards 
for  Excellence 


/ 


s 
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'Deutsche  Bank  is  the  kind  of  financial  counterparty  its 
corporate  and  institutional  clients  really  want:  adept  at 
capital  markets  and  investment  banking"  Euromoney 


Best  bank: 

Deutsche  Bank 


Best  forex  bank: 
Deutsche  Bank 

Best  government  bond 
trading  firm: 
Deutsche  Bank 

Best  Eurobond  trading  firm 
Deutsche  Bank 

Eurozone 

Best  bank: 

Deutsche  Bank 

Best  domestic  bond  house: 

Deutsche  Bank 

Best  domestic  equity  house: 

Deutsche  Bank 

Austria 

Best  foreign  bank: 
Deutsche  Bank 
Best  foreign  equity  house: 
Deutsche  Bank 

France 

Best  foreign  bank: 
Deutsche  Bank 
Best  foreign  bond  house: 
Deutsche  Bank 


Germany 

Best  bank: 

Deutsche  Bank 

Best  domestic  bond  house: 

Deutsche  Bank 

Best  domestic  equities  firm: 

Deutsche  Bank 

Best  domestic  M&A  advisor: 

Deutsche  Bank 

Italy 

Best  foreign  bank: 
Deutsche  Bank 

Portugal 

Best  foreign  bond  house: 
Deutsche  Bank 

Non-Eurozone  Europe 

Switzerland 

Best  foreign  bank: 

Deutsche  Bank 

Best  foreign  bond  house: 

Deutsche  Bank 

Best  foreign  equity  house: 

Deutsche  Bank 

UK 

Best  foreign  bank: 
Deutsche  Bank 


USA 

Best  foreign  equity  house: 
Deutsche  Banc  Alex.  Brown 
Best  foreign  M&A  house: 
Deutsche  Banc  Alex.  Brown 

Latin  America 

Argentina 

Best  foreign  bond  house: 
Deutsche  Bank 

Chile 

Best  foreign  equity  house: 
Deutsche  Bank 

South  Africa 

Best  foreign  securities  house/ 
investment  bank: 
Deutsche  Bank 


We've  always  believed  that  if  we  put  our  customers  first, 
we  would  come  out  on  top  in  global  investment  banking. 

It's  another  reason  why  Deutsche  Bank  is  leading  to  results. 


Deutsche  Bank 
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want  to  bother  changing  banks.  I  sus- 
pect most  bank  customers  don't  have  a 
clear  idea  of  how  much  the  bank  is  tak- 
ing because  they  break  their  charges 
into  $1  and  $2  fees  across  the  course  of 
a  month. 

These  customers  must  realize  that 
they  have  plenty  of  choices,  including 
smaller  banks,  credit  unions,  and  Inter- 
net banks.  You  mention  that  there  are 
hundreds  of  small  banks 
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in  New  England, 
and  I'm  sure  most  of 
them  charge  lower  fees. 

I  was  a  customer  at  a  local  bank  that 
was  taken  over  by  Bank  of  America. 
After  seeing  my  fees  double,  I  decided 
to  move  my  money  to  a  credit  union 
that  doesn't  charge  any  fees.  By  sacri- 
ficing a  small  amount  of  convenience 
(the  credit  union  is  closed  on  Saturdays, 
and  there  are  fewer  ATMs),  I've  saved 
hundreds  of  dollars  a  year  in  fees.  If 
more  big  bank  customers  did  what  I 
did,  the  FleetBostons  of  the  world 
would  have  to  rethink  their  policies. 

Jim  Kutsko 
Santa  Fe,  N.  M. 

IMF  REMEDIES  FOR 

JAPAN'S  POST-BUBBLE  BLUES' 

Your  speculation  about  an  Interna- 
tional Monetary  Fund  rescue  of  Japan 
five  years  down  the  road  seems  far- 
fetched given  the  country's  foreign  re- 
serves of  well  over  $300  billion  and  its 
large  current  account  surpluses  ("The 
tsunami  threatening  Japan,"  Interna- 
tional Business,  July  10). 

We  have  been  paying  close  attention 
to  Japan's  difficulties  in  recent  years, 
both  for  their  own  sake  and  for  their 
impact  on  the  rest  of  Asia  and  the 
world.  Just  last  month,  an  IMF  team 
was  in  Tokyo  to  discuss  the  policy  chal- 
lenges, an  exercise  we  conduct  regular- 
ly with  each  of  our  182  member  coun- 
tries. Important  steps  have  already  been 
taken  to  avoid  your  nightmare  scenario. 


Nonetheless,  more  needs  to  be  done. 
Japan  is  still  suffering  from  the  "post- 
bubble  blues."  Corporations  remain 
over-indebted  and  burdened  with  too 
much  capital  stock.  Meanwhile,  the 
banking  system  is  still  unable  to  fulfill 
its  normal  functions.  Our  advice  to  the 
government:  First,  strong  macroeco- 
nomic  life  support  is  still  needed.  While 
the  rapid  accumulation  of  public  debt 
is  a  serious  problem,  fiscal  tightening 
would  be  premature  while  the  econ- 
omy remains  fragile.  Large-scale  fis- 
cal adjustment  will  eventually  be 
equired.  But  it  will  be  hard  to 
achieve  until  growth  is  firmly 
reestablished.  The  Bank  of  Japan 
should  maintain  zero  interest  rates 
until  recovery  is  locked  in.  We  are 
not  there  yet. 

Second,  the  authorities  need  to 
continue  vigorous  structural  re- 
forms. In  particular,  they  should 
finish  fixing  the  financial  system, 
removing  barriers  to  competi- 
tion, and  put  in  place  a  legal 
and  tax  framework  conducive  to  corpo- 
rate restructuring.  They  should  also  ex- 
tend deregulation  across  the  economy 
and  update  tax  codes.  This  job  has  be- 
gun but  is  not  yet  complete. 

Yusuki  Horiguchi 

Director 

Asia  &  Pacific  Dept. 

International  Monetary  Fund 

Washington 

A  DESIGN  THAT  COULD 
MAKE  SPACE  TRAVEL  DOABLE 

Stan  Crock  writes  that  the  X-33 
hasn't  worked  because  its  new  fuel 
tanks  have  proved  difficult  to  make 
("Space  travel  is  still  a  dream,"  Science 
&  Technology,  July  10).  True  enough, 
except  that  the  "X-33"  is  in  fact  the 
VentureStar,  a  design  NASA  chose  over 
two  other  proposed  designs  for  the  X- 
33 — originally  a  catchall  designation  for 
whichever  design  would  be  picked  to 
eventually  replace  the  Space  Shuttle. 

One  of  these  alternate  designs,  the 
Delta  Clipper,  actually  flew  in  proto- 
type— the  only  one  of  the  X-33  models 
to  do  so.  A  single-stage  vehicle  that  not 
only  rose  and  landed  vertically  but  could 
hover  in  place  and  move  sideways  on  its 
thrusters,  the  Delta  Clipper  was  dis- 
counted by  nasa- — prematurely,  I  would 
argue — after  one  of  its  landing  legs  col- 
lapsed at  the  conclusion  of  an  otherwise 
successful  flight.  The  VentureStar,  mean- 
while, would  require  a  Shuttle-like 
launch-pad-and-landing-strip  arrange- 
ment, essentially  providing  nothing  more 
than  a  fatter  Space  Shuttle. 
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The  Delta  Clipper  depended  itii- 
on  existing  technology;  neitheijkf' 
two  competitors  has  even  beeifcr 
let  alone  flown,  so  the  Ventur|t 
setbacks  hardly  come  as  a  surpfct: 
the  Delta  Clipper  were  to  be  t  n 
and  used,  whether  by  NASA  or 
private  sector,  the  hopes  for  spaJbl 
ness  would  see  a  greater  chance    c^ 
ing  to  fruition. 

Fred  Httl 
Ne\ 

KUDOS  FOR  KUTTNER'S 
TAKE  ON  IRELAND 

Thanks  for  "Ireland's  miracl 
market  didn't  do  it  alone"  (E.cc  i. 
Viewpoint,  July  10).  Typically,  it  \U™ 
telligent  and   provocative.   It  <  in 
where  Irish  economists  would  r  !;ttfii 
surmise,  partly  because  we  ar  frittl 
pinching  ourselves  to  make  su    i 
whole  experience  is  real.  For  ex   MB 
the  performance  of  labor  mark  if! 
general  and  of  long-term  unemplo 
in  particular  passes  all  previous 
metric  understanding. 

But  when  Robert  Kuttner  mai  »r.r 
that  Irish  cuisine  is  still  too  depe  it 
on  spuds  and  cabbage,  one  mus  m 
quote  Clueless  by  saying:  "That'  i 
hash,  Bob!" 

J.  Jerome 
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BusinessWeek  online 


The  full  text  of  Business  Week,  the  Business  Weel 
Briefing,  and  five  years  of  BW  archives  are 
available  on  the  World  Wide  Web  at: 
www.businessweek.com 
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HOW  TO  REACH  BUSINESS  WEEK 

LETTERS  FOR  READERS  REPORT 

All  letters  must  include  an  address  and  daytime     ft; 

evening  phone  numbers.  We  reserve  the  right  to  e 

letters  for  clarity  and  space  and  to  use  them  in  a 

electronic  and  print  editions. 

Mail:  Business  Week,  1221  Avenue  of  the  America 

43rd  floor,  New  York,  NY  10020 

Fax:  (212)  512-6458 

Internet:  bwreader@businessweek.com 

America  Online:  readersbw 


it  ap 
But  i 

A 
1  t 

bs.  darii 

ps,  in 
i 
[i 


lie  the 
frdthi 


Itasl 
f,  if  not 

I  forge 


SUBSCRIBER  SERVICES 

For  individual  subscriptions,  corporate  subscriptic  I 

renewals,  changes  or  problems,  and  single  copies 

Phone:  (800)  635-1200  or  (609)  426-7500 

Fax:  (609)  426-7623 

Internet:  bwcustsv@businessweek.com 

Library  fee-based  services:  (212)  512-6704 

REPRINTS  AND  COPYRIGHT  PERMISSIONS 

For  custom  reprints  (minimum  order  of  1,000)  con 

(212)512-3148 

Fax:  (212)  512-2337 

Internet:  www.businessweek.com/reprints/ 

For  permission  contact: 

Phone:  (212)  512-4801 

Fax:  (212)  512-4938 


ttiirni 
he  efj 

fence 
liner 
tSIK 


18  BUSINESS  WEEK  /  JULY  31,  2000 
Mi 


ooks 


ONAIRE 

hilanderer,  Gambler,  and  Duelist  Who  Invented  Modern  Finance 

let  Gleeson 

l  &  Schuster  •  303pp  •  $24 


EX,  DUELS,  JAILBREAKS- 
VD  HIGH  FINANCE 


^he  current  crop  of  globe-strad- 
dling moguls  is  pretty  colorless. 
Gates,  Ellison,  Buffett,  Murdoch, 

. may  be  richer  than  Croesus.  But 

masters  of  the  universe  are  sorely 

"  lEcong  in  derring-do  and  razzle-dazzle. 

tared  with  the  rich  cream  of  their 

century  predecessors,  they're  skim 

I  rates  might  be  pugnacious  in  civ- 
tve  are  >osition,  but  how  many  men  has  he 
k  m  in  a  duel? 

'oreiae  can't  help  but  feel  this  way  after 
irarkeing  the  elegantly  written  Million- 
The  Philanderer,  Gam- 
mid  Duelist  Who  In- 
d  Modem  Finance,  by 

I I  writer  Janet  Glee- 
o  ..iepei  This  biography  of  the 


ering     18th     century 


The  Philanderer.  Gambler, 
Duelut  Who  Invented 
Modern  Finance 


» must 

sli  banker  and  financier 

Law,  described  by  the 

I  ir  as  the  "financial  wiz- 

D  f  his  age"  and  the  vir- 

.  nventor  of  paper  mon- 

Biads  like  John  Kenneth 
*aith  crossed  with 
3lle  Steel:  slashing 
is,  daring  prison  escapes,  palace 
hies,  financial  cupidity,  and  illicit 
though  the  last,  alas,  is  handled 
eetly.  In  the  bargain,  one  learns 

;  the  dawn  of  high  finance.  This 

KKE[K  ;  be  the  one  financier's  biography 
shed  this  year  with  a  shot  at  be- 
ig  a  TV  movie. 
r  f|'w  was  born  in  1671  in  Edinburgh, 
■  his  father's  goldsmith  shop.  The 
/,  if  not  gentry,  was  more  than  fi- 
ally  comfortable.  From  an  early 
Law  displayed  three  traits  that 
1  forge  his  life:  a  hunger  for  come- 
omen,  an  attraction  to  games  of 
e,  and  mathematical  brilliance.  Be- 
le  turned  20,  he  set  off  for-  London, 
I  he  efficiently  burned  through  his 
itance  and  faced  debtor's  prison, 
lother  bailed  him  out  financially, 
er  such  a  brush,  other  men  might 


MILLIONAIRE 
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have  foresworn  gambling;  Law  devot- 
ed himself  to  studying  risk.  "No  man 
understood  calculation  and  numbers  bet- 
ter than  he,"  observed  a  contemporary. 
Life  as  a  London  fop  was  not  in  the 
cards,  however.  In  1694,  at  23,  Law  killed 
another  young  dandy  in  a  duel,  probably 
over  an  insult  regarding  Law's  mistress. 
The  victim's  family  was  well-connected, 
and  they  demanded  Law's  neck.  Law 
was  sentenced  to  death,  but  he,  too,  had 
well-placed  allies,  including  friends  of  the 
King,  who  approved  a  plan  to  bust  Law 
out  of  the  slammer.  He  fled 
to  the  Continent. 

Law  spent  his  early  exile 
wandering  from  one  gaming 
table  to  the  next  in  Amster- 
dam, Venice,  Genoa,  and 
Turin,  amassing  a  fortune  in 
short  order,  thanks  to  his 
calculating  skills.  In  Paris, 
he  picked  up  Katherine 
Seigneur,  a  married  woman 
of  noble  birth  who  left  her 
husband  to  live  with  Law. 
Their  affair  scandalized  po- 
lite society,  but  such  was  their  collective 
personality  and  charm  that  no  doors 
were  shut  to  them. 

Law's  pockets  were  bulging,  but 
many  of  Europe's  royal  treasuries  were 
nearly  broke.  Decades  of  incessant  war- 
fare had  left  governments  scrambling 
for  cash.  High  taxes  meant  there  was 
little  currency  in  circulation,  and  most 
gold  and  silver  coins  were  so  debased 
("shaving"  coins,  though  a  capital  of- 
fense, was  commonplace)  that  merchants 
constantly  haggled  over  the  real  value  of 
payments,  constraining  trade. 

As  early  as  1705,  Law  believed  he 
had  the  answer.  He  argued  in  a  pam- 
phlet for  the  establishment  of  banks 
that  would  issue  paper  money  backed  by 
land  or  other  collateral.  He  realized  that 
money  was  "a  functional  medium — with 
no  intrinsic  value  but  backed  bv  some- 


thing  of  stable  value,  the  gambler'!  chip* 
thai  can  be  cashed  in  at  the  end  of  the 
evening."  TW  il  an  entirely  orig- 

inal idea — the  Bank  of  England  had 
been  established  and  begun  issuing 
banknotes  in  L694,  and  in  Amsterdam, 
similar  banks  had  been  operating  for 
nearly  a  century  before  that — but  Law- 
had  the  ears  of  some  of  Europe's  most 
powerful  men,  and  he  pushed  the  con- 
cept of  paper  money  to  new  extremes. 

He  found  his  most  receptive  audience 
in  France.  After  the  death  of  Louis  XIV, 
Law  managed  to  persuade  the  Regent, 
the  Due  d'Orleans,  to  establish  the 
Banque  Generate  to  issue  paper  money 
backed  by  deposits  and  to  install  him 
as  its  head.  Despite  fierce  opposition  in- 
side and  outside  of  government,  the 
bank  was  a  success:  The  banknotes  it 
issued  soon  commanded  a  premium.  The 
economy  revived,  and  Law's  became  the 
nation's  premier  bank. 

Law  was  not  content.  He  wanted  to 
be  an  empire  builder  and  saw  his  chance 
in  France's  vast  North  American  terri- 
tories. In  1717,  he  founded  the  Missis- 
sippi Company.  "It  was  given  the  right 
to  all  trade  between  France  and  its 
Louisiana  colony  for  25  years,  and  to 
maintain  its  own  army  and  navy,  to 
mine  and  to  farm,"  Gleeson  writes.  "Law 
held  sway,  ruling  half  of  America  in  all 
but  name." 

To  underwrite  the  venture,  Law  began 
issuing  public  shares  at  500  livres  apiece. 
"Over  the  summer  of  1719,  France  sa- 
vored her  first  taste  of  a  bull  market. 
By  the  time  the  second  installment  was 
due  on  the  new  issue,  the  share  price 
had  doubled  to  1,000  livres."  What's 
more,  Law  had  become  in  effect  France's 
central  banker,  and  his  printers  were 
working  round  the  clock  to  print  new 
paper  currency  with  which  speculators 
could  buy  shares. 

It  was  as  if  the  Federal  Reserve  and 
Drexel  Burnham  Lambert  Inc.  had 
merged.  The  soaring  share  prices  floated 
upon  a  flood  of  paper  money.  By  the 
end  of  the  year,  the  price  of  Mississippi 
shares  touched  10,000  livres.  Hundreds 
of  thousands  of  foreigners  crowded  Paris 
to  play  the  market.  So  many  sharehold- 
ers found  themselves  richer  than  they 
had  ever  imagined  that  a  new  word — 
"millionaire" — was  minted  to  describe 
them.  Meanwhile,  the  cost  of  bread 
jumped  fivefold  in  a  matter  of  months. 

Law  knew  the  frenzy  was  insupport- 
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LAW'S  LIFE  READS  LIKE  JOHN  KENNETH 
GALBRAITH  CROSSED  WITH  DANIELLE  STEEL 
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Lucent  **»*££ 


Bell  Labs  I 


Sarahs  work  takes  her  everywhere  the 

W,Pd  b'0WS  She  •OPk,  for  an  aeroelectrtc 

Power  company,  and  work  ,s  rarely®  the 
office.  But  now  she  can  do  business 

anywhere.  With  the  Mob,le  Internet 
Lucent  is  help.ng  to  createi  anyQne  ^ 

^  go  can  have  the  full  power  of  the 
Internet,  nght  at  their  fingertips. 

Wherever  they  are.  No  w,res,  no  outlets, 

no  desks.  When  you  change  the  way 

people  communicate,  you  change 

the  way  they  do  business.  Lucent 

Technology.  We  make  the  thmgs  that 

make  commun,cat,ons  work." 

Expect  great  things. 


Li 


a«g 


An  easier  way 

to  organize  all 

your  investments, 

The  T.  Rowe  Price  Asset  Manager  Account. 


• 

1,000+  no-load  funds 

With  the  Asset 
Manager  Account, 

including  T.  Rowe  Price, 
Janus,  and  Vanguard 

Spend  more 
time  manag- 

you can  simplify          • 

One  monthly  investment 

ing  your 

your  portfolio 

statement 

investments 

management. 
With  a  single 
phone  call  to 

Ability  to  trade  stocks 
and  bonds 

and  less  time 
managing  the 
process. 

T.  Rowe  Price,              . 
you  can  invest 
in  stocks,  bonds, 

Unlimited  no-minimum 

checkwriting 

The  Asset 
Manager 

75  T.  Rowe  Price          • 

VISA®Gold  ATM  & 

Account 

funds,  and  more 

Check  Card 

streamlines 

than  1,000  other 

your  money 

no-load  funds 

management 

from  Janus,  Vanguard, 

by  organizing 

your  holdings  in 

and  others. 

one  place  for 

easy  access. 

See  all  your  holdings  on  one 
statement. 

Our  monthly  statement  sum- 
marizes and  consolidates  all 
your  household  accounts — 
individually  and  jointly  regis- 
tered accounts,  taxable 
accounts,  and  IRAs — into 
just  one  envelope. 


So  now  you  can  spend  less 
time  keeping  track  of  your 
accounts  and  more  time 
researching  your  investment 
options. ..which  is  what 
investing  with  confidence 
is  all  about. 

$10,000  minimum  investment 
($1,000  for  IRAs). 


T.  ROWE  PRICE 

ASSET  MANAGER 


For  a  free  Asset  Manager 
Account  Information  Kit, 
including  a  prospectus, 
call  toll-free  24  hours: 

1-877-200-5514 

www.  troweprice.  com/ama 


Invest  With  Confidence 

T.RoweRlce 


For  more  information,  including  fees  and  expenses,  read  the  prospectus  carefully  before  investing.  T.  Rowe  Price 
Investment  Services,  Inc.  VISA  is  a  registered  trademark  of  VISA  U.S.A.  Inc.  AMA054897 
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able  in  the  long  run.  But  he 
discovered  something  Fed  CI 
Alan  Greenspan  was  to  learn  « 
later:  Orchestrating  a  soft  landin 
tremely  difficult.  When  share 
showed  signs  of  softening,  La 
had  recently  been  promoted  to  co 
general  of  France,  issued  a  str 
edicts  designed  to  keep  investot 
stampeding  out  of  Mississippi 
and  dumping  their  paper  currer  \ 
outlawed  the  export  of  coinage 
ownership  or  purchase  of  gold, 
or  precious  gems.  Even  silver  c: 
were  banned.  Finally,  he  announc 
all  gold  and  silver  coins  would 
moved  from  circulation.  Law  h 
restore  public  confidence  in  pap 
rency  by  diktat — a  foolish  idea. 

The  final  straw  came  on  May  2 
when  Law  announced  that  the  v| 
Mississippi  shares  would  be  cut  n 
half,  to  5,000  livres.  Simultaneou 
face  value  of  banknotes  was  a 
50%.  Paris  mobs  rioted  for  thre 
Mississippi  shares  crashed,  and  L; 
soon  under  house  arrest. 

Although  he  was  released 
from  custody  to  clean  up  the  m 
rehabilitation  did  not  last  lor 
year's  end,  Law  had  fled  France 
er.  He  stayed  just  long  enough 
the  government  declare  its  expe 
with  paper  money  dead;  it  wo 
80  years  before  France  would 
duce  banknotes  again.  Law  died  i 
in  Venice.  > 

Thoroughly  researched,  Milli 
is  a  marvelous  read  that  anima 
flawed  hero  while  intelligently 
nating  his  time.  Yet  while  Gleesonl 
no  bones  about  Law's  opportunist] 
seems  too  willing,  at  times,  to  gi\j 
the  benefit  of  the  doubt.  Law 
thousands  of  settlers  to  Americg 
tales  of  gold  and  other  riches; 
rival,  they  found  only  hostile  m 
rampant  disease,  and  death.  "The 
reports,"  Gleeson  insists,  "had  beer 
terminded  by  Law  more  as  a  marl 
ploy  than  a  deliberate  deceptior 
such  points,  the  author  seems  gui 
shaving  historical  currency. 

But  these  complaints  are 
change.  The  intriguing  John  La 
serves  to  be  remembered — tha: 
him,  you  didn't  have  to  grab  a 
bag  as  you  left  the  house.  And  M\ 
aire  is  worth  reading  as  a  reminde: 
public  confidence  is  vastly  easier  to 
age  than  it  is  to  fix.  That's  a 
some  of  today's  moguls — howeve 
tered  down  they  seem — might  he 
BY  MARK  FRA| 

Frankel  is  executive  editor  of 
magazine. 
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OR  DOUBLE 
THEIR  WAGES? 


Detroit.  1941. 

Henry  Ford.  Powerful,  wealthy,  comt 
and  driven  by  an  ego  that  matched  the 
size  of  his  riches.  His  revolutionary  assemL 
line  would  create  a  new  type  of  laborer 
and  a  new  set  of  problems. 
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STARTING  TODAY  STORAGE  HAS  A  NEW  MEANING.  DRIVEN  BY  THE  NEEDS  OF  THE  NET  ECONOMY,  SUN  IS  CHANGING  THE  VERY  NATL 

storage  FREEING  BUSINESS  information  by  putting  it  WHERE  IT  BELONGS,  on  the  network,  in  your  face,  ready  to 
screaming  at  you  WHEREVER  AND  WHENEVER  you  need  it.  with  a  new  STORAGE  PRACTICE  that  delivers  the  levei  _ 
AVAILABILITY  scalability  and  manageability  that  .com  APPLICATIONS  require,  traditional  storage  won't  get  the  job  don  { 
sun  can  help  you  HARNESS  YOUR  INFORMATION  rather  than  store  it,  turning  you  into  a  FORCE  to  be  reckoned  v\ 


mnanc  the  rules  of  storm* 

BY  THmKinC  BEYOHD  THE  BOH. 


\e  Internet  age  requires  a  departure  from  traditional  storage.  An  approach  that's  open  and  inclusive  of  whatever  storage 
r  server  is  part  of  your  network.  One  that's  flexible  enough  to  embrace  future  growth,  yet  massively  scalable  and  easy  to 
mage.  It's  about  more  than  individual  boxes.  It's  about  software,  servers  and  storage  delivering  data  services  to  everyone 
on  the  network.  Totally  available.  Totally  secure.  In  the  .com  world,  anything  less  is,  to  put  it  bluntly,  just  storage. 
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ujj  j/yjiiutt  tj  mum 

ducing  the  Sun  StorEdge"  T3  Array  -  the  essential 

ing  block  in  our  "information  is  always  available"  approach 

Drage.  Depending  on  your  storage  needs,  you  can  start 

.r  small  or  large:  from  1/3  of  a  terabyte  all  the  way  up 

ji  terabytes  in  a  single  solution.  The  Sun  StorEdge  T3 

is  perfectly  at  home  as  an  entry-level  storage  system, 

ring  high  capacity  in  a  small  footprint.  When  growth 

J  buy  what  you  need  and  let  it  rip.  It's  all  seamless.  And 

manageability  and  serviceability  come  built  into  the 

|m,  monitoring  storage  remotely  becomes  easy.  You  can 

I  ct  problems  and  proactively  manage  your  entire  storage 

[ork.  When  you're  not  worrying  about  your  storage. 

y  things  happen.  You  manage  growth.  You  focus  on  your 

I  business.  Information  is  where  it  belongs.  Change  becomes 

I  friend. 

lirought  the  concept  of  distributed  computing  to  the 

I I  of  servers.  And  now  we're  applying  that  vision  to  storage, 
a  suite  of  management  and  data  protection  software 

peered  for  peace  of  mind  in  the  land  of  the  .com. 

fer  data  resides  -  the  server,  the  OS,  the  network  or 
devices  -  we  have  the  software  to  manage,  monitor 
protect  every  byte.  From  the  Net  to  the  datacenter, 
mation  constantly  hums.  And  you  have  a  full  view  of 
;ntire  network,  all  from  a  central  console.  When  your 
ion  is  to  .com  the  universe,  keeping  your  information 
able  is  all  the  faith  you  need. 


u t  some  .com 

inn  your  sroRRce. 

IPbffier  storage  solution  can  solve  the  paradox 
0he  Net  economy.  With  Sun  as  your  storage 
-*ner,  information  gets  the  freedom  it  deserves 
you  stay  ahead  of  the  competition.  Visit 
\>.sun.com  to  learn  more.  We're  about  to  give 
word  "storage"  an  entirely  new  definition. 
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You're  playing  for  keeps  in  the  .com  age.  which  means  you 
need  an  experienced  storage  partner  to  get  you  through. 
Sun  is  the  established  force  in  the  world  of  storage.  In  fact, 
every  24  hours,  we  ship  over  37  TB  of  storage.  We're  just  as 
deep  in  services.  Our  storage  practice  spans  from  consulting 
to  remote  monitoring.  And  as  the  pioneer  in  open  storage 
APIs,  we're  partnering  with  third-party  developers  to  create 
the  storage  platform  that  gives  you  freedom  of  choice. 

All  of  which  explains  why  companies  ahead  of  the  curve  such 
as  eBay,  ExodusfBlueLight.com,  Dow  Corning  and  A.B.  Watley 
have  joined  the  500  other  .com  customers  who  trust  Sun 
storage  solutions  to  help  them  maneuver  their  businesses 
through  the  .com  age. 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 

tech&yo  u@businessweek.com 

WINDOWS  Me:  NOT 
WORTH  THE  TROUBLE 


When  Microsoft  Corp.  unveiled  Windows 
2000  a  few  months  ago,  it  threw  a  huge 
party  featuring  Carlos  Santana.  Don't 
look  for  rock  stars  this  summer  when  Microsoft 
releases  its  latest  operating  system  aimed  at 
consumers,  Windows  Millennium  Edition.  Win- 
dows Me,  as  Microsoft  likes  to  call  it,  offers 
some  improvements  on  Windows  98  and  will  be 
welcome  when  installed  on  new  computers.  But  I 
suspect  that  most  folks  will  not  consider  it  wrorth 
the  cost — about  $90 — or  the  trouble  of  upgrading. 
Windows  Me  is  a  product  that  was  never  sup- 
posed to  happen.  Windows  98  was  intended  as 
the  last  operating  system  release  built  on  the  20- 
year-old  foundation  of  ms-dos.  By  now7,  we  were 
supposed  to  be  running  our  home  computers  on  a 
version  of  Window's  NT  (since  renamed  Windows 
2000)  simplified  for  consumers.  But  many  months 
of  delays  pushed  the  consumer  project  far  into 
the  future,  so  Microsoft  went  for  one  more 
facelift.  The  company  talks  vaguely  of  releasing 
Windows  2000  for  consumers,  code-named 
Whistler,  next  year,  but  few  in  the  industry  ex- 
pect to  see  it  before  2002.  Windows  Me  will  be 
available  in  stores  on  Sept.  14  and  will  probably 
begin  showing  up  on  new  computers  in  August. 


Microsoft's 
latest  OS  for 
consumers 
doesn't  justify 
the  hassle  of 
installation 


world  mishaps  that  trigger  this  feature,  biEt! 
pears  to  work  better  than  the  disastrous  en 
included  in  Windows  98.  Only  time  wll 
whether  the  new  version  cures  Windows  el 
sis,  the  odd  disease  that  causes  the  perfofoa 
of  Windows  98  computers  to  degrade  oveiti 

A  couple  of  other  features  will  only  jet 
new  computers  that  come  with  Window 
preloaded.  On  machines  with  the  right  haifv 
configuration,  suspend  and  resume  furJji 
which  work  poorly  with  Windows  98,  sh(|«l 
much  more  reliable.  And  Microsoft  has  e' 
ed  the  need  for  computer  buyers  to  enter 
and  difficult  "certificate  of  authenticity"  c 
first  time  they  turn  their  machines  on  (\ 
you  still  have  to  enter  the  code  when  up 
MUSICALLY  INCLINED.  It's  clear,  howev 
much  of  the  energy  behind  Me  went  i 
applications  that  are  included.  The  new  ve 
Windows  Media  Player  is  an  all-purpose 
media  tool:  It  can  play  audio  or  video  fr< 
Web,  and  it  can  download  music  from  the 
digitize  it  from  CDs  and  then  play  it  on  tb 
copy  it  to  a  handheld  player.  It  also  intro< 
music  format  called  WTVIA  that  offers  bette 
ity  in  less  storage  space  than  MP3.  But  i 
features  sound  appealing,  you  can  downlo] 
new  media  players  for  free.  And  the  wma 
will  be  supported  by  other  players,  incl 
RealPlayer  and  MusicMatch. 

Microsoft  has  also  bundled  in  a  simple 
editor  called  Windows  Movie  Editor.  Taki: 
advantage,  however,  will  require  a  digita 
corder  and  a  computer  equipped  with  ai 
1394  (also  known  as  Fire  Wire  and  iLink 
While  these  ports  are  standard  on  Macs, 
handful  of  Windows  computers — most  Sonj 
els   and   some   from   Compaq   Compute: 


BusinessWeek  online 


FOR  A  COLLECTION  OF 
PAST  COLUMNS  and  on- 
line-only reviews  of  tech- 
nology products,  go  to 
www.businessweek.com/ 
technology/ 


The  biggest  change  in  Windows  Me  is  some- 
thing few  people  will  notice.  Microsoft  has  elim- 
inated a  feature  called  "real  mode"  that  was 
needed  for  compatibility  with  some  old  games 
and  hardware  accessories.  The  benefit  is  faster 
boot-ups  and  fewer  crashes. 
MIRACLE  ELIXIR?  There  are  other  nice  touches. 
Networking — for  home  networks,  cable  modems, 
or  other  always-on  Internet  connections — is  both 
easier  to  set  up  and  more  robust.  Ditto  dial-up 
connections.  A  new  system  protects  key  pro- 
gram files  from  deletion  or  overwriting  and  can 
automatically  repair  damaged  Windows  compo- 
nents. It's  difficult  to  simulate  the  sort  of  real- 


Hewlett-Packard — come  with  them 
comes  with  a  new  browser,  Internet  Ex 
5.5,  but  it  appears  to  be  little  more  than  a 
tweaking  of  the  current  version  5.0. 

An  assortment  of  applications  that  are 
able  separately  doesn't  offer  much  justificatic 
the  pain  of  installing  an  operating-systen 
grade.  If  you  are  unhappy  with  Windows 
recommend  an  upgrade  to  Windows  2000, 
vided  you  can  deal  with  its  hardware  and 
ware  restrictions  (Technology  &  You,  Jun 
Otherwise,  you're  better  off  waiting  until 
buy  a  new  computer — or  until  Whistler  c 
out,  even  if  you  have  to  wait  two  more  yedj/ 
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At  three  years  old,  a  Certified  Pre-Owned  can  still  beat  many  new  cars  at  the  endurance 
game.  Of  course,  unbridled  energy  isn't  its  only  virtue  -  its  affordable  price  is  what  pushes 
it  even  farther  ahead  of  the  competition.  The  Certified  Pre-Owned  BMW  is  only  available  at 
an  authorized  BMW  center  -  or  find  yours  at  bmwusa.com.  With  one  test  drive  you'll  agree. 
A  Certified  Pre-Owned  BMW  makes  other  new  cars  seem  rather  tired  by  comparison. 
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0  I  Warranty.  See  participating  BMW  centers  for  details.  For  more  information,  call  1-800-334-4BMW,  or  visit  bmwusa.com  ©2000  BMW  of  North  America,  Inc. The  BMW 
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Try  a  \Juatltum  Technique; . . 

a  bold  leap  forward  in  decision  support  information. 
There's  a  higher  standard  for  accessibility  and  accuracy 
that  far  exceeds  web-based  search  engines,  turns  infor- 
mation into  understanding,  and  transforms  data  into 
knowledge.  The  information  paradigm  has  shifted  to 
Quantum  Knowledge.    1-800-227-4908 
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Economic  Viewpoint 
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BY  ROBERT  J.  BARRO 


MEXICO:  DEMOCRACY  IS  GREAT, 

BUT  WHAT  ABOUT  ECONOMIC  REFORM 


NEXT: 
Vicente  Fox 
has  already 
done  what 
seemed 
impossible 
— he  got 
elected.  Why 
not  privatize 
oil  and 
dollarize  the 
country? 


Robert  J.  Barro  is  a  professor 
of  economics  at  Harvard 
University  and  a  senior  fellow 
of  the  Hoover  Institution 
(rjbweek@harvard.edu). 


Probably  no  one  in  Mexico  had  more  at 
stake  in  Vicente  Fox's  recent  election  as 
President  than  the  outgoing  President, 
Ernesto  Zedillo.  With  a  clean  and  peaceful  shift 
in  power  from  the  incumbent  party,  the  PR  I,  to 
the  National  Action  Party  (pan),  Zedillo  can 
claim  a  true  two-party  competitive  democracy 
as  his  main  legacy  to  Mexico.  Although  the  au- 
tonomous electoral  oversight  authority  had  been 
created  by  Zedillo's  predecessor,  Carlos  Salinas, 
Zedillo  gets  credit  for  allowing  the  electoral  au- 
thority to  actually  function  freely.  Zedillo  also 
enacted  campaign-finance  reform  (at  vast  tax- 
payer expense),  introduced  an  open  presidential 
primary  within  his  party,  and  permitted  an  actual 
change  of  power  through  the  voting  process. 
Now  that  the  pri,  founded  in  1929,  has  lost  an 
election,  the  world  can  regard  Mexico  as  truly 
democratic. 

The  expansion  of  democratic  rights  by  itself, 
however,  provides  no  reason  to  raise  one's  as- 
sessment of  Mexico's  long-term  economic  pros- 
pects. These  prospects  depend  on  economic  and 
legal  reforms,  which  are  areas  in  which  Zedillo 
made  little  progress.  Admittedly,  Mexico  has 
been  growing  fast  since  1996 — gross  domestic 
product  averaged  5%  growth  through  1999  and 
advanced  to  8%  in  the  first  quarter  of  2000. 
However,  this  pace  of  economic  activity  was 
driven  mainly  by  export  growth,  which  reflected 
slashed  tariffs  under  the  North  American  Free 
Trade  Agreement  and  a  strong  U.S.  economy. 

It  was  Salinas  and  his  Finance  Minister,  Pedro 
Aspe,  who  started  opening  Mexico  in  a  serious 
way.  In  addition  to  nafta,  there  was  a  series  of 
privatizations  and  deregulations,  progress  in 
macroeconomic  stabilization,  improvements  in  fis- 
cal management  and  discipline,  and  the  intro- 
duction of  personal  accounts  for  social  insurance. 
POLICY  OF  OMISSION.  Zedillo's  record  of  eco- 
nomic reform  was  comparatively  weak.  He  ex- 
tended the  push  for  free  trade  by  concluding 
agreements  with  the  European  Union  and  sev- 
eral countries  in  Latin  America.  Otherwise,  the 
principal  initiative  was  the  introduction  of  private 
financial  management  for  social-insurance  ac- 
counts. In  terms  of  omissions,  Zedillo  can  be 
criticized  for  doing  nothing  for  privatization,  es- 
pecially in  the  energy  sector;  for  making  no  • 
progress  in  reducing  government  corruption;  for 
permitting  crime  to  worsen,  notably  in  Mexico 
City;  and  for  letting  the  banking  system  become 
a  burden  on  taxpayers  and  a  nonparticipant  in  in- 
vestment financing. 

Fox  looks  attractive  in  the  sense  of  being  pro- 


market,  but  he  will  have  to  rely  on  strof 
nomic  advisers  who  have  yet  to  be  annouGe 
generate  a  coherent  economic  program,  m 
zation  in  the  electricity  business  is  likely  ti> 
initial  priority.  Even  more  significant  wept 
privatization  of  the  petroleum  sectcj 
progress  here  may  be  extremely  difficuj 
Fox  has  already  indicated  his  intention  tc| 
tain  government  control.  Mexico,  like  Ve 
seems  to  regard  public  ownership  of  oil 
cal  to  national  pride. 
UNFINISHED  BUSINESS.  Fox  plans  large! 
expenditures  on  elementary  education  an* 
infrastructure.  These  programs  could  be  J 
tive  but  are  likely  to  create  serious  fisca[ 
sures.  Ambitious  spending  plans  theref* 
crease  the  importance  of  improving  r 
collection  by  cutting  tax  evasion.  Fox  also 
deal  with  Zedillo's  unfinished  business 
gard  to  corruption  and  crime. 

Enhanced  competition  in  Mexico's  big  a 
panding  telecommunications  sector  is  nee 
This  is  an  area  where  Zedillo  failed  to 
much  progress.  In  the  banking  sector,  Fox 
encourage  foreign  investment  and  keep  th 
ernment  from  bailing  out  weak  and  failing 

On  the  macroeconomic  side,  it  is  imp 
that  Mexico  create  a  stable  long-term  ap 
to  monetary  policy.  The  central  bank  appe] 
want  to  promote  price  stability  while  all 
the  exchange  rate  to  float.  However,  in  pr; 
monetary  policy  seems  to  be  driven  by  sho 
concerns  involving  financial-sector  liquidity 
than  price  stabilization,  exchange-rate  m 
nance,  or  targets  for  interest  rates  or 
supply  indicators. 

Mexico  would  benefit  by  replacing  its  c 
monetary  policy  with  a  currency  board 
to  the  U.  S.  dollar,  along  Argentinean  lines, 
better  would  be  a  full-scale  dollarization,  in 
Mexico  adopted  the  U.S.  dollar  as  its  cun 
The  large  and  growing  integration  of  the 
can  and  U.S.  economies  makes  Mexico  an 
lent  candidate  for  dollarization.  The  majo 
pediment  is  the  national  pride  attached  t< 
country's  issuance  of  its  own  money. 

In  this  respect,  Mexico's  reluctance  to 
up  the  peso  is  similar  to  its  unwillingne 
abandon  public  ownership  of  oil.  If  Fox 
persuade  Mexico  to  put  aside  its  national  pri 
give  up  both,  he  would  be  making  a  great 
tribution  to  the  future  growth  of  the  couri 
economy.  Odds  are  against  it,  of  course.  But 
all,  a  little  while  ago,  a  non-PRi  President  wai 
thinkable,  too. 
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Our  only  limits  are  in  our  imagination. 


Viatel's  new  vision  of  communications  doesn't  begin  with  fiber  or  end  at 
today's  network  edge. 

Instead,  we  see  information  that  flows  across  integrated  pan-European,  North 
American,  trans-Atlantic  and  metropolitan  networks,  making  local,  national  and 
regional  boundaries  invisible. 

We  see  technology  that  moves  at  the  speed  of  light  today  and  even  faster  tomorrow. 

We  see  a  world  of  innovation  —  in  pricing  and  delivery  —  that  connects  every 
customer  and  every  destination. 

From  here  to  as  far  as  the  eye  can  see,  one  network,  one  vision. 

No  borders.  No  barriers.  No  limits. 

Viatel  from  anywhere  in  Europe    00800.0064.4444 
Viatel  in  the  US      1.800.528.1660 

www.viatel.com 
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CHOOSING  A  FIRM  TO   HOST 

YOUR  WEB   SITE   IS   LIKE  CHOOSING 

A  TEAMMATE  FOR   BASKETBALL 


PICK  THE   DOMINANT  FORCE.   DIGEX 


You're  in  the  e-game  to  win.  Go  with  the  managed  hosting  powerhouse  the  whole  industry  looks  up  to  -  D 
Back  your  e-Business  with  unparalleled  technical  expertise.  Grow  with  supremely  scalable  solutions.  Assure 
site's   security  and    reliability.   Give  your   e-Business   one   massive   edge:   industry-leading   performance.    If    j 
business  depends  on  the  'Net,  depend  on  managed  Web  and  application  hosting  from  Digex.  The  one  player' 
want  e»n  your  team  if  you're  playing  to  win. 


Shaquh-le  O'Neal 


e  managed  hosting  began.  Where  managed  hosting  is  going. 

V.DIGEX.CDM/BW  1  -  BBS  -  31  2  -  4B43 
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BY  GENE  KORETZ 

DEATH  KNELL  FOR 
DEATH  TAXES? 

Estate  levies  may  bite  the  dust 

For  some  eight  decades,  the  federal 
estate  tax  has  lent  resonance  to  the 
familiar  observation  that  death  and  tax- 
es are  life's  only  two  certainties.  Judging 
by  the  recent  congressional  vote  to  re- 
peal the  tax  in  the  face  of  a  promised 
Presidential  veto,  however,  there's  little 
chance  that  the  levy  will  survive  much 
longer  in  its  present  form — if  at  all. 

What  puzzles  many  observers  is  why 
junking  the  tax  has  won  so  much  sup- 
port at  a  time  when  the  nation's  wealth 
has  become  increasingly  concentrated. 
New  York  University  economist  Ed- 
ward N.  Wolff  estimates  that  in  1998, 
the  top  1%  of  households  accounted  for 
38.1%  of  total  household  wealth  and  the 

WEALTH  EXPLODES  AT  THE  TOP 


GROWTH  1989-98  IN  HOUSEHOLDS 
WORTH  AT  LEAST*: 

3  $1  MILLION 


$5  MILLION       155% 


HOUSEHOLDS 
IN  1998* 

4,800.000 
755.500 
239,400 


$1  BILLION**  214- 


*IN  1995  DOLLARS  EXCEPT  FOR  BILLIONAIRES 
"IN  1999,  CALCULATIONS  IN  1998  DOLLARS 

DATA;  EDWARD  N.  WOLFF,  NEW  YORK  UNIVERSITY, 
ARTHUR  B.  KENNICKELL,  FEDERAL  RESERVE  BOARD 

top  5%  for  59.4%,  compared  with  16.6% 
held  by  the  bottom  80%. 

To  the  vast  majority  of  households, 
the  estate  tax  is  a  nonissue.  At  last 
count,  in  1997,  only  1.9%  of  deaths  trig- 
gered estate  taxes,  half  of  which  were 
paid  by  just  5%  of  this  group.  This  year, 
over  90%  of  estate  taxes  are  expected  to 
be  paid  by  the  estates  of  people  with  in- 
comes exceeding  $190,000  a  year  around 
the  time  of  death. 

Under  current  law,  only  estates  over 
$675,000  face  the  tax,  with  the  exempt 
amount  rising  to  $1  million  in  2006.  (Es- 
tates passing  to  spouses  aren't  taxed  at 
all.)  Although  the  tax  rate  starts  at  37% 
and  climbs  to  a  maximum  of  55%,  tax 
return  data  indicate  that  various  ex- 
emptions and  charitable  deductions  often 
reduce  the  effective  tax.  In  1997,  for  ex- 
ample, the  average  tax  paid  on  all  tax- 
able estates  was  just  17% — and  25%  on 
estates  of  $2.5  million  to  $20  million. 

One  likely  reason  the  estate  tax  has 


become  a  hot  issue  is  that  many  Amer- 
icans have  lately  acquired  the  kind  of 
wealth  that  makes  them  potentially  vul- 
nerable to  its  bite.  Although  the  median 
net  worth  of  Americans,  adjusted  for 
inflation,  grew  just  4%  from  1989  to 
1998,  to  $60,700,  estimates  Wolff,  the 
number  of  millionaires  jumped  by  near- 
ly 60%.  Economist  Arthur  B.  Kennickell 
of  the  Federal  Reserve  Board  figures 
that  nearly  10%  of  households  had  a  net 
worth  of  $500,000  or  more  in  1998. 

Unlike  the  poor  and  lower-middle 
classes,  affluent  Americans  tend  to  vote 
assiduously  and  make  political  contri- 
butions. And  those  whose  newfound 
wealth  has  put  them  within  reach  of  the 
estate  tax  are  likely  to  feel  especially 
testy  about  its  bite. 

That  bite  can  be  pretty  painful.  At  its 
worst,  by  adding  the  top  rate  to  income 
taxes  already  paid,  the  tax  can  impose 
a  73%  penalty  on  earned  income.  How- 
ever, the  value  of  large  estates  often 
includes  hefty  unrealized  capital  gains 
that  escape  capital-gains  taxation  when 
passing  into  an  estate.  And  while  some 
small  businesses  and  farms  may  be  hit 
hard,  they  enjoy  numerous  special  de- 
ductions and  breaks,  including  a  14- 
year  period  to  pay  taxes  owed. 

Many  opponents  of  repeal  actually  fa- 
vor reducing  the  bite  on  small  busi- 
nesses and  others  whose  efforts  have 
brought  them  a  degree  of  wealth.  But 
they  are  wary  of  aiding  the  heirs  of  the 
superrich,  who,  studies  suggest,  are  un- 
likely to  engage  in  the  kind  of  creative 
entrepreneurship  that  built  their  fami- 
ly fortunes.  Taxing  such  inheritances,  it 
is  argued,  still  leaves  the  beneficiaries 
well  off  while  being  fairer  to  those  born 
into  less  privilege. 

A  study  by  economist  John  Laitner 
of  the  University  of  Michigan  finds  that, 
in  the  long  run,  repealing  the  estate 
tax  could  boost  the  share  of  wealth  held 
by  the  top  1%  of  households  by  20%  or 
more.  A  key  question  for  the  next  Con- 
gress is  whether  Americans  want  to 
take  that  risk  or  just  raise  the  amount 
exempt  from  estate  taxes  to  as  much  as 
$2  million  ($4  million  for  a  couple),  as 
one  Democrat-backed  plan  suggests. 


VENTURE  FUNDING 
FLOWS  OVERSEAS 

It's  rising  in  Asia  and  Europe 

Is  the  venture-capital  boom  going  glob- 
al? While  U.  S.  venture  funding  near- 
ly tripled  in  1999  to  a  record  $41  billion, 
economist  Stephen  S.  Roach  of  Morgan 


1998 

A  BILLIONS  OF  D0I I 

DATA:  MORGAN  STA1- 

WITTER  INC 


Stanley  Dean  Wit- 
ter notes  that  it 
seems  to  be  taking 
off  overseas  as 
well.  He  estimates 
that  venture  in- 
vesting in  Europe 
hit  $13  billion  last 
year,  some  65% 
more  than  in  1998. 
Asia  is  also  get- 
ting into  the  act. 
Roach  points  to 
Korean  govern- 
ment estimates 
that  the  number 
of  venture-driven 
startups  there  will  hit  10, 
yearend,  and  to  a  rise  in  ventur 
ed  activity  in  China  and  Taiwar  | 
ing  on  information  technology  a 
ware.  Venture  globalization,  h 
is  being  aided  by  the  rapid  gr<  I 
Nasdaq-like  equity  markets — e; 
ly  in  Japan,  Korea,  and  Germari 

A  FIRING  BY  AN 
OTHER  NAME 

More  are  called  'layoffs'  nowl 


It  may  not  be  strong,  but  Pa 
and  Scott  Schaefer  of  North 
University  spy  a  link  between  tb 
wrongful  termination  lawsuits  al 
increase  of  mass  layoffs  in  the  19 
a  study  in  the  rand  Journal  o\ 
nomics,  they  note  that  the  Civil ! 
Act  of  1991  vastly  increased  the 
tial  penalties  and  legal  costs  of  er 
ers  accused  of  wrongfully  dism 
employees  on  the  basis  of  race  ar 

Reasoning  that  a  fired  worker 
of  these  groups  would  be  less  lit 
sue  if  let  go  as  part  of  a  layoff,  tl 
economists  figured  that  empl 
would  tend  to  morph  terminati 
such  workers  into  layoffs  to  avoid 
lems.  Sure  enough,  an  analy 
survey  data  available  for  black 
workers  indicated  that  they  wer 
nificantly  more  likely  to  be  let 
layoffs  after  the  1991  act  was  ps 
even  though  their  overall  job  ter 
tion  rates  relative  to  whites  < 
change.  In  contrast,  the  share  of 
job  terminations  by  firing  was 
fected  by  the  law. 

These  findings  don't  necessarily 
any  rise  in  job  discrimination.  Whal 
do  indicate  is  that  employers  seeki 
terminate  "protected"  workers  te 
to  change  the  way  they  did  it  to 
mize  the  costs  of  potential  lawsuit 
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Just  a  reminder  that  there  are  a  lot 

of  good  reasons  to  upgrade  to  Microsoft 

Windows  2000  Professional. 


"With  Microsoft 

Windows  2000  Professional, 

our  people  can  work 

anywhere,  anytime,  and 

that's  helping  us  quickly 

i 

become  an  e-culture." 


—  Buddy  Fiume, 
V.P.  Enterprise  Technology, 
Nabisco,  Inc. 


Microsoft 

Where  do  you  want  to  go  today? 
microsoft.com/windows2000 
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Microsoft  Corporation.  All  rights  reserved.  Microsoft.  Where  do  you  want  to  go  today?,  and  Windows  are  either  registered  trademarks  or  trademarks  ot  Microsoft  Co'ooration  In  the  I'r.t.xJ  States  and/ or 
untrles.  The  names  of  actual  companies  and  products  mentioned  herein  may  be  the  trademarks  ot  their  respective  owners. 


"...this  e-commerce  application 

doesn't  just  create  a  website. 

It  brings  buyers  and  sellers  together 

in  a  huge  marketplace.... 

It's  a  gigantic  new 

profit-center." 
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e-commerce  just  got  bigger, 
do  you  know  how  big? 

Everybody  wants  a  website  that  sells.  But  with  the 
rise  of  new  e-commerce  business  models  such  as 
online  marketplaces,  you  need  a  solution  that  lets 
you  do  more.  The  answer:  Intershop.  Our  e-commerce 
applications  support  the  complex  transactions  and 
business  flows  that  can  expand  beyond  a  direct  selling 
website.  So  you  can  create  a  site  with  functions  like 
content  aggregation,  and  have  a  foundation  that  lets 
you  profit  from  bringing  multiple  sellers  together 


on  one  site:  Yours.  In  fact,  our  application  is  alrea  ffl 
helping  Fortune  1  000  and  dot-com  startups  alike  bu  H 
dynamic  global  marketplaces.  And  using  everythiril 
from  Java  and  XML  to  WAP  and  ICE,  we  bring  y<  if 
the  widest  range  of  current  and'emerging  e-commerJjH 
solutions  to  broaden  your  Web-selling  opportuniti|H 
even  further  in  the  future.  Call  us  at  1  -877:499-439J  M 
And  start  doing  e-commerce  today  with  an  application  thllj 
brings  tomorrow  to  your  door. 

INTERSHO 

SELL        ANYWHERE 
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tfE  QUARTER  DOES  NOT 
SOFT  LANDING  MAKE 

ar,  there's  little  evidence  the  slowdown  will  last  into  the  second  half 


IS.  ECONOMY 
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With  apologies  to  Shakespeare, 

the  past  is  not  always  pro- 

Although  the  economy  slowed  considerably  in  the 

d  quarter,  it  is  not  clear  that  the  spending  hiatus 

itinuing  into  the  second  half.  And  unless  it  does, 

(.  S.  economy  remains  at  risk  for  a  rise  in  inflation 
igher  interest  rates. 

a  Commerce  Dept.  will  report  its  first  look  at 
(d-quarter  real  gross  domestic  product  on  July  28. 
d  with  the  recent  data  on  softer  consumer  spend- 
iconomists  surveyed  by  Standard  &  Poor's  mms, 
;usiness  week  a  unit  of  The  McGraw-Hill  Compa- 
expect  that  real  GDP  grew  at  an  annual  rate  be- 
i  3.1%  and  4.2%,  with  a  median  forecast  of  3.8%. 
s  well  below  the  5.5%  annual  rate  of  the  first 
er  and  the  7.3%  surge  in  the  fourth  quarter. 

The  available  monthly  data 
on  retail  sales,  housing,  and 
job  growth  underlie  the  ex- 
pectations of  a  second-quar- 
ter slowdown.  Those  numbers 
suggest  that  domestic  demand 
may  have  grown  by  about  4% 
last  quarter,  down  from  its 
tox*rid  7.8%  pace  of  the  first 
quarter.  And  another  record 
trade  deficit  in  May  means 
the  foreign  sector  subtracted 
growth  again  (chart). 

far,  though,  the  data  on  incomes,  confidence,  and 
•s  show  no  reason  to  expect  that  demand  will  stay 
ued  long  enough  to  allow  some  slack  to  creep 
into  the  economy.  Keep  in  mind  that  growth  any- 
e  north  of  3.5%  is  probably  higher  than  this  econ- 
can  maintain  without  increasing  production  ca- 
/  and  further  straining  already  tight  labor  markets, 
ard  pressure  on  these  key  supply  factors — labor 
ohysical  capital — will  determine  the  inflation  out- 
Already,  core  inflation  is  edging  up.  If  demand 
>  back,  cost  pressures,  especially  in  the  wage  are- 
3uld  push  inflation  even  higher. 

KEY  UNKNOWNS  for  second-quarter  GDP  are 
litories  and  foreign  trade.  That's  because  Com- 
je  must  make  estimates  for  the  June  data  for  both. 
Is  sectors,  while  small  in  absolute  terms,  can  swing 
|ly  and  greatly  affect  the  top-line  gdp  number, 
fact,  inventories  played  a  big  role  in  the  "spring 


EIGN  TRADE  REMAINS 
DRAG  ON  GROWTH 

J.S.  TRADE 
DEFICIT 
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INVENTORIES  GROW 
AT  A  RAPID  CLIP 
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A  PERCENT  CHANGE  ROM  A  YEAR  AGO 

DATA:  COMMERCE  DEPT,  BUSINESSWEEK 


break"  phenomenon  of  the  past  two  years.  In  1998 
and  1999,  GDP  growth  in  the  second  quarter  slowed 
sharply  from  the  first  quarter,  only  to  pick  up  quickly  in 
the  third.  Both  times,  a  drawdown  in  inventories  con- 
tributed heavily  to  the  temporary  pause. 

In  2000,  though,  the  monthly  data  on  inventories 
suggest  that  stockpiling  of  goods  added  to  growth  last 
quarter.  Inventories  held  at  manufacturers,  whole- 
salers, and  retailers  jumped  0.5%  in  April  and  0.8%  in 
May.  Inventories  were  up  6.1%  from  12  months  ago, 
the  fastest  yearly  pace  in  AV>  years  (chart). 

Whether  that  accumulation 
was  intentional  or  not  will  af- 
fect future  output.  If  produc- 
ers did  not  expect  domestic 
demand  to  slow  as  quickly  as 
it  did,  then  businesses  began 
the  second  half  overloaded 
with  merchandise  and  supplies. 
Factory  orders  will  soon  slow, 
and  manufacturers  will  scale 
back  their  production  plans. 
On  the  other  hand,  if  produc- 
ers are  restocking  in  anticipation  of  a  demand  rebound, 
then  producers  should  stay  busy  in  the  second  half. 

U.  S.  producers  can  also  count  on  more  business 
from  overseas.  Although  exports  fell  1%  in  May,  the 
outlook  for  stronger  global  growth  means  that  export 
growth  should  improve  in  the  second  half.  Even  so, 
rapid  import  growth  means  that  foreign  trade  may  re- 
main a  drag  on  the  U.  S.  economy.  Since  imports  in  May 
fell  just  0.3% — less  than  exports — the  month's  trade  gap 
rose  from  $30.5  billion  in  April  to  $31  billion. 

FOREIGN  DEMAND  is  already  contributing  to  the  pick- 
up in  industrial  activity.  Industrial  output  increased 
0.5%  in  May  and  0.2%  in  June.  Manufacturers  alone  lift- 
ed production  0.4%  and  0.3%,  respectively.  Overall  in- 
dustrial output  grew  at  a  7%  annual  rate  in  the  second 
quarter,  the  largest  gain  in  four  years. 

As  a  result,  industry  is  using  more  of  its  capacity. 
Operating  rates  averaged  82.1%  in  June,  up  from  80.5% 
a  year  ago.  While  the  rate  is  still  below  the  83%  or  so 
mark  associated  with  production  bottlenecks  and  supply 
shortages,  it  has  been  climbing  steadily,  despite  the 
Federal  Reserve's  best  efforts  to  slow  the  economy. 

The  Fed's  brake-tapping  has  succeeded  in  cooling 
off  housing.  Residential  construction  probably  did  not 
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add  anything  to  second-quarter  GDP  growth,  and  it 
may  even  have  cut  into  it.  Higher  mortgage  rates  are 
keeping  some  potential  buyers  out  of  the  market.  That 
means  homebuilding  could  exert  a  small  drag  on  the 
economy  in  the  second  half. 

The  consumer  sector  also  cooled  down  this  spring. 
Retail  sales  fell  0.5%  in  April,  rose  just  0.3%  in  May, 
then  climbed  0.5%  in  June.  When  adjusted  for  price 
changes,  including  the  spike  in  gasoline  prices,  real  re- 
tail buying  managed  to  increase  at  an  annual  rate  of 
just  1%  last  quarter.  That  means  that  total  real  con- 
sumer spending  on  goods  and  services  grew  only  about 
3%  in  the  second  quarter,  compared  with  increases 
that  averaged  a  hot  6.2%  in  the  previous  three. 

THE  KEY  QUESTION,  of  course,  is  whether  consumers 
will  keep  a  tight  rein  on  their  spending.  On  that  ac- 
count, the  second-quarter  data  are  not  so  Fed-friendly 
Consumers  still  are  very  upbeat  about  job  prospects, 
wage  gains  are  accelerating,  and  the  recent  rebound  in 
the  stock  markets  may  keep  overall  consumer  confi- 
dence at  a  high  level. 

The  one  factor  working  in  the  Fed's  favor  is  the 
continued  drag  on  household  budgets  from  gas  prices. 
Energy  prices  jumped  5.6%  in  June  alone.  And  recent 
reports  indicate  that  people  will  be  paying  more  to 
heat  their  homes  when  the  weather  turns  cold.  Sticker 
shock  at  both  the  gas  pump  and  the  thermostat  could 
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suppress  consumer  spending  much  more  than  th 
six  interest-rate  hikes  have  so  far. 

Higher  fuel  prices  continue  to  lift  inflation 
sumer  prices  for  all  goods  and  services  jumped 
June.  Core  prices,  which  exclude  food  and  ener 
creased  a  more  modest  0.2%.  Core  inflation,  how* 
picking  up.  Over  the  past  year,  those  prices  hav 
2.4%,  a  bit  faster  than  their  2.1%  gain  in  June, 

The  acceleration  has  been 
all  in  services.  Annual  core- 
service  inflation  in  June  stood 
at  3.2%,  up  from  2.7%  a  year 
earlier.  Goods  inflation  is  still 
running  at  just  0.6%,  but  that 
sunny  news  may  not  last  long. 
Goods  inflation  in  the  U.S.  has 
been  kept  low  in  part  by 
falling  import  prices,  a  result 
of  the  strong  dollar  and  the 
recessions  abroad.  Import 
prices  are  no  longer  dropping,  however.  In  fact, 
for  core  imported  goods  rose  1.3%  over  the  past 
twice  the  advance  in  overall  core-goods  prices  (c 

The  only  surefire  antidote  to  a  rising  inflatio: 
this  year  is  a  slowdown  in  economic  activity.  One 
ter,  though,  won't  cut  it.  Only  a  longer-running 
down  will  ease  the  production  strains  and  price 
sures  that  are  beginning  to  build  in  this  economy 
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ITALY 


A  STRONG  PUSH  FROM  A  WEAK  EURO 


Growth,  especially  among  man- 
ufacturers, is  picking  up  in 
Italy,  the  euro  zone's  fourth- 
largest  economy.  And  the  weak 
euro  as  well  as  high  optimism 
should  give  the  economy  needed 
momentum  through 
the  second  half. 

Real  gross  domestic 
product  grew  a  larger- 
than-expected  1%  in 
the  first  quarter,  after 
a  disappointing  0.4% 
rise  in  the  fourth.  The 
winter  gain  bolstered 
the  government's  fore- 
cast that  real  GDP  will 
grow  2.8%  for  all  of 
2000.  Private  economists  are  in- 
creasing their  forecasts  to  show 
growth  above  2.8%  this  year,  after 
real  GDP  grew  1.4%  in  1999. 

In  particular,  Italian  industry  is 
doing  quite  well,  helped  by  rising 
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exports.  Industrial  production  in 
May  jumped  2.2%  from  April,  or  a 
solid  6.7%  above  its  year-ago  lev- 
els. Capital  and  consumer  goods 
powered  the  increase.  More  im- 
portant, business  executives  ex- 
pect the  good  times 
to  continue.  The  busi- 
ness confidence  indica- 
tor rose  from  107  in 
April  to  111  in  May,  a 
record  high  (chart). 
The  indexes  covering 
orders  and  production 
expectations  both  hit 
three-year  peaks. 

Manufacturers  are 
busy  because  of  for- 
eign sales.  Exports  for  the  first 
four  months  of  2000  were  up  a 
steep  15.3%  above  the  same  peri- 
od of  1999.  The  euro's  9%  decline 
vs.  the  dollar  so  far  this  year  is 
helping  Italian  exports. 


Foreign  customers  are  takin 
up  some  of  the  slack  in  domest 
spending.  Italy's  labor  markets 
main  one  of  the  weakest  in  the 
euro  zone.  The  jobless  rate  in 
April  rose  to  11.7%,  from  11.1% 
January.  The  euro  zone  averag 
9.2%  in  the  month.  Car  registraj 
tions  are  weakening,  and  other 
tail  buying  is  also  slowing. 

Italians  are  worrying  about  i 
flation  again,  however,  thanks 
mostly  to  surging  energy  prices) 
The  producer  price  index  jump 
0.9%  in  May  from  April,  lifted 
higher  electricity  and  oil  costs. 
Italy's  consumer  prices  in  June 
were  up  2.7%  from  a  year  ago, 
well  above  the  European  Centr; 
Bank's  2%  target.  A  growing  fe 
about  inflation  in  the  euro  zone 
general  is  why  investors  are  stil 
not  discounting  another  rate  hik 
by  the  ecb  this  year. 
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News:  Analysis  &  Commentary 


WILL  THE  BULL 
RUN  AGAIN? 


The  new  data  are  mixed, 
but  the  consensus  is  for 
stocks  to  head  north 


For  the  past  six  weeks,  there  has 
been  mounting  excitement  on  Wall 
Street  that  the  markets  were  in 
store  for  another  sustained  rally 
capable  of  powering  ahead  through  the 
end  of  the  year.  First,  the  prospects  for 
second-quarter  corporate  earnings  were 
starting  to  look  better:  consensus  fore- 
casts for  a  15%  uptick  were  revised  to 
as  high  as  22%.  And  as  the  economy 
looked  to  be  slowing,  fears  of  further  in- 
terest-rate hikes  had  begun  to  subside. 
Even  dramatically  higher  oil  prices  were 
not  yet  apparent  in  inflation  statistics. 
After  the  pummeling  many  took  this 
spring,  investors  started  feeling  a  little 
confident  again.  As  caution  receded,  in- 
dividuals and  professional  money  man- 
agers began  to  plow  money  back  into 
equities.  From  the  end  of  May  to  July 
17,  the  Dow  Jones  industrial  average 
rose  3.74%;  the  Standard  &  Poor's  500- 
stock  index  was  up  9.9%,  and  the  Nas- 
daq soared  27%. 

Then,  starting  on  July  18,  investors 
began  to  doubt  again.  By  far  the  biggest 
factor  fueling  the  market  spurt  was  earn- 
ings. As  the  week  progressed — and 
more  mixed  profits  reports  came  in — in- 
vestors began  to  focus  attention  on  how 
some  bellwether  stocks  were  making  the 
numbers  add  up.  Sure,  Microsoft  Corp. 
and  Intel  Corp.  beat  their  profit  targets, 
but  only  with  the  help  of  gains  from 
their  now  hefty  investment  portfolios. 
Even  more  worrisome,  neither  was  wild- 
ly confident  about  the  second  half  of  the 
year.  Result:  Microsoft  stock  fell  6.5%, 
and  Intel  was  off  5.6%.  Tech's  weakness 


The  near-death  experience  of  the  dot-coms  didn't  do 
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I  Nasdaq  back  in  negative  territory 
,<■  year,  causing  jittery  investors  to 
on  worries. 

which  is  it?  Time  for  the  bull  mar- 
i  pull  out  the  party  hats  and  cham- 
•  again?  Or  just  a  short-lived  dance 
hich  the  music  is  already  fading? 
the  past  six  months,  a  series  of 
I  have  fizzled  out.  Wall  Street  is  for 
united  over  whether  this  time  will 
ifferent,  but  the  consensus  still 
ms  to  support  a  generally  upward 
rending  market.  Just  add 
up  the  fundamentals:  de- 
cent earnings  across 
the  board,  a  broaden-       13°  — 
ing        of       market 
strength,  more  trad- 
ing   volume,    cash 
coming   back   into 
the  market,  and  the 
declining  likelihood 
of  more    interest- 
rate    hikes.     "The 
market  in  the  sec- 
ond half  of  an  elec- 
tion year  is  a  pretty 
safe    place    to    be," 
says  Ed  Larsen,  chief 
equity  officer  of  Hous- 
ton-based aim  Capital 
Management.  His  enthusiastic 
outlook  holds  through  to  spring 
of  2001. 

SHRUGGING  OFF.  Like  Larsen, 
many  economists  and  strate- 
gists are  sticking  to  estimates 
that  the  markets  will  clock  dou- 
ble-digit returns  by  yearend: 
Abby  Joseph  Cohen,  chief  in- 
vestment strategist  at  Goldman 
Sachs  Group,  sees  the  s&p  fin- 
ishing up  the  year  and  spring 
2001  at  15%  and  20%,  respec- 
tively. Her  target  for  the  Dow 
is  12,600.  Says  Alfred  Kugel, 
senior  investment  strategist  at 
Stein,  Roe  &  Farnham,  who's 
betting  for  double-digit  growth 
this  year:  "I  think  a  much  big- 
ger segment  will  participate  in 
the  advance;  we've  seen  the 
worst." 
Of  all  the  positive  fundamen- 
tals, earnings  are  the  pivotal  fac- 
•r.  For  the  second  quarter,  corpo- 
■  profits  are  at  record  levels 
te  rising  energy  and  labor  costs, 
er  interest  rates  could  also  easily 


have  done  earnings  in,  hut  bo  Ear  most 
of  Corporate  America  is  shrugging 
them  off.  And  notwithstanding  a  few 
individual  cases,  most  analysts  believe 
the  quality  of  the  earnings  that  com- 
panies turned  in  this  quarter  were 
good,  if  not  great. 

Nor  does  a  slowdown  appear  to  be  in 
sight.  A  healthy  57%  of  companies  in 
the  s&P  500  which  reported  are  showing 
double-digit  growth  in  year-over-year 
earnings,  according  to  i/b/e/s  Interna- 
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tional,   an  earnings   tracking 
firm.  So  far,  64%  of  companies 
reporting  have  beaten  analysts 
expectations.  "Overall  the  profit  outlook 
for  2000  is  great,"  says  Joseph  Kali- 
nowski,  equity  strategist  with  i/b/e/s. 

Energy  outfits  are  leading  the  pack 
this  year  with  expected  earnings  gains 
of  more  than  129%  over  last  year,  says 
Gruntal  &  Co.  Tech  companies  are  No.  2 
at  35%,  while  earnings  for  basic  materi- 
als companies  are  up  33%.  Overall,  sec- 
ond-quarter profits  for  s&p  500  stocks 
are  expected  to  increase  about  20%  over 
last  year.  At  $14.66,  average  earnings 
per  share  are  the  highest  on  record. 
"Most  companies  are  in  the  position  of 
trying  to  keep  up  with  demand,"  says 
Garrett  Van  Wagoner,  portfolio  manager 
and  president  of  Van  Wagoner  Capital 
Management  in  San  Francisco. 

Van  Wagoner's  key  stock  picks  this 
year  have  been  Ariba  Inc.  and  Inter- 
woven Inc.,  which  rose  27%  and  17% 
this  month,  respectively,  on  strong  rev- 
enue reports.  Although  the  market  had 
been  punishing  these  stocks  up  until  re- 
cently, Van  Wagoner  says  the  revenues 


demonstrate  the  DonnouB  po- 

tential (page  44). 

One   key   reason    for   the    relative 
strength:  improving  productivity,  thanks 
to  the  technology  revolution,  is  increasing 
profit  margins.  The  tech  revolution  is 
also  keeping  capital  spending  healthy.  In 
fact,  fundamental  conditions  are  such  that 
profits  for  the  second  half  and  2001  could 
stay  well  above  historic  levels,  says 
Kevin  Caron,  associate   strategist  at 
Gruntal  &  Co.  in  New  York.  While  the 
economy  has  slowed,  profit 
growth  is  rising,  and  that 
spells  "improved  productivi- 
ty," he  says.  "The  dot-com 
stuff  was  really  a  sideshow. 
The  real  companies  are  gen- 
erating     huge       earnings 
because  there's  tremendous 
demand  for  their  products. 
The  evidence  of  it  is  in  the 
earnings.  It's  very  tangible 
and  real." 

Because  increased  pro- 
ductivity has  made  such  a 
difference  in  many  in- 
dustries— and  be- 
cause so  many  dot- 
coms are  still  a  far 
cry  from  black  ink — 
investors  are  no  longer 
willing  to  bet  only  on  tech  stocks  or  a 
few  big  names  from  the  Dow  and  the 
s&P.  Utilities,  financial  services,  health 
care,  and  publishing  stocks  are  coming 
up  with  impressive  double-digit  gains 
for  the  year  to  date. 
RECOVERY  MODE.  That  breadth  is  an- 
other sign  of  a  market  that's  no  longer 
caught  in  a  speculative  whirl.  In  1999, 
the  25  largest  s&p  stocks  were  up  an 
average  of  53.6%  for  the  year,  while 
more  than  half  the  stocks  in  the  S&P 
500  actually  lost  ground.  This  year,  re- 
turns, though  a  slight  3%  for  the  aver- 
age s&p  stock,  are  more  uniformly  up. 
Also,  the  s&p  MidCap  400  Index,  a  cap- 
italization-weighted index  that  measures 
the  midrange  sector  of  the  stock  mar- 
ket, is  up  15%  and  hitting  newr  highs. 

There  are  also  more  stocks  in  recovery 
mode  than  there  have  been  since  1998. 
The  ratio  of  stocks  that  have  risen  in 
price  compared  with  the  number  of  issues 
suffering  price  declines  reversed  this 
month  for  the  first  time  in  two  years, 
suggesting  that  more  stocks  are  partici- 
pating on  the  upside.  It  was  a  matter  of 


tdi  )anies  with  real  growth  in  earnings  or  revenues 
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when,  not  if,  the  mar- 
ket would  move  out  of 
its  narrow  trading 
range,  says  Salomon 
Smith  Barney's  market 
technician  Louise  Yama- 
da.  "We're  not  seeing 
speculative  excesses,  but 
much  more  grounded 
expectations,"  Yamada 
says.  "This  could  be 
something  more  than  a 
summer  rally." 

A  resurgence  in  trad- 
ing volume  is  also  help- 
ing the  broader  market. 
Albeit  off  from  the  fre- 
netic first  quarter,  vol- 
ume was  still  higher  in 
June  on  the  New  York 
Stock  Exchange  and 
Nasdaq  than  it  was  a 
year  ago. 

THE  BIG  GAME.  More- 
over, investor  confidence  has  been  re- 
turning. Flows  to  safe-haven  money-mar- 
ket funds  in  May,  the  most  recent  month 
available,  have  dropped  by  more  than 
half  since  January,  according  to  the  In- 
vestment Company  In- 
stitute, a  trade  group. 
Net  new  flows  into  eq- 
uity mutual  funds  for 
the  first  five  months  of 
the  year  are  up  80% 
over  last  year,  with  the 
bulk  of  cash  headed  into 
aggressive  growth  or 
sector  funds,  such  as 
technology  and  telecom- 
munications funds.  Cash 
positions  held  by  port- 
folio managers  are 
declining. 

Also,  better  options 
are  few  and  far  be- 
tween. Although  bonds 
have  become  much 
more  attractive  in  re- 
cent months,  there  is 
still  a  perception  that  to 
be  out  of  the  stock  mar- 
ket is  to  be  out  of  the 
really  big  game.  "I  don't 
know  too  many  in- 
vestors who  have  stuck 
by  the  market  for  a 
long  period  of  time  who 
have  done  better  else- 
where," says  Gruntal's 
Caron.  "These  conditions 
have  been  20  years  in 
the  making." 

Signaling  a  comfort 
zone  with  the  market's 
relative  strength,  mar- 
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gin  debt  went  up  again 
in  June.  It  rose  just  3% 
to  $247.2  billion  last 
month  from  $240.7  bil- 
lion in  May.  Though 
well  off  the  high  of 
$278.5  billion  reached  in 
March,  it's  above  where 
it  started  the  year. 

Still,  even  if  the  mar- 
ket moves  upward,  any 
rebound  may  be  limit- 
ed. The  reason:  the  al- 
ready bloated  price-to- 
earnings  ratio  that  most 
stocks  boast.  For  in- 
stance, the  s&P  500  is 
currently  at  28.5.  Ad- 
mittedly, down  from  at 
the  beginning  of  the 
year,  it's  still  high.  Tech 
stocks  in  the  s&P  are  at 
a  staggering  62.4. 
So  what  could  turn 
its  head?  In  a 
Fed.  If  the  econo- 
show  signs  of 
again  or  if  inflation 
respond  to  the  jabs 
it  has  taken  from 
higher  oil  prices  and 
the  inching  up  of 
wage  increases,  the 
Fed  will  hike  again. 
Indeed,  the  real  fear  is 
that  the  Fed  will  hike 
more  than  the  25  basis 
points  some  market 
watchers  believe  the 
market  has  already  dis- 
counted. But  for  now, 
with  most  economic  in- 
dicators beginning  to 
point  downward,  that 
seems  unlikely. 

In  fact,  some  ana- 
lysts believe  it  was 
fortunate  that  the  mar- 
ket pulled  back  as  it 
did  on  July  18  and  19. 
"This  increases  the 
odds  the  economy  will 
stay  on  the  cooler 
side,"  says  Nancy 
Lazar,  an  economist 
with  International 
Strategy  &  Investment 
Group.  After  all,  no 
one  would  want  Mr. 
Greenspan  to-  start 
worrying  about  the 
wealth  effect  again. 

By  Mara  Der  Hov- 
anesian  in  New  York, 
with  Laura  Cohn  in 
Washington 
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,  ome  feared  that  higher  energy 
prices  and  interest  rates  would  take 
their  toll.  But  the  early  results  indi- 
that  Corporate  America's  profits 

line  chugged  on.  For  the  second 

ter,  earnings  at  the  86  companies  in 
I  NESS  week's  flash  report  on  profits 

J  up  16%  on  a  14%  revenue  gain. 


I 


Tech  companies  led  the  way  with  ■■>  9695 
earnings  gain     though  glossed  by  invest- 
ment profits  in  some  cases.  Industrials 
were  up  8%  as  strong  gains  at  Tyco  In- 
ternational (+370%)  offset  lackluster 
earnings  at  Ford  Motor  (-26%)  and  Gen- 
eral Motors  (+1%).  The  service  sector 
was  hurt  by  Chase  Manhattan  (-22%). 
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0.44 
0.47 
0.57 
0.71 
0.44* 


-0.05 
-0.11 
+0.08 
+0.03 


0.46* 

0.52 

0.75 

1.24 

0.34 

0.37 
2.93 
1.20 
0.76 
0.64 

0.94 
1.45 
0.92 
0.46 
1.04* 

0.38 
0.95 
0.27 
0.58 
1.00 

0.69 

1.25* 

1.66 


-0.17 

-0.76 
+0.01 

+0.01 
+0.18 
-0.15 
-0.01 
-0.16 

+0.02 
+0.05 
-0.01 

-0.26 
+0.02 


+0.01 
+0.02 

+0.07 
+0.02 


0.73 


0.75 


+0.02 


1.43 
1.28 
0.65 
0.28 
0.54 


1.96 

1.23 

0.55* 

0.34 

0.54 


+0.53 
-0.05 
-0.10 
+0.06 


0.99 
0.27 
0.82 
0.27 
0.84 


0.95 
0.28 
0.87 
0.26 
1.13 


-0.04 
+0.01 
+0.05 
-0.01 
+0.29 


-0.01 
0.81 
0.82 
1.01 
1.51 


0.02 
0.85 
0.91 
1.00 
1.48 


0.17 
0.48 
0.33 


0.17 
0.50 
0.34 


+0.03 
+0.04 
+0.09 
-0.01 
-0.03 

+0.02 
+0.01 


CURRENT  QTR. SALES 
(MILLIONS) 


%  CHG. 


QTR.  PROFITS 
(MILLIONS) 


EST.  EPS    REPORTED 
%  CHG.    (5/18/2000)      EPS 


DIFF. 


McGRAW-HILL 
MERRILL  LYNCH 


1,019.2 
10,899.0 


+10 
+26 


107.9 
902.0 


MORGAN  (J.P.)  NA 

MORGAN  STANLEY  DEAN  WITTER  11,692.0 

OFFICE  DEPOT  2,630.8 

PAINE  WEBBER  GROUP  2,316.4 

RITE  AIDt  3,775.5 


NA 
+33 
+12 
+18 

+4 


542.0 

1,458.0 

57.9 

127.5 
-237.5 


+20 
+34 

+8 
+27 
-22 
-22 

NM 


0.51 
1.70 


0.55 
2.01 


+0.04 
+0.31 


2.65 
1.15 
0.24 
1.07 
-0.10 


2.90 
1.26 
0.18 
0.82 
-0.92 


+0.25 
+0.11 
-0.06 
-0.25 
-0.82 


ROADWAY  EXPRESS 
SAFEWAY 

SCHWAB  (CHARLES) 
SOUTHWEST  AIRLINES 
TIME  WARNER 


TRIBUNE 

TRICON  GLOBAL  RESTAURANTS 

UAL 

WELLS  FARGO 

YELLOW 


707.4 
7,418.1 
1,654.9 
1,460.7 
7,080.0 

1,334.8 

1,656.0 

5,109.0 

NA 

904.2 


+14 
+17 
+25 
+20 
+8 

+79 
-12 
+13 
NA 
+20 


9.9 

280.9 

137.1 

190.6 

75.0 


+29 
+19 
-20 
+21 
-87 


0.50 
0.53 
0.23 
0.31 
0.12 


0.52 
0.55 
0.09 
0.36 
0.11* 


+0.02 
+0.02 
-0.14 
+0.05 
-0.01 


123.1 

106.0 

336.0 

1,039.0 

23.5 


-86 
-41 
-50 
+12 
+81 


0.49 
0.73 
2.91 
0.62 
0.64 


0.46 

0.76* 

2.86 

0.63 

0.92 


-0.03 
+0.03 
-0.05 
+0.01 
+0.28 


TECHNOLOGY 


61,489.2 


+9 


13,591.7 


+96 


0.34 


0.37 


+0.03 


APPLE  COMPUTER!  t 

BIOGEN 

EMC 

GATEWAY 

GENENTECH 


1,825.0 

230.5 

2,145.9 

2,141.9 

391.4 


+17 
+22 

+30 

+12 

+5 


200.0 
72.1 
429.0 
121.6 
-14.2 


-1 
+66 
+50 
+36 

NM 


0.44 
0.42 
0.18 
0.36 
0.29 


0.55 
0.47 
0.19 
0.37 
0.29* 


+0.11 
+0.05 
+0.01 
+0.01 


HUGHES  ELECTRONICS  1,837.0  +40  -77.2  NM  -0.08  -0.06  +0.02 

IBM  21,651.0  -1  1941.0  -19  1.00         1.06  +0.06 

INTEL  8,300.0  +23  3,137.0  +79  0.36         0.45  +0.10 

JUNIPER  NETWORKS  113.0  +544  19.6  NM  0.04         0.06  +0.02 

MICRON  TECHNOLOGY!!  1,789.2  +107  274.9  NM  0.32         0.47  +0.15 

MICROSOFT*!!  5,804.0  +1  2,409.0  +9  0.42         0.44  +0.02 

MOTOROLA  9,255.0  +15  204.0  -20  0.23         0.09  -0.14 

ORACLE!!!  3,374.3  +15  4,912.4  +831  0.26         0.31*  +0.05 

3COM!!!  763.7  -38  -159.4  NM  -0.37  -0.42  -0.05 

UNISYS  1,597.1  -16  56.3  -52  0.38  0.18*  -0.20 

YAHOO  270.1  +110  65.5  NM  0.11         0.11  — 


UTILITIES  &  TELECOM 


23,498.7 


+68 


+39 


0.22 


0.27 


+0.05 


DUKE  ENERGY 
EL  PASO  ENERGY 
NEXTEL  COMMUNICATIONS 
QWEST  COMMUNICATIONS 
SOUTHERN 


TELLABS 
UNICOM 


10,926.0 
4,227.0 
1,260.0 
1,282.0 
3,195.0 

800.7 
1,808.0 


+  133 
+63 
+59 
+47 
+  14 

+48 
+7 


329.0 

140.0 

-241.0 

7.2 

342.0 

162.7 
148.0 


+14 

+218 

NM 

-61 

+9 

+33 
+21 


0.82 
0.54 
-0.40 
0.04 
0.48 


0.88 
0.56 
-0.38 
0.05* 
0.52 


+0.06 
+0.02 
+0.02 
+0.01 
+0.04 


0.37 
0.68 


0.39 
0.83 


+0.02 
+0.15 


!  First-quarter  results  !!  Third-quarter  results  !!!  Fourth-quarter  results 

NM  =  not  meaningful  NA  =  not  available  *EPS  adjusted  {or  special  items 

DATA:  COMPUSTAT.  PROVIDED  BY  STANDARD  &  POORS  INSTITUTIONAL  MARKET  SERVICES.  EARNINGS  ESTIMATE  DATA 
PROVIDED  BY  l/B/E/S  INTERNATIONAL  INC..  NEW  YORK,  NY,  l/B/E/S  IS  A  REGISTERED  TRADEMARK  OF  l/B/E/S  INTERNATIONAL  INC 
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News:  Analysis  &  Commentary 


THE  INTERNET 


ITS  HAPPY  TIME  AGAIN 
FOR  B2B 

Ariba's  revenue  jump  renews  investor  confidence  in  the  sector 


When  the  stock  market  cratered 
this  spring,  companies  in  the 
business-to-business  (B2B)  e- 
commerce    market   got   whacked 
harder  than  a  welterweight  hit  by 
a  Mike  Tyson  uppercut.   Stocks 
such  as  Ariba,  WebMethods,  and 
Ventro   sank   over   70%   from 
their  highs  as  investors  ques- 
tioned the  potential  of  B2B 
marketplaces  and  infrastruc- 
ture-software makers.  Even 
after  shares   of  many   B2B 
leaders   picked   up   in  June 
many  investors  stayed  away. 

Boy,  are  they  sorry  now.  The 
faithful  who  held  on  have  been 
richly  rewarded  since  July  12, 
when  procurement-software 
maker  Ariba  turned  in  impres- 
sive results.  For  the  quarter  ended 
June  30,  Ariba  reported  revenues  of 
$80.7  million,  up  101%  from  the  previous 
quarter  and  578%  from  the  same  quar- 
ter last  year.  Losses  were  $11.3  million, 
about  half  of  analysts'  consensus  esti- 
mates. Besides  sending  its  own  shares 
rocketing  up  27%,  to  131,  Ariba's  re- 
sults singlehandedly  gave  the  market 
newfound  confidence.  Then,  on  July  18, 
Ariba's  arch-nemesis  Commerce  One 
Inc.  reported  strong  revenues  of  $62.7 
million,  up  79%  from  the  previous  quar- 
ter. Since  Ariba's  report,  the  U.  S.  Ban- 
corp Piper  Jaffray  B2B  e-commerce  in- 
dex has  jumped  over  27%. 
WIDER  BASE.  Investors  seem  to  think 
the  strong  results  signal  a  turning  point 
in  the  industry.  Such 
soaring  sales  figures 
demonstrate  that  the 
demand  for  B2B  e- 
commerce  software  is 
starting  to  make  in- 
roads into  the  heart 
of  Corporate  Ameri- 
ca. Indeed,  with  such 
new  customers  as 
Bank  of  America  and 
Bethlehem  Steel,  it's 
not  just  the  Cisco 
Systems  and  Dell 
Computers  of  the 
world  that  are  buy- 
ing into  B2B.  "Com- 
panies are  more  will- 


ing to  get  this  stuff  rolling,"  says  Brian 
Salerno,  a  manager  at  Munder  Capital 
Management  who  owns  Ariba. 

Yet  even  as  it  takes  off,  the  B2B 
marketplace  is  quickly  bifurcating  into 
leaders  and  laggards.  Just  as  investors 
see  that  there  is  growing  demand  in 
B2B  software,  they  are  also  noticing 
the  less-than-stellar  results  of  other 
B2B  niches.  "I  would  not  go  out  and 
buy  every  B2B  stock  just  because  Ari- 
ba had  a  great  quarter,"  says  Charles 
E.  Phillips,  a  managing  director  at 


BUSINESS-TO-BUSINESS  BIG  SHOTS 


COMPANY/WHAT  THEY'RE  DOING 


1999  REVENUES 

MILLIONS 


ARIBA  Leader  in  online-purchasing  software  wants 
to  become  a  programming  honcho  for  online  exchanges 

$61.9 

$243* 

COMMERCE  ONE  Online-marketplace  manager  and  software 
maker  aims  to  dominate  B2B  by  stitching  customers  into 
a  global  Web-trading  network 

33.5 

267* 

i2  TECHNOLOGIES  Maker  of  supply-chain-optimization  soft- 
ware is  moving  into  B2B  through  deals  with  Ariba  and  IBM 

571.1 

1,000* 

ORACLE  The  database  king  is  adding  B2B  software,  trying 
to  be  all  things  to  all  people 

9,329.0 

10,600** 

'Estimates     **Fiscal  year  ended  in  June 


Morgan  Stanley  Dean  Utl 
So  far,  Ariba  is  viewed  as  the  t'jt  \ 
Its  products  help  corporations  auirri 
their  internal  purchasing — items  ne) 
computers  and  office  supplies.  By  m 
ing  from  paper  catalogs  and  fa)d 
ders  to  Web  transactions,  users  of  oh 
procurement  software,  such  as  in 
Cisco  Systems  Inc.,  say  they  are  s« 
20%  or  more  off  their  purchasings! 
Other  leaders  include  Commerce 
which  makes  software  thJ  i 
nects  buyers  and  sellei! : 
online  marketplaces  for 
=\  such  as  Covisint,  the  a 
A  dustry  exchange  fo: 
General  Motors,  Ford 
and  DaimlerChrysler;  i2 
nologies,  whose  softwg 
tomatically  notifies  su 
when  parts  are  n< 
and  database-maker  ( 
which  sells  online-pri 
ment  and  supply-chair 
grams  as  well  as  a  host 
er  software  applications. 
SHAKEOUT?  Meanwhi 
called  vertical  m 
places,  such  as  Ventro 
and  Purchasepro.com  Inc. 
not  rebounded  as  much  sin<! 
Nasdaq  correction.  Investors 
seem  wary  of  such  exchanges  be 
their  business  models  hinge  on  gei 
ing  access  and  transaction  fees, 
are  too  many  marketplaces 
Munder's  Salerno. 

Thanks  to  their  almost-restored 
ket  capitalizations,  B2B  software  m 
are  likely  to  continue  to  consoli 
Ariba,  which  has  already  swall 
business-portal  provider  Tradex,  is 
to  gobble  up  smaller  companies  w 
operations  bolster  weaknesses  i 
product  lines.  The  next  major  coi 
dation  trend  is  likely  to  lead  to  the 
vergence  of  software  programs  th; 
companies  both  buy  and  sell  gooc 
services  online 
you  can  do  that, 
can't  provide  a 
service  to  the  pa 
pants  in  a  netw< 
says  Jeremy  D 
ceo   of  e-comm| 
software  maker 
terWorld  Corp. 
may  be   back, 
it    still    has    a 
way    to    go    be: 
its  promise  is  f 
realized. 

By     Spencer 
Ante   in   New    1 
with  Jim  Kerste 
in  San  Mateo,  Co 


2000  REVENUES 

MILLIONS 


DATA;  COMPANY  REPORTS,  BUSINESS  WEEK 
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95%  of 

TheStreet.com's 

Internet  Sector  index 

run  Oracle, 


The  market  can 

be  up  and  down. 

But  not  your  Web  site. 


www.oracle.com 


i  ■■  i   ■  idemark  of  Oracle  Corporation  Other  names  may  be  trademark 


News:  Analysis  &  Commentary 


AUTOS 


THE  MERGER  THAT  CANT 
GET  IN  GEAR 

DaimlerChrysler  must  now  trim  costs,  just  when  Chrysler  needs  to  spiff  up  its  fleet 

Is  Chrysler  fat?  Daimler-Benz  didn't 
think  so  in  1998,  when  it  bought  the 
smallest,  but  most  efficient  U.S.  car- 
maker. Chrysler  was  at  the  top  of  its 
game  then,  and  Daimler-Benz  ceo  Jur- 
gen  E.  Schrempp  was  applauded  for  his 
prescience  in  trying  to  build  a  new  kind 
of  car  company  that  would  boast  global 
economies  of  scale. 

Now,  suddenly,  Chrysler  is  responsible 
for  dragging  down  the  German  auto 
maker's  profits.  Sales  of  Chrysler's  bread- 
and-butter  minivans  and  Jeeps  have 
slumped  despite  generous  rebate  offers. 
And  the  earnings  headaches  at  Chrysler 
are  the  key  factor  in  Schrempp's  biggest 
problem:  growing  pressure  from  unhappy 
investors,  who  have  sent  Daimler- 
Chrysler  shares  plummeting  29%,  to  551^, 
since  its  high  in  January. 

The  remedy,  says  Chrysler  ceo 
James  Holden:  further  belt-tightening. 
Holden,  himself  25  pounds  lighter,  wants 
his  U.  S.  team  to  trim  $2  billion  from  op- 
erations this  year,  say  company  sources. 
That's  on  top  of  a  new  directive  from 
Germany  to  cut  25%  in  overhead  ex- 
penses companywide  over  the  next 
three  years. 

But  while  cost-cutting  is  often  the 
fallback  position  of  companies  in  trouble, 
will     it     solve     the 
problems         facing 
Chrysler?    Probably 
not,    many    fans    of 
the     Auburn     Hills 
(Mich.)  car  company 
say.  The  most  obvi- 
ous    problem:     It's 
most  popular  models 
are  badly  in  need  of 
redesign.  When  the 
cuts    are    that    big, 
nothing — not  even  new  product  devel- 
opment— is  sacred.  One  supplier  says 
Chrysler  engineers  are  fretting  about 
where  to  get  the  money  to  fund  future 
derivatives  of  its  funky  new  hit  car, 
the  PT  Cruiser.  "Taking  $2  billion  out 
will  be  a  huge  feat,"  says  Men  ill  Lynch 
&  Co.  analyst  John  A.  Casesa.  "It  will 
be  difficult  not  to  cut  to  the  bone.  And 


NOT  MOVING 

Chrysler  led 
the  pack  in 
June  with 
incentives 
of  $2,482  per 
vehicle 


it's  quite  possible  that  programs  might 
be  delayed." 

Chrysler's  loss  of  edge  is  stunning 
considering  its  reputation  for  staying  a 
step  ahead  of  the  market.  Some  believe 
the  merger  and  the  early  morale  prob- 
lems that  prompted  many  Chrysler  ex- 
ecs to  leave  meant  that  U.  S.  managers 
spent  more  time  around  the  water  cool- 


er worrying  about  internal  dynar 
between  Stuttgart  and  Detroit  t 
they  did  on  how  solid  the  business  i  h 
While  Holden  and  Schrempp  have  c  la 
a  lot  to  smooth  over  relations,  probl 
that  were  allowed  to  fester  months 
may  be  eating  into  the  carmaker's 
torn  line.  "Have  they  taken  their 
off  the  ball?"  asks  Casesa.  "I  can't  i 


i 
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•  ii;it  the  merger  has  been  a 
ictiiin." 

hrempp,  who  staked  his  otherwise 
•iiislicfl  reputation  on  the  success  of 
Dmbo,  is  feeling  heal  from  the  mis- 
Investors  are  growing  increasing- 
patient,  and  there's  probably  more 
{ x  lint  nit  -nt  to  come  on  July  2(i,  when 
id-quarter  earnings  are  reported. 
think  Chrysler's  operating  prof- 
ile! have  fallen  as  much  as  259J  for 
leriod.  "Of  course,  we're  unhappy," 
Seth  Glickenhaus,  whose  Glicken- 
&  Co.  owns  a  sizable  number  of 
lerChrysler  shares.  "I  don't  think 
nerger  has  worked  out  as  well  as 
i  originally  contemplated." 


dynal 
troit 

have 


can  the  baby  be  saved?  Certainly, 

ig  costs  will  help  get  profits  back 

ack,  and  Chrysler  is  a  master  at 

ii  lating  waste.  In  the  early  1990s,  it 

iiifed   back   from  the  edge  of  bank- 

•y  by  wringing  billions  of  dollars 

its   vehicle-development  process. 

leaner    organization    became    its 

mark     and  one  of  the  key  attrac- 


Chrysler's  Sales  Are  Sliding... 


CHRYSLERS  MONTHLY    YEAR  OVER  YEAR    AVERAGE  INDUSTRY 
VI  nr  IANGI 


linn      when    Daimler    lienz   came 

calling.  Chrysler  official    remain 

confident   they  can  cut   fat   and  not 

meat.  "We're  the  besl  in  the  busi- 
ness in  cost-containment,"  say>  JAN       184,317 

spokesman  Steven  Rossi.  "This  is  

a  huge  enterprise.  There's  oppor  f^B 234,677 +4.6 +}.\:f.... 

tunity  for  cutbacks  thai    won't  MARCH  260,707  +4.3  +8.6 

starve  tin.  product   pipeline."  fl"pRfL  "228",992 +5.8"  "7lSS" 

1' or  now,  though,  the  biggest  --- - 

problem  is  that  Chrysler  is  sad-  MAY        226,348 

died    with    an    aging    stable    of  JUNE      215,597  -9.8  +0.7 

models,  including   its  all-impor-  — - 

B       .      ..     .     J.,  DATA:  WAROS  AUTOMOTIVE  REPORTS 

tant  minivans,  now  in  their  filth 
year.  Although  still  the  leader  in 
minivan  sales,  Chrysler  has  been 
losing  market  share  to  rivals 
with  fresher  models,  primarily 
the  Honda  Odyssey.  Even  gen- 
erous incentives  haven't  helped 

much.    Sales    of    the    flagship      f_E_B_ 1»?_9?. 

Dodge  Caravan  fell  22%  in  June.      MARCH  1,974 

Since  minivans  account  for  about      """""  """'"" 

a  third  of  the  Chrysler  unit's      A-P.RJ.L. _;•?:>?. -i.'°?-d- 


Despite  Industry-Beating  Rebates 


VALUE  OF  INCENTIVES  PER  VEHICLE* 

CHRYSLER  INDUSTRY  AVERAGE 


JAN 


$1,893 


$1,800 
1,581 
1,763 


profit,  that  hurts. 
SURPRISE.  Jeep,  another  big  mon- 
eymaker for  Chrysler,  is  also  in 
trouble.  Sales  of  the  flagship 
Grand  Cherokee  dropped  13%  in 
June,  and  inventories  have  mush- 
roomed to  100  days'  supply — 67% 
above  the  industry  norm — despite  deal- 
er incentives  as  high  as  $4,000  per  ve- 
hicle. "It  has  definitely  caught  Chrysler 
by  surprise,"  says  Wesley  R.  Brown,  an 
auto  consultant  at  Nextrend  Inc.  in 
Thousand  Oaks,  Calif.  "They  have  not 
done  a  good  job  of  monitoring  supply 
and  demand."  Theodor  R.  Cunningham, 
the  U.S.  unit's  executive  vice-president 
for  global  sales  and  marketing,  says 
Jeep  sales  took  a  hit  when  the  com- 
pany decided  to  scale  back  money-los- 
ing lease  offers. 

Competition  has  hurt,  too.  "It  used  to 
be  the  Grand  Cherokee  was  the  only  one 
out  there,"  says  Tim  A.  Finegan,  general 
manager  of  Fresno  (Calif.)  Chrysler  Jeep. 
"Now,  everyone  has  them." 

Still,  Chrysler's  problems  ought  to  go 
away — or  at  least  get  a  lot  better— when 
newly  redesigned  models  start  rolling 
onto  dealer  lots  this  fall.  "We  do  think 
the  new  minivans  will  bring  back  some  of 
our  loyal  customers,"  says  Cunningham. 

Schrempp  says  he  isn't  worried.  He 
believes  the  strongest  positive  the  com- 
pany has  going  for  it  is  Chrysler's  new 
product  plan  for  the  next  eight  years, 
which  includes  a  new  pickup  and  con- 
vertible. Schrempp  did  not  specify,  but 
analysts  believe  he  was  referring  to 
the  Dodge  MAXXcab,  a  pickup  for  fam- 
ilies with  a  minivan-like  cabin  and  the 
sleek  Hemi  300C  convertible.  According 
to  Schrempp,  it's  nothing  short  of 
tremendous.  "Obviously,  at  the  moment, 
Chrysler  is  changing  so  many  mod- 
els...and  that  has  an  effect  on  costs,  so 
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obviously,  their  profits  are  affected. 
That's  life,"  he  said  in  an  interview 
with  business  week.  But  he  adds: 
"Imagine  what  Chrysler  will  look  like 
at  the  end  of  the  second  quarter  of 
2001,  after  it  has  changed  four  or  five 
new  models." 

Until  then,  the  focus  is  on  paring 
costs.  Company  officials  won't  discuss 
details  yet,  but  one  area  for  savings  is 
manufacturing.  Chrysler  has  already  in- 
troduced flexible  manufacturing  methods 
at  two  of  its  factories,  which  will  save 
$600  million  on  product  launches  this  fall. 
By  2004,  Chrysler  expects  to  have  saved 
$3  billion  through  such  methods. 

While  Chrysler  tries  to  get  even  lean- 
er, however,  some  analysts  and  industry 
experts  say  DaimlerChrysler's  manage- 
ment should  be  looking  closer  to  home. 
"Most  of  the  cost-cutting  has  to  be  done 
on  the  Daimler  side,"  says  D.  Garel 
Rhys,  professor  of  motor  industry  eco- 
nomics at  University  of  Wales  College  of 
Cardiff  Business  School  in  Cardiff. 
"They  were  surprised  that  Chrysler  ran 
such  a  tight  ship,  and  they  can  learn  a 
lot  from  them."  Maybe  so,  but  Euro- 
pean analysts  say  German  executives 
don't  necessarily  see  it  that  way.  "Their 
feeling  is  that  the  U.S.  is  the  problem, 
and  the  U.S.  should  bear  the  brunt  of 
the  charges,"  says  Stephen  Reitman  of 
Merrill  Lynch  in  London. 

With  the  latest  round  of  cost-cutting 
being  contemplated  in  Auburn  Hills, 
Schrempp  &  Co.  will  see  just  how  tight 
a  ship  Chrysler  can  be. 

By  Joann  Midler,  with  David  Welch 

and  Kathleen  Kerie'ni.  in  Detroit 
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By  Lorraine  Woellert 


ITS  OPEN  SEASON  ON  THE  EPA 


With  the  coming  of  each 
summer,  as  familiar  as  the 
smell  of  Coppertone  at  the 
beach,  Republicans  launch  an  at- 
tack on  what  they  see  as  overly 
regulatory  environmental  policy. 
In  recent  congressional  sessions, 
environmentalists  have  managed 
to  fend  off  much  of  the  barrage. 
But  the  heated  atmosphere  of 
election-year  politics  and  the  pub- 
lic furor  over  high  gasoline  prices 
have  emboldened  gop  lawmakers. 
The  result:  Washington  is  wit- 
nessing the  fiercest  environmental 
shootout  since  1995,  when  House 
Speaker  Newt  Gingrich  declared 
war — unsuccessful  in  the  end — on 
the  Clean  Air  Act.  "It's  the  tip  of 
a  very  serious  assault,"  says 
Frank  O'Donnell,  director  of  envi- 
ronmental advocacy  group  the 
Clean  Air  Trust. 

Behind  the  move  is  the  view 
long  held  by  many  in  the  gop — 
and  in  small  business  and  Corpo- 
rate America — that  the  bulk  of 
the  nation's  environmental  regula- 
tions carry  more  costs  than  bene- 
fits. Ultimately,  Republicans  ar- 
gue, their  rejection  of  current 
environmental  legislation  is  not 
an  attempt  to  thwart  cleanup  of 
the  air  and  water.  Instead,  they 
claim  it  could  be  done  more  effi- 
ciently and  with  less  government 
intervention.  "We're  not  doing 
anything  that  would  harm  the 
quality  of  air  or  water,"  says  Repre- 
sentative Mac  Collins  (R-Ga).  "We 
just  need  to  slow  down." 
LESS  TALK.  It's  a  high-stakes  gamble, 
since  polls  show  that  voters  are  more 
sympathetic  to  environmental  con- 
cerns than  ever.  Perhaps  that's  why 
the  party  has  chosen  the  legislative 
rider  as  its  weapon  of  choice,  rather 
than  stand-alone  bills  in  which  the  en- 
vironmental issues  would  be  debated 
on  their  own  merits.  Attaching  riders 
to  legislation — -generally  key  spending 
bills — is  a  technique  that  allows  law- 
makers to  push  through  items  behind 
closed  doors  with  a  minimum  of  dis- 
cussion and  attention  from  the  press. 
In  recent  weeks,  the  gop  has  pep- 
pered pending  legislation  with  no 
fewer  than  50  such  riders.  Essential- 


ROLLBACK 


Higher  gas  prices 
give  the  GOP  ample  ammo 
to  take  aim  at  regulations 


ly,  all  are  aimed  at  reining  in  land- 
mark environmental  laws  such  as  the 
Clean  Air  Act  and  Clean  Water  Act 
and  the  federal  agencies  that  enforce 
them.  And  the  Republican  majority 
has  already  been  successful  in  push- 
ing through  riders  to  block  funding 
for  everything  from  Superfund 
cleanups  and  the  testing  of  pesticides 
for  toxicity  to  a  public-private  part- 
nership to  build  a  superefficient,  less- 
polluting  car. 

Nonetheless,  using  the  rider  does 
not  guarantee  success.  Late  on  the 
night  before  the  July  4  recess,  Re- 
publican leaders  attached  language  to 
a  spending  bill  that  would  have  pre- 
vented the  gop's  favorite  target,  the 
Environmental  Protection  Agency, 
from  implementing  sweeping  new 


rules  to  force  states  to  ck 
up  toxic  runoff  from  facto 
and  farms.  Before  Preside 
Clinton  signed  the  bill  on 
13,  however,  the  EPA  man 
to  issue  new  regs. 

Another  reason  the  goi 
confident  it  can  avoid  a  b 
lash  is  the  lead  George  W 
Bush  still  holds  in  polls  o 
Al  Gore,  who  is  clearly  bt 
identified  with  his  pro-en\ 
ronmental  stands.  The  Re 
lican  party  also  hopes  to 
some  support  from  the 
Supreme  Court.  The  justi 
recently  agreed  to  hear  a 
case  that  could  limit  the  j 
ers  of  the  EPA  to  set  stan 
dards  for  air  quality.  The 
is  being  challenged  by  the1 
U.  S.  Chamber  of  Commerl 
and  the  American  Truckin 
Assn.  for  exceeding  its  au 
thority  in  1998  when  it  lo 
ered  the  limit  on  ozone  in 
air.  "There's  no  real  scient 
basis,"  says  Virginia  Gove 
Jim  Gilmore,  a  leading  cri 
of  the  agency.  "The  EPA  ju 
unilaterally  reduced  it." 

The  EPA  may  also  be  vul 
able,  thanks  to  the  beating 
has  taken  over  its  new  stai 
dards  for  cleaner-burning  g 
line.  Many  in  Congress — an 
among  the  public — believe 
EPA  was  at  least  partially  t> 
blame  for  the  recent  spike  in  gas 
prices.  Given  the  anger  those  pric 
have  sparked  against  the  agency, 
many  Republicans  figure  the  timi 
has  never  been  better  to  try  and 
whittle  back  its  powers. 

Nonetheless,  taking  on  the  envi 
ronment  and  environmentalists  is 
tricky  business,  as  Republicans  ar 
well  aware.  The  gop  remembers  all 
too  clearly  the  drubbing  it  suffere- 
at  the  polls  in  1996  after  Gingrich 
tempted  to  gut  the  Clean  Air  Act. 
This  time,  environmentalists  are 
again  fighting  back  with  record  su 
of  money.  But  if  gas  prices  continu 
to  soar,  the  Republicans  may  have 
golden  opportunity. 

Woellert  covers  Congress. 
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ECONOMY 


IE  70s  SPECTER 

IATS  HAUNTING  GREENSPAN 

ears  an  oil-shock  reprise-but  he's  in  the  minority 


(lend    Reserve    Chairman    Alan 

Jreenspan  was  trying  to  engineer 

is  first  soft  landing  of  the  economy 

e  summer  of  1990  when  Iraq  in- 

d  Kuwait.  Oil  prices  doubled  on 

of  big  disruptions  in  supply  from 

vliddle  East.  Consumer  confidence 

jsed.  And  instead  of  settling  in  for 

xtended  expansion,  the  economy 

ied  into  a  recession. 

it's  not  surprising  that  Greenspan 

unted  by  the  dangers  of  soaring 

•ices  as  he  attempts  once  more  to 

I  a  high-flying  economy  safely  on 

I  firma.  A  keen  student  of  economic 

Iry,  he's  also  aware  that  soaring  oil 

Is  like  those  of  the  1970s  can  have 

Ipectedly  deep  and  adverse  effects 

I  e  economy.  The  concern  this  time: 

lid-fashioned  oil  price  shock  could 

fpt  the  otherwise  smooth  running  of 

New  Economy  by  pinching  profit 

jins  and  pushing  up  wages. 

LAG.  In  fretting  about  this  latest 
lice  runup,  Greenspan  is  in  a  dis- 
|  minority   among   econo- 
l:  Most  of  his  colleagues 
llon't  think  it's  that  big  a 
Yes,  crude  oil  prices 
|  tripled  over  the  past  18 
hs.  But  oil  accounts  for  a 
1    smaller    part    of  the 
amy  than  it  did  in  the 
about  1%  last  year  com- 
I  with  6.5%  at  the  end  of 
70s  and  2.5%  in  1990.  And 
r  there's  scant  sign  of  the 
rise  feeding  into  the  rest 
e  economy.  Though  energy 
s  soared  5.6%  in  June,  after 
ping  out  food  and  direct  en- 
costs  the  so-called  core  con- 
■r  prices  rose  just  0.2%,  the 
as  in  May. 

;t  Greenspan  knows  that  such  op- 
m  could  prove  premature.  It 
ly  takes  about  18  months  for 
all  impact  of  an  oil  price  rise 
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ually  takes  about  18 
Bis  for  the  full  impact 

i  oil  price  rise  to  be  felt 
l.e  economy 
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to  be  I'M.  Thai  meant  it's  too  early  to 
conclude  thai  the  economy  has  weath 
frr<\  this  year's  runup  in  enei 
without  Buffering  big  damage.  "Mo-t  of 
the  effect  has  stDl  to  ci, inc  through," 
Andrew  Oswald,  an  economics  professor 
at  Warwick  University  in  England. 

Besides,  there's  no  guarantee  that  oil 
won't  go  higher.  Prices  once  again 
soared  almost  4%,  to  nearly  $32  per 
barrel,  on  July  18  after  the  OPEC  oil 
cartel  signaled  that  it  was  not  going 
ahead  with  a  500,000  barrel-per-day  pro- 
duction hike  the  market  was  hoping  for. 
Moreover,  soaring  oil  prices  are  pushing 
other  energy  costs,  such  as  natural  gas 
and  electricity,  higher  as  well. 

History  suggests  that  Greenspan  is 
right  to  be  cautious.  Every  time  oil 
prices  have  spiked  over  the  past  30 
years,  the  economy  has  fallen  into  re- 
cession. It  happened  in  1973  and  1979 
and  helped  push  an  already  weakened 
economy  over  the  edge  in  1990.  And  as 
if  that  weren't  bad  enough,  the  twin  oil 
shocks  of  the  '70s  w7ere  accompanied  by 
a  sharp,  still  largely  unexplained  slow- 
down in  productivity  growth  that 
plagued  the  economy  into  the  mid-1990s. 

While  no  one — not  even  Greenspan — 
is  suggesting  that  that  could  happen 
again,  there's  still  a  risk  that  the  latest  oil 
price  shock  could  upset  the  productivity- 
driven  New  Economy.  The  key  is  cor- 
porate profit  margins.  If  companies  can't 
offset  rising  energy  prices  by  becoming 
more  efficient!  then  even  the  New  Econ- 
omy could  be  in  for  some  trouble. 
DOUBLE  WHAMMY.  Up  until  now,  most 
companies  seem  to  be  coping  quite  well 
by  boosting  worker  productivity.  But  in 
what  may  be  a  harbinger  of  trouble, 
some  companies  are  starting  to  experi- 
ence tough  times.  "Our  earnings  have 
fallen  off  a  cliff  this  year,"  says  James 
Tennant,  ceo  of  Home  Products  Inter- 
national, a  Chicago-based  maker  of  plas- 
tic products.  He  pins  the  blame  on  oil- 
based  resin  prices,  which  have  doubled 
in  12  months. 

Companies  could  face  a  double  wham- 
my  if  stiffer  oil  and  other  energy  costs 
prompt  workers  to  demand  big  pay 
boosts  to  make  up  for  lost  purchasing 
power.  With  the  jobs  market  so  tight, 
that  threat  can't  be  dismissed.  So  far, 
that  doesn't  seem  to  be  happening. 
Workers  have  held  off  from  pushing  for 
sharply  higher  wages  in  part  because 
they're  convinced  that  inflation  will  stay 
tame.  But  that  could  change  quickly  if 
oil  prices  keep  rising.  And  for  the  ever- 
anxious  Fed  chaii-man.  that  is  more  than 
enough  reason  for  worry. 

By  Rich  Miller  in  Washington,  with 
Robert  Berne r  in  Chicago 
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If  it's  new  and  it's  got  wheels,  ( I 

it  came  from  Southern  California.  People  here 
aren't  just  content  to  walk;  they'd  rather  pe 
skate  or  scoot. 

Maybe   it's   great   weather    thai    inspires 
Southern  Californians  to  design  so  many  ways 
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to  get  out  and  about.  Or  maybe  it's  the  wide- 
open  spaces.  Whatever  it  is,  innovation  is  no 
stranger  to  the  roads  and  pathways  of  this 
beautiful  corner  of  the  world. 

It's  probably  no  coincidence,  then,  that  the 
design  for  the  world's  first  mass-produced  hybrid 
vehicle  was  developed  in  Southern  California. 
In  Newport  Beach,  to  be  precise,  at  Toyota's 
futuristic  North  American  design  center,  known 
as  Calty. 

Here,  a  team  of  designers  created  the  look 
that  is  turning  heads  in  the  U.S.  and  overseas, 
for  Toyota's  breakthrough  alternative  fuel 
vehicle,  the  Prius. 

Calty  is  part  of  Toyota's  global  network  of 
operations.  It's  a  network  that  includes  facilities 
in  26  countries  and  provides  jobs  and  growth 
in  communities  around  the  world. 

Here  in  the  U.S.,  Toyota  directly  employs 
more  than  27,000  individuals.  In  fact,  more 
than  half  the  Toyotas  sold  in  America  are  built 
by  Americans,  using  many  U.S.  parts. 

Local  investment  helps  Toyota  develop 
vehicles  that  are  suited  to  the  special  needs  of 
the  communities  where  we  do  business.  It's  not 
such  a  radical  idea,  even  if  sometimes  the  results 
may  seem  that  way. 


TOYOTA  People  Drive  Us 
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By  Roger  O.  Crockett 


THE  SINGLE  LIFE  MAY  NOT  AGREE  WITH  SPRINT 


No  doubt  Sprint  Corp.  Chief  Exec- 
utive Officer  William  T.  Esrey 
has  built  a  nifty  telecom  company 
over  the  past  15  years.  The  $17  billion 
giant  is  the  nation's  No.  3  long-dis- 
tance carrier  and  boasts  thriving  local 
service,  wireless,  and  Internet  busi- 
nesses. Still,  when  powerhouse  World- 
Com Inc.  came  calling  with  a  bigger- 
is-better  offer,  Esrey  eagerly  backed 
the  plans  to  merge  the  two  companies 
into  a  $54  billion  behemoth  with  some 
42  million  customers  in  65  countries. 
Since  regulators  foiled  the  merger, 
however,  Esrey  has  done  an  about- 
face.  While  he  concedes  that  he'd  con- 
sider another  blockbuster  merger — if 
it  offered  shareholders  the  right  bene- 
fits— Sprint's  chief  now  argues  that 
the  company  can  best  grow  as  a  solo 
act.  Wth  assets  in  the  hottest  tele- 
com areas,  he  claims  the  company 
doesn't  need  a  partner.  "We  can  cre- 
ate great  shareholder  value  on  our 
own,"  he  insists. 

HARD  TO  GET.  But  can  Sprint  really 
go  it  alone?  Some  suspect  Esrey  may 
just  be  playing  hard  to  get  in  hopes  of 
increasing  the  price  any  new  suitor 
might  pay.  "He  has  to  have  an  alter- 
native strategy  to  just  being  bought," 
says  Robert  Fox,  vice-president  of  the 
Mercer  Management  consulting  firm. 

Certainly,  in  staying 
single,  Sprint  would 
be  bucking  quite  an 
industry  trend. 
During  the  past  18 
months,  World- 
Com's failed  over- 
ture to  Sprint  was 
one  of  several  indus- 
try mergers.  Other 
players  that  part- 
nered up,  looking 
to  better  com- 


pete globally,  included 
AT&T  and  MediaOne  and 
Qwest  Communications 
and  US  West.  And 
everyone,  from 
Deutsche  Telekom  to 
sbc  Communications  to 
at&t,  is  still  scouring 
for  a  deal  in  prepara- 
tion for  a  world  domi- 
nated by  a  handful  of 
telecom  giants. 

Investors  aren't  hap- 
py with  Esrey's  deci- 
sion. The  stock  has 
sunk  21%  from  about  $60  just  before 
the  Justice  Dept.  filed  to  oppose  the 
WorldCom  deal.  With  Sprint  expected 
to  release  single-digit  revenue  growth 
for  the  second  quarter  on  July  20, 
Esrey's  lone-wolf  attitude  has  left 
shares  at  around  $46.  Many  are  wor- 
ried that  Sprint's  strategy  won't  deliv- 
er the  kind  of  growth  they  want.  "I 
find  it  disappointing  and  confusing," 
says  Richard  Earnest,  a  manager  for 
Highmark  Capital  Management. 

The  consolidation  trend,  after  all,  is 
being  driven  by  the  increasing  inter- 
national needs  of  both  individual  and 
corporate  customers.  As  a  loner,  ana- 
lysts say,  Sprint  gets  dwarfed  by  ri- 
vals like  AT&T  and  WorldCom,  whose 
larger  overseas  market  shares  give 
them  greater  leverage  to  sell  ser- 
vices. Further,  Sprint's  market  cap 
of  $37  billion  pales  in  comparison 
to  rivals  such  as  AT&T's  $126  billion 
or  the  $150  billion-plus  value  of 
Deutsche  Telekom.  That  means 
Sprint  lacks  the  heft  for  making 
needed  acquisitions,  such  as  buying 
up  firms  with  evolving  technology. 
Esrey  argues  that  he  doesn't 
have  to  own  big  chunks  of  interna- 
tional assets  to  excel  abroad.  He  can 
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LONE  RANGER 

Sprint  CEO  Esrey:  "We 
can  create  great 
shareholder  value  on 
our  own.  We  don't  have 
an  interest  in  merging" 


reach  European  cu 
tomers,  for  exampl 
leasing  network  eq  j 
ment  from  internat  a 
carriers  and  linking 
them  to  Sprint's  ne 
work.  A  global  pre:  i 
"doesn't  mean  havi 
wireless  company  i 
Italy  or  a  local  tele 
phone  company  iri 
Poland,"  Esrey  exp  n 
Others  question  th£  t 
proach.  By  leasing 
cess  locally,  Sprint ' 
give  up  its  ability  to  control  costs 
aggressively  compete 
WIRELESS  GEM.  It's  also  unclear  h( 
Sprint  will  address  looming  challe 
in  its  core  units.  Sure,  wireless  is 
gem  that's  growing  at  a  70%  clip. 
65%  of  Sprint's  revenues  come  fro 
the  shrinking  long-distance  busine 
And  while  AT&T  has  poured  $100  h 
lion  into  broadband  cable  deals  th; 
reach  more  than  28  million  homes 
rey  is  relying  on  ion,  a  newly 
launched  service  that  leases  high- 
speed connections  from  telcos  and 
ble  providers.  To  date,  few  homes 
it.  "I  can't  sit  here  and  flat-out  gu£ 
antee  that  [my  plan  is]  perfect  in 
every  way,"  says  Esrey.  "But  we'n 
satisfied  that  the  risk-reward  ratio 
in  our  favor." 

Still,  his  odds 
could  be  further 
hurt  by  Sprint's  con- 
tinuing brain  drain.  A 
condition  of  Sprint's 
merger  with  World- 
Com allowed  employ- 
ees to  cash  in 
stock  options  and  t/fa 
leave  after  share- 
holders first  ap- 
proved the  deal.  Already,  key  exec: 
such  as  former  Sprint  pes  Presided 
Andrew  Sukawaty  have  bolted.  Am 
sources  close  to  the  company  say 
middle  management  is  also  being  hi 
But  Esrey  insists  that  retaining 
skilled  managers  isn't  a  concern.  Cc 
sidering  his  other  problems,  it  may 
be  the  least  of  his  worries. 


Crockett  covers  telecommunication 
from  Chicago. 
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eBusiness  lor  a  customer-driven  world. 


a  re  cent  U  u  'I  v  J  //  o  w  s  thai  wh  e  n  \  o  u 

CODDLE 

YOUR   CUSTOMERS, 

IT'S     Y  0  V  R     5  H  A  R  E  H  0  I  D  E  R  S     W  II  0     /■'  E  E  I     All 

WARM  AND  FUZZY. 


n. 


iiirturing  customers 
not  onh  pays  off,  it  paysofl  in  a  hurry. 

\s  the  chart  below,  indicates, 
the  shareholders  ol  companies  that 
use  Siebel  eBusiness  Applications 
and  services  to  improve  their 
customer  relationships  have  seen 
their  investments  grow  larger  and 
faster  than  the  market  as  a  whole. 
Obviously,  no  one  can  predict  the 
market  -but  the  fact  is  that  overall, 
between  fanuar)  1995  and  December 
1494,  companies  who  made  signifi- 
cant investments  in  Siebel  t'Business 
Applications  outperformed  leading  market 
indicators  such  as  the  Standard  &  Poor's  500 
index  bv  a  stunning  N.V  .' 

This  is  no  fluke.  An  independent  stud)  ol 
companies  using  Siebel  eBusiness  Applications 
found  that  customer  satisfaction  increased  bv 
21%,  revenue  growth  increased  by  15%  and 
employee  productivity  increased  bv  20  '-,  with 
full  payback  on  their  Siebel  investment  in 


10  months:  The  natural  conclusion: 
when  your  customers  are  satisfied, 
your  shareholders  will  be  gratified. 
You  must  be  able  to  communi- 
cate with  your  customers  b\ 
phone,  bv  fax,  bv  PDA,  b)  email  or 
beeper— an)  wav  they  choose. 

Of  course,  it's  easv  to  p\iv  lip 
service  to  customer  satisfaction 
and  most  companies  do,  but 
putting  it  into  practice  takes 
an  experienced,  proven  partner 
like  Siebel. 

Siebel  ehusiness  Applications 
increased  customer  satisfaction, 
increased  revenues,  and  increased  emplov  ee 
productivity  for  more  organizations,  in  more 
industries,  in  more  places  around  the  world. 

\\  e  coddle  our  customers.  Thev  coddle  their 
shareholders. 


I  OR  MORI   INFORMATIONS  1M  I    US  Al 
SIEBEL.COM  or  800.273.9913 
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In  Business  This  Week 


EDITED  BY  ANNE  NEWMAN 


STRONG  MEDICINE 
FOR  BANK  ONE 

TO   CLEAR   THE   DECKS   FOR   A 

promised  turnaround,  Bank 
One  ceo  Jamie  Dimon  on 
July  19  halved  the  Chicago 
bank's  quarterly  dividend,  de- 
clared a  stiff  $1.9  billion  af- 
tertax charge,  and  posted  a 
$1.27  billion  second-quarter 
loss.  Says  Dimon:  "We  are 
taking  stronger  medicine  to 
build  a  healthier  future."  Di- 
mon, who  became  head  of  the 
the  nation's  fifth-largest  bank 
in  March,  is  setting  lofty 
goals.  He  wants  the  problem- 
plagued  First  USA  credit-card 
unit  to  more  than  double 
earnings  to  $1  billion  a  year, 
and  he  plans  to  cut  annual 
bankwide  costs  by  $500  mil- 
lion. Already,  he  has  recast 
top  management  with  a 
clutch  of  new  officers  and  is 


CLOSING    BELL 


ELF-ESTEEM 

After  seeing  other  food  com- 
panies eaten  up  in  consoli- 
dation frenzy,  Georgia's 
Flowers  Industries  put  its 
majority-owned  Keebler 
Foods  on  the  block  on  July 
18.  The  for-sale  sign  lifted 
Keebler  shares  24.7%,  to 
44>£,  an  all-time  high.  That 
would  value  Keebler  at  $3.7 
billion,  excluding  debt. 
Possible  buyer:  France's 
Danone,  which  lost  in  its  bid 
for  Nabisco  Group,  the  only 
U.S.  company  that  sells 
more  baked  snacks  than 
Keebler. 
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folding  a  costly  Internet  ven- 
ture into  Bankone.com.  Ana- 
lysts, who  pressed  Dimon  to 
get  tough,  cheered:  Bank 
One's  stock  rose  8.3%  to  32!4 


GNET  NETS 

A  BIG  FISH 

ANOTHER   INTERNET  GIANT  IS 

born:  cnet  Networks  said  on 
July  19  that  it  will  acquire 
rival  Ziff-Davis  and  its  znNet 
unit  in  a  deal  valued  at  about 
$1.6  billion.  With  a  combined 
audience  of  16.6  million,  the 
combo  will  be  the  Net's 
eighth-largest  U.S.  property 
and  a  leader  overseas.  The 
stock  transaction  gives  CNET 
such  plums  as  the  Computer 
Shopper  Magazine  and  the 
SmartPlanet  online  service. 
cnet  ceo  Shelby  Bonnie 
stays  in  the  top  job;  Ziff- 
Davis's  Daniel  Rosensweig 
becomes  president.  Another 
bonus:  Both  companies  were 
among  only  eight  dot-coms 
that  turned  a  profit  in  1999 — 
and  should  this  year,  too. 

BLOCKBUSTER:  A  DIP 
IN  THE  VIDEO  STREAM 

ANALYSTS  HAVE  LONG  WARNED 

that  digital-on-demand  ser- 
vices could  someday  under- 
cut Blockbuster's  video-rental 
business.  Blockbuster  isn't 
waiting  to  find  out.  On  July 
19,  it  announced  plans  to 
team  up  with  energy  giant 
Enron's  communications  unit 
to  create  a  global,  on-demand 
entertainment  service.  Under 
the  20-year  pact,  Blockbuster 
will  stream  movies — and  later 
games  and  other  entertain- 
ment— over  Enron's  high- 
speed fiber-optic  network  and 
ultimately  to  consumers'  TVs. 
Will  the  deal  hurt  the  video 
stores?  Mark  Gilman,  Block- 
buster's president  of  new  me- 
dia, insists  it  will  bring  in 
new  business.  Besides,  few- 
er than  2  million  households 
will  have  high-speed  links  by 
yearend,  leaving  plenty  of 
visitors  for  video  stores. 


HEADLINER:  STEPHEN  S.  SANGEI 


When  Stephen  Sanger 
graduated  from  the  Univer- 
sity of  "Michigan's  business 
school  in  1970,  his  dream 
was  to  own  the  best 
bar  in  Ann  Arbor 
How  plans 
change.  On  July 
17,  the  chair- 
man and  ceo  of 
General  Mills 
announced  the 
$10.5  billion  pur- 
chase of  Pillsbury 
from  Britain's  Diageo. 
That  will  nearly  double  Big 
G's  sales  and  make  it  the 
largest  publicly  traded  food 
company  in  the  U.  S. 

Sanger — a  Cincinnati  na- 
tive who  put  in  three  years 
at  Procter  &  Gamble  before 
moving  to  General  Mills  in 
1974 — has  been  a  vocal  crit- 
ic of  mergers,  saying  they 


\ 


slow  innovation.  But  he 

says  this  merger  will  va 

Mills's  products  into  gro 

cers'  refrigerated  sect: 

and  into  more  for 

eign  markets. 

The  deal 

not  aid  e; 

,  however.  San] 

I  er,  54,  concedl 

the  added  $5 

billion  in  debt 

from  the  merg 

will  depress  pro: 

until  2004.  That  se: 

the  stock  down  7.5%,  to 

around  35,  since  news  of 

deal  leaked.  To  pare  debt 

he  plans  to  sell  Pillsbury'! 

cake  mix  line  and  Green 

ant's  U.S.  canned  vegetab 

lines.  That's  a  far  cry  fron 

pushing  Strohs  to  frat  boj 

By  Michael  An 

in  Chicc 


AETNA  TAKES 
ANOTHER  TUMBLE 

AILING  AETNA  APPEARED  IN 
remission  after  director  Wil- 
liam Donaldson  took  over  the 
HMO  in  February.  But  his 
grace  period  ended  abruptly 
after  Aetna  warned  on  July 
18  that  profits  would  fall  far 
below  estimates  because  med- 
ical costs  rose  faster  than  it 
could  control.  Shares,  which 
had  risen  since  February,  fell 
nearly  14%  in  two  days  as  it 
became  clear  there's  no  quick 
fix  for  Aetna,  nor  anyone  to 
fix  it.  Aetna  is  still  seeking  a 
ceo  for  its  medical  business. 
And  sources  say  Aetna  is 
close  to  a  deal  with  Dutch  gi- 
ant ing  Group  on  the  sale  of 
its  asset-management  unit. 

REWRITING 

THE  FCC  RULE  BOOK? 

once  again,  it's  two  steps 
forward,  one  step  back  for 
the  1996  Telecommunications 


Act.  On  July  18,  the 
Court    of    Appeals    in 
Eighth  Circuit  ruled  that 
Federal        Communicat: 
Commission  erred  in  de 
mining  the  discount  pric 
which  Baby  Bells  must 
their  local-calling  networl 
new  rivals.  The  court  said 
FCC  should  base  the  rate 
the  costs  of  actual  statel 
the-art  networks,  instead 
future  network.  That  co 
lead  to  higher  rates,  but 
FCC  will  likely  ask  local  c( 
panies  to  keep  their  curl 
pricing  while  it  either  app< 
or  rewrites  its  rules. 


ET  CETERA . . . 


■  Georgia-Pacific  agreed 
pay   $11    billion   for   tissf 
maker  Fort  James  Corp. 

■  A  surge  in  jet  deliver 
sent  Boeing  operating  e 
ings  up  26%. 

■  Canceled  flights  and  hig 
wages  will  hurt  UAL's  t' 
quarter  and  full-year  profij 
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Astonishing 

NEW  TECHNOLOGY 
empties  fully  stocked 

WAREHOUSES 

as  if  by 

MAGIC! 


Introducing  FairMarket:™  a  powerful  new  suite  of  selling  tools  to  supercharge  your  Web  site. 
And  move  goods  and  services  out  the  virtual  door  like  never  before.  FairMarket  delivers 
auctions,  automatic  price  markdowns  and  other  e-commerce  functions — on  your  site,  with 
your  brand— effortlessly  and  quickly.  We  handle  security,  customer  support,  the  works.  And, 
with  the  exclusive  FairMarket  Network,™  your  goods  sell  not  only  on  your  site,  but  on  MSN, 
Lycos,  Excite®  and  other  primo  Web  addresses.-  In  other  words,  this  is  powerful  voodoo. 
For  a  free  white  paper,  visit  fairmarket.com,  or  call  800-53F0529. 

How   the   e-world   sells   more   stuff?M 


fai  market 


ashington  Outlook 


TED  BY  PAULA  DWYER 


IGITAL  PIRACY:  NOW  THE  SPOTLIGHT 
I  ON  CONGRESS 

nline  music  distributors  and  the  recording  industry,  at  bit- 
'■  ter  odds  over  whether  downloaded  music  violates  copy- 
right law,  so  far  have  kept  their  dispute  out  of  Washing- 
But  don't  expect  Capitol  Hill  to  remain  on  the  sidelines 
mg.  Lobbyists  are  revving  up,  campaign  contributions  are 
ng,  and  healings  are  stalling  as  Congress  braces  itself  for 
it  from  a  closely  watched  court  case, 
le  rockin'  and  rollin'  begins  on  July  26,  when  Napster  Inc. 

off  against  the  Recording  Industry  Association  of  Amer- 
riaa)  in  a  California  federal  dis- 

court.  Napster's  software  allows 
■le  to  swap  music  files  on  their 

disks,  thus  bypassing  the  record 
lanies.  But  once  the  court  rules 
ow  much  protection  copyright  law 
3  artists  and  record  labels,  Con- 
3  is  preparing  for  a  lobbying  on- 
jht  no  matter  which  side  wins.  A 
iter  loss  would  raise  the  ire  of  20 
an  Napster  users  and  other  e-mu- 
ompanies.  A  victory,  on  the  other 
I,  will  bring  record  execs  to  Con- 
s' door,  demanding  loophole-clos- 
egislation.  What's  more,  a  spooked   " 

industry — even  more  powerful  than  the  music  biz  in 
hington — wants  Congress  to  deal  with  the  issue  now, 
re  the  technology  to  download  films  becomes  widespread. 
IYING  LICKS.  Already,  two  key  players,  Senators  Orrin  G. 
•h  (R-Utah)  and  Patrick  Leahy  (D-Vt.),  say  they  have  re- 
id  more  than  70,000  e-mails  from  Napster  and  online  mu- 
ioneer  MP3.com  Inc.  users  since  a  July  11  hearing  by  the 
ite  Judiciary  Committee,  which  Hatch  chairs.  Fans  of 
ps  that  oppose  free  downloads,  such  as  the  heavy-metal 

Metallica,  have  also  been  e-mailing  in  droves.  That  means 
tress  may  have  to  choose  between  two  pet  causes:  the  reg- 
on-hating  Internet  industry  and  the  entertainment  biz. 

really  going  to  be  difficult  for  Congress  to  balance  those 


METALLICA:  Ferns  oppose  free  downloads 


competing  interests,"  says  newly  hired  Napster  lobbyist  Gary 
D.  Slaiman,  an  antitrust  lawyer  and  former  Hatch  aide. 

As  usual,  campaign  contributors  are  playing  backup.  In 
March,  Ml*:',.com  CEO  Michael  L.  Robertson  and  three  other  MPS 
execs  gave  $1,000  apiece  to  Hatch,  riaa  President  Hilary  B. 
Rosen  has  also  given  Hatch  $1,000.  Even  companies  that 
aren't  being  sued  are  warming  up.  The  Digital  Media  Assn., 
which  represents  such  sites  as  E-Music.com  Inc.  and  Earjam 
Inc.,  met  with  more  than  20  lawmakers  in  February  to  discuss 
the  Net  music  business  and  later  dined 
with  three  House  Judiciary  members. 
What  can  Congress  do?  Some  on- 
line companies  say  labels  charge  too 
much  to  license  their  music.  So  Leahy, 
one  of  the  Senate's  most  e-literate 
members,  is  pushing  for  a  compromise 
on  fair  prices  for  licenses  on  down- 
loaded music.  But  even  he  seems  skep- 
tical that  peace  is  possible  without  gov- 
ernment action.  Hatch  is  warning  big 
labels  that  if  they  don't  license  music  to 
smaller  dot-coms,  Congress  may  insti- 
tute compulsory  licensing,  much  as  it 
required  networks  to  license  TV  chan- 
nels to  the  cable  industry  in  1976.  Another  thorny  issue:  Ma- 
jors Sony  Corp.  and  EMI  Group  PLC  are  rolling  out  their  own 
music  Web  sites.  Hatch  is  giving  notice  that  if  they  license  mu- 
sic only  to  major  labels'  sites,  he  will  pounce. 

With  fewer  than  30  working  days  left  on  Congress'  calen- 
dar, no  one  is  offering  legislation  this  year.  Meanwhile,  soft- 
ware programs  such  as  Gnutella  pose  a  bigger  threat  than 
Napster  because  they  allow  PC  users  to  swap  music  directly 
with  one  another  instead  of  via  a  central  server,  thus  making 
it  unclear  who's  accountable  for  copyright  infringement.  For 
now,  the  Napster  case  is  just  the  opening  act.  Stay  tuned  for 
Congress  to  take  center  stage. 

By  Nicole  St.  Pierre  in  Washington 
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CAPITAL  WRAPUP 


W  NASD  CHIEF? 


<>ank  G.  Zarb,  ceo  of  the  National 
sociation  of  Securities  Dealers,  will 
lg  up  his  spurs  in  February.  He  has 
le  the  job  he  was  summoned  to 
shington  in  1997  to  do:  Clean  up  the 
Bdaq  and  prep  it  for  sale.  The  nasd 
ird  on  July  27  is  likely  to  name  a 
icssnr:  Harvard  University  lecturer 
bert  R.  Glauber,  Under  Secretary  of 

Treasury  in  the  Bush  Administra- 
i.  Glauber,  a  nasd  director,  chaired 

panel  that  reviewed  Nasdaq's  pri- 
e  stock  placement  to  ensure  NASD 


members  are  getting  a  fair  price  as  the 
market  is  spun  off.  Once  that  happens, 
nasd  President  Richard  G.  Ketchum  is 
expected  to  become  Nasdaq  ceo. 

VISAS  FOR  VOTES 

►  The  tech  lobby  is  steaming  mad  as 
support  splinters  for  its  top  priority,  a 
bill  that  would  increase  the  number  of 
H-1B  visas  for  skilled  workers.  White 
House  and  Hill  Democrats,  led  by  Rep- 
resentative Zoe  Lofgren  (D-Calif.),  want 
to  amend  the  measure  to  grant  amnesty 
to  300,000  illegal  immigrants,  mostly 
Central  Americans.  Republicans  are 


courting  the  Hispanic  vote  in  November 
and  see  the  Lofgren  provision  as  a  polit- 
ical trap:  If  a  large  group  of  anti-immi- 
gration Republicans  vote  against  it,  that 
could  make  the  party  look  anti-Latino  a 
week  before  its  nominating  convention. 
Democrats,  who  say  they'll  support  the 
visa  bill  if  they  get  a  separate  vote  on 
immigration  amnesty,  blame  the  gop  for 
delaying  the  h-ib  measure.  A  coalition 
of  31  Latino  groups  turned  up  the  heat 
on  July  19,  when  they  went  to  the  Hill 
to  urge  action  on  amnesty.  Some  32  mil- 
lion votes  will  be  at  stake  in  November, 
the  group  warned. 
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A  SHAKY  E-EMPIRE 


Bernard  Arnault's 
Europ@web  isn't 
panning  out.  What  I 
will  he  do  next? 

When  luxury  king  Bernard 
Arnault  set  up  Europe's 
biggest  Internet  investment 
fund  last  summer,  he  looked 
ready  to  build  a  powerful 
empire  in  cyberspace.  By  taking  stakes 
in  dozens  of  Web  startups,  the  French 
tycoon  planned  to  create  an  integrated 
group  of  companies  called  Europ@web 
that  would  rival  foreign  giants  such  as 
Softbank  and  cmgi  Inc.  But  now  those 
dreams  look  as  flat  as  a  day-old  glass  of 
Moet  &  Chandon  champagne.  Several 
key  Europ@web  ventures  have  failed 
to  meet  expectations.  In  late  June,  Ar- 
nault pulled  the  plug  on  a  planned  list- 
ing of  Europ@web,  saying  he  was  con- 
sidering "strategic  alternatives." 

Fine — but  what  alternatives?  Arnault, 
chairman  of  lvmh  Moet  Hennessy  Louis 
Vuitton,  hasn't  spoken  publicly  about 
Europ@web  since  he  canceled  the  initial 
public  offering.  Clearly,  though,  he  is  at 
a  difficult  crossroads.  Arnault  has  made 
one  of  the  boldest  individual  gambles 
ever  on  the  Internet — putting  nearly 
$500  million  of  his  personal  fortune  into 
Europ@web  while  separately  investing 
more  than  $300  million  in  other  Web 
companies.  Should  he  spend  even  more, 
change  course,  or  get  out?  His  decision 
will  be  closely  watched  as  a  bellwether 
of  investor  sentiment  on  Europe's  In- 
ternet economy. 

Arnault's  dilemma  underscores  how 
dramatically  Europe's  Net  landscape  has 
changed  in  the  past  few  months.  As  in 
the  U.  S.,  tumbling  e-stock  prices  have 
dimmed  the  prospects  of  Web  startups. 
Over  the  next  few  months,  analysts  say, 
many  such  companies  will  shut  down 
or  be  snatched  up  by  stronger  players. 
But  unlike  the  U.S.,  where  onetime 
startups  such  as  America  Online  Inc. 
and  Yahoo!  Inc.  became  market  lead- 
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urope'   Internet  giants  are  turning 
)  be  telephone  companies.  Former 

[>olies  such   as    Deutsche  Telekom 

ranei  i  om  nm  the  ( lontinent's 

natii  Internet  service  providers 
,  while  mobile  operators  such  ;ts 
fone  AirTouch  \'\.i'  are  fast  corner- 
he  wireless  Web  market.  These 
^weights  are  shopping  for  smaller 
anies  to  expand  their  content  and 
raphic  reach.  At  the  same  time, 
ommerce  giants  such  as  Ama- 
>m  Inc.  and  eBay  Inc.  are  moving 
Europe,  posing  a  stiff  challenge  to 
startups.  Against  that  backdrop, 
analyst  Olivier  Beauvillain  of  Lon- 
J  Jupiter  Research,  "I  don't  see  how 
p(rt\veb  can  be  a  leading  player  in 
luropean  Internet  economy." 
rtainly,  Arnault  can  keep  spending 

)'•  wants  to.  At  51,  he's  the  richest 
■n  in  France,  with  a  nearly  $19  bil- 
aersonal  fortune.  Even  in  today's 
?ssed  conditions,  market-watchers 
■  the  value  of  Europ@web's  hold- 
to  be  at  least  $1.8  billion — down 
a  peak  of  more  than  $3  billion  ear- 
tf  his  year  but  still  far  more  than  the 
J  y  $500  million  Arnault  has  put  in. 
I  DOLLAR.  Still,  in  hindsight,  Ar- 
t's push  into  cyberspace  looks  ill— 
■  1.  Europ@web  holds  stakes  in  a 
i[  bag  of  40  companies  ranging  from 
file  e-retailers  to  music-download 
to  nitty-gritty  technical-service 
anies.  His  plan  was  to  use  Liberty- 
a  free-subscription  isp  that  he  set 
i  early  1999  with  British  retailer 
fisher,  as  a  funnel  to  direct  sub- 
ers  to  a  range  of  consumer  and 
ess-to-business  sites.  Because  most 
s  investments  were  made  during 
'ear's  tech-stock  boom,  Arnault  paid 
ollar.  Yet  even  by  then,  it  was  late 
e  game  for  newcomers  to  have  a 
at  becoming  market  leaders, 
ke  Aucland,  the  French  auction  site 
p@web  acquired  last  fall.  The  plan 
o  expand  it  and  use  it  as  the  foun- 
n  for  a  network  of  auction  sites 
16  Europe  and  in  Latin  America 
Asia.  In  an  interview  with  BUSI- 
WEEK  in  February,  Arnault  said: 
iin  one  or  two  years,  we  will  have 
Bay  of  the  rest  of  the  world."  Yet 
and  hasn't  made  much  of  a  dent 
de  France,  and  even 
ome  it's  a  distant 
id  to  market  leader 
ar.com.  Meanwhile, 
is  coming  on  strong  in  Britain  and 
lany  and  is  about  to  enter  France. 
ist  worrisome  is  LibertySurf.  Mod- 
on  Britain's  Kreesorve,  Liberty- 
is  marketed  through  Kingfisher's 
conies  stores  in  Britain  and  F ranee. 
ostead  of  serving  its  intended  pur- 
as  a  funnel  to  other  Europ@web 
,  LibertySurf  looks  more  like  a 


sieve.  True,  it   has  more  than   I..S  million 

subscribers.  But  people  tend  to  u  e  ii  ■< 

;i    backup,    wit  h    only    half  of   it        lib 

Bcribers  logging  on  even  once  a  month. 

Thai    Kelps  explain  why   LibertySurf 

shares,  listed  on  the  Paris  Bourse  since 

March,  have  dropped  more  than  ."><>'>    in 

recent  weeks.  LibertySurf  losl  ■<-■'<  mil- 
lion last  year  on  sales  of  only  $0  million 
and  isn't  expected  to  make  a  profit  until 
200:!.  Arnault  may  be  trying  to  reposi- 
tion it.  He  recently  joined  a  consortium 
including  Luxembourg-based  FirstMark 


i  by  i  lie  collap  i 
of  Boo.com,  a  Briti  h  apparel  e  retailer 
in  which  Arnault  had  Invested. 

(low    could    Arnault    improve    I 
rop@web's  prospects?  In  recent  months, 
he  ha  ted  in  technology  oriented 

companies  Buch  a-  Moonfruit,  a  British 
company  that  provides  assistance  in 

ting   up   Well   sites,   and    Quios,   a    San 

Francisco  company  offering  instant  n 

saging  service-  to  mobile-phone  opera- 
tors. Analysts  say  the  market  for  these 
services  is  still  relatively  open  to  new- 


Arnault's  Troubled  E-Dreams 


PLAN 

REALITY 

INTERNET 
ACCESS 

Expand  French  Internet  service 
provider  LibertySurf  across  Europe 
and  use  it  to  funnel  subscribers 
to  other  Europ@web  businesses. 

LibertySurf's  share  price  has 
dropped  more  than  50%  since 
March  amid  doubts  about  its 
free-subscription  business  model. 

MARKETPLACES 

Use  auction  site  Aucland 
and  other  businesses  to 
create  a  network  of 
e-commerce  companies. 

Aucland  is  losing  ground  to  com- 
petitors, and  his  other  e-commerce 
sites  are  not  market  leaders. 
Retailer  boo.com  went  belly-up. 

FINANCIAL 
SERVICES 

Invest  $100  million  with  Belgian 
bank  Dexia  to  create  a  Europewide 
online  bank,  Zebank. 

Zebank's  launch  is  delayed  due  to 
technical  difficulties  while 
competitors  are  already  online. 

TECHNOLOGY 

Provide  technical  support 
to  businesses  moving 
onto  the  Internet. 

Europ@web  only  recently  began 
investing  in  such  companies, 
many  aren't  online  yet  themselves. 

DATA:  BUSINESS  WEEK 
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Communications  and  French  utility  Suez 
Lyonnais  des  Eaux  in  successfully  bid- 
ding for  a  national  radio  license  that  will 
let  them  offer  high-speed  Net  service. 
Customers,  mainly  businesses,  will  get 
automatic  subscriptions  to  LibertySurf. 
Europ@web  executives  say  the  com- 
pany is  on  track.  Manag- 
ing Director  Chahram 
Becharat  notes  that  Eu- 
rop@web's  stake  in  Liber- 
tySurf is  worth  about  $1  billion,  while 
Arnault  invested  only  $57  million  to 
start  it.  He  predicts  that  about  a  dozen 
of  Europ@web's  companies  will  turn  a 
profit  by  the  end  of  next  year. 

Investors  aren't  convinced.  Arnault 
had  expected  to  float  Europ@web  in 
July  on  the  Paris  and  Amsterdam  stock 
exchanges  at  a  valuation 
of  at  least  $3  billion.  But 
when  his  bankers  at  Cred- 
it Suisse  First  Boston  put 
out  feelers  in  early  summer,  prospec- 
tive investors  weren't  impressed.  "I  told 
them  that  a  valuation  above  2  billion 
euros  [about  $1.8  billion]  was  not  com- 
pelling," says  French  fund  manager 
Frederic  Buzare.  "They  cannot  forecast 
which  are  winners  and  losers,  so  they 
have  decided  to  invest  all  along  the  val- 
ue chain.  It  is  like  a  lottery."  Other  in- 


>p(ahwei 


comers.  The  only  Europ@web  business 
that's  now  profitable  is  Cassiopee,  a 
French  company  that  helps  online  mer- 
chants operate  call  centers.  Europ@web 
also  is  adding  more  luxury  e-retailers, 
such  as  Wine  &  Co.  and  e-luxury. 
Indeed,  while  Europ@web  has 
bumped  along,  LVMH  is  fly- 
ing high.  First-half  sales 
were  up  40%,  and  the  com- 
pany expects  profits  to 
grow7  at  least  20%  this  year.  That's  on 
top  of  a  record-breaking  1999,  in  which 
profits  rose  40%  and  sales  jumped  23%, 
to  $8.5  billion.  After  single-handedly 
building  lvmh  into  the  world's  biggest 
luxury  company,  Arnault  hardly  needed 
to  start  a  new  empire.  But  the  Web's 
promise  intrigued  him — just  as  16  years 
ago  he  was  intrigued  enough  to  buy  a 
rundown  textile  conglomerate  because 
one  of  its  holdings  included  a  faded 
brand  called  Christian  Dior.  "When  I 
bought  Dior  and  told  people  we  would 
become  No.  1  in  the  world,  no  one  be- 
lieved it,"  Arnault  told  BUSINESS  WEEK 
recently.  Who  knows — this  master  of 
the  long  shot  could  still  turn  out  to  be  a 
Web  winner.  But  right  now,  it's  looking 
like  a  long  shot  indeed. 

By  Carol  Matlack,   with   Sharon 
Reier,  in  Paris 
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SOUTHEAST  ASIA 

CURRENCY  CRISIS, 
PART  TWO? 

Probably  not.  But  political 
uncertainty  is  hitting  hard 

As  he  watches  his  nation's  currency 
weaken  by  the  day,  Indonesia's 
acting  central  bank  chief,  Anwar 
Nasution,  can't  help  feel  a  sense  of 
deja  vu.  The  rupiah  is  down  25% 
since  January,  making  it  the  world's 
worst-performing  currency,  as  it 
plumbs  levels  unseen  since  the  cri- 
sis of  1997-98.  "A  weak  rupiah  is 
like  a  monster,"  he  says.  "We  have 
to  tame  it." 

Similar    anxiety    is    rippling 
across  Southeast  Asia.  Since  the 
end  of  March,  the  Thai  baht  has 
fallen  6.5%  and  the  Philippine 
peso  9.5%.  There  is  even  con-   , 
cern  that  Singapore  could  get   fl 
tarred  with  the  same  brush    » 
as  its  neighbors.  In  short,  con- 
cludes Bank  of  America  ana-  SdKlMF 
lyst  Marshall  Gittler,  Southeast  Asia  is 
in  a  "slow-motion"  currency  crisis. 

Uh-oh.  Are  we  in  for  Asian  Melt- 
down, Part  II?  After  all,  in  July  of  1997 
it  was  a  tanking  Thai  baht  that  dragged 
down  other  Asian  currencies,  sparking  a 
crisis  that  infected  emerging  markets 
worldwide.  Could  the  plunging  rupiah 
be  another  early  warning? 

Well,  probably  not.  Even  though 
some  Southeast  Asian  currencies  seem 
to  be  in  trouble  simultaneously,  there's 
little  evidence  that  the  problem  will 
spread  to  Hong  Kong,  Korea,  and  Tai- 
wan. True,  rising  U.S.  rates  are  making 
life  difficult  for  Asian  central  bankers, 
who  are  wary  of  following  suit  for  fear 
they  will  choke  off  a  tentative  economic 
recovery.  But  the  main  reason  Southeast 
Asia  is  getting  hammered  seems  to  be 
political  uncertainty  plus  economic  prob- 
lems specific  to  each  country. 
GOOD  PROGNOSIS.  So  other  currencies 
are  unlikely  to  catch  cold.  Indeed,  the 
South  Korean  won  has  appreciated 
about  2%  this  year  on  the  back  of  an 
unexpectedly  robust  recovery.  Says 
William  Cline,  chief  economist  of  the 
Washington-based  Institute  of  Interna- 
tional Finance:  "It  is  probably  wrong 
to  read  into  exchange  rates  some  har- 
binger of  a  new  economic  crisis." 

That's  because  much  has  changed 
since  the  1997-98  crash.  Then,  danger- 
ously high  levels  of  short-term  foreign 


debt  and  serious  economic  mismanage- 
ment prompted  foreign  investors  to  flee 
the  entire  region  in  droves.  Most  of 
those  investors  never  returned.  "There's 
no  hot  money  here,"  says  Chumpol 
Nalamlieng,  president  of  Thai  conglom- 
erate Siam  Cement.  "It's  gone." 

This  time  around, 
the  people  putting 
pressure  on  Southeast 
Asian  currencies  ap- 
pear to  be  local  com- 
panies and  banks. 
Amid  continuing  politi- 
cal uncertainty,  they 
are  protecting  them- 
selves against  further 
currency  declines. 

Nowhere  is  this 
more  true  than  in  In- 
donesia. There,  corpo- 
rations holding  foreign- 
denominated  debt 
coming  due  have  been 
trading  rupiah  for 
greenbacks.  They  sus- 
pect the  rupiah  will 
tank  in  late  August, 
when  erratic  President 
Abdurrahman  Wahid 
faces  a  no-confidence 
vote.  Nor  does  it  help 
that  Indonesia  is  be- 
hind schedule  in  selling 
rehabilitated  loans  and 


SOUTHEAST  ASIA'S 
SLUMPING  CURRENCIES 
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assets   fee' 
from  crliei 
former  Pjsi 
Suharto.  I 

Thailarj  is 
Indonesiatu 
has  problerjl  o 
own.  InvesM-s 
jittery      ab  it 
probable     <}  ic 
and  the  patd  r 
nomic  recovd  I 
spite     a     sui)  e 
export-led     |  »i 
domestic      coi  m 
spending  is   2  r 
precrisis  levels  Ji 
performing   loal 
still  36%  of  tot* 
And  foreign  debit 
out  to  be  $90  billl, 
$70  billion  as  wa;  >| 
nally  calculated. 

In  the  Philippin 
culprit    is    disgust  ( 
management  by  Pr<  < 
Joseph   Estrada.   B  \ 
the  Philippines  escap 
worst  of  the  crisis  ir 
its  exports  were  expe<  i 
'??*?    recover  quickly.  Yet  n 
vestment  has  been  disappointing  ! 
result,  shipments  of  semicond 
which  account  for  two-thirds  of  it) 
tronics  exports,  fell  by  19%  in  this 
second  quarter.  The  nation's  euro 
count  surplus  has  been  falling  st 
and  a  hostage  crisis  is  further  sj| 
confidence. 

While  weak  cij 
cies  help  expol 
they  are  scaring  | 
equity  investors 
don't  want  to  see 
holdings  eroded  b 
rency  tumbles 
Thai  index  is 
42%  in  U.S.  dc 
Indonesia's  hour 
down  43%. 

Policymakers 
they  need  not  r 
to  the  austerity 
sures  taken  in 
1997  crisis.  Bi 
the  slide  acceler 
Southeast  Asia  < 
well  be  moving  in 
motion  back  into 
International  Mon 
Fund's  emerge 
ward. 

By  Bruce  Ein 
in   Hong  Kong, 
Michael       Shari 
Jakarta 
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The  ASP  business  is  a  hot  topic 


It  takes  clear  goals 


expertise  and  resources  that  allow  customers  to  focus 


plug  and  play" 


a  complete  packaged  solution 


hosting  of  business-critical  applications 
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risis  in 

! 
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support  in  managing  applications 


simple  to  access  and  simple  to  manage 


first-time-right  infrastructure 


First  things  first,  second  things  not  at  all 


expoi 


And  we  are  prepared  to  deliver  on  the  promise  now! 
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Is  Your  ASP  Plug  n'  Play  Ready? 

QCS —  a  company  created  bj  Qwesl  solutions  designed  to  lake  the  distractions  and 

Communications  and  KPMG—  is  challenging  the  obstacles  of  IT  off  your  company's  agenda, 

notion  ol  what  an  ASP  is  all  about.  h\  intro-  So  now  you  can  be  lice  to  concentrate  on  what 

diking  Plug   n'  Play™  solutions.  Simple  IT  *you  do  best — your  business 


John  Charters.  CEO  of  QCS 


Qwes'ty 


Cyber.Solutions 

PLUG     '    N    '     PLAY 


0  Qwest  Cyber  Solutions  (QCS)  AH  rights  reserved  Qwest  Cyber  Solutions 
idemark  of  Qwest  Communications  Inc  Plug  'n'  Play  is  a  trademark  of  QCS 


Call  1-877-CYBR-APP  (1-877-292-7277) 


International  Business 


JAPAN 


NET  SHOPPING:  WHY  JAPAN 
WON'T  TAKE  THE  PLUNGE 

An  awkward  credit-card  setup  and  high  fees  are  hurting  sales 


M 


idori  Hara  took  her  family's  83- 
year-old  sake  business,  Echigo 
Meimon  Shukai,  online  last  year 
in  a  bid  to  turn  it  into  a  national  com- 
pany. Like  any  American  e-business,  she 
set  up  a  credit-card  payment  option  for 
her  Web  customers.  Sure,  the  card  out- 
fits levied  a  stiff  4%  on  the  amount  of 
each  sale  charged  on  their  cards — and 
that's  after  her  landlord,  vir- 
tual mall  Rakuten  Inc.,  se- 
cured a  50%  discount.  But 
Hara  figured  she  could  swal- 
low the  high  fees  while  she 
built  her  customer  base. 

That's  when  the  hassles 
began.  Thanks  to  Japan's  an- 
tiquated system  for  settling 
credit-card  payments,  Hara 
is  forced  to  tally  the  sales 
herself,  fax  the  totals  to  the 
credit-card  companies,  then 
wait  four  weeks  to  collect 
her  money.  Besides,  just 
one-third  of  Hara's  clients 
use  plastic  online  anyway. 
Most  are  happier  to  trudge 
to  the  local  convenience 
store  or  post  office  and  wire 
their  payments  from  there. 
That  would  drive  a  U.  S.  on- 
line retailer  crazy.  But  it's 
fine  by  Hara  because  getting 
her  money  via  wire  transfer 
is  a  lot  faster  than  from  a 
credit-card  company. 

Hang  on.  Wasn't  the  In- 
ternet supposed  to  make  shopping  as 
simple  as  clicking  a  mouse?  Not  in 
Japan,  it  isn't.  Anxious  about  security 
on  the  Net  and  discouraged  by  credit- 
card  companies  that  charge  exorbitant 
fees  and  make  plastic  use  an  ordeal, 
Japanese  consumers  are  paying  for  their 
online  purchases  with  coins  and  ban- 
knotes. Which  means  paying  in  person. 
GLACIAL.  Online  merchants  accept  this 
cumbersome  process  because,  as  sake 
seller  Hara  found  out,  fees  for  accepting 
credit  cards  are  high  and  the  settlement 
process  glacial.  Still,  says  Ian  K.  Marsh, 
president  of  American  Express  Inter- 
national Japan,  "it's  an  archaic  way  of 
doing  business.  The  process  must  be- 
come more  efficient." 

Until  that  happens,  say  analysts,  e- 


eommerce  in  Japan  will  not  take  off  as  it 
has  elsewhere.  "If  the  cost  and  security 
issues  are  removed,  what's  going  to  hold 
the  consumer  back?"  asks  David 
Richards,  who  covers  credit-card  com- 
panies for  Goldman,  Sachs  &  Co.  in 
Tokyo.  Last  year,  Japanese  consumers 
spent  just  $1.8  billion  online.  While  that's 
nearly  four  times  the  1998  figure,  it's 


Last  year,  Japanese 

online  spending  came 

to  $1.8  billion-just  6% 

of  the  U.S.  total 


just  6%  of  what  Americans  spent  on- 
line in  1999.  And  efficient,  systems  for 
online  credit-card  payment  have  helped 
U.  S.  e-tailing  mushroom.  Even  a  modest 
increase  in  credit-card  use  could  give  e- 
commerce  in  Japan  a  real  boost. 

Why  are  Japanese  allergic  to  plastic? 
Mostly  because  card  companies  charge 
10%  to  14%  on  balances  unpaid  for  more 


than  two  months.  While  that  i 
with  U.S.  rates,  it's  completel; 
whack  with  the  0.05%  Japane 
on  their  savings  accounts.  Lo< 
issuers  also  act  like  a  loose  car 
rarely  waives  sign-up  fees  or  oft 
er  incentives. 

USER  BEWARE.  Moreover,  cred 

companies  withdraw  prearrang 

ments  directly  from  consumers' 

counts.  High  rates  and  rigid  p 

schedules  prompt  consumers  t 

only  as  much  as  they'll  have  in 

at  the  end  of  the  month.  And 

don't  have  enough  in  their  acco 

cover  the  bill,  they  must  pay  as  r 

29.2%  interest  on  unpaid  balance 

Card  companies'  lofty  charg< 

many  Web  merchants  to  avoid 

HM   too.  "If  user  fees  cam 

"   it  would  make  it  a  lo 

for  online  stores  to 

cards,  and  business 

I   expand,"  says  Kazumi 

mi  of  the  marketing 

ment  at  Rakuten,  w 

Japan's  largest  cybe 

Silicon  Valley  tran 
are  offering  some  sol 
CyberCash  KK,  a  Ja 
subsidiary  of  CyberG 
in  Reston,  Va.,  sells 
merchants  software  th 
solidates  billing  to  as 
as  50  credit-card  com 
CyberCash,  whose  clii 
has  quintupled  in  th 
year,  charges  $935  to 
the  service,  a  $190  m 
fee,  14(2  per  transactio 
a  0.4%  sales  commissi' 
For  all  that,  Cybe 
cannot  drive  down  c 
card  merchant  fees  th 
double   the    U.S.    ra 
speed    up    the    settl 
process.  That  won't  1 
until  credit-card  issuers  establish 
form  billing  format  and  fully  d 
their  operations.  Convenience  stor 
example,  still  keep  credit-card  pa; 
records  on  magnetic  tape  and  tra: 
them  by  hand  to  data  centers. 

The  Japan  Internet  Payment  P: 
tion  Assn.  is  trying  to  broker  an 
standard  that  satisfies  domestic 
and  meets  international  benchmarks 
card  companies  are  reluctant  to 
money  to  overhaul  their  proprietar 
terns.  So  merchants  and  consumers] 
tinue  to  subsidize  their  inefficienc! 
paying  the  credit-card  companies 
merchant  fees  and  interest  rates, 
hardly  the  low-cost  e-commerce  re 
tion  Japan  had  hoped  for. 

By  Ken  Belson  in 
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I  Which  customers  are 

\\nwst  profitable?  And 

mhow  do  you  impress 

mtheir  socks  off?  On 

Wihe  Web  and  beyond? 

MSAS  can  tell  you. 


phone:  800.727.0025 
E-mail:  bw@sas.com 
www.sas.com/imprcss 
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Lasting  impressions  mean  everything,  even  in  the  fast-paced  world  of  e. 
With  SAS  you  can  bring  together  customer  data  from  all  contact  points — 
bricks  and  clicks.  Turn  that  data  into  knowledge  about  customer  behavior 
and  preferences.  Meet  customer  demands.  And  build  more  profitable 
relationships.  Leverage  the  power  of  SAS  to  profile  and  segment  target 
markets,  personalize  Web  visits,  and  create  multi-channel  campaigns  that 
have  real  impact.  On  your  customers  and  your  bottom  line.  See  what  we 
mean  at  www.sas.com/impress 


The  Power  to  Know,. 

§sas 

S^L  e- Intelligence 

International  Business 


HIGH-TECH  ASSEMBLY:  "Pof/j 
the  most  productive  in  the   y. 


BRAZIL 


SUPER  FACTORY- 
OR  SUPER  HEADACHE 

GM's  new  plant  may  build  a  lot  of  cars  Brazil  can't  swallow 


Blue  Macaw — that's  the  exotic  code 
name  for  one  of  General  Motors 
Corp.'s  most  closely  guarded  se- 
crets. It's  an  auto  factory,  possibly  the 
most  modern  in  the  world,  built  near 
the  town  of  Gravatai  in  the  Brazilian 
state  of  Rio  Grande  do  Sul.  After  a  four- 
year  incubation,  Project  Blue  Macaw 
took  wing  on  July  20,  when  Brazil  Pres- 
ident Fernando  Henrique  Cardoso  and 
gm's  top  brass  inaugurated  the  plant. 

As  the  facility  starts 
churning   out    a   new 
subcompact,  the  Celta, 
gm  executives  will  be 
able  to  observe  their 
great    experiment    in 
manufacturing  at  work. 
If  it  succeeds,  Gravatai 
will  become  a  model 
for  plants  around  the 
world.   But  there's  a 
twist  to  this  story:  In 
Brazil    itself,    gm  will 
probably  face  a  glutted 
market  that  saps  the 
ambitions  of  even  the  best  carmakers 
RECORD    ROLLOUT.  GM   calls  its  new 
facility  an  "automotive  industrial 
complex."  It's  a  mouthful,  but  the 
word  "factory"  alone  would  not  do 
justice  to  this  collection  of  17  plants. 
Sixteen  of  the  buildings  are  occu- 
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pied  by  suppliers,  including  Delphi,  Lear, 
and  Goodyear.  Their  job  is  to  deliver 
pre-assembled  modules  to  gm's  line 
workers,  who  then  piece  the  cars  to- 
gether in  record  time.  Modular  assembly 
is  not  a  new  idea.  But  according  to  John 
Caseca,  an  analyst  at  Merrill  Lynch  & 
Co.  in  New  York,  Blue  Macaw  "pushes 
the  concept  of  the  modular  car  further 
along  than  anywhere  else  in  the  world." 
In  fact,  gm's  suppliers  had  a  hand  in 
designing  the  Celta  as 
well  as  the  Gravatai 
complex.  And  accord- 
ing to  Roberto  Tinoco, 
the  Brazilian  GM  exec- 
utive in  charge  of  Blue 
Macaw,  modules  deliv- 
ered by  suppliers 
make  up  85%  of  the  fi- 
nal value  of  each  Celta. 
In  a  process  he  says  is 
unheard  of  in  the  in- 
dustry, the  suppliers 
team  up  to  build 
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a  single  module  comprising  1  ? 
tor,  transmission,  fuel  line 
axle,  brake-fluid  lines,  and  i  \ 
system,  which  is  then  instt 
one  piece. 

Thanks  to  such  innovatio 
facility  will  be  "possibly  th 
productive  in  the  world 
claims.  While  other  carmak 
content   with   annual   proc  j 
rates  of  30  to  50  vehicles  pei  j 
er,  GM  is  shooting  for  mor 
100.   If  Gravatai  lives  up 
promise,  it  will  roll  out  120,0 
per  year  on  two  shifts.  That': 
to  about  10%  of  Brazil's  tots 
ket,  of  which  gm  already  ha  < 
Jose  Carlos  Pinheiro  Neto 
president  of  gm  in  Brazil,  sa 
company  will  sell  the  Celta  not 
Brazil  but  "anywhere  it  can."  Ths 
include  Asia,  Eastern  Europe,  and 
Africa.  The  spartan  Celta  comes 
simple  1-liter  engine  and  will  pr 
carry  a  price  tag  of  less  than  $8,( 
Trouble  is,  the  Celta  may  not 
much  of  an  appeal  overseas.  "Cusl 
are  more  and  more  demanding  e 
signed  for  their  specific  needs,  ar 
is  very  much  a  car  for  the  Br; 
market,"  says  Merrill's  Caseca.  B< 
Asia  is  already  coping  with  its  ov 
glut.  And  transport  costs  and 
could  make  exports  uncompetitiv 

GM  has  plenty  of  company  in 

as  well.  Since  1995,  veterans  like 

Ford,  gm,  and  Volkswagen,  along 

newcomers  Toyota,  Honda,  Renaul 

DaimlerChrysler  have  plowed  son 

billion  into  Brazil  in  a  bid  to  cap 

on  huge  pent-up  demand.  Total  v 

production  is  set  to  soar,  from  1.6  r 

units  in  1995  to  2.8  million  by  200 

cording  to  projections  by  Stands 

Poor's  DRI,  a  Lexington  (Mass.)  res 

group  that  tracks  the  auto  industi 

Unfortunately  for  manufacturer 

mand  has  not  kept  up  with  supply 

devaluation  of  the  Brazilian  real  kn 

vehicle  sales  down  to  1.2  million  ur 

1999.  Though  sales  are  beginning 

cover,  analysts  warn  that  glut  will  1 

for  years.  "Manufacturers  invested 

ily  right  ahead  of  the  downturn 

there's  no  sign  of  anyone  pulling  b 

says   Nicholas   Lobaccai 

THE  CELTA:  Will  Lehman    Brothers    in 

it  sell  outside         York.  That  includes  gm 

Brazil?  spending  $1.5  billion  to 

ernize  its  plants  in  Sao 

state.  In  this  race,  it's  betting  onl; 

superefficient  will  win. 

By  Jonathan  Wheatley  in  Gra\ 


IF  WE  PACKED  ANY  MORE  AIRLINES 
INTO  OOR  REWARDS  PROGRAM, 
YOU'D  HAVE  TO 
CHECK  IT  AT  THE  GATE. 


With  our  rewards  program  you  don't  get  just  one  airline  to  use  your 
miles  on.  You  get  24  different  airlines-not  to  mention  their  partners. 
And  since  there's  no  mileage  cap  or  expiration  date,  you  have  the  power 
to  use  your  miles  as  you  wish,  when  you  wish.  Also,  to  help  you  any'time 
you  need  it,  we  make  sure  a  real  person  answers  the  phone,  24  hours  a 
day.  Should  your  business  trip  run  longer  than  expected,  don't  worry, 
we  give  you  the  convenience  of  an  extra  billing  period  to  pay  when  you 
need  it,  interest-free.  And,  of  course,  the  Diners  Club  Card  is  welcomed 
by  airlines,  hotels,  car  rental  companies  and  millions  of  other  places 
you  go.  Give  us  a  call  at  1  800  2  DINERS.  You'll  be  surprised  by  the 
amount  of  benefits  one  card  company  can  offer. 
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GERMANY:  CAN  THE  GDU  RECOVER 
FROM  SCHRODER'S  TAX  TRIUMPH? 


Give  her  credit:  Angela  Merkel,  the  new  chairman  of  Ger- 
many's Christian  Democratic  Union,  had  the  guts  to  ad- 
mit defeat.  "He  won,  and  we  lost,  no  doubt  about  it,"  she 
declared  on  July  14,  hours  after  Chancellor  Gerhard  Schroder 
and  his  Social  Democrats  (SPD)  outflanked  her  and  other  op- 
position leaders  to  force  through  $40  billion  in  tax  cuts. 

Merkel  will  need  even  more  guts  in  the  weeks  ahead.  After 
just  four  months  in  her  party's  top  post,  the  46-year-old  East 
German  must  fend  off  internal  critics  while  reclaiming  the 
initiative  from  a  triumphant  Schroder. 
Germany's  most  popular  politician  a  few 
weeks  ago,  Merkel  has  slipped  behind 
Schroder  in  the  polls.  The  socialist 
Schroder,  meanwhile,  is  riding  high  after 
winning  parliamentary  approval  for  the 
lowest  tax  rates  in  German  postwar 
history,  and  reorganizing  the  tax  code  to 
make  big  corporate  mergers  much  more 
likely.  Doesn't  sound  very  socialist — but 
Schroder  cleverly  packaged  the  cuts  as 
a  recipe  for  jobs  and  growth. 

Now,  Merkel  must  make  decisions 
that  could  determine  whether  she  has  a 
chance  of  unseating  Schroder  in  2002. 
That  means  mapping  out  a  reform 
strategy  of  her  own.  Yet  Merkel  will  face  resistance  from  anti- 
reform  elements  in  the  cdu,  many  of  whom  are  still  loyal  to 
ex-Chancellor  Helmut  Kohl  and  resentful  of  the  way  she 
has  swept  aside  the  party's  old  guard.  Merkel  must  tame 
these  conservatives,  or  her  party  may  lose  a  golden  oppor- 
tunity to  restructure  Germany's  economy. 

So  far,  the  cdu  has  come  off  looking  like  spoilers.  Merkel 
and  Friedrich  Merz,  chairman  of  the  cdu  delegation  in  par- 
liament, tried  to  delay  approval  of  the  tax  package  until  fall. 
The  aim  was  to  wring  more  concessions  out  of  Schroder, 
then  take  the  credit  for  passing  the  package.  They  miscalcu- 
lated: The  German  press  hammered  the  cdu  leaders  for 


SCRAMBLING:  Merkel's  party  is  split 


blocking  reform.  Schroder  cleverly  used  pork-bar 
tics — including  a  promise  to  renovate  the  Berlin 
stadium — to  inspire  defections  among  CDU  represel 
in  the  upper  house  of  parliament.  Schroder's  victoil 
Merz  and  Merkel  look  like  amateurs. 
IMAGE  THEFT.  Next  comes  a  power  struggle  to  deten 
cdu's  future  course.  If  party  progressives  have  their  .w 
will  charge  ahead  with  the  reforms  business  demands: 
red  tape  required  to  set  up  a  company,  allowing  store 
open  late  and  on  weekends,  and 
ly  privatizing  pension  plans, 
could  revive  the  party's  image 
ting  out  front  on  these  issues. 

But    she    had    better    mov 
Schroder,  borrowing  a  lesson 
Clinton,  has  co-opted  the  opp< 
program.  His  tax  package  will 
corporate  income  tax  to  less  th 
from  56%,  while  cutting  the  tc 
vidual  income  tax  rate  to  42%  1 
from  51%  now.  "We  let  the  SP 
our  image  as  the  reform  party 
plains  Vera  Lengsfeld,  a  cdu 
of  parliament  and  Merkel  critic 
How  will  Merkel  reclaim 
have  to  rethink  our  strategy,"  she  admits.  The  next  b 
this  autumn's  parliamentary  debate  on  pension 
Merkel  is  likely  to  push  for  measures  that  would  stet 
sion  money  to  stock  and  bond  markets.  She  may  look 
Free  Democratic  Party  for  inspiration.  Barely  a  year  a 
fdp  looked  as  if  it  could  slip  below  the  5%  minimu 
needed  to  field  a  parliamentary  delegation.  Now  it's 
double  digits  after  calling  for  deeper  tax  cuts.  "Peo 
starting  to  realize  there's  no  other  way,"  says  fdp  Chq 
Wolfgang  Gerhardt.  If  Merkel  comes  to  the  same  con 
Germany  could  really  start  to  move. 

By  Jack  Ewing  in  Fra 


GLOBAL  WRAPUP 


VILLAL0NGA:0NHISWAY0UT? 

►  Under  fire  from  all  sides,  Juan  Villa- 
longa,  Telefonica's  flamboyant  chair- 
man, is  "set  to  throw  in  the  towel," 
says  a  high-ranking  manager  at  the 
Spanish  telecommunications  giant. 
Core  shareholders  want  Villalonga, 
who  is  under  inve    igation  for  insider 
trading  by  the  Spai.ish  stock  exchange 
commission,  to  announce  his  resigna- 
tion before  Telefonica's  next  board 
meeting  on  July  26. 

Favorites  to  replace  Villalonga  are 
Spanish  Minister  of  Defense  Eduardo 


Serra  and  Cesar  Alierta,  co-chairman  at 
French-Spanish  tobacco  group  Altadis. 
Villalonga,  47,  a  former  schoolmate  of 
Spanish  Prime  Minister  Jose  Maria  Az- 
nar,  upset  the  government  by  announc- 
ing a  controversial  $500  million  stock- 
option  plan  for  Telefonica  executives  a 
month  before  general  elections  in 
March.  Since  then,  Villalonga  has  come 
under  fierce  pressure  to  resign:  His  ap- 
pointment as  vice-chair  of  banking  ally 
and  Telefonica  shareholder  Banco  Bil- 
bao Vizcaya  Argentaria  was  overruled 
at  the  last  minute.  Then,  last  month, 
the  government  scuppered  Villalonga's 


carefully  negotiated  deal  with  Dutcj 
telecom  company  Royal  KPN. 

While  Telefonica's  shares  held  uj 
Villalonga  hung  on.  But  in  May,  Telj 
fonica's  Internet  portal,  Terra  Net- 
works, merged  with  U.  S.  portal  Lyl 
Inc.  That  put  heavy  pressure  on  Tel 
fonica  stock.  And  the  latest  charges! 
that  Villalonga  engaged  in  insider  tJ 
ing  in  1998,  sent  the  stock  into  free 
Villalonga  had  been  trying  to  secure 
position  at  Terra  Networks,  which  ii 
headquartered  in  Miami.  He  is  now 
pected  to  leave  the  company  altoget 
er — with  a  generous  golden  handsha 
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!»me  helpful  advice  when  shopping  around 
^r  a  new  local  phone  company. 
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J-ots  of  communications  companies  are  nothing  more  than  middlemen.  Buying  and 
re-selling  capacity  on  someone  else's  old  copper  wire  network.  But  at  Teligent  we've 
built  our  own  high-performance  communications  networks.  High-quality  local  and  long 
distance.  Lightning-fast  Internet  access  and  data  transfer.  All  for  surprisingly  affordable 
prices.  Forget  about  all  those  other  companies  that  pretend  to  have  a  powerful 
network.  Go  with  someone  who  really  does.  For  more  information,  visit  teligent.com. 


The  Smart  Way  To  Communicate: 


Can  Crown  Prince 
Abdullah  lead  his 
desert  kingdom  into 
the  21st  century? 

Last  fall,  Abdulrahman  al-Tuwaijri  received  word 
that  he  would  be  exchanging  his  business  suit  for  a 
robe  and  a  red-checked  head  cloth.  Saudi  Arabia's 
Crown  Prince  Abdullah  wanted  the  kingdom's  long- 
serving  representative  at  the  International  Mone- 
tary Fund  in  Washington  to  return  home  to  spear- 
head a  new  Supreme  Economic  Council,  an  elite 
cabinet  committee  charged  with  liberalizing  the  economy. 
The  Iowa  State  University-educated  economist  had  never 
met  the  Crown  Prince  before  the  summons,  but  he  hears 
from  him  often  now.  "He  always  wants  to  know  why  things 
aren't  going  faster,"  says  al-Tuwaijri. 

Things  normally  slow  down  in  Riyadh  in  July.  The  sun  is 
so  intense  that  the  pavement  in  the  Saudi  capital  turns 
spongy  and  the  air  conditioning  in  the  big  American  cars  ply- 
ing the  streets  can't  cool  them.  But  this  summer,  there's  a 
new  buzz  of  urgency.  After  decades  of  assuming  that  having 
the  world's  largest  oil  reserves  was  a  guarantee  of  prosper- 
ity, the  Saudis  are  finally  waking  up.  Prodded  by  the  Crown 
Prince,  who  has  run  the  desert  kingdom  since  his  half-broth- 
er King  Fahd  suffered  a  stroke  five  years  ago,  Saudi  Arabia 
is  breaking  a  long-standing  taboo  and  inviting  in  Western  oil 
companies  to  explore  for  gas.  The  idea  is  to  break  the  de- 
pendence on  oil,  which  still  accounts  for  the  bulk  of  exports 
and  government  revenues.  Abdullah  is  moving  ahead  even 
though  oil  prices  and  earnings 
have  recovered  from  their  low 
point  in  1998,  when  the  economy 
shrank  12%  (chart). 

Wooing  the  oil  companies  is 
just  the  beginning  of  Abdullah's 
effort  to  open  his  long-isolated 
kingdom.  The  Saudis  are  also  tak- 
ing steps  to  drum  up  both  local 
and  foreign  investment  in  other 
industries,  from  specialty  chemi- 
cals to  food  processing  to  telecom- 


CALM,  FOR  NOW 

Today's  $30-a-barrel 
oil  prices  are  lifting 
the  economy,  but 
the  big  worry  is 
what  will  happen 
the  next  time  prices 
turn  down 


I 
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munications.  They  want  to  lure  back  the  hundreds  of  billions 
of  dollars  in  funds  that  Saudis  have  stashed  offshore.  For 
the  first  time,  they  are  encouraging  foreign  tourists  to  visit 
their  privacy-obsessed  country.  And  they  have  applied  to  join 
the  World  Trade  Organization — a  move  that  will  require 
stamping  out  pervasive  software  piracy  and  possibly  opening 
up  banking  and 
securities  bro- 
kerages to  for- 
eign companies. 

Such  changes 
are  necessary,  Saudi  leaders  say,  to  keep  the  kingdom  from  be- 
ing marginalized  in  the  fast-accelerating  global  economy.  The 
1970s  oil  boom  gave  the  Saudis  billions  of  dollars  to  build  the 
roads,  airports,  and  telecom  systems  needed  to  drag  the 
sparsely  populated  desert  land  into  the  20th  century.  But  now, 
they  worry  that  their  statist  economy  is  falling  further  and  fur- 
ther behind  in  the  entrepreneurial,  technology-driven  new 
millennium.  "We  need  to  give  the  system  a  jolt  every  once  in 
a  while,"  says  Prince  Sultan  bin  Salman,  who  was  recently 
tapped  to  lead  the  tourism  initiative,  a  Cabinet-level  role. 

Sultan,  a  44-year-old 

SAUDI  ARABIA'S  DILEMMA 


former  fighter  pilot  who 
blasted  into  orbit  on  the 
NASA  space  shuttle  in 
1985,  is  just  one  of  a 
fresh  generation  of 
princes  who  are  engi- 
neering the  Saudi  open- 
ing. Others  include  the 
chief  of  the  newly  creat- 
ed investment  authority, 
Prince  Abdullah  bin 
Feisal  bin  Turki.  A  wise- 
cracking 49-year-old,  he 
promises  to  "exorcise" 
the  bureaucratic  obsta- 
cles that  hamper  foreign 
investment.  These  prince- 
ly technocrats  comple- 
ment a  Cabinet  studded 
with  Western  PhDs.  If 
they  get  their  way,  Saudi 
Arabia  will  experience  a 
radical  shakeup  in  the 
coming  years. 

The  younger  princes 
hope  to  encourage  a  more 
open  economy  where 
companies    compete    on 


VOLATILE  OIL  EARNINGS. 
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their  merits  rather  than  by 
connections.  They  want  for- 
eign investors  to  bring  in 
not  just  capital  but  man- 
agement knowhow  and 
technology.  And  they  want 
to  cut  the  overburdened 
government's  payroll  by 
persuading  Saudis  to  take 
service  jobs — including 
once-scorned  positions  in  ho- 
tels and  restaurants. 

As  Abdullah  and  his  co- 
horts aim  to  change  the 
way  business  is  done  in  the 
kingdom,  they  even  want 
to  put  curbs  on  the  royal 
family.  They  plan  to  reduce 
the  role  of  commission  taking  and  agent  fees — a  system  that 
raises  costs  and  encourages  corruption.  Abdullah  has  recent- 
ly begun  requiring  Western  oil  companies  to  sign  pledges  that 
they  won't  use  agents  and  brokers  or  tamper  with  govern- 
ment officials.  "We  rule  out  the  intervention  of  middlemen  and 
fixers,"  he  said  earlier  this  year.  "I  won't  accept  any  plan  if  I 
feel  there  is  a  lack  of  transparency." 

UNLIKELY  REFORMER.  This  new  direction  in  Saudi  Arabia  has 
enormous  implications  for  both  the  country's  immediate  neigh- 
bors and  the  wider  world.  If  the  Saudis  succeed,  the  kingdom 
could  become  a  source  of  capital  and  an  economic  engine  to 
help  reinvigorate  a  region  that  has  lagged  behind  most  of  the 
planet  in  just  about  everything  except  weapons  purchases. 
Failure  could  eventually  usher  in  a  new  cycle  of  instability 
that,  because  so  much  of  the  world's  oil  production  is  con- 
centrated in  the  Persian  Gulf,  could  require  U.S.  intervention. 

Of  course,  it  would  be  silly  to  expect  sweeping  changes 
overnight.  This  society  is  one  of  the  world's  most  conservative, 

and  Saudi  leaders  wor- 
ry about  triggering  an 
Islamic-led  backlash  a 
la  Iran.  If  anything, 
government  attitudes  are  hardening  on  women  working  or 
the  mixing  of  the  sexes.  One  Saudi  businessman  reports  that 
authorities  relentlessly  pressured  his  organization  to  push  the 
handful  of  women  working  in  its  Riyadh  office  to  retire  or  move 
to  other  locations.  Abdullah  also  has  his  hands  full  dealing 
with  powerful  princes  used  to  being  a  law  unto  themselves. 

Still,  analysts  warn  that  it  would  be  a  mistake  to  under- 
estimate the  determination  of  Abdullah  and  those  around 
him.  The  77-year-old  Crown  Prince  seemed  an  unlikely  re- 
former when  he  began  running  things.  He  has  always  been 
considered  a  traditionalist,  close  to  the  kingdom's  bedouin,  or 
tribal,  peoples  and  fond  of  such  activities  as  falconry.  Ab- 
dullah has  long  occupied  the  key  position 
commanding  the  National  Guard,  a  trib- 
al army  maintained  as  a  check  on  the 
regular  armed  forces,  but  he  is  rated  as 
far  less  worldly  than  some  of  his  broth- 
ers, including  the  King  and  Prince  Sultan 
bin  Abdul  Aziz,  the  Defense  &  Civil  Avi- 
ation Minister. 

Perhaps  that  simplicity,  however,  and 
the  fact  that  he  has  been  less  involved 
than  other  princes  in  business  dealings, 
help  him  see  things  more  clearly.  Abdul- 
lah recognizes  that  the  kingdom  cannot 
afford  to  follow  the  same  course  in  the 
21st  century  that  it  did  in  the  last 
decades  of  the  20th,  when  the  state  was 
a  seemingly  limitless  source  of  jobs  and 
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RIYADH'S  FLASHY  SOUK 

Behind  the  lights,  grim 
news:  Falling  incomes,  not 
enough  jobs  to  go  around 


SNAPSHOT  OF  THE 
SAUDI  ECONOMY 

PERCENT  OF  GROSS  DOMESTIC  PRODUCT 


services  for  Saudi  A 
14  million  citizens. 
Above  all,  Abdull 
ries  about  what  will 
the  next  time  oil  prn 
down.  Saudi  leaders 
recovering  from  th< 
of  1998,  when 
plunged  to  nearly 
barrel  and  foreign-c 
reserves  fell  to  dang 
low  levels.  The  ki 
spent  as  much  as 
defending  its  cu 
against  speculators 
glimpse  over  the  pr 
set  the  stage  for  tod; 
form  movement 
pushed  the  Saudis  ar 
er  big  oil  producers 
chestrate  the  prod 
cuts  that  have  fore 
prices. 

While  today's  $30 
rel  oil  is  providing  a 
years  of  economic  stagnation  have  taken  a  heavy  toll 
nomically,  the  reign  of  King  Fahd,  who  took  the  thr 
1982,  has  been  a  bust.  From  1980  to  1998,  growth  aver; 
meager  0.2%  per  annum,  according  to  National  Com: 
Bank  in  Riyadh.  Saudi  per  capita  income,  once  on  a  pa 
that  of  the  U.  S.,  has  fallen  to  just  $6,972 — less  than  a  q 
of  America's. 

The  Saudi  economy  is  not  even  coming  close  to  en 
enough  jobs.  Saudi  Arabia  has  one  of  the  fastest-gr- 
and most  youthful  populations  in  the  world.  Some  1 
Saudis  are  coming  into  the  workforce  each  year,  anc 
40,000  are  finding  jobs,  estimates  Brad  Bourland,  chief] 
omist  at  Saudi  American  Bank  in  Riyadh.  As  a  resul 
employment  is  rising.  Bourland  pegs  joblessness  at  14% 
all  and  20%  among  Saudis  from  the  ages  of  20  to  29. 

Mix  large  numbers  of  unemployed  youths  with  the 
dom's  tradition  of  Islamic  militancy,  plus  resentment  o: 
ernment  and  royal  family  corruption,  and  you  would  se 
have  a  lethal  cocktail.  Says  one  businessman:  "If  thin 
continued  the  way  they  were  a  year  ago,  we  would  hav| 
an  Algeria  here,"  referring  to  that  country's  civil  war. 
There  have  been  some  signs  of  public  unrest.  In 
gangs  of  Saudi  youths  pestering  women  at  the  new  Feis; 
shopping  complex  in  Riyadh  clashed  with  the  mutawas, 
ligious  police.  And  the  arrest  of  a  religious  leader  in  N 
a  rural  province  near  the  border  with  Yemen,  led  profc 
to  fire  on  the  home  of  the  local  governor,  a  member 
royal  family.  In  a  sign  of  unease,  ai 
ities  have  stepped  up  public  execu 
This  year  already,  62  Saudis  have 
executed,  mostly  for  rape,  murder, 
drug  trafficking.  Last  year's  total  of 
likely  to  be  surpassed. 
FAMILY  VALUES?  But  Saudi  Arabi; 
has  quite  a  ways  to  go  before  it  bee 
an  Algeria.  Despite  its  straitened  ci 
stances,  Saudi  Arabia  is  richer  tha 
neighbors,  with  the  exception  of  the 
emirates.   One  can   see  the  weal 
Riyadh,  which  has  sprawled  from  a  c: 
a  few  tens  of  thousands  to  more  t 
million  in  just  four  decades.  Whil 
capital  has  its  pockets  of  squalor, 
are  also  blocks  of  shops  stocked  wit 
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in  the  surge 
.-economy 


closed 


chnology  is 
as  dangerous 
as  a  closed  ' 


iny 


mind. 


who  could  have  predicted  how  the  internet  has  reshaped  business  in  the  last  six  months? 
or  what  will  happen  in  the  next  six  days?  the  way  to  win  in  the  surge  economy  is  to  stay 
open  to  change,  one  server  platform  gives  you  the  flexibility  you  need  to  stay  agile, 
intel  -based  servers  keep  you  open  to  more  leading  software  and  hardware  vendors  than 
other  platforms,  that's  why  75%  of  all  deployed  internet  servers  are  based  on  intel's 
open  architecture!  and  no  one  wants  to  be  stuck  with  an  inflexible,  proprietary  server 
as  change  accelerates,  because  in  the  surge  economy,  one-way  thinking  can  lead  to  a 
deadend,   (solutions  for  the  surge  economy  «♦  intel.com/go/ebiz  J 


on  IMS  IDC  I'sdm.iti's  ol  woildwuii'  Internal  servei  shipments    i'1  2000  Intel  Corporation    Intel  is  ,\  registered  lradeni.uk  ol  Intel  Corporation.  All  lights 
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ported  sports  gear,  furniture,  and  clothing,  as  well  as  garish, 
neon-lit  restaurants.  Builders  still  find  it  worthwhile  to  con- 
struct vast  homes  with  marble  floors  and  swimming  pools  on 
the  assumption  that  buyers  will  snap  them  up. 

Wealth  or  no,  the  aging  of  the  Saudi  leadership  bodes  ill  for 
the  future.  Since  the  death  of  the  kingdom's  founder,  Ibn 
Saud,  in  1953,  all  four  subsequent  rulers  have  been  chosen 
from  among  his  sons.  Twenty-four  of  these  sons  survive,  but 

most  are  in  their  60s 
and  70s.  "You  wonder 
how  long  the  new 
generation  of  busi- 
nessmen and  technocrats  [will]  put  up  with  these  geriatrics," 
says  a  Western  executive  in  Riyadh. 

Abdullah  is  doubtless  pondering  the  eventual  need  to  pass 
the  leadership  to  a  third  generation  of  princes  more  in  tune 
with  modern  times.  In  what  seems  an  effort  to  get  the  royal 
family  to  focus  on  these  issues,  the  Crown  Prince  recently 
formed  a  family  council  of  18  princes.  One  prince  privately 
says  that  the  council  was  set  up  partly  to  help  poorer  mem- 
bers of  the  several-thousand-strong  family.  Depending  on 
their  clout,  each  family  member  draws  a  stipend  from  the 
government.  The  minimum,  says  one  prince,  is  about  $3,000  a 
month.  One  opposition  group  says  royal  family  expenditures 
consume  40%  of  government  revenues.  More  controversial  is 
the  involvement  of  family  members  in  grabbing  land  and 
taking  commissions  on  contracts.  Such  practices  have  helped 
some  family  members  assemble  fortunes  totaling  billions  of 
dollars.  The  prince  says  the  council  would  "discipline  family 
members  who  misbehave  and  give  us  a  bad  name." 

Abdullah  also  may  be  trying  to  strengthen  his  own  hand  in 
an  eventual  effort  to  curb  the  influence 
of  other  powerful  princes — notably,  the 
full  brothers  of  the  king,  who  include 
Sultan,  the  Defense  Minister,  and  Nayef, 
the  Interior  Minister.  There  is  specula- 
tion in  Riyadh  that  if  Fahd  does  pass 
away,  Abdullah  might  pass  over  senior 
princes  and  name  Salman,  the  64-year- 
old  governor  of  Riyadh,  as  Crown 
Prince.  Salman  is  another  full  brother  of 
the  King  but  is  widely  respected  in  the 
family.  Such  a  maneuver  on  the  Crown 
Prince's  part  would  particularly  annoy 
76-year-old  brother  Sultan,  who  is  reck- 
oned to  be  third  in  line  to  the  throne. 
But  Sultan  is  an  unpopular  figure — not 
least  because  his  defense  bailiwick  has 
been  a  lucrative  spot  for  commissions. 

Of  course,  a  healthy  economy  would 


ABDULLAH'S  PLAN 
TO  OPEN  THE  ECONOMY 

CUT  DEPENDENCE  ON  0|L 

Open  up  the  kingdom's  gas  reserves  to 


outsiders  to  provide  fuel  and  feedstock 
for  petrochemical,  power,  and  desalin- 
ization  projects. 

Meeting  WTO  requirements  will  force 
economic  reforms,  such  as  tariff  cuts 
and  deregulation,  and  head  off  punitive 
tariffs  on  Saudi  products,  notably  petro- 
chemicals. 


ing  first  to  their  friends  at  the  big  international  oil  cor  >a 
for  help.  In  April,  a  high-level  committee  chaired  by  j  r 
Minister  Saud  al-Faisal  held  talks  with  10  of  the  usual  s  j  *  r- 
including  Exxon  Mobil,  BP  Amoco,  TotalFinaElf,  Roya  > 
Shell  Group,  Conoco,  and  Chevron.  The  Saudis  warn,  a 
feed  a  new  generation  of  petrochemical,  desalinizati  , 
power  plants  that  would  create  jobs,  boost  nonoil  (  ^ 
and  ease  the  strain  on  the  kingdom's  water  and  powe  it 
structure.  The  companies  want  access  to  the  kingdc  i'i 
and  gas  reserves.  Turf  conscious,  Saudi  Aramco,  whose  # 
ups  initially  opposed  the  opening,  still  stands  in  the  wa;  )l 
companies'  exploring  for  oil,  but  Western  executives  se  t 
projects  as  the  beginning  of  the  end  of  Aramco's  mow  o 
Nevertheless,  it  is  still  far  from  clear  how  this  progr  n 
play  out.  Some  of  the  companies  say  they  would  welcc  e 
opportunity  to  explore  for  gas  but  that  they  aren't  l 
business  of  funding  utilities  such  as  power  and  desalii  'i\ 
plants.  Many  sources  in  the  kingdom  say  that  the  $10(  >i 
investment  figure  being  bandied  about  is  way  too  1  ;ll 
least  for  the  medium  term.  Four  or  five  gas  projects  ; 
ing  to  $8  billion  to  $10  billion  is  more  realistic,  sourc< 
The  companies  aren't  likely  to  reap  a  bonanza,  ei  i  I 
modest  return  in  the  teens  is  most  likely.  But  the  Sai  s 
holding  out  the  carrot  of  eventual  access  to  its  oil  re  l 
which  are  the  largest  on  earth  and  the  cheapest  to  p 
at  just  $1.50  per  barrel.  Oil  is  off  the  menu  now,  say  ^j 
Naimi,  Petroleum  &  Mineral  Resources  Minister.  "E 
adds,  "who  knows  what  will  transpire  10  years  from 

In  the  meantime,  the  kingdom  is  pursuing  a  wider  e 
in  other  areas.  It  recently  put  through  a  package  < 
aimed  at  encouraging  investment.  Foreigners  will 

mitted  to  own  local  businesses  a  1 

estate.  Their  foreign  employee; v\ 

need  a  Saudi  sponsor  to  work 

country,  a  requirement  that  hi  1 

investment  up  to  now.  And  ta 

on  foreign  companies  are  to  be  c 

45%  to  30%. 

SKEPTICAL  EXECUTIVES.  Executil: 
main  skeptical  that  these  chan|; 
be  enough  to  make  Saudi  Arabia 
net  for  investment  dollars.  An 
question  how  open  an  economy  th; 


BOOST  EMPLOYMENT 


is  really  want.  Officials  acknowle  e  < 
instance,  that  their  telecommumt 
industry  badly  needs  an  infusion  cV 
ern  investment  and  technology! a 
have  retained  J.  P.  Morgan  &  Co  3 
vatize  the  local  telecom  monopol; :  [j 
Telephone  Co. — a  deal  that  cc< 


do  wonders  to  ease  the  transition.  But      °!™?J„™„"JJ!!'.,:-J worth  $10  billion.  The  plan  is  to  li 


Abdullah  and  his  aides  have  their  work 
cut  out  in  creating  one.  State-controlled 
monopolies  dominate  key  industries,  from 
oil  to  power  generation  to  telecommuni- 
cations. While  useful  in  developing  the 
kingdom,  many  of  these  organizations 
have  become  liabilities,  stifling  competi- 
tion and  discouraging  investment.  Saudi 
Arabia's  low  level  of  investment — 16.7% 
of  gross  domestic  product  vs.  an  average 
of  27%  for  all  developing  countries — is  a 
key  reason  for  Saudi  Arabia's  disap- 
pointing economic  performance,  says  Said 
al  Shaikh,  chief  economist  at  the  Nation- 
al Commercial  Bank  in  Jeddah.  "Time  is 
running  out  to  catch  up  with  Asian  and 
Latin  American  countries,"  he  warns. 
Not  surprisingly,  the  Saudis  are  turn- 
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Encourage  both  foreign  and  Saudi  in- 
vestment by  cutting  taxes  and  permit- 
ting foreign  ownership  of  companies 
and  real  estate. 

Bar  foreign  companies  from  using 
agents  and  fixers,  who  increase  costs. 
Open  up  the  country  to  more  foreign 
competition. 

..R^PM MlOYAL.fAMILY  . 

Establish  a  family  council  to  increase 
the  chances  of  a  stable  succession,  dis- 
cipline corrupt  family  members,  and 
help  poorer  ones. 


"Ill: 


a  foreign  strategic  investor  suchf" 
Communications  Inc.,  which  han 
no  secret  of  its  interest.  But  critiis^L. 
better  route  would  be  to  alio 
fledged  competition  in  the  kingdoi 
Saudis  pay  lip  service  to  priva;^" 
and  competition,  but  the  state  mo : 
don't  want  it,"  says  a  Western  so* 
Riyadh. 

Abdullah's  opening  of  Saudi 
is  bound  to  be  a  slow  and  c|t 
process.  But  don't  count  the 
out.  The  Saudis  may  be  consei 
sometimes  infuriatingly  so,  bi 
have  come  a  long  way  over  tl 
century.  It  is  too  soon  to  say  thei 
leave  their  mark  on  this  one. 
By  Stanley  Reed  in 
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ECONOMIC  THEORY 


PUTTING  A  HUMAN  FACE 
ON  ECONOMICS 

Why  do  people  put  off  saving?  Matthew  Rabin  can  answer  that 


For  more  than  two  decades,  behav- 
ioral economists  such  as  Richard 
Thaler,  Andrei  Shleifer,  Daniel 
Kahneman,  and  the  late  Amos  Tversky 
have  been  pointing  out  all  the  ways  in 
which  people  diverge  from  the  hyper- 
rational  behavior  that  is  assumed  by 
conventional  economics.  They  procrasti- 
nate on  saving  for  retirement.  They 
shop  for  hours  to  save  pennies,  then 
make  snap  decisions  on  big-ticket  items. 
They  run  up  huge  credit-card  debts 
even  when  they  have  ample  savings  to 
pay  them  off. 

Behavioral  economics  says  real  peo- 
ple act  like  this  because  most  of  us 
lack  the  farsightedness  or  the  willpow- 
er to  do  what  the  textbooks  say  we 
should.  Makes  sense,  right?  But  even 
though  it  does  a  better  job  of  describ- 
ing reality,  behavioral  economics  isn't 
part  of  the  average  economist's  tool- 
box. One  reason:  Its  psychological  in- 
sights were  never  put  into  a  formal 
language  that  economists  could  under- 
stand and  work  with.  "The  math  was 
too  complicated,"  says  Colin  F.  Camer- 
er,  a  business  economist  at  the  Cali- 
fornia Institute  of  Technology. 

Now,  behavioral  economics  is  getting 


the  mathematical  rigor  it  needs  to  enter 
the  mainstream  of  economics,  where  it 
can  influence  forecasting  and  policy  de- 
cisions. That's  thanks  in  large  part  to 
the  formulations  of  Matthew  Rabin,  a 
36-year-old  economist  at  the  University 
of  California  at  Berkeley.  Rabin,  who 
wears  tie-dyed  T-shirts  every  day  and 
does  some  of  his  best  work  at  the 


HOW  PEOPLE  REALLY  BEHAVE 

Behavioral  economists  explain  what's  seemingly  irrational 

CONVENTIONAL  BEHAVIORAL 


Hffl 


THE  WIZARD:  Rabin's  work  recen; 
won  him  a  Mac  Arthur  "genius' 

counter  of  a  San  Francisco  coffee 
is  considered  a  mathematical  wiz; 
his  colleagues.  This  year,  Rabin  \i 
$500,000  John  D.  &  Catherine  T. 
Arthur  Foundation  "genius"  fello 
in  recognition  of  his  work  on  forms  \J 
behavioral  economics. 

Rabin  wins  high  marks  from  so 
the  top  names  in  the  field.  Say 
University  of  Chicago's  Thaler:  "M 
the  swagger  economists  show  in  re 
to  their  colleagues  in  other  soci; 
ences  is  based  on  the  belief  that  th 
have  to  have  symbols.  Matthew  has 
vided  the  symbols."  Says  Carnegie 
Ion  University  economist  Georj 
Loewenstein:  "Matthew  is  like  Pac 
He  gobbles  up  psychology  and  lea 
trail  of  economic  theory  behind.' 
LOSS  LOATHING.  A  bedrock  assum 
of  standard  economics  is  that  peop 
tempt  to  maximize  their  well-bein 
ing  all  available  information  and  a 
acting  with  their  long-term  self- 
est  in  mind.  From  this  starting 
economists  build  models  of  all  ecoi 
activity,  from  how  people  respoi 
price  changes  to  what  careers  they 
sue.  In  general,  the  assumption  v 
pretty  well.  But  not  always.  Re 
goal  is  to  improve  the  predictivent 
conventional  economic  models  by 
ging  into  them  more  realistic  forr 
for  how  people  actually  behave. 

Take,  for  example,  the  exploding  life' 
of  behavioral  finance.  Thaler,  auth 
The  Winner's  Curse:  Paradoxes 
Anomalies  of  Economic  Life,  use 
havioral  theories  to  explain  what  I 
omists  call  the  "equity  premium 
zle":  the  odd  fact  that  the  long- 
returns  on  equities  are  much  hi 
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People  focus 
on  overall  assets. 


•  Stocks  should 
barely  outperform 
bonds. 

•  People  act  on 
the  basis  of  pure 
self-interest. 


•  People  compartmentalize  their  finances.  Households  with 
large  savings  often  run  up  high-interest  credit-card  debt. 

•  People  go  to  great  lengths  to  avoid  losing  money.  Since  stocks 
are  riskier  than  bonds,  investors  in  stocks  demand  much  higher 
returns  from  them  to  compensate  for  the  dread  of  losses. 


teetace 


•  People  match  their  behavior  to  that  of  those  around  them.  This  e 
plains  why-people  make  sacrifices  voluntarily — and  why  those 
who  feel  mistreated  may  retaliate  even  if  the  personal  cost  is  gre 


In  daily  life, 
people  focus  on 
the  long  term. 


•  Procrastination  on  important  matters  is  rampant.  That's  why 
many  people  leave  large  sums  in  low-interest  checking  accoun 
and  put  off  saving  for  retirement 
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rhe  New  Look  of 
Outsourcing 

-quipped  to  enable  the  online  business  revolution,  today's  "netsourcing" 
ears  little  resemblance  to  the  outsourcing  of  old 


/ITH  THE  DOT-COM  EXPLOSION  and  the 


fortune  1 000  clamor  to  re-engineer  for  Web-enabled 

^plications,    it's   clear   that  the   Internet  plays   a 

jarring  role  in  doing  business  today.  While  leverag- 

beinj 

jj  'g  the  benefits  of  the  Internet  is  on  the  mind 
f  every  corporate  executive,  what  remains  in 
uestion  is  the  best  way  to  get  to  that  end  game, 
-business  can  put  a  company  on  the  road  to  sizable 

J  J,  'wards,  but  the  path  can  be  fraught  with  peril 
nless  the  underlying  technology  is  robust  enough 
handle  the  unique  demands  of  e-commerce. 


I  use 
what 


Powering  up  for  e-business  is 
small  undertaking.  Yet  you 
hi  n't  have  to  be  Einstein  to  know 

y    you've    got    to    be    there. 

Mtporate  e-business  applications 

•  quickly  moving  From  drawing 

ard  to  online  reality,  however, 

it's  only  half  the  battle. 

Once  these  applications  are 
i  veloped  and  rolled  out,  you 
1  me  face-to-face  with  the  enigma 
■  many  an  otherwise-decisive 
I  O:  how  to  provide  the  pre- 
1  table  service  and  performance 
J  |uired  to  ensure  your  successful 
I  ay  into  the  world  of  e-business. 
]|  Doing  business  online  magm- 
as all  the  issues  that  have  come 
t|  be  synonymous  with  the  high- 


pressure  territory  of  distributed  IT 
enterprises — availability,  scalability, 
recoverability,  security  and  all  the 
rest.  Problem  is,  the  complexity  of 
these  critical  management  spheres 
escalates  exponentially  in  an  e-busi- 
ness world. 

Keeping  the  Net  Generation  Happy 

After  all,  it's  a  given  that  an  electron- 
ic storefront  will  be  open  for  business 
24x7x365.  That  virtual  "always 
open"  sign  is  a  big  part  of  the 
Internet's  ubiquitous  appeal.  Online 
customers — whether  B2C  or  B2B 
users — are  an  impatient  lot:  make 
them  wait  too  long  or  come  back  later 
and  you  may  never  see  them — or  their 
buying  power — again. 


It's  a  brutal  reality  of  the  online 
culture  that  a  customer  can  easily 
"shop"  elsewhere  with  just  the  click 
of  a  mouse.  Loyalty  be  damned.  Face 
it:  People  do  business  online  for  the 
immediacy,  and  e-business  is  a  strong 
purveyor  of  instant  gratification. 

No  doubt  that  maximum  uptime 
is  a  must.  Then  factor  in  the  poten- 
tial for  huge  variances  in  customer 
demand.  The  need  to  combine  maxi- 
mum uptime  with  industrial-strength 
scalability  could  easily  cause  a  dor- 
mant ulcer  to  flare  up.  Especially 
considering  that  most  companies  can't 
ramp  up  the  management  systems 
and  the  number  of  skilled  staff  to 
control  rhe  nuances  and  complexities 
of  Internet-enabled  business. 
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The  Moment  of  Truth  Arrives 
So  you've  built  your  online  applica- 
tions and  you're  ready  to  go  live.  Or 
are  you?  Can  your  e-business  infra- 
structure really  do  the  job,  all  day, 
every  day,  regardless  of 
unpredictable  demand? 
According  to  IDC's  1999 
Technology  Integration 
Panel  Study  of  North 
American    Businesses,    over 


options  for  harnessing  and  leveraging 
the  power  of  the  Internet.  Not  only 
do  they  want  to  move  e-business 
applications  into  production  as  rap- 
idly as  possible,  they  want  optimum 


COSTLY  AND  COMPLEX,  the  technology  infra- 
structure that  supports  your  e-business  can 
make — or  break — your  e-business.  Building  out  an 
enterprise-class  IT/network  infrastructure  in  house, 

hiring  the  nec- 
essary technical 
skill  sets,  and 
providing  24x7 
operational  sup- 
port is  a  huge 
undertaking  — 
one  that  can't 
be  taken  lightly 
when  support- 
ing mission-crit- 


70  percent  of  network  or 
systems  downtime  is  caused 
by  factors  other  than  appli- 
cation failure. 

If  that  weren't  sobering 
enough,  all  indications  are 
that  the  problem  is  getting  worse. 
Why?  Because  most  internal  IS 
teams  either  don't  possess  the  right 
skill  sets  to  work  in  such  a  new 
environment  or  are  already  under- 
manned and  unable  to  retain  quali- 
fied staff  in  a  limited  talent  pool. 

"High  profile  e-failures,"  notes  the 
Yankee  Group  analyst  Chris  Selland, 
"have  proven  that  it  is  not  enough  to 
build  an  e-business — ongoing  success  is 


assistance  with  the  arduous  task 
going  from  business  to  e-busin 
Lumped  generally  under  the  teii 
"outsourcing,"  these  companies  c 
step  in  and  take  charge  of  some  or 
of  your  IT  and  netwc 
infrastructure  needs. 

By  focusing  on  its  b 
ness     specialty — managi 
the     infrastructure     whi 
underlies  its  clients'  applkj 
tions — an    outsourcer   I 
free  a  company's   in-ho 
staff  to  stay  focused  on  o 
business  issues  and  botto 
line  goals.  Done  right,  o 
sourcing  delivers   improv 
application     uptime     th 
translates  to  revenue  grow 
and  greater  customer  loyal 
and  retention — all  for  a  co 
trolled,  predictable  fee. 


ical  e-business  applications.  Netsourcing  is  a  viable 
and  cost-effective  solution  that  accelerates  time-to- 
market  and  delivers  a  complete,  reliable  solution  for 
mission-critical  e-business  applications. 


service  and  performance  once  the 
applications  are  rolled  out. 

Beating  the  Resource  Crunch 

This  paradigm  of  the  New  Economy  is 
stretching  IT  budgets  and  staff 
resources  like  never  before,  with  the  e- 
business  model  encompassing  the 
complete  spectrum  of  infrastructure 
components — servers,  networking, 
storage,    performance    management, 
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Smoke  and  Mirrors 

But   beware:    not   all   oili, 
sourcing  is  created  equj  wl 
Many         first-generatk  Hi 
hosting  providers   offer 
piecemeal    infrastructure   compril 
of  technology  components  that  car 
keep  pace  with  the  demands  of 
business.  Typically,  their  custome  u 
are    left    with    the    burdens    of   n<  no. 
merely  application  development,  bi 
also  integration,  implementation  an  is 
equipment  provisioning. 

"We  wanted  a  well-oiled  machirt 
not  a  bunch  of  nuts  and  bolts,"  say: 
CIO  from  a   leading  Fortune    100'* 
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"High  profile  e-faiiures  have  proven  that  it  is  not  enough  to  build  an 
e-business — ongoing  success  is  highly  dependent  on  a  company's  ability  to 

provide  sustained  performance." 
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highly  dependent  on  a  company's  abil- 
ity to  provide  sustained  performance. 
Success  with  the  e-business  model  will 
go  to  those  able  to  appropriately  scale 
and  support  an  e-business  infrastruc- 
ture over  the  long  term." 

With  time-to-market  being  a  huge 
part  of  the  e-business  equation, 
Global  1000  corporations  and  dot- 
coms alike  want  new-and-improved 


security  and  much  more.  Building  and 
managing  the  scope  and  complexity  of 
this  kind  of  enterprise-scale  infrastruc- 
ture is  something  that  few  IT  organi- 
zations have  the  capital,  time  or 
expertise  to  completely  handle.     . 

Fortunately,  there  are  alternatives 
to  the  do-it-yourself  approach.  A 
wide  range  of  service  providers  of  dif- 
ferent   types    and    capabilities    offer 


company.  "We  wanted  someone  wh 
could  take  care  of  everything  belo 
the  application  layer." 

He's  not  the  only  IT  executi 
who  feels  that  way.  Ricky  Aaron 
CEO  of  myspace,  a  leading  onlin 
information  management  compani^ 
"We  were  looking  for  a  provider  whlsi^ 
had  the  proven  ability  to  support  «oi, •„ 
fast-growing  and  high  functionality    , 
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,is  will  ,is  .1  commitmcni  to  pro 
solid,  reliable,  scalable  sei  v  i<  es 
could  hin kl  our  business  on  foi 

rs  to  come,"  s.ivs  Aaron. 


ew  Option:  Netsourcing 

h    its   technical   complexity   and 

>  ormance  challenges,  the  hold  new 
tier  ot  e-business  is  leaving  lust 
eration    hosting   squarely    in    its 

\  iew  mirror.  In  its  place  is  a  grow 

demand    tor  a   new    breed   ot   e 

mess    infrastructure   outsourcing 

ed      "netsourcing,"      which      is 

amed    through    a    single-source 


emerging  as  a  supercharged  alternative 
to  lust  generation  hosting  foi  a  mini 
ber  oi  reasons.  (  lnei  among  them  is 
customers  gain  the  abilitj  to  obtain  all 
the  services  listed  previously  from  a 
single  provider.  Another  key  difference 
is  the  ability  to  achieve  sustained  per 
tormance  and  operational  support  for 
applications  that  demand  the  highest 
levels  ot  availability  and  scalability. 

These  two  characteristics  make  net- 
sourcing a  particularly  sound  match 
tor  customers  and  applications  with 
high-end,  high-availability  require- 
ments that  go  well  beyond  what  many 


ny's  e-business  infrastructure.  One  "i 
ii' '  ' 'iin  ing's  higgest  value  add .  is  that 
u  delivers  sei \ i<  es  that  are  truly  "appli 
cation  reach"-  providing  a  total 
turnkey  approach  to  <  business  infra 
structure.  I  Ins  differs  dramatically 
from  a  firsi  generation  hosting  provider 

who  may  provide  co  location  services 
that  call  tor  a  client  to  supply  its  own 
fully  configured  server  that  will  be 
placed  in  a  secured  data  center  cage.  In 
contrast,  a  netsourcer  is  likely  to  pro- 
vide the  servers,  the  storage  systems, 
security  and  network  management  plat- 
form  designed   into  the  custom-built. 
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"Netsourcing  is  more  than  hardware.  It's  actually  supporting  your  customer 
relationships.  Your  customer  relationships  come  down  to  availability  of  your 
pplication,  and  that  comes  down  to  the  netsourcing  provider.  Intira's  not  only  hosting 
our  back-office,  they  are  hosting  our  customers." 
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ice  provider  who  operates,  con- 
s  and  manages  the  entire  infra- 
cture — both  IT  systems  and  the 
vork. 

fine  netsourcing  model  is 
djigned  to  proactively  maintain 
iness  continuity  by  avoiding  fail- 
and  by  providing  a  single  point 
ccountability.  Netsourcing  focus- 
on  providing  a  complete  infra- 
cture  for  Web-based  e-commerce 
other  next-generation  applica- 
s  by  combining: 

■  Network  services 
1  Complex,  mission-critical 

hosting 
•  System   software  and   hardware 
provisioning 

■  Infrastructure    integration    and 
support  services 

'  Business  continuity  services 
Netsourcers,"  says  Selland  of 
Yankee  Group,  which  coined 
term,  "provide  a  single-source, 
il\  available,  scalable,  high-per- 
(  nance  platform  tor  hosted  busi- 
,  commerce  And  multimedia 
ications." 
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Netsourcing  Advantage 
>  is  definitely  not  your  father's  idea 
outsourcing.    Probably    not    even 
r  older   brother's.   Netsourcing   is 


network  and  hosting  providers  can 
offer.  Netsourcing  adds  significant 
value  beyond  merely  hosting  an  appli- 
cation, because  it  provides  all  of  the 
requisite  network  and  IT  infrastruc- 
ture services,  the  full  range  of  skilled 
technical  resources,  and  management 
systems  necessary  to  keep  that  applica- 
tion running  and  available  at  maxi- 
mum service  levels. 

Netsourcing    providers    assume    a 
much  greater  percentage  of  a  compa- 


tibly managed  infrastructure  solution. 

Because  of  their  extensive  invest- 
ments in  IT  and  network  technology 
and  professional  expertise,  net- 
sourcers can  significantly  shorten  a 
company's  time-to-market  for  e-busi- 
ness applications.  Typically,  compa- 
nies who  use  netsourcing  can  expect 
to  save  two  to  four  calendar  months 
when  deploying  their  e-business 
applications  and  can  plan  to  be  up 
and  running  in  30  days. 


TRAPEZO'S  PARTNER  FUSION  PLATFORM,  a  comprehensive,  Web- 
based  merchandising  and  content  management  service  that  integrates 
and  automates  the  entire  e-business  partnering  process  end-to-end  for 
faster,  more  efficient  and  profitable  online  partnering,  is  critical  to  their  success. 
^^^^  Trapezo  recognized  that  a  robust   IT 

and  network  infrastructure  was  essential 
for  running  its  mission-critical  business- 
to-business  application.  With  limited 
resources  and  a  commitment  to  out- 
source non-core  operations,  Trapezo 
chose  not  to  build  the  required  infrastruc- 
ture in-house,  but  to  outsource  it. 
Trapezo  researched  the  alternatives  and  chose  a  netsourcing  solution 
from  Intira  Corporation  which  delivered  the  complete  solution  Trapezo  was 
looking  for  —  one  provider  that  could  power  its  Web-partnering  applica- 
tion service  with  a  world-class  integrated  IT  and  network  infrastructure 
managed  and  monitored  around  the  clock,  skilled  in-house  technical 
expertise,  robust  services,  guaranteed  application  availability  and  scala- 
bility to  support  growth. 
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Intira  Corporation:  Enabling  e-business  with  a 
foundation  you  can  count  on 

Intira  recognizes  that  your  application  is  your  business,  not  the  complex 
IT/network  infrastructure  and  operations  that  support  the  application. 
That's  why  our  Netsourcing  solutions  have  been  built  and  engineered 
from  the  ground  up  to  exclusively  support  mission-critical  e-business 
applications  with  the  highest  levels  of  application  availability. 

Intira  Netsourcing  Solutions  combine  all  the  IT  and  network  elements 
your  e-business  applications  require  to  deliver  successfully  time  after 
time — an  integrated,  world-class  IT  and  network  infrastructure;  highly 
automated,  secure  operations  and  management  systems;  a  broad  set  of 
highly  skilled  technical  resources;  and  a  full  range  of  robust,  value-added 
services.  And,  because  Intira  has  direct  and  immediate  control  of  the 
entire  infrastructure  your  applications  reside  on,  only  Intira  can  offer  a 
comprehensive  SLA  guaranteeing  application  availability  up  to  99.95  per- 
cent, and  provide  you  with  a  single  point  of  accountability  for  the  entire 
Netsourcing  solution. 

At  Intira,  we're  driven  to  be  more  than  just  the  industry's  leading 
Netsourcing  provider.  We  want  to  be  a  full-fledged  partner  in  your  suc- 
cess. That's  why  our  Netsourcing  solutions  are  designed  to  accelerate 
your  time-to-market,  reduce  costly  staffing  and  technology  investments, 
and  enable  you  to  focus  on  building  your  core  business. 

With  Intira,  you'll  get  more — far  more — than  what  traditional,  first- 
generation  network,  hosting,  or  co-location  providers  can  offer.  You'll 
get  a  solid  e-business  foundation  you  can  count  on  today  and  far  into 
the  future. 


For  more  information  about  Intira's 

Netsourcing  Solutions,  please  visit  our 

Web  site:  www.intira.com 

or  call  1-888-350-6290. 
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"Netsourcing  is  more  than  hard- 
ware," states  Randy  Wilcox,  CEO  and 
president  of  SingleSourcelT,  a  Web- 
based  information  technology  supply 
chain  management  solution  that  serves 
the  Global  2000  in  a  market  estimated 
at  $160  billion,  "it's  actually  sup- 
porting your  customer  relationships. 
Your  customer  relationships  come 
down  to  the  availability  of  your 
application,  and  that  comes  down  to 
the  netsourcing  provider.  Intira's  not 
only  hosting  our  back-office,  they  are 
hosting  our  customers." 

Single  Source  Accountability 

Because  they  take  control  and  opera- 
tional ownership  of  all  IT  and  net- 
work infrastructure  and  provide  com- 
prehensive integration  and  support 
services,  single-source  netsourcers 
have  the  ability  to  offer  a  monumen- 
tally important  benefit:  service  levels. 


Vendors  with  partial  or  alliance- 
based  offerings  or  those  that  broker  a 
set  of  providers  into  a  single  solution 
simply  can't  achieve  this. 

When  applications  are  truly  busi- 
ness-critical, it  is  imperative  that  com- 
panies insist  upon  a  comprehensive 
service  level  agreement  (SLA)  backed 
up  with  always-accessible  Web-based 
reporting  tools  to  measure  infrastruc- 
ture availability  and  assure  SLA  com- 
pliance. Today,  only  a  few  leading 
netsourcers  can  deliver  this  kind  of 
agreement,  but  its  value  to  an  e-busi- 
ness is  virtually  priceless. 

Like  outsourcing,  however,  not  all 
SLAs  are  created  equal  either.  If  an 
infrastructure  service  provider  doesn't 
own  the  entire  infrastructure,  they  are 
relegated  to  offering  numerous  SLAs 
covering  individual  infrastructure 
components.  Only  a  single,  compre- 
hensive SLA  that  looks  at  the  infra- 
Reprinted  with  permission  of  IDG  Communications 


structure  as  a  whole  can  guarani 
all-important  application  availabili 
This  is  especially  important  in  t 
high-stakes  realm  of  e-business. 

One  company  that  saw  this  fir 
hand  is  Trapezo,  a  Web-based  pa 
nering  service  for  e-businesses  a 
their  content  partners. 

"We  searched  for  one,  focuse 
comprehensive  provider  for  o 
infrastructure  needs — one  w 
could  offer  SLAs  ensuring  up 
99.95  percent  application  uptirr  : 
and  24x7  proactive  monitoring  ai  * 
management  of  the  outsourc 
infrastructure  solution,"  reca„ 
Satyen  V.  Kothari,  Trapezo 's  CE(  j 
president    and    co-founder.    "Inti  taactil 

met  all  the  criteria  for  us." 

id  retail; 
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Buying  Peace  of  Mind 

Intira  has  quickly  captured  a  leade  n 
ship  position  in  the  netsourcing  ma  n 
ket  because  of  its  demonstrated  abili 
to  deliver  on  the  full  promise  of  sing 
source  netsourcing.  Intira  provides 
turnkey  solution  for  e-business  a 
cations  that  includes  a  seamlessly  int 
grated,  highly  automated  and  coi 
pletely  secure  technology  infrastru 
ture — fully  managed  and  operated  i 
to  the  application  layer — that  guarai 
tees    uptime    and    provides   a    sing 
point  of  accountability. 

The  profit  potential  of  Interne  lle 
driven     applications     is     immens 
However,  with  the  heightened  con  ^ 
plexity  of  e-business  comes  the  ris  '^^ 
of  underestimating  the  infrastructu 
and   support   effort   it  will   take 
actually  cash   in  on  e-business.  > 
one  wants  to  be  the  next  prominen  t" 
ly  publicized  e-failure. 

Developing    and    managing    t 
applications     themselves     is     trick 
enough.  To  tip  the  scales  in  your  favo 
it  may  be  wise  to  take  a  new  look  i 
your       infrastructure       outsourcing 
options.  Today's  next-generation  nel  procra< 
sourcers    offer    high-end    services  I  '  moi 
ensure   the   availability   of   high-en(  ^ 
high-value  applications.  Netsourcingi^, , 
emerging  as  the  ultimate  weapon  fo  |i 
achieving  strategic  market  advantage 
with  your  e-business  applications.  • 
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those  on  bonds    even  more  I  h&n 

higher  volatility  would  seemingly 

for.  Thaler  says  the  answer  to  the 

le  is  that    people   hate  losses  much 

•  than  they  enjoy  gains.  So  in- 
tra demand  higher  returns  from 
i  compensate  tor  their  dread  of 
s.  Likewise,  sports  fans  who  would 
pay  more  than  $200  for  a  Super- 
ticket   wouldn't    sell   one   they 
-i.e.  "lose"  it— for  less  than  $400. 
ibin  has  made  big  contributions  in 
study  of  fairness.  Imagine  there's 
ought.  The  more  others  conserve 
r,  the  more  water  a  self-interested 
ui  could  use  without  causing  the 
-voir  to  run  dry.  In  fact,  though, 
le  are  fair;  they  tend  to  conserve 
■  when  they  see  others  conserving, 
's  what  Rabin  built  into  his  formal 
il.  Says  Rabin:  "People  reciprocate 
i   c-spiritedness  in  others  rather  than 
iteract  it."  His  model  also  takes  into 
int  that  perceptions  of  unfairness 
d  retaliation,  even  when  the  cost 
taliating  is  very  high. 
IYING  TACTICS.   Rabin's  work  on 
•ontrol  problems  such  as  procrasti- 
igl  »n   is   catching  on   most   quickly. 
.iell    University   economist    Ted 
moghue  and  Rabin  demonstrate 
there's  a  good  reason  why  many 
le  put  off  the  chore  of  financial 
:i  ling — it  takes  a  lot  of  work,  and 
a  i>'s  an  insignificant  cost  of  delaying 
vork  until  tomorrow.  The  difficulty 
s  from  the  fact  that  the  same  is 
every  day — and  those  small  daily 
s  eventually  add  up  to  a  tremen- 
sum.  Rabin  should  know7:  He  ad- 
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to  having  his  own  "severe  pro- 
bation problem."  Rabin  adds  that 
=  lie  procrastinate  longer  on  the  most 
rtant  things  because  the  up-front 
t  is  usually  greatest. 
Donoghue  and  Rabin  recommend 
es  to  fight  procrastination,  such   as 
[rikfj  inatic  enrollment  in  employee  re- 
aent  plans,  transaction  deadlines, 
Dn-the-job  seminars  on  retirement 
i  dng.  Economists  once  assumed  such 
ures  were  unnecessary.  But  Thaler, 
offers  similar  recommendations, 
the  steps  "are  designed  to  take 
t  account  people's  humanness." 
ibin  envisions  a  day  when  all  eco- 
cs  is  so  infused  with  the  findings  of 
5;  aology  that  behavioral  economics 
much  of  its  distinctiveness.  His 
procrastination  problem,  however, 
be  more  difficult  to  conquer.  He 
1  i  ts  that  he  has  kept  an  average  of 
than  $20,000  in  his  checking  ac- 
.  at  less  than  1%  interest  for  the 
10  years.  Might  his  work  on  pro- 
ination  affect  how  promptly  he'll 
■t  the  MacArthur  prize?  Answers 
a|n:  "Not  a  chance." 
y  Charles  J.  Whale n  hi  Neiv  York 
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EXPATRIATES 


WIRING  EUROPE 
THE  AMERICAN  WAY 


Straight-talking  Yankee 
Jack  McMaster  has  big 
plans  to  bring  high-speed 
Net  access  to  the  Old  World 

Jack  McMaster  wanted  to  take  a  big 
gamble.  It  was  last  December,  and 
the  43-year-old  American  had  ar- 
rived in  the  Netherlands  only  a  few 
months  before  to  run  KPNQwest,  a  joint 
venture  between  that  country's  former 
telephone  monopoly,  kpn  Telecom,  and 
the  upstart  Denver-based  Qwest  Com- 
munications International  Inc.  So  he 
proposed  building  a  $300  million  state-of- 
the-art  fiber-optic  network  in  Spain,  pail 
of  an  ambitious  plan  to  blanket  the  Con- 
tinent with  high-speed  Internet  connec- 
tions. "In  for  a  dime,  in  for  a  dollar," 
McMaster  said  in  his  usual  folksy  slang. 
The  Dutch  were  dumbfounded.  "What's 
that  mean?"  asked  KPNQwest's  chief  op- 
erating officer,  Henjo  Groenewegen. 

After  a  bit  more  head-scratching,  the 
Dutch  signed  off  on  McMaster's  plan. 


But  it  wasn't  the  last  time  he  had  them 
guessing.  This  very  American-style  ex- 
ecutive is  wielding  in-your-face  manage- 
ment techniques  in  an  ambitious  attempt 
to  bring  fast  Internet  access  to  Europe. 
McMaster  is  one  of  a  small  army  of  U.  S. 
telecommunications  executives  who  have 
flocked  to  Europe  to  help  stodgy  stal- 
warts and  new  upstarts  get  a  piece  of 
the  newly  deregulated  action  there.  The 
overall  data-delivery  market,  now  $15 
billion,  is  projected  to  grow  to  $53  billion 
by  2003,  according  to  ids,  the  Framing- 
ham  (Mass.)-based  consultancy. 

If  he  succeeds,  McMaster  stands  to 
play  a  big  role  in  the  rewiring  of  Eu- 
rope for  the  New  Economy.  "We  aim 
to  help  fuel  an  explosion  in  e-commerce 
and  mobile  commerce,"  he  says.  But 
that  won't  be  easy.  Europe's  telecom- 
munications industry  has  been  deregu- 
lated for  only  two  years,  and  already 
it  resembles  the  Wild  West.  Dozens  of 
other  upstarts,  led  by  MCI  WorldCom's 
n  wet  and  Britain's  Colt  Telecom  Group, 
not  to  mention  national  goliaths  such 
as    France    Telecom    and    Deutsche 
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While  KPNQwest's  prices  have  fallen,  volume  has  soarei 
Says  McMaster:  "I  can  play  this  game  for  a  long  time" 


Telekom,  are  constructing  similar  high- 
speed Internet  lines  in  Europe. 

McMaster's  biggest  problem  is  that 
the  price  these  pipeline  companies  can 
command  for  zipping  data  around  is 
plummeting  as  capacity  swells.  So  far,  he 
has  raised  $750  million  to  carry  out  his 
plan  to  hook  up  50  cities  in  four  coun- 
tries. And  with  the  job 
nearly  half  done,  the 
network  should  be  in 
place  in  late  2001.  But 
the  company  continues 
to  pile  on  losses.  And 
KPNQwest's  share  price 
has  been  all  over  the 
map,  plunging  74%  in 
June,  to  24,  from  a 
high  of  92  in  February, 
only  to  bounce  back  to 
45.  Some  worry  that 
falling  prices  could 
push  back  KPNQwest's 


JACK  McMASTER 

BORN  1956,  West  Orange, 
N.J. 

EDUCATION  BS  Manhattan 
College,  1978;  MA,  political 
science,  MBA  New  York  Uni- 
versity, 1984;  attended  Har- 
vard Business  School  contin- 
uing education  program. 

BACKGROUND  Father  rose 
from  blue-collar  job  to  super- 


breakeven  point  past      y_'?°1_^t AT&T   1 


ican  entrepreneurial  company,"  says 
Nacchio.  "And  we  couldn't  find  anyone 
from  the  community  with  that  spirit." 

Like  Nacchio,  McMaster  rose  in  the 
rough-and-tumble  environment  of  AT&T's 
breakup  following  deregulation  in  the 
U.  S.  As  a  director  of  customer  service 
during  the  mid-1980s,  McMaster's  job 
■"^^^■^^^  was  to  smooth  rela- 
tions with  corporate 
customers  in  the  wake 
of  AT&T's  breakup.  IBM, 
for  example,  needed 
500  lines  from  New 
York  to  California  but 
couldn't  get  them  from 
Pacific  Bell.  So,  Mc- 
Master flew  four  AT&T 
technicians  to  Los  An- 
geles to  speed  the 
process.  "Jack  was  a 
go-getter,"  says  Harry 
Bennett,  his  former 
and    now 


the    promised    third 
quarter  2001  date. 

McMaster  isn't 
fazed.  Business  is 
booming,  and  sales 
should  reach  $400  mil 
lion  this  year,  a 
fold  increase.  Says  Mc- 
Master: "I  can  play 
this  game  for  a  long 
time."  Many  analysts 
and  telecom  observers 
agree.  "McMaster's  ex- 
perience and  business 
plan  separate  KPN- 
Qwest from  the  com- 
petition," says  Saeed 
Baradar,  a  telecom  an- 
alyst at  Bear  Stearns 
International  Ltd.  in 
London. 

"CANNONBALL."  A  for- 
mer AT&T  rising  star, 


CURRENT  JOB  CEO  of  KPN- 
Qwest, joint  venture  between 
Holland's  KPN  and  Denver- 
based  Qwest  to  is  build  a 
high-speed  Internet  network 


„           in  Europe.  ,    '  .     , 

four-      ~ subordinate 

PREVIOUS  CAREERS 

Worked  at  AT&T  from  1978 
to  1998.  Oversaw  tripling  of 
consumer  calling-card  busi- 
ness profits,  to  $1.8  billion. 

NICKNAMES  "Canon ball" 
for  both  his  straightforward 
management  style  and 
straight-down-the-slopes 
skiing.  "Shakespeare"  for 
his  unfailing  ability  to 
"roast"  colleagues  at  work 
functions. 


ceo  of  Country  Road 
Communications  in 
Morristown,  N.J.  Ben- 
nett, who  often  skied 
with  McMaster  in  Ver- 
mont, nicknamed  his 
"Canon- 
ball"  because  "he  just 
went  straight  down 
the  slope." 

McMaster's  career 
has  also  barreled 
along.  The  son  of  a 
blue-collar  AT&T  work- 
er, he  grew  up  in 
Rutherford,  N.J., 
where  he  attended 
parochial  school.  After 
graduating  from  Man- 
hattan College,  Mc- 
Master went  to  night 
school  to  get  an  MBA 
and  a  master's  degree 


FAMILY  Married  with  four 
McMaster  was  tapped      ?°n?.'.?.??5. ...:?.....'...  m  international  politics 

for     the     job     after      HOBBIES  Jogging,  skiing,  from  New  York  Uni" 

Qwest  Chief  Execu-     coacnjng  sons'  basketball,  versity-  Later  at  AT&T> 

tive  Joseph  P  Nacchio       baseball,  and  soccer  teams.  he  Played  the  de- 

a     former     head     of  gree  into  a  London  as- 

at&t's  consumer  and  small-business  di-      signment,  where  he  tried  hard  to  fit  in, 
vision,  and  his  Dutch  partners  created      downing  British  ale  and  playing  tennis 


the  $700  million  venture  to  combine 
Qwest's  technical  knowledge  with  kpn's 
European  experience.  The  Dutch  sought 
a  European  to  run  the  company,  but 
Nacchio  lobbied  for  his  former  AT&T  col- 
league. "We  wanted  to  create  an  Amer- 


with  local  staffers.  "He  was  so  different 
from  the  average  American  expats  who 
stayed  among  themselves  in  a  ghetto," 
says  Judi  Chadaway,  a  former  colleague 
and  now  a  director  at  London  head- 
hunter  Morgan  Howard.  In  England, 


McMaster  also  earned  another  nickna 
"Shakespeare,"  for  his  skill  in  "roj 
ing"  staffers  at  send-off  or  promoj 
parties.  "Jack  inevitably  had  a 
anecdote,"  recalls  Dan  H.  Schulma 
former  AT&T  colleague  who  now  is  c| 
executive  of  Priceline.com  Inc. 

At  KPNQwest,  McMaster's  down| 
earth  style  fits  right  in  with  his  Du 
co-workers.  At  first,  some  Dutch 
ployees  were  frightened  that  their 
boss  would  be  a  clone  of  Nacchio,  wh 
famed  for  his  fierce  temper.  Inste 
they  found  a  good-natured  listener 
taught  them  a  new  piece  of  slang  ev| 
day.  "If  Jack  didn't  approve,  he  wo 
just  say,  'That's  a  ball  out  of  left  fieli 
says  KPNQwest  Chief  Operating  Offi 
Groenewegen. 
FRONT-RUNNER.  Of  course,  it's  going   I 
take  more  than  being  Mr.  Nice  Guy 
reach  McMaster's  goal  of  making  K 
Qwest  a  moneymaking  leader  in  the 
ropean  Internet  carrier  business.  A 
he's  plunging  ahead  at  full  speed. 
April,  the  company  announced  an 
liance  with  IBM  to  build  18  centers 
host  Web  sites  for  companies  such 
Nokia,  Microsoft,  and  Lufthansa.  '"I 
IBM  deal  puts  KPNQwest  far*  out  in  fn 
in  Web  hosting,"  says  James  Downie 
telecommunications  analyst  in  Lone 
for  abn  Amro  Holding. 

McMaster  is  betting  that  when 
dust  settles  in  the  European  telec^ 
wars,  he'll  come  out  one  of  the  winne 
He  even  wants  to  remain  in  Europe  I 
definitely.  His  wife,  Mary,  and  their  fd 
boys,  whose  ages  range  from  2  to  j  I 
live  in  the  ritzy  suburb  of  WassenaB 
just  a  stone's  throw  from  kpn's  corjB 
rate  retreat.  And  while  McMaster  mill 
es  the  U.  S.,  his  free  time  is  taken  I 
coaching  his  sons'  sports  teams. 

He's  also  getting  serious  about  1^^ 
Dutch  lessons.  That  includes  KPN  lltfl 
workers  teaching  him  their  slang.  "\ 
have  a  lot  of  great  sayings  like,  'Y<. 
can't  get  an  old  cow  out  of  the  canal, 
says  Joop  Drechsel,  kpn's  internation 
director.  That's  logical.  Now,  if  only  M 0| 
Master  can  make  as  much  sense  out 
the  frenzied  European  telecom  wars. 
By  William  Echiksc 
in  The  Hagi ( 


BusinessWeek  online 


Watch  a  video  interview  with  McMaster  in 
July  31  issue  online  at  www.businessweek.cot 
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You're  thinking,  "If  I  don't 
make  an  offer  on  this 
house  now.  it's  gone." 
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We're  thinking,  "We  can  commit 
to  a  loan  decision- not  just 
preapproval-within  30  minutes." 


IIS 


PNC 
Bank 


BlackRock 


PNC 
Mortgage 


PNC 

PNC 

Real  Estate 

Secured 

Finance 

Finance 

PFPC 


C,  we  make  sure  nothing  stands  between  you  and  the  home  of  your  dreams, 
go  beyond  preapproval  to  give  you  a  loan  decision  within  30  minutes 
elp  close  in  as  little  as  7  days.  PNC  Mortgage.  All  about  you.  And  your 
SM  For  more  information,  call  1-888-PNC-7030,  or  visit  www.pnc.com. 


©PMC 


The  Thinking  Behind  The  Money 


Ki  PNC  Mortgage  Corp  ot  America,  /s  North  Fairway  Drive.  Vemon  Hills,  ll  6006i  Licensed  by  the  Department  ot  Corporations  undei  the  California  Residential  Mortgage  Lending  fcci  11  Residential  Mortgage  Licensee.  NH  License  #S469MB, 
seil  Mortgage  Bankei  Ml  Department  ot  Banking  NJ  Secondary  Mortgage  Licensee  Rl  Licensed  Lender  This  is  not  an  offer  to  enter  into  .in  Interest  'ate  lock-in  agreement  under  Minnesota  law.  Prices  and  programs  subject  to  change  without  notice. 


In  the  next  generation 

of  e-business, 
will  you  be  a  driver? 


BusinessWeel 


PRESENTS: 


in  San  Jose 


July  24,  2000 
The  Fairmont  Hotel 
San  Jose,  CA 


Silicon  Valley  Garage: 
Inventing  the  Next  Generation  of  E-business.l 

If  you  plan  to  survive  the  next  wave  of  e-business,  you'll  need  to  understand  the  era. 
technologies,  innovative  business  models,  and  bold  new  financing  strategies  behind  tj 
hottest  trends  in  e.biz  -  from  exchanges  to  the  mobile  Net. 

Find  out  how  to  gobble  up  market  share  -  before  your  competition  does  -  at  the  e.L. 
Conference  in  San  Jose.  You'll  hear  plans  and  strategies  for  the  New  Economy  from  S h 
Valley  pioneers.  You'll  explore  case  studies  from  e.biz  peers  and  visionaries  who've  al  v': 
changed  the  rules.  And  you'll  interact  with  top  strategists,  marketers,  technologists,  fii 
and  logistics  experts  to  create  and  implement 
the  strategies  that  will  ensure  your  success. 

Only  a  limited  number  of  executives  will 


be  able  to  take  part  in  this  event.  Reserve 
your  space  early. 


TO  RESERVE  YOUR  SPACE,  GO  TM 

http://conferences.businessweek.com/200C 
e-mail:  ebiz_sanjose@businessweek.ci  jL, 


Phone:800-821-1329 
nand:  800-821-1329,  document"! 
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Or  just  along 
for  the  ride? 
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am  ft  Hambrecht, 

i  T,  Chairman  and  CEO, 

Hambrecht  +  Co. 
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Julie  Wainwright, 

Chairperson  and  CEO, 

Pets.com 


Nick  Earle,  President, 

e-services.solutions, 

Hewlett-Packard  Company 


Mary  Modahl, 
Vice  President,  Marketing, 
Forrester  Research,  Inc. 


Dean  DeBiase, 

Chairman  &  CEO, 

Autoweb.com 


Margaret  C.  Whitman 

President  and  CEO. 

eBay,  Inc. 


Additional  Speakers:  Danny  Rimer,  Partner,  The  Barksdale  Group  « Eric  A.  Brewer,  Co-Founder  and  Chief  Scientist,  Inktomi  Corporation  ■  Chris  Larsen, 
CEO  and  Co-founder,  E-LOAN,  Inc.  ■  David  Carlick,  Partner,  VantagePoint  Venture  Partners  ■  Tom  Lyon,  CTO,  Nokia  Internet  Communications  ■  Roger  Black,  Chief 
Creative  Officer,  Circle  com  •  Patrick  B.  Stewart,  President  and  CEO,  MetalSite 
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FASHION 


SAINT  LAURENT'S 
NEWEST  LOOK 

Gucci  Group  wants  to  make  it  a  luxury  brand  again 


They've  done  it  once  before, 
gether,  designer  Tom  Ford 
Chief  Executive  Domenico  De 
turned  Gucci  Group  from  a 
leather-goods  company  into  a  $1.2 
fashion  powerhouse.  Now,  this  Ame: 
duo  wants  to  repeat  that  perfor; 
with  Yves  Saint  Laurent,  another 
star  in   the   fashion   firmament, 
stakes  are  big:  Success  with  YSL  1 
clinch  Gucci's  reinvention  as  a  div 
high-profile  luxury-goods  empire 
few  rivals.  "This  is  the  moment 
the  company  is  being  transformed 
a  single  brand  to  a  multiple-brand 
ion  group,"  says  De  Sole,  who  took 
at  an  ailing  Gucci  in  1994. 

That  moment  is  indeed  near.  In 
Paris  ateliers,  Ford  is  now  designi) 
Spring  2001  women's  collection  that 
mieres  on  Oct.   13.   By  all  acco 
Ford's  approach  will  be  ultramode: 
more  elegant  than  Gucci's  rock-star 
look.  But  Ford,  38,  and  De  Sole,  57, 
be  sending  more  than  a  new  line 
the  runway.  Redesigning  YSL  Use. 
been  one  key  to  Gucci's  future  sino 
Sole  acquired  it,  with  the  help  of  Frj 
industrialist  Francois  Pinault,  last 
cember.  "Yves  Saint  Laurent  is  a 
nomenal  brand,"  says  Sagra  Mace: 
Rosen,  analyst  at  J.  P.  Morgan  See 
Inc.  in  London.  "It  has  huge  poss: 
ties."  De  Rosen  thinks  ysl's  sales, 
million  last  year,  will  grow  50%  or 
yearly  starting  in  2002. 

While  De  Sole  paid  $1  billion  for 
he  has  a  lot  more  than  that  ridin 
the  brand.  A  former  tax  lawyer 
took  charge  of  Gucci  America  in 
amid  family  feuds  and  financial  co 
versies,  De  Sole  is  betting  he  can 
Gucci  into  the  big  leagues.  In  partii 
a  YSL  makeover  will  enable  De  S 
expanding  group  to  challenge  pla 
such  as  Bernard  Arnault,  the  lux 
goods  tycoon  whose  $8.9  billion  ft 
Hennessey  Louis  Vuitton  group  con 
a  slew  of  designer  and  luxury  lal 
lvmh  nearly  swallowed  Gucci  last ; 
in  a  hostile  bid. 

While  the  YSL  makeover  will  1 
time  to  reach  the  bottom  line,  De  So 
moving  fast  to  overhaul  production,  i 
keting,  and  distribution.  That's  the  1 
egy  he  used  to  relaunch  Gucci — ai 
key  to  reviving  luxury  brands  that  1 
destroyed  their  cachet  with  too  n 
exposure.  By  the  time  De  Sole  acqu 
ysl,  the  brand  was  stamped  on  evj 

MAKEOVER  MAN 

If  De  Sole  can  revive  YSL,  he  says 
it  will  help  Gucci  battle  the  likes 
Moet  Hennessey  Louis  Vuitton 
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To  turn  an  Intern 
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It's  a  different  kind  of  world 

You  need  a  different  kind  of  software 


It's  quite  simple,  really.  And  fast.  And  highly  scalable,  so  you  can  manage  whatever  the  new 

economy  throws  your  way.  With  WebSphere'"  software,  you  get  a  complete  set  of  tools  to 

deliver,  grow  and  differentiate  your  e-business,  whether  you  are  launching  a  dot-com  or  competing  with  one.  These  tools 

are  also  ideal  for  rapid  application  development,  integration  and  customization.  WebSphere  is  part  of  the  IBM  portfolio 

of  e-business  software  that  includes  Lotus'  Tivoli'  and  DB2:  To  learn  more,  visit  ibm.com/software/different/websphere 
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thing  from  baseball  caps  to  plastic 
shoes;  licensing  agreements  accounted 
for  65%  of  revenues.  But  to  build  a 
luxury  brand,  "you  have  to  walk 
away  from  revenues,"  says  De 
Sole,  whose  Gucci  turnaround 
is  now  a  Harvard  Business 
School  case  study. 
FLAGSHIP  SHOPS.  The  pruning 
is  already  well  along.  Soon  after 
acquiring  the  house,  De  Sole  flew 
to  Tokyo  with  Mark  Lee,  YSL's  new 
president,  and  spent  three  days 
terminating  Japanese  licensees 
Within  three  months,  the  two 
had  eliminated  most  of  ysl's  167 
product  licenses,  bought  back 
11  franchised  stores,  sold  the 
ready-to-wear     factory     in 
Tours,  and  launched  acces- 
sories and  footwear  lines. 

Shops  are  another  key  area. 
ysl  owned  25  when  De  Sole  stepped  in. 
Gucci,  by  comparison,  owns  130,  and 
they  produce  more  than  60%  of  sales. 
Having  developed  a  new  store  proto- 
type, De  Sole  and  Lee  now  aim  to  open 
60  more  direct-sale  YSL  shops  over  the 
next  three  years.  Flagship  shops  are 
planned  for  Beverly  Hills,  New  York, 
London,  Hong  Kong,  and  Milan.  The 
first  completely  new  shop  will  debut  in 
Las  Vegas  by  yearend.  "You  have  to 
have  the  same  collection  worldwide,  and 
it  has  to  be  consistent,"  says  De  Sole. 

De  Sole's  discipline,  combined  with 
rapid-fire  decision-making,  revived 
Gucci  quickly.  He  closed  down  Gucci's 
Hong  Kong  shop  overnight  four  years 
ago,  even  though  it  was  the  company's 
most  profitable,  because  he  thought  its 
tasteless  appearance  was  destroying 
Gucci's  image.  Analysts  expect  some  of 
the  same  uncompromising  approach  in 
the  ysl  turnaround.  This  year  and  next, 
they  say,  will  see  losses — and  then  the 
dividends  will  start  to  flow.  "We  have  to 
see  the  pain  before  the  gain,"  says  J.  P. 
Morgan's  de  Rosen.  "Strategically,  De 


ELEGANCE         Sole    is    making   the 

LAURENT^"*7    "ght  moves  " 
look  Ford  has  his  chal- 

lenges in  all  of  this, 
too.  Chief  among  them  will  be 
to  keep  the  new  ysl  look  dis- 
tinct within  the  growing 
Gucci  empire.  There's  a  risk 
here:  Ford  still  manages  col- 
lections at  Gucci.  "The  challenge 
is  not  to  conflict  with  Gucci  on 
the  edge  of  trendier  fashion," 
says  Armando  Branching  presi- 
dent of  InterCorporate  Group,  a 
Milan  consultancy.  A  miscalcu- 
lation in  the  new  collection 
would  leave  Ford  a  few  sea- 
sons— at  most — to  get  the 
ysl  look  right. 
WAR  CHEST.  If  Ford  can 
weave  stylistic  magic, 
though,  De  Sole's  breakneck 
overhaul  is  likely  to  power  strong  sales 
growth.  As  with  Gucci,  success  for 
YSL  in  the  ready-to-wear  market 
will  redevelop  lost  cachet  that  will 
help  boost  sales  of  high-margin  ac- 
cessories. And  ysl  Couture,  the 
clothing  side,  is  only  part  of  the 
picture.  Gucci  also  owns  ysl 
Beaute,  which  includes  branded 
make-up,  perfumes,  sunglass- 
es, and  other  accessories. 
Margins  at  ysl  Beaute  last 
year,  at  5.6%,  were  half  the 
industry  average;  De  Sole 
aims  for  8%  this  year  and 
eventually  12%.  Gucci's  net 
profit  margin  in  1999,  at 
27%,  was  among  the  high- 
est in  the  industry. 

While  Yves  Saint  Laurent  is 
De  Sole's  biggest  immediate  chal- 
lenge, he  has  others.  He's  jug- 
gling the  integration  of  Ital- 
ian shoemaker  Sergio  Rossi 
and  French  jeweler  and 
watchmaker  Boucheron,    glam 
both  recent  acquisitions.     AT  GUCCI 


GUCCI  GETS  A  MAKEOVER. 


DomemcoDeSole 
takes  over  as  COO.  Promotes 
Tom  Ford  to  creative  director. 
Launches  restructuring. 

1995  1960s  themed 
spring  collection  catapults 
Gucci  to  the  top  of  European 
ready-to-wear  industry.  De 
Sole  becomes  CEO  and  takes 
Gucci  public. 

1996  Boosts  advertis- 
ing to  $40  million.  Six 


months  after  IPO,  stock  is 
up  more  than  500%. 

1997  Expands  stores  and 
product  lines.  Ad  spending 
goes  to  $70  million. 

1998  Spends  $80  mil- 
lion on  boutique  research. 
Prada  acquires  9.5%  stake. 

De  Sole  battles 
LVMH  for  control  of  Gucci. 
French  industrialist 


Frangois  Pinault  buys  40% 
of  Gucci  for  $2.9  billion.  De 
Sole  acquires  Yves  Saint 
Laurent,  shoemaker  Sergio 
Rossi,  and  Sanofi  Beaute 
(now  YSL  Beaute). 

2000  Overhauls  .YSL  Re- 
launches ready-to-wear.  Ac- 
quires French  jewelry  and 
watchmaker  Boucheron. 
Sales  forecast  is  $2.2  bil- 
lion, up  1000%  since  1994. 

DATA:  BUSINESS  WEEK,  COMPANY  REPORTS 


Although  both  are  profitable,  D( 
is  eager  to  expand  their  operatior 
tap  their  expertise  for  other  bj 
Bologna-based  Sergio  Rossi  wil 
produce  all  ysl  and  Gucci  shoes.  A 
ci's  headquarters  in  Scandicci,  o 
Florence,  artisans  are  stitching  toj 
next  spring's  ysl  handbags. 

De  Sole  also  has  more  than  $2 

in  cash  to  spend  on  brands  to  add 

collection.  Fashion  industry  inside 

he  has  approached  Giorgio  Arm: 

well  as  Dolce  &  Gabbana,  but  bot> 

they  are  in  talks.  Analysts  say  a 

Armani  fusion  would  be  a  perfe 

since  Armani  is  strong  in  ready-to 

and  Gucci  would  complement  Ari 

weaknesses:  accessories  and  Asia. 

AMERICAN  STYLE.  De  Sole,  who  li 

London  and  travels  constantly,  di 

when  asked  about  takeover  targe 

concedes  he  may  make  a  move  1 

yearend.  The  cash  flow  will  help.  IV. 

Stanley  Dean  Witter  predicts  grout. 

will  jump  80%  in  2000,  to  $2.2  biffi 

ter  rising  19%  last  year.  Profits 

70%  last  year,  to  $330  million. 

As  to  ysl,  De  Sole  is  rev 

something  of  his  own  styl 

day  the  deal  closed,  De  Sole, 

and  Lee  walked  into  the  F 

fashion  house  on  Avenue  Ge 

V  in  Paris  and  introduced 

selves  as  "Domenico,  Ton 

Mark,"  stunning  top  manage 

customed  to  the  formal 

"We  are  a  very  flat  organiz; 

De  Sole  says.  "We  have  a 

American  management  style 

De  Sole  is  similarly  unda 

by  YSL's  style  makeover.  Saint 

rent  was  a  fashion  visionary  wl 

defined  proportions  and  styles. 

ysl  will  be  as  of  Oct.  13  is  a 

secret.  But  if  De  Sole  and  Ford 

right,  it  is  likely  to  galvaniz 

fashion  industry  again — and  shir 

a  jewel  in  Gucci's  growing  emj 

By  Gail  Edmondson  in  Flc 
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rules  riles  rivals 
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k  in  February,  when  Ernst  & 

ffiloung  International  announced  it 

as  selling  off  its  consulting  busi- 

3  Cap  Gemini,  Europe's  biggest  in- 

tion-technology  company,  there 

lot  to  smile  about.  The  $11  billion 

™  fck  and  cash  that  Ernst  &  Young 

etting  would  give  the  accounting 

capital  to  invest  in  its  core  audit 

ss.  And  the  sale  meant  a  windfall 

sl™J  5  firm's  5,000  partners. 

deal  is  also  momentous  for  an- 
reason:  One  of  the  top  accounting 
s  largely  siding  with  the  Securities 
change  Commission  on  the  long- 
ng  issue  of  how  it  should  regu- 
ie  industry's  fast-growing  consult- 
sinesses.  In  a  detailed  letter,  Ernst 
ing  Chairman  Philip  A.  Laskawy 
d  out  how  he  thought  the  sec 
get  a  better  grip  on  his  industry, 
has  been  rocked  by  scandals.  The 
lotable:  the  disclosure  earlier  this 
hat  PricewaterhouseCoopers  was 
1  with  conflicts  of  interest,  includ- 
ed uts  holding  investments  in  com- 
the  firm  audits. 

he  May  !»  letter,  prompted  by  an 

'quest  for  advice  from  Ernst  & 

.  Laskawy  urged  the  sec  to  draft 

prohibiting  auditors  from  pro- 


0\H 


viding  some  lucrative  consulting  ser- 
vices. These  included  designing  infor- 
mation systems,  reviewing  the  books 
for  internal  audits,  appraising  a  com- 
pany's assets,  and  acting  as  a  broker- 
dealer. 

None  of  those  concessions,  as  it 
turned  out,  represented  a  big  sacrifice 
for  Ernst  &  Young.  For  instance,  it  was 
selling  its  information-systems  business 
to  Cap  Gemini  anyway.  But  Laskawy's 
suggestions,  if  adopted,  would  be  a  blow 
to  rivals  Arthur  Andersen  and  Price- 
waterhouseCoopers, each  of  which  has 
internal-audit  contracts  worth  hundreds 
of  millions  of  dollars,  industry  observers 
say.  Several  weeks  later,  when  the  sec 
unveiled  its  proposed  rule,  it  hit  the  in- 
dustry like  a  bombshell.  The  proposal 
bore  the  unmistakable  stamp  of  Ernst  & 
Young:  All  the  services  Laskawy  said 
should  be  off-limits  to  audit  clients 
would  be  prohibited  by  the  new  rule. 
BUSINESS  SENSE.  Ernst  &  Young's  cozy 
relationship  with  the  sec  clearly  has 
much  of  the  industry  steamed.  The  Big 
Five  have  staunchly  resisted  govern- 
ment pressure  to  split  off  high-earning 
consulting  businesses,  a  topic  due  to 
come  to  a  head  on  July  26,  when  the 
sec  begins  a  series  of  hearings  on  the 
subject  in  Washington.  While  critics  of 
the  sec  say  there  is  little  evidence  that 
consulting  compromises  audit  quality, 
supporters  of  splitting  off  consulting 
practices  from  auditing  say  that  in  com- 
bination they  create  at  the  very  least  an 
appearance  of  conflict  that  undermines 
investor  confidence. 

Whether   good    policy 
bad,  Laskawy's  proposed 
rule  change  makes  bril- 
liant business  sense  for 
his  company.  By  selling 


its  consulting  arm,  Ernsl  &  Young 

ii.i    pul  il  elf  at  a  big  compel 
disadvantage  because  rival-  can 
still  offer  a  wide  range  of  -net, 

^jflk  services.  So,  competitor.-  con 
M  A  tend,  Ernsl  &  Young  is  mak- 
ing sure  everyone  else  winds 
up  in  the  same  position. 
Says  Jeffrey  Peck,  an 
Arthur  Andersen  partner 
and  managing  director  of  its 
office  of  government  affairs: 
[  "They  need  the  regulatory 
w  process  to  equalize  their 
competitive  disadvantage." 
That's  tantamount  to  argu- 
ing that  Ernst  &  Young  is  at- 
tempting to  regulate  its  com- 
petitors. But  Laskawy  doesn't  buy 
his  critics'  interpretation.  "We  hoped 
this  would  put  an  end  to  the  continuous 
war  between  the  sec  and  the  profes- 
sion," says  Laskawy.  "We  think  this  is 
a  better  approach  than  just  saying  no 
all  the  time." 

It's  not  so  unusual,  in  fact,  for  watch- 
dog agencies  such  as  the  sec  to  solicit 
input  from  the  companies  they  regu- 
late. But  in  this  case,  Laskawy  has  also 
shrewdly  turned  the  process  to  his  firm's 
advantage.  And,  in  the  process,  he  has 

WHO'S  WRITING 
THE  REGULATIONS? 

Competitors  are  complaining 

that  a  recently  proposed 

SEC  rule  looks  as  if  it  was 

written  by  Ernst  &  Young. 

Some  key  provisions  of  the  rule: 


INFO-TECH  CONSULTING 


•  On  May  9,  E&Y  agreed  to  restric- 
tions on  the  design  and  installation 
of  "financial  systems  used  to  gener- 
ate a  client's  financial  statements." 
A  new  SEC  proposal  would  extend 
such  restrictions  to  all  firms. 


<o 


VALUATIONS 


•  After  E&Y  agreed  to  stop  per- 
forming these  services  for  audit 
clients,  the  SEC  moved  to  prohibit 
all  firms  from  providing  them. 


BROKER-DEALER  SERVICES 


»  E&Y  agreed  not  to  act  as  a 
broker-dealer  for  audit  clients. 
Now  the  SEC  wants  the  same 
restrictions  on  all  auditors. 

DATA:  ERNST  &  YOUNG,  SECURITIES  &  EXCHANGE 
COMMISSION 
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won  a  lifetime  supply  of  brownie  points 
from  the  sec.  "I  give  Phil  Laskawy 
tremendous  credit  for  standing  out  as  an 
icon  in  his  industry  and  making  the 
process  better,"  says  the  sec's  chief  ac- 
countant, Lynn  E.  Turner. 

To  make  the  Cap  Gemini  deal  happen, 
Ernst  &  Young  needed  a  routine  "no 
action"  letter  from  the  sec — guarantee- 
ing that  it  wouldn't  run  afoul  of  auditor 
independence  rules  should  Cap  Gemini 
provide  consulting  sendees  to  an  Ernst 
&  Young  audit  client.  The  sec  gave  that 
guarantee  on  May  25,  but  not  before  it 
asked  for  and  received  Laskawy's  in- 
put on  resolving  the  auditor  indepen- 
dence dilemma. 

WORD  FOR  WORD.  It's  not  just  what 
the  ensuing  sec  proposal  says  that  has 
Ernst  &  Young  competitors  crying  foul. 
It's  also  the  way  its  language  mimics 
Laskawy's  letter,  in  some  instances  al- 
most word  for  word.  They  argue  that 
Laskawy  knew  that  competitors  offer- 
ing a  broader  range  of  business  ser- 
vices would  be  able  to  win  business 
away  from  Ernst  &  Young.  Now  they 
object  to  the  sec,  in  their  view,  step- 
ping in  to  protect  the  firm.  "This  is 
supposed  to  be  about  regulation,  not 
competition,"  says  one  Big  Five  partner 
who  requested  anonymity  because  he 
fears  sec  retaliation.  "But  this  is  all 
about  competition." 

Like  Laskawy,  the  sec  disputes  the 
other  Big  Five  firms'  characterization 
of  its  proposed  rule.  But  as  far  back  as 
January,  the  sec's  Turner  wrote  in  an 
internal  memo  that  the  Cap  Gemini  deal 
had  the  potential  for  "significant  positive 
impact  on  the  future  organization  of  the 
accounting  profession."  Outsiders  say 
that  Laskawy's  blueprint  for  the  rule 
provided  an  easy  and  fast  way  to  speed 
up  the  sec's  push  to  rid  the  accounting 
industry  of  auditor  conflicts.  "The  sec 
was  looking  for  a  way  to  force  these 
firms  to  sell  off  their  consulting  prac- 
tices," says  Arthur  Bowman,  editor  of 
Boivman's  Accounting  Re-port.  "Ernst 
&  Young  solved  the  problem  the  sec 
was  facing." 

Although  PricewaterhouseCoopers 
and  KPMG  International  have  announced 
plans  to  spin  off  portions  of  their  con- 
sulting business,  kpmg,  along  with 
Arthur  Andersen  and  Deloitte  & 
Touche,  is  balking  at  the  sec's  proposal 
and  has  been  lobbying  hard  against  it 
on  Capitol  Hill  and  in  the  press.  So 
while  the  other  Big  Five  firms  go  toe- 
to-toe  with  the  sec — at  the  risk  of  alien- 
ating the  regulators  who  control  their 
fate — Ernst  &  Young  has  made  a  pow- 
erful regulatory  ally  and  a  strategically 
savvy  $11  billion  deal.  Now  that's  a 
competitive  advantage. 

By  Louis  Lavelle 
in  New  York 


Finance 


BANKING 


ONLINE  BANKS 
CANT  GO  IT  ALONE 


Instead  of  revolutionizing 
banking,  the  battered  dot- 
coms now  seek  to  embrace 
their  conventional  brethern 

When  independent  online  banks 
stalled  popping  up  three  years 
ago,  many  people  believed  they 
would  revolutionize  retail  bank- 
ing. Net  banks  would  attract  swarms 
of  customers,  the  theory  went,  by  of- 
fering higher  interest  rates  on  savings 
and  lower-cost  loans  than  traditional 
banks,  little  or  no  fees,  and  convenience 
to  boot.  How  could  these  new  kids  on 
the  block  afford  it?  Simple:  They  didn't 
have  to  pay  for  costly  branches. 

So  much  for  theory.  After  suffering 
the  stock  market  upheaval  of 
most  of  the  dot-com  world,  many 
of  these  banks  have  slashed  ad 
vertising  budgets  and  lowered  the      i 
rates  they  pay  on  checking  and 
savings  accounts.  The  outlook  isn't 
good.  "All-purpose,  online  indepen- 
dent banks  are  going  to  have  a  hard 
time  surviving,"  says  Eric  J.  Rajen- 
dra,  the  global  director  of  manage- 
ment consultants  A.T  Kearney's  e-fi- 
nancial    practice.    Still,    the    Net 
continues  to  beckon,  and  new  online 
banks  are  opening. 
PRICEY  PROMOTIONS.  Instead  of  rev- 
olutionizing traditional  banking,  some 
of  the  first  wave  of  Net  banks  are 
taking  on  the  trappings  of  conven- 
tional banks.  They  are  shifting  strate- 
gies, partnering  up  with  old-line  com- 
panies   or    even    buying    branches 
themselves.  Telebank  was  purchased 
by  E*Trade  Group  Inc.  in  January, 
and  in  April,  E*Trade  bought  8,000 
automated  teller  machines.  In  March, 
X.com   Corp.    merged   with   Pay- 
Pal.com,  completing  a  shift  in  its 
focus  from  online  banking  to  on- 
line money  transfer.  CompuB- 
ank,  the  first  online  bank  to        j± 
receive  a  charter,  is  now         +  : 
emphasizing  partnerships 
with  established  companies 
like  General  Electric. 


Rather  than  giving  traditional! 
a  run  for  their  money,  online  banl| 
have  given  them  ideas.  All  of 
tion's  top  25  retail  banks  now  all 
tomers  access  to  their  accounts 
Web  and  most  have  added  onli 
paying  capacity.  And  the  esta 
banks  are  getting  many  of  thaj 
partnership  opportunities,  even  w 
ternet  companies.  Citigroup,  for 
pie,  announced  on  July  18  that  it 
provide   online   payment   syste 
America  Online  Inc.'s  23  millioi  If 
and  try  to  sell  them  Citigroup 
ucts.  Wells  Fargo  rolled  out  an 
payment     system     for 
eBay  Inc.'s  cus- 
tomers 
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"I  "It  took  four  months  to  get  deposit  slips/'  gripes  one 
dine  user,  "and  not  one  e-mail  has  ever  been  returned" 


of  the 
even  % 

up,  for 
that  it 


pring.  So  far,  stand-alone  (inline 
have  only  half  a  million  accounts, 
Ira  says.  In  contrast,  nearly  2  mil- 
ells  Fargo  customers  use  its  Web 

it  went  wrong?  For  one  thing, 
online  banks  launched  with  the 
ixpensive  campaigns  as  the  rest  of 
>t-com  crowd.  Net. Bank  Inc.,  for 
ile,  whose  stock  closed  July  19  at 
5  a  share,  well  off  its  52-week 
f  $34,375,  spent  nearly  $9  million 
ear  on  advertising — yet  still  has 
M.OOO  accounts.  Netbank  CEO  D.R. 
s  says  that  the  bank  will  double 
,  t-tat  umber  by  yearend,  and  that  ac- 
numbers  have  exceeded  expecta- 
□ritics  say  that  costs  to  attract  an 
it  are  going  up. 

».  Nor  have  all  customers  enjoyed 
^teiomised  seamless  service.  Without 
les,  online  banks  lack  a  concrete 
or  customers  to  resolve  problems, 
of  frustration  litter  Gomez  Advi- 
nc.'s  Web  site,  wrww.gomez.com, 
solicits  customer  opinions  on  In- 
;rnet  products.  "I  can  only  judge 
that  either  they  did  not 
read  my  e-mails," 
posted  one 
irate  former 
online  bank  cus- 
tomer, "or  had  a 
committee  that  de- 
cided 1)  how  to 
avoid  answering  my 
queries,  and  2)  how 
to  a'nnoy  the  hell  out 
of  me."  Sure,  getting 
things  done  at  tradi- 
tional banks  can  take 
ta  long  time,  but  some 
reports  from  online 
bank  customers  make 


J 


them  look  speedy.  "It  took  four  months 
to  gel  deposit  slips  for  my  account," 
gripes  a  usABancShares.com  Inc.  cus- 
tomer on  the  Gomez  site,  "and  not  one 
e-mail  to  the  bank  has  ever  been  re- 
turned." usABancShares  Chief  Financial 
Officer  Brian  Hartline  says  that  the  sit- 
uation is  "very  unusual,"  and  that  the 
bank  has  customer  service  representa- 
tives available  24  hours  a  day  via  phone 
and  e-mail. 

Online  bank  accounts  are  easy  to 
open — so  many  customers  sign  up  for  a 
high  interest  rate  product,  like  a  cer- 
tificate of  deposit,  but  don't  use  the  ac- 
counts as  their  primary  bank.  A  recent 
report  from  consultant  McKinsey  &  Co. 
says  that  less  than  1%  of  online  cus- 
tomers consider  their  virtual  bank  their 
primary  bank. 

Some  analysts  say  the  stand-alone 
business  model  itself  was  flawred.  "The 
rates  that  you  have  to  pay  to  attract 
customers  may  be  prohibitive  to  making 
money,"  says  Matthew  L.  Vetto,  a  Sa- 
lomon Smith  Barney  analyst. 

Even  traditional  banks  that  tried  to 
start  completely  separate  Internet  enti- 
ties have  been  burned.  Bank  One  Corp., 
the  highest-profile  example,  launched  its 
Internet-only  bank,  Wingspan,  last  June 
with  the  tagline  "If  your  bank  could 
start  over,  this  is  what  it  would  be."  A 
year  later,  Wingspan  has  only  144,000 
accounts,  compared  with  500,000  at 
Bank  One's  own  Web  site.  The  unit's 
costly  ad  campaign  was  notched  down 
after  problems  in  the  bank's  credit-card 
division  hurt  earnings.  In  May,  Bank 
One  said  that  it  would  be  "exploring 
alternatives,"  including  a  possible  sale 
of  Wingspan.  On  July  19,  Bank  One  said 
Wingspan  will  operate  with  its  own  site. 

Despite   the   shakeout,   new  online 


banks  keep  opening  up — but  they're  of 
tailing  with  a  more  focused  busj 
ness  plan  and  including  Bome  offline 

components.  Must  recently,  former  Fir-' 
USA  CEO  Richard  Vague  said  he'll  be 
launching  Juniper  Financial  this  fall.  Ju- 
niper hopes  to  attract  young,  affluent, 
predominantly  urban  customers  through 
direct  marketing. 

Wilmington  Savings  Fund  Society 
launched  everbank.com  six  months  ago 
and  has  been  using  direct  marketing 
and  affinity  relationships  to  pull  in  cus- 
tomers. The  bank,  for  example,  has  an 
exclusive  contract  to  offer  products 
through  the  Bloomberg  News  Web  site. 
"A  mass-market  approach  doesn't  work," 
says  Everbank  ceo  Robert  C.  Foreg- 
ger.  Everbank,  with  7,000  accounts,  is 
consciously  growing  slowly,  he  says.  In 
September,  customers  will  be  able  to 
make  deposits  at  nearly  15,000  ATMs, 
Foregger  says,  because  of  a  soon-to-be- 
announced  partnership.  AmericanBank, 
which  calls  itself  a  "one-location  Internet 
bank,"  has  started  pcbanker.com  and  is 
soliciting  accounts  through  affinity  rela- 
tionships. NationalInterbank.com  will  of- 
fer products  through  Web  site 
About.com  and  to  members  of  the  AFL- 
cio  through  the  labor  federation's  Web 
site,  buyunion.com.  The  bank,  funded 
privately  by  former  employees  of  Gold- 
man, Sachs  &'  Co.,  is  going  to  accept 
deposits  at  the  3,600  offices  of  Mailbox- 
es Etc.  And  Claritybank.com  is  offer- 
ing its  customers  free  Internet  service 
as  an  incentive  to  sign  on,  and  empha- 
sizing its  business  lending. 

These  new  banks  might  well  survive, 

but  at  best  they  will  cater  to  a  small 

group.  If  the  past  three  years  are  any 

guide,  the  big  banks  can  rest  easy. 

By  Heather  Timmons  in  New  York 
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WINGSPAN 

NETBANK 

TELEBANK 

BANK 

144,000  Accounts 

Operating  alongside 
Bank  One's  site 

104,000  Accounts 

Partnered  with  Fidelity 
Investments  affiliate 
in  July 

130,000  Accounts 

Purchased  by  E*Trad 
Group  in  January 

COMPUBANK 

Accounts  N/A 

Allied  with  GE 
"%    in  April 

USA 
BANCSHARES 

40,000  Accounts 

Allied  with  Palm  Pilot 

X.COM 

Accounts  N/A 

Merged  with 
PayPal  in  March 

in  June 
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THE  MARKETS 


UP  IN  ARMS 

OVER  A  TRADING  SYSTEM 

Rival  electronic-trading  exchanges  say  Nasdaq's  SuperMontage  would  kill  their  busir 


M 


londay,  July  17,  was  a 
quiet  day  on  the  Nasdaq 
stock  exchange:  The  com- 
Iposite  index  gained  28.49 
points  in  moderate  trading.  But 
in  Washington,  Nasdaq's  day  was 
anything  but  calm.  The  ceos  of 
four  electronic  trading  systems 
that  compete  with  the  exchange 
stormed  into  town  to  lobby  Sen- 
ate Banking  Committee  Chair- 
man Phil  Gramm  (R-Tex.)  and 
Securities  &  Exchange  Commis- 
sion Chairman  Arthur  Levitt  Jr. 
Nasdaq  lobbyists  swarmed  in  I 
their  wake,  heating  up  a  political 
battle  over  the  future  of  stock 
markets. 

At  stake:  the  sec's  approval, 
expected  by  the  end  of  July,  of 
SuperMontage,  Nasdaq's  pro- 
posed new  stock-trading  system. 
The  structure  combines  an  im- 
proved computer  display  of 
stock  quotes  with  new  rules  for 
routing  orders  between  brokers 
and  dealers.  It's  designed  to 
narrow  the  advantages  that 
have  helped  competitors  known 
as  electronic  communications 
networks,  or  ecns,  snatch  30% 
of  trading  in  Nasdaq  stocks  in  I 
just  three  years. 

For  both  sides,  the  outcome  is  ] 
vital.  Nasdaq  sees  SuperMon-  j 
tage  as  its  No.  1  weapon  in  mak-  I 
ing  itself  more  competitive  as  it  I 
strives  to  become  America's  first 
profit,  shareholder-owned  stock 
change,  ecns  say  that  weapon  is  aimed 
at  them — and  some  are  angry  enough  to 
try  to  enlist  the  Justice  Dept.  to  inves- 
tigate whether  the  plan  will  unfairly 
stifle  competition.  Analysts  say  ecns 
have  reason  to  worry.  "If  Nasdaq  can 
pull  off  the  SuperMontage,  it's  the  death 
knell  for  ecns,"  says  Octavio  Marenzi, 
managing  director  of  Celent  Communi- 
cations, a  Boston  consultant  to  elec- 
tronic-finance companies. 

SuperMontage  would  change  both 
the  public  face  and  the  inner  workings 


for- 
ex- 


D.C.  BLITZ 


Competition  is  key  to  the  electroi 
exchanges'  lobbying  pitch.  "They  ought  to  nan 
it  'SuperMonopoly,' "  says  Instinet  CEO  Atkin 


of  Nasdaq.  It  has  an  improved  trad- 
ing screen  that  gives  dealers  and  ecns 
more  flexibility  to  display  bid  and  ask 
prices  for  stocks.  A  dealer  can  enter 
orders  anonymously,  for  example,  if  he 
doesn't  want  to  tip  the  market  that 
he's  buying  a  large  block  of  shares  for 
a  mutual  fund.  Behind  the  screen,  Nas- 


daq is  taking  more  control  over 
orders  are  routed: Instead  of  le 
dealers  and  ecns  contact  each 
to  trade,  SuperMontage  will  match 
ers  and  sellers  for  most  orders  an 
ecute  trades  automatically. 

Nasdaq  says  these  changes  wi] 
prove  its  market.  But  ecns  charge 
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Some  people  use  miles  on  eight  different  airlines  as  if  they 
were  one.  Are  you  one  of  them? 


It's  a  big  world.  You  won't  always  fly  the  same  airline.  Isn't  it  nice  to  know  that 


there's  an  alliance  that  lets  you  earn  miles  with  your  favorite  frequent  flyer 


program,  whichever  member  airline  you  fly?  And  redeem  them  on  any  of 


the  others?  Welcome  to  oneworld; 


oneworld 


revolves  around  you. 


AmericanAirfines 
Aer  Lingus  Jb 
BRITISH  AIRWAYS   *~ 

tSt  Cathay  Pacific 

IBERIA/ 

LANCHILE 


L.O. 


ANT/XS, 


•  is  AAdvantage"  and  British  Airways  Executive  Club  members  can  earn  or  redeem  miles,  and  earn  tier  status  credit,  on  ail  eligible  flights  exceot  each 
'tween  Europe   md  ^Advantage  Is     "yistered  trademark  ot  American  Airlines,  Inc.    I   icl   one  ice  airline  reserves  the  right  to  change  its 

!'.'rs  and  to  end  their  frequent  flyer  program  in  accordance  with  its  relevant  frequent  Ifyer  program 
imr  i  oth  operated  and  marketed  by  a  oneworld  member  airline.  (Marketed  means  there  must  be  a  oneworld 

Iht  number  on  you  •  "a.  LanChile  and  Qantas  are  all  trademarks  01  their  respective  companies. 

www.oneworldalliance.com 
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SuperMontage  would  match  buyers  and  sellers  for 
most  orders  and  execute  trades  automatically 


they're  designed  to  steal  their  business. 
Anonymous  trading  has  been  a  major 
advantage  that  ecns  such  as  Reuters 
PLC's  Instinet  Corp.  offer  to  big  institu- 
tional investors.  But  anonymity  for  deal- 
ers, coupled  with  automatic  execution, 
will  make  it  difficult  for  ecns  to  identi- 
fy trading  opportunities  without  going 
through  Nasdaq.  "SuperMontage  will 
force  all  the  trading  back  into  Nasdaq, 
so  the  big  brokers  won't  have  to  face 
any  competition,"  charges  Kevin  Foley, 
CEO  of  ecn  Bloomberg  Tradebook. 

Competition  is  the  key  in  the  ecns' 
lobbying  pitch.  Nasdaq  "is  using  its 
government-granted  monopoly"  over 
data  about  trades  and  the  best  prices 
for  Nasdaq  stocks  "to  direct  orders  to 
its  favored  players,"  says  Matt  An- 
dresen,  president  of  The  Island  ECN 
Inc.   ecns   say  their  rapid   rise   has 


Nasdaq  argues  that  SuperMontage 
should  list  an  ecn's  $20  bid  for  a  stock 
below  all  the  $20  bids  from  dealers.  The 
result:  An  investor's  sell  order  would  be 
routed  to  dealers,  not  to  the  ECN. 

That's  fair,  says  Nasdaq  President 
Alfred  R.  Berkeley  III:  "After  the  fee, 
they're  only  paying  the  seller  $19.99, 
and  that's  a  worse  price."  ecns  respond 
that  Nasdaq  doesn't  show  their  prices 
accurately.  Island,  for  example,  trades  in 
fractions  of  a  cent,  while  Nasdaq  shows 
only  16ths  of  a  dollar  (6.25(2).  Even 
when  Nasdaq  stocks  trade  in  pennies 
next  year,  ECNs  say  their  net  prices  will 
be  better  than  dealers'. 

The  sec  is  pressing  Nasdaq  and  the 
ecns  to  negotiate.  But  key  sec  staffers 
sympathize  with  Nasdaq's  charge  that 
the  ecns  are  trying  to  block  changes 
that  will  help  the  market  compete.  "The 


accounting  firms  to  split  up  theij 
ing  and  consulting  services  (pajj 
And  while  he  would  like  to  sta^ 
der  the  next  President,  Levitt  il 
ing  to  wrap  up  his  agenda  in  cq 
replaced. 

SERVICE  REPORT.  One  big  item 
Trying  to  prevent  fragmentaj 
stock  trading  among  competij 
changes  and  ecns.  On  July  25, 
plans  to  propose  new  rules  re| 
brokers  to  report  in  great  detq 
quickly  they  execute  trades,  hoi 
they  get  better  prices  for  thel 
tomers,  and  when  they  get  "pq 
for  order  flow"— legal  kickbacl 
exchanges  or  dealers  to  induce 
to  send  trades  their  way.  The  Ai 
help  investors  identify  the  broke 
markets  that  deliver  the  best 
The  sec  also  is  likely  to  approve! 


An  Advance-or  an  Unfair  Advantage? 

Nasdaq's  high-tech  stock-trading  competitors,  called  electronic  communications  networks,  or  ECNs,  are  fight| 
hard  to  stop  a  new  Nasdaq  price-display  screen  and  trading  system,  dubbed  SuperMontage.  The  issues: 


ISSUE 


ECNS  SAY: 


NASDAQ  RESPONSE: 


fairness  Nasdaq  plans  to  list  ECN  quotes  after  other  dealers' 

quotes  at  the  same  price  on  the  SuperMontage 
trading  screen. 


ECNs  often  charge  fees — up  to  1.50  per  share  — | 
an  ECN's  $20  bid  isn't  really  a  $20  bid— it's  $20 
the  fee. 


monopoly         The  SEC  requires  ECNs  to  report  all  trades  and  their 

best  quotes  to  Nasdaq,  which  ECNs  see  as  a  competitor. 


ECNs  can  register  with  the  SEC  to  become  stock 
exchanges  and  thus  enjoy  equal  status  with  Nasda 


anonymity        Dealers'  ability  to  post  anonymous  quotes  will  force  ECNs 
to  trade  through  Nasdaq  because  they  can't  contact 
counterparties  directly. 


ECNs  already  offer  anonymity  to  attract  big 
institutional  orders.  ECNs  just  don't  want  to  let 
Nasdaq  compete. 


reliability        Nasdaq  is  herding  all  trading  into  one  breakdown-prone 
computer  system,  creating  a  "single  point  of  failure." 


ECNs  can  set  up  their  own  private  networks  to  byp| 
Nasdaq's  computers,  as  they  do  now. 


DATA:  BUSINESS  WEEK 


sharply  reduced  the  spreads  between 
buying  and  selling  prices  that  Nasdaq's 
dealers  can  command,  saving  billions 
for  investors. 

Nasdaq  maintains  that  it's  just  trying 
to  build  a  better  market — and  if  the 
new  rules  put  ecns  at  a  disadvantage, 
it's  their  own  fault.  One  bitterly  fought 
issue  is  where  ecns'  prices  will  be  listed 
in  SuperMontage.  Most  Nasdaq  dealers 
profit  from  the  spread — buying  stock 
from  one  customer,  then  selling  to  an- 
other at  a  higher  price,  ecns  link  in- 
vestors directly,  without  a  spread,  and 
make  money  by  charging  a  fee  of  0.25(2 
to  1.5tf  p  v  share.  Because  of  those  fees, 


ecns  are  saying:  'Nasdaq  can't  be  like 
us,'"  says  a  Levitt  adviser. 

So  the  ecns  are  lining  up  support 
elsewhere.  They're  making  headway  on 
Capitol  Hill:  After  their  July  17  meeting 
with  Gramm,  the  Banking  chairman 
warned  Levitt  against  favoring  Nasdaq. 
Some  ecns  are  encouraging  Justice — 
which  settled  price-fixing  charges 
against  Nasdaq  dealers  in  1996.  "They 
ought  to  name  it  'SuperMonopoly,'" 
grouses  Instinet  ceo  Douglas  M.  Atkin. 
The  Justice  Dept.  is  studying  the  issue. 

The  SEC  hardly  needs  any  more  po- 
litical heat.  Levitt  is  already  under  fire 
on  Capitol  Hill  for  his  proposals  to  force 


to  link  the  nation's  five  option 
kets,  adopting  a  scheme  propo; 
the  Chicago  Board  Options  Ex 
and  the  American  Stock  Exchan 
could  become  a  model  for  future  t 
between  stock  exchanges. 

All  these  moves  are  Levitt's  at 
to  promote  competition  without  al 
trading  to  splinter,  which  might 
investors  from  finding  the  best 
for  stocks  or  options.  But  as  the  ! 
Montage  fight  shows,  competitk 
tween  markets  won't  always  be 
to  prices  and  service.  Politics  c 
economic  warfare  by  another  me 
By  Mike  McNamee  in  Wash 


90  BUS  IN Ei     WEEK  /  JULY  31,  2000 


(v2o,tl 
lies  dm 
at"' 

les 
for  thei 


» 


sTTRODUCING  THE  VAN   KAMPEN   SELECT  GROWTH   FUND 


Growth  Fund  may  helpjou  appreciate  life's  true  wealth.  Run  by  a  seasoned  management  team, 
ewest  fund  focuses  on  a  smaller  number  of  specifically  chosen  growth  stocks  and  other  equities.- Such  a 
\ve  investment  strategy,  while  presenting  greater  risk,  may  also  offer  more  performance  potential.  To  find  out 
fund  is  right  forjou,  call  jour  financial  advisor  or  1-800-713-3450.  Or  visit  www.vankampen.com 

mt  return  and  principal  value  will  fluctuate  and  Fund  shares,  when  redeemed,  may  be  worth  more  or  less  than  their  original  cost.  There  is  no  ' 
:e  that  the  Fund  will  achieve  its  investment  objective.  An  investment  should  be  made  with  an  understanding  of  the  risks  that  an  investment  in  equity 
s  entails.  These  include  the  risk  that  the  financial  condition  of  the  issuers  of  the  securities  in  the  portfolio,  or  the  condition  of  the  stock  market 
ol.  may  worsen  and  therefore  the  value  of  Fund  shares  may  decline.  Fund  shares,  when  redeemed,  may  be  worth  more  or  less  than  original  cost, 
ormal  market  conditions,  the  Fund  will  invest  primarily  in  a  portfolio  of  common  stocks  and  other  equity  securities  of  growth  componies.  The 
/alues  of  such  securities  may  be  more  volatile  than  those  of  other  types  of  investments.  The  Fund  may  invest  in  IPOs  and  smaller  companies. 


n  overall  stock  market  decline,  stock  prices  of  IPOs  and  smaller  companies  (in  which  the  Fund  may  invest)  often  fluctuate  more  and  fall  more  than  prices  of 
mpany  stocks.  Because  the  Fund  may  own  securities  of  foreign  issuers,  it  may  be  subject  to  risks  not  usually  associated  with  owning  securities  of  U.S. 
deluding  foreign  currency  fluctuations  and  economic  or  political  risks.  As  a  "non-diversified"  fund,  the  Fund  may  invest  a  greater  portion  of  its  assets  (up  to 
s  total  assets  in  a  single  issuer)  in  a  more  limited  number  of  issuers  than  a  "diversified"  fund.  As  a  result,  the  Fund  may  be  subject  to  greater  risk  than  a 
i  fund  because  changes  in  the  financial  condition  or  market  assessment  of  a  single  issuer  may  cause  greater  fluctuations  in  the  value  of  the  Fund's  shares. 


I  may  invest  in  derivative  instruments,  which  may  magnify  volatility.  Please  obtain  a  prospectus 

financial  advisor  and  read  it  carefully  before  investing  or  sending  money.  The  prospectus  contains 

nplete  information  including  an  explanation  of  risks,  fees  and  ongoing  expenses.  Distributed  by 

pen  Funds  Inc.,  1  Parkview  Plaza,  Oakbrook  Terrace,  IL    60181.    ©2000  Van  Kampen  Funds  Inc. 
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INVESTMENTS 

DESIGNER* 
STOCK  LISTS 

These  unit  trusts  have  done 
well,  but  they're  fee-heavy 


T 


in 


ake  a  powerful  Wall  Street  brand 
name,  toss  in  the  best  picks  of 
savvy  market  analysts,  add  a  dash 
of  David- Letterman-style  market- 
ing, and  you  get  the  invest- 
ment world's  latest  money- 
making  idea:  top  10-type 
'vanity'  lists  that  brokerage 
houses  are  putting  into  unit  in- 
vestment trusts — from  which 
they  extract  stiff  fees. 

Attracted  by  the  cachet  and 
credibility  of  names  like  Lehman 
Brothers  Inc.'s  "10  Uncommon 
Values"  or  PaineWebber's  "Ana- 
lysts' Bests  Calls  (arc  Series),"  in- 
vestors are  buying  piles  of  these 
trusts.  "They're  just  a  marketing- 
vehicle  designed  to  sell  packaged 
ideas  at  a  fairly  high  premium," 
grouses  John  Markese,  president  of 
the  American  Association  of  Individ- 
ual Investors  in  Chicago.  Assets 
such  trusts,  which 
buy   a   basket   of  ULTRASLICK: 
assorted     stocks,    The  funds  are 
have  grown  over  fetchingly  packaged 
50%  in  the   past 

two  years,  to  $74  billion  at  the  end  of 
1999.  In  the  first  five  months  of  this 
year,  flows  into  equity-unit  investment 
trusts  totaled  $32  billion,  compared  with 
$29  billion  in  the  same  period  last  year. 
THE  DECIDING  VOTE.  Almost  all  the  big 
brokers  are  peddling  lists.  Salomon 
Smith  Barney,  for  instance,  offers  "10+ 
Exceptional  Names."  The  list  this  year 
includes  Hewlett-Packard,  Eli  Lilly,  and 
Nortel  Networks.  Merrill  Lynch  boosts 
its  "Amex  Institutional  Index":  20  picks 
comprising  a  relatively  conservative 
group  of  stocks  like  Citigroup  and 
American  Express  Co.  Most  of  these 
trusts  have  performed  very  well. 

One  of  the  oldest  and  most  popular 
lists  is  Lehman's  "10  Uncommon  Val- 
ues," a  51 -year-old  sales  effort  which 
has  returned  an  annualized  16.9%  com- 
pared with  the  s&P's  9.4%.  An  eight- 
member  policy  committee  painstakingly 
reviews  each  of  the  analysts'  recom- 
mendations once  a  year,  boiling  them 
down  to  the  top  picks.  "After  adding 
our  own  input,  we  have  a  vote,  and  the 


list  is  synthesized  from  that,"  ex- 
plains Steve  Alper,  senior  vice- 
president  in  Lehman's  equity  di- 
vision   and     member    of    that 
committee. 

Investors  are  paying  dearly 
for  this  advice.  These  unit  in- 
vestment trusts  are  like  mutual 
funds  in  that  they  buy  a  clus-    , 
ter  of  stocks.   But  unlike  a 
fund,  the  trust  then  remains 
fixed    for    the    rest    of  the        C 
year — unmanaged — until    a        ^ 
new   list   is   assem- 
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HOW  THE  TOP  PICKS  F 
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TOTAL  RETURNS 


bled  the  following  year. 
Upfront  sales  charges  start  at  1%  and 
go  as  high  as  4%.  Then  there's  an  ad- 
ditional 1%'  to  2%  fee  to  move  the 
money  into  a  new  portfolio  of  stocks 
every  one  or  two  years.  The  charges 
far  exceed  the  average  maximum 
management  fee  of  0.68%  and  the  av- 
erage expense  ratio  of  1.37%  for  mutual 
funds,  according  to  fund  researcher 
Morningstar  Inc.  That's  great  for  bro- 
kerage firms,  who  pocket  both  the  up- 
front fees  and  the  savings  from  low  over- 
head costs  (because  the  investments  are 
not  actively  managed).  What's  more,  an 
investor  who  decides  to  cash  out  can 
only  sell  the  trust  back  to  the  brokerage, 
which  produces  yet  another  commission. 
Each  list  isn't  always  a  winner.  Take 
Salomon's  10.8%  decline  for  fiscal  1999, 
ended  in  June,  2000,  which  resulted  from 
the  tech  rout  earlier  this  year.  Critics 
argue  that  investors  are  hurt  by  sinking 
their  cash  into  a  small  number  of  stocks 
when  such  funds  go  unmanaged.  Without 
control  over  the  stocks,  an  investor  can't 
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move  the  money  around  as  a  fu 
ager  might,  points  out  Louis  Al 
New  York  financial  adviser. 

Altfest  and  other  experts 
vestors  are  better  off  buying  a 
index  mutual  fund  to  avoid  th 
fees.  Even  buying  the  stocks  6 
kerages'  vanity  lists  independeij 
say,  a  discount  brokerage  firm  c 
more  effective  for  investors — ai 
kers  readily  publicize  the  na: 
stocks  on  their  lists. 

Still,  brokerage  houses  offer  t 
venience  of  one-stop  shopping, 
long  as  the  performance  of  the 
lists  holds  up,  investors  seem  wi 
pay  the  tab. 

By  Pallavi  Gogoi  in  ( 
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:ryone  is  always  talking  about  getting  to 
»ur  information.  "Complete  access,"  "Total 
iccess,"  "Accessibility,"  well  our  response  to 
that  is  this:  If  your  information  system  doesn't 
allow  you  to  also  input  and  work  with  your 
data,  how  current  can  it  be?  At  DataChannel,  our 
snterprise  solutions  not  only  give  you  anywhere, 
anytime,  on  any  device  access,  but  also  let  you 
nput  and  update  your  data  as  well,  so  your 
^formation  is  always  current.  Gee.  Imagine  that. 


If  you'd  like  to  access  more  valuable  nuggets 
of  information  about  DataChannel  like  how  we 
employ  some  of  the  top  XML  developers  in  the 
world.  Or  how  we've  joined  forces  with  ISOGEN 
to  form  the  largest  XML-based  portal  solutions 
company  in  the  marketplace  today.  And  in 
doing  so  created  a  totally  new  category  that  we 
call  Business-to-Anyone,  just  input  this  web 
address:  www.B2A.DataChannel.com.  That  should 
get  you  pointed  in  the  right  direction. 


<( 


««»>  DataChannel 

Information  in  motion. 
888-534-8352  I  www.B2A.DataChannel.com 
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COMMENTARY 

By  Lewis  Braham 


A  RAW  DEAL  FOR  FUND  SHAREHOLDERS 


For  six  decades,  the  Investment 
Company  Institute  has  articulated 
the  mutual  fund  industry's 
positions  on  issues  for  Congress, 
regulators,  and  the  public.  Like  most 
trade  groups,  the  ici  runs  on  dues 
paid  by  companies  in  the  industry. 
In  the  case  of  ici,  a  good  chunk 
of  those  dues  comes  right  out  of  mu- 
tual fund  coffers.  How  much?  The 
ICI  won't  say,  but  a  new  lawsuit 
against  the  association  asserts  that 
half  of  the  dues  comes  out  of  share- 
holders' pockets. 

Now,  shareholder  activists  Linda 
Rohrbaugh  and  Richard  Krantz  are 
suing  to  recover  that  money  and  put 
it  back  into  the  funds.  Their  com- 
plaint: that  the  ici  is  run  for  the  ben- 
efit of  fund  companies,  not  fund  share- 
holders. Ronald  Rubin,  the  plaintiffs' 
attorney,  estimates  that  investors 
gave  $40  million  to  the  ici  over  the 
past  three  years  alone. 
DODGY  RESPONSE.  While  $40  million 
may  seem  trivial  in  a  $7  trillion  indus- 
try, the  suit  has  great  symbolic  signifi- 
cance. Sure,  the  interests  of  fund 
managers  and  shareholders  converge 
on  issues  such  as  higher  contribution 
limits  for  retirement  accounts  and 
better  tax  treatment  for  fund  in- 
vestors. But  often  they  clash  over 
costs,  control,  and  disclosure — and  in 
those  matters,  the  ici  usually  backs 
management. 

For  instance,  in  the  controversy 
over  whether  fees  are  too  high,  the 
ICI  argues  that  investors  solved  the 
problem  by  moving  their  money  to 


lower-cost  funds.  That  response,  how- 
ever, fails  to  get  at  the  fundamental 
question  of  whether  management 
companies  are  charging  too  much. 

As  an  association  supported  by 
shareholder  dollars,  the  ici  should  bal- 
ance the  interests  of  management  and 
shareholders.  "The  ici  is  by  fund  com- 
panies, for  fund  companies,  and  their 
incentive,  their  compensation — every- 
thing is  to  favor  fund  management," 
says  Don  Phillips,  ceo  of 
fund-tracker  Morningstar  Inc.  The  ICI 
declined  to  comment  on  the  lawsuit  or 
the  issues  raised. 

The  voice  of  the  individual  investor 
is  virtually  nonexistent  at  the  ICI. 
Currently,  39  of  the  45  members  of 
the  Id's  board  of  governors  work  for 
fund-management  companies.  The  oth- 
er six  are  "independent  directors"  of 
member  funds.  Such  directors  are  not 
employees  of  fund  companies,  but 
they  are  not  required  to  be  sharehold- 
ers, either.  The  lack  of  investor  repre- 
sentation is  particularly  ironic  because 
the  Id's  "Best  Practices  for  Fund  Di- 
rectors" study  recommends  that  two- 
thirds  of  the  directors  on  fund  boards 
be  independent. 

While  declining  comment,  an  ici 
spokesman  did  refer  business  week 
to  the  1999  annual  report,  which  de- 
tails some  of  the  group's  shareholder- 
friendly  positions:  increased  funding 
for  the  Securities  &  Exchange  Com- 
mission, privacy  protection  for  share- 
holder information,  and  restrictions  on 
personal  investing  by  fund  managers. 

Yet  there  are  cases  where  the  ici's 


positions  appear  to  be  at  odds  wi 
shareholders'.  In  1997,  a  Marylano] 
judge  ruled  that  the  independence 
three  directors  of  Scudder  Kemp< 
funds  could  be  questioned  becaus 
they  served  on  several  Scudder 
boards.  The  ruling  was  seen  as  a 
tory  for  shareholders.  The  next  y 
the  ici  successfully  lobbied  the  M 
land  legislature  to  change  the  law 
way  that  nullified  the  judge's  ruli: 
HARD  TO  PROVE.  Nor  is  this  an  is 
ed  incident.  In  1998,  the  ici  soli-< 
the  sec  to  make  it  more  difficult 
get  shareholder  proposals  on  prox 
statements.  The  group  also  sough 
prohibit  proposals  to  fire  advisers 
buy  back  shares  of  closed-end  fun 
More  recently,  the  ici  has  argued 
against  a  government  recommend 
tion  to  provide  personalized  fee  di 
sure  to  individual  investors. 

Neither  side  wants  to  publicly 
cuss  the  lawsuit.  However,  the  pi 
tiffs'  prospects  are  not  good.  The 
have  to  prove  that  the  ici  does  n 
ing  for  shareholders  and  is  therefi 
just  an  extension  of  fund-manage 
ment  firms. 

That  doesn't  mean  their  cause 
no  merit.  Shareholders  and  manag 
ment  interests  have  diverged  enou 
to  warrant  changes  in  the  ici's  bof 
and  its  policymaking  practices.  Th( 
should  either  increase  representati 
for  shareholders  or  give  them  bacl 
their  money. 


Staff  Editor  Braliam  writes  abo 
mutual  funds. 
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elphi  Automotive  Systems,  we're  busy 
iforming  visionary  technology  into  real  products, 
hi  has  already  received  over  $2.9  billion  in  orders 


^hi  is  pioneering  the  application  of  technologies 
[Bluetooth™  wireless  interface,  Wireless  Application 
jpcol  (WAP),  interactive  speech  technology  and 
Jllite  radio.  And  we're  working  with  Ericsson,  the 
istry  leader  in  wireless  communications  and 
lile  Internet,  to  connect  consumers  with  advanced 

Ilmunication,  information  and  entertainment  systems 
lean  enhance  the  time  spent  in  their  vehicles.  For  a 
pse  into  the  future,  visit  www.delphiauto.com. 
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FOR     ONLY    TWO     KINDS     OF     E-BUSINESSES: 


THE  QUICK  AND  THE  DEAD. 


It's  no  longer  business  as  usual.  For  you,  or  your  competition. 
Which  is  why  nearly  all  the  Fortune  500*  rely  on  us  to  survive- 
and  thrive-in  today's  ever-changing,  unpredictable  environment. 

We  are  BMC  Software.  The  world's  leading  provider  of  systems 
management  solutions.  Software  that  keeps  your  business-critical 
applications  up  and  running  around  the  clock.  We  offer  the 
fastest  implementation  of  the  most  comprehensive  e-business 
management  systems.  And  our  exclusive  OnSite™  program  is  your 
seal  of  assurance  that  your  e-business  will  be  on-line,  all  the  time. 
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For  more  information,  visit 
us  at  www.bmc.com.  We'll  be 
there.  We're  always  there. 
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WHOSE  NET  IS 
IT,  ANYWAY? 
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Web  access  is 
becoming  a  dicey 
issue  for  industry 
and  regulators 

About  100  years  ago,  the  imagina- 
tive robber  baron  Jay  Gould  had  a 
bright  idea.  He  organized  a  hand- 
ful of  train  companies  in  St.  Louis, 
and  together  they  gained  control  of  the 
two  railway  bridges  into  town.  This 
coalition  then  proceeded  to  squeeze  huge 
fees  out  of  every  rival  that  wanted  to 
use  the  bridges — until  the  Supreme 
Court  put  an  end  to  the  lucrative  game 
in  a  famous  1912  case,  U.S.  vs.  Termi- 
nal Railroad  Assn.  Deeming  the 
bridges  to  be  essential  facilities  for  the 
local  train  industry,  the  high  court 
forced  Gould  &  Co.  to  open  them  up 
on  an  equal  basis  to  everybody. 

This  distant  Industrial  Age  precedent 
may  not  seem  to  have  much  to  do  with 
today's  digital  economy.  But  it's  becom- 
ing more  relevant  every  day.  Across  the 
high-tech  landscape,  companies  increas- 
ingly are  gaining  control  over  critical 
pieces  of  the  U.S.  information  infra- 
structure. Like  Gould's  Terminal  Rail- 
road Assn.,  in  a  sense,  these  companies 
are  becoming  the  sole  owners  of  some  of 
the  key  bridges  on  the  Info  Highway. 
Microsoft  Corp.  owns  the  Windows  op- 
erating system — the  brains  inside  of  90% 
of  U.S.  personal  computers.  AT&T  con- 
trols some  of  the  underground  cables 
that  promise  to  offer  consumers  high- 
speed Net  access.  America  Online  Inc. 
dominates  the  world  of  instant  messag- 
ing, a  popular  new  service  allowing  peo- 
ple to  send  one  another  e-mails  at  once. 
In  each  of  these  cases,  rivals  and  con- 
sumer groups  have  complained  that  the 
monopolists  take  unfair  advantage  of 
their  power — or  at  least  are  in  a  position 


to  do  so  (table).  And  regulators  have 
been  re-reading  cases  like  Terminal  Rail- 
road and  asking  a  fundamental  question: 
How  much  responsibility  does  a  monop- 
olist have  to  share  its  private  property 
with  rivals?  Or,  to  put  it  another  way, 
when  should  the  government  force  a  key 
technological  "bridge"  to  be  open? 

While  the  debate  is  only  beginning, 
regulators  are  already  taking  steps  to 
protect  the  principle  of  openness  in  a 
digital  economy.  As  part  of  his  package 
of  interim  remedies  in  the  Microsoft 
case,  U.  S.  District  Judge  Thomas  Pen- 
field  Jackson  plans  to  force  the 
company  to  share  proprietary 
information  about  the  source 
code  in  Windows  with  rivals. 
In  May,  a  French  court  ruled 
that  it  was  illegal  for  France  Telecom 
to  make  wireless  Internet  customers  to 
go  to  its  own  Web  site.  Instead,  they 
had  to  be  offered  a  choice  of  wireless 
portals.  And  the  Federal  Communica- 
tions Commission  plans  to  study 
whether  cable  companies  such  as  AT&T 
should  be  forced  to  open  their  wires  to 
competing  Internet  service  providers. 
TRADE-OFF.  The  tech  industry  has  an 
enormous  stake  in  the  outcome  of  the 
global  openness  debate.  Collectively,  ca- 
ble companies  such  as  AT&T,  wireless 
service  providers  such  as  Vodafone  Air- 
Touch,  and  business-to-business  market 
makers  such  as  General  Motors  are 
spending  billions  of  dollars  to  build,  buy, 
and  upgrade  new  communications  and 
commerce  networks.  The  rich  valua- 
tions that  investors  initially  granted 
some  of  these  companies  were  predi- 
cated on  the  notion  that  they  would  be 
able  to  harvest  fields  of  gold  by  con- 
trolling these  networks.  But  now  some 
analysts  think  AT&T,  for'  example,  may 
have  overestimated  its  ability  to  control 
its  recently  acquired  cable  companies. 
"They  thought  they  could  operate  a 
closed  system  and  that  they  wouldn't 
have  to  share  any  of  the  profits,"  says 
Scott  C.  Cleland,  telecommunications 
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analyst  at  Precursor  Group.  "Ai 
was  a  flawed  assumption." 

Philosophically,  the  debate  ove  I 
ness  juxtaposes  two  conflicting 
pies:  respecting  private  proper!  t| 
preserving  the  ability  to  comp<  at 
the  one  hand,  says  Federal  Trad 
mission    Chairman    Robert    Pi 
trustbusters  don't  want  to  sit  :  I 
and  watch  companies  transform  t  gj 
into  a  series  of  monopolies.  On  t 
er,  they  don't  want  to  discourag  | 
panies  from  investing  in  the  Net 
manding  that  they  will  have  tc 
the  fruits  of  their  labors 
trade-off,"  says  Pitofsky.  "It's  e; 
that  we  get  it  right." 

Trustbusters  are  facing  this  d  L 
more  frequently  because  many  ii  fej 
tion  industries  seem  to  have  a    \, 
tendency  toward  monopoly.  Ir  \ 
part,  that's  due  to  the  "network 
The  more  people  use  a  particular 
product  or  service — say,  Microso 
erating  system  or  aol's  instant  n  * 
ing — the  more  attractive  it  is  cor 
with  rivals',  and  the  more  . 


ety. 


J  to 


98  BUSINESS  WEEK  /  JULY  31,  2000 


J 


WHERE  THE  DEBATE 
IS  RAGING 

Openness  is  a  hoi  issue  till  over 
the  New  Economy 


will  adopt 

r  line,  this  phe- 

>n  leads  to  win- 

-all  markets. 

iflicting  ]  worries  openness  advocates.  At 

they  believe  in  the  simple  prin- 

at  information  should  be  able  to 

reely  from  one  end  of  the  global 

lications  network  to  the  other.  If, 

T  makes  it  harder  for  a  customer 

nsform  db>s  rival  Web  sites,  that  raises  se- 

.  Hiitlfncems  about  free  expression.  "It 

illy  the  First  Amendment  idea — 

u  and  I  should  be  able  to  speak 

having  somebody  interposing  in 

1 1,"  says  Charles  Nesson,  director 

es lard's  Berkman  Center  for  Inter- 

lociety. 

ig this dl  tier  justification  for  openness,  say 

rviii  es,  is  that  it  encourages  innova- 

hen  a  company  controls  a  key 

the  infrastructure,  it  can  cripple 

juvni'k*  tat  try  to  attack  its  monopoly.  In- 

icrosoft  was  able  to  wage  a  suc- 

predatory    campaign    against 

jnjt;intmiie  Communicationa  Corp.  to  pro- 

Windows  monopoly.  By  mandat- 

nu'ss  in  some  markets,  it  may  be 
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possible  to  prevent 
monopolies  from  abusing 
their  power,  says  LawTence  Lessig,  au- 
thor of  Code  and  other  Laws  of  Cyber- 
space. "If  innovators  realize  that  the 
network  will  not  be  used  strategically 
against  them — that  is,  that  the  network 
will  remain  neutral — then  there's  rea- 
son to  develop  radical  new  applications," 
says  Lessig. 

PROFIT  MOTIVES.  But  opponents  argue 
that  government-imposed  openness 
could  do  just  the  opposite — stifle  inno- 
vation and  dampen  investment.  Cable 
and  phone  companies  are  spending  huge 
sums  upgrading  their  networks  because 
they  believe  there  is  a  profit  to  be 
made.  Investment  will  dry  up  if  compa- 
nies figure  there  is  nothing  to  be  gained 
by  it,  argues  James  W.  Cicconi,  execu- 
tive vice-president  for  law  and  govern- 
ment affairs  at  AT&T.  "The  pioneer  com- 
pany goes  out  and  takes  all  the  risks.  It 
raises  the  capital  and  builds  the  net- 
work. And  now  another  company  says: 
'Thank  you  very  much,  we'll  take  over 
now  and  ride  that  system  for  free,'" 
says  Cicconi. 

Another  criticism  of  openness  is  that 
it  can  require  excessive  regulation.  Con- 


CABLE  INTERNET  SERVICE  Ca- 
ble may  be  the  single  best  con- 
duit to  deliver  high-speed  Inter- 
net into  people's  homes.  But  the 
feds,  consumer  groups,  and  rival 
companies  worry 
that  if  cable  compa- 
nies are  the  gatekeep- 
ers to  broadband  Net 
access,  they'll  favor 
their  own  content  or 
make  customers  use 
their  Internet  service 
providers. 

WIRELESS  INTERNET 
SERVICE  In  Europe,  wireless 
companies  have  tried  to  impose 
their  own  home  pages  on  cus- 
tomers reaching  the  Internet  from 
their  cell  phones,  causing  a  pub- 
c  outcry  and  government  inter- 
vention. Expect  the  same  if  that 
happens  in  the  U.S. 

INTERNET  BACKBONE 
SERVICES  These  supernetworks 
that  link  lesser  networks  are  a 
big  reason  the  WorldCom-Sprint 
merger  was  blocked  on  both 
sides  of  the  Atlantic.  Justice 
worried  the  merged  entity  could 
dominate  the  market  if  it  refused 
to  open  up  to  rivals. 

INSTANT  MESSAGING  AOL  s 

closed  network  of  90  million 
users  is  bigger  than  all  others 
combined.  But  the  company  has 
resisted  hooking  up  with  its 
biggest  potential  rivals  on  priva- 
cy and  safety  grounds.  That 
troubles  the  FTC,  which  is  re- 
viewing the  proposed  Time 
Warner-AOL  deal. 

E-COMMERCE  EXCHANGES 

The  Justice  Dept.  is  looking  at  a 
planned  travel  site  called  Orbits, 
owned  by  five  major  airlines.  One 
concern:  that  owners  of  the  site 
might  jointly  refuse  to  share  fare 
data  with  rivals  Travelocity  and 
Expedia. 
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sider  the  issue  of  AT&T's  underground 
cables.  If  the  government  forces  the 
company  to  share  its  lines  with  com- 
peting Internet  service  providers,  then 
it  may  have  to  get  into  the  complex 
business  of  deciding  how  much  AT&T 
should  charge  them.  "It's  important  that 
we  not  back  into  a  situation  where  we 
end  up  with  a  much  greater  level  of 
government  intervention  in  matters  of 
pricing,"  says  J.  Gregory  Sidak,  fellow 
at  the  American  Enterprise  Institute. 

Clearly,  the  debate  over  openness  is 
still  raging.  But  that's  not  stopping  con- 
sumers and  business  rivals  from  trying 
to  force  dominant  companies  to  share 
their  private  property.  As  a  result,  reg- 
ulators are  increasingly  going  to  be  deal- 
ing with  this  issue,  whoever  wins  the 
White  House  in  the  fall.  Here's  where 
key  industries  are  headed: 
■  Cable:  For  the  moment,  the  forces  of 
openness  appear  to  be  winning  in  this 
arena — largely  because  the  many  cable 
companies  have  privately  agreed  to  go 
along  with  their  wishes.  AT&T  has 
pledged  to  let  the  former  Mindspring 
Enterprises,  now  part  of  Internet  ser- 
vice provider  EarthLink,  hook  up  to  its 
cable  network.  Similarly,  aol  and  Time 
Warner  have  said  they  expect  to  enter 


into  open-access  agreements  with  other 
ISPs  after  their  merger  closes. 

But  not  everyone  is  convinced  that 
voluntary  self-regulation  is  a  long-term 
answer.  There  are  still  plenty  of  games 
cable  operators  could  play  to  favor  their 
own  business  partners.  Time  Warner, 
for  example,  might  make  it  faster  and 
easier  for  sports  fans  to  get  content 
from  its  CNN/Spoiis  Illustrated  site  than 
from  a  Disney-owned  ESPN"  site.  If  this 
type  of  thing  happens,  regulators  might 
be  tempted  to  step  in.  "We  need  to  dis- 
tinguish between  the  people  saying 
they're  going  to  be  open  and  people 
who  are  open,"  says  Greg  Simon,  co- 
director  of  the  openNet  coalition. 
■  Wireless:  The  next  big  fight  could  well 
break  out  in  the  world  of  wireless.  So 
far,  the  issue  has  not  been  big  in  Wash- 
ington. But  in  Europe,  where  wireless 
services  are  widespread,  there  have  al- 
ready been  two  skirmishes.  On  June  21, 
Britain's  bt  CellNet  Ltd.  bowed  to  pres- 
sure to  allow  its  wireless  customers  to 
choose  rival  Internet  portals  as  the 
home  page  on  their  cell  phones  rather 
than  its  own  default  home  page.  In  May, 
France  Telecom  was  forced  to  take  sim- 
ilar action.  "It's  valuable  real  estate  for 
the  carriers,  and  they're  going  to  have  a 


hard  time  letting  it  go,"  says  ID  I 
less  analyst  Callie  Nelson. 

These  issues,  say  experts,  arc  I 
to  flare  up  in  the  U.S.  Sprint  I 
most  aggressive  U.S.  wireless 
provider,  currently  offers  no  v  itt 
customers    to    reprogram    the  | 
phones  to  select  home  pages.  Ins 
offers  a  menu  of  preassembled 


What  we  saw  in  a  company  whose  achievemer 
are  invisible  to  the  naked  eye.  The  war  against  can  s 
being  fought  on  the  small  molecule  front  by  an  extraordinary  con  n  l!( 
called  Celgene.  Their  efforts  were  boosted  by  a  $300  million  lolld 
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address.  Hardly  i  he  easiest   prot  • 

By  yearend,  the  company  will  offer 
an  option  thai  lets  consumer!  conflg 
ure  their  own  home  page.  "We're  very 
open  to  being  open,"  says  Sprint  pes 
Senior  Vice-President  Keith  Paglusch. 
Maybe  so,  but  if  consumers  start  to 
complain  that  wireless  systems  are  too 
closed,  regulators 


AOL S CASE 
Time  Warner  and 
AOL  say  they'll 
allow  open  access 
after  the  merger 


ts, 
print  n) 

i  no  w 
m  thei 
res.  Insl 


0  providers.  Those  slots  are  oc- 
by  high-profile  companies  such 
j  and  Bloomberg,  which  pay 
placement  fees  running  into  the 
f  millions  of  dollars.  To  visit  a 
te  that  isn't  a  preferred  content 
r,  user's  must  click  on  to  a  second 
and  press  a  "go  to"  icon,  bringing 
ther  screen  for  entering  a  Web 


might    come    off 
the  sidelines. 

■  Net  backbone: 

It  wasn't  widely 
noticed  at  the 
time,  but  open- 
ness was  a  big 
reason  for  the  Justice  Dept.  challenge  in 
June  to  the  WorldCom-Sprint  merger. 
Together,  they  would  have  controlled 
53%  of  the  Internet  backbone.  That 
made  trustbusters  fear  that  the  new 
company  would  have  the  power  to  dis- 
criminate against  rival  networks  and 
force  Net  service  providers  to  come 
knocking  on  WorldCom's  door.  "The  real 
threat,"  says  Joel  I.  Klein,  assistant  At- 
torney General  for  antitrust,  "is  that 
they  could  privatize  a  portion  of  the  In- 
ternet." Trustbusters  are  continuing  to 
watch  this  area  closely. 
■  B2B  and  B2C  exchanges:  Since  the 
beginning  of  the  year,  dozens  of  indus- 
tries ranging  from  aerospace  to  health 
care  have  announced  joint-venture  Web 


to  liny  or   ill  good    and    i  i   ice 
online.  The  i  al  Ij  incr<  a  e  efB 

ciency  i>ni  could  potenl  ially    '  ifle  com 
petition.  Some  Justice  inve  tigaton  are 

concerned,  for  example,  that  a  ticket 
vending  site  to  be  run  by  Ave  major 
airlines  could  limit  information  from  ri- 
val carriers.  Alternatively,  it  could  get 
exclusive  fare  information  from  the  five 
and  then  refuse  to  share  it  with  online 
rivals  such  as  Travelocity.com. 

How  far  are  trustbusters  willing  to 
push  the  openness  issue?  So  far,  they're 
giving  away  few  clues.  Klein  has  been 
loath  to  lay  down  hard  rules  for  when 
the  government  should  mandate  open 
access,  since  Internet  monopolies  have 
varying  degrees  of  power.  "They  can 
be  an  impenetrable  barrier,  or  they  can 
simply  create  a  hurdle,"  says  Klein. 
"One  needs  to  look  at  the  specifics." 

Those  wrords  may  offer  some  comfort 
to  the  many  companies  facing  demands 
to  open  up  their  private  property.  But 
make  no  mistake:  Trustbusters  are  more 
aggressive  about  the  issue  of  openness 
than  they  have  been  in  years.  If  things 
keep  up  this  way,  more  and  more  cor- 
porate chieftains  could  find  themselves 
reading  the  old  story  of  Jay  Gould  and 
the  Terminal  Railroad  Assn. 

By  Dan  Carney  in  Washington  and 
Mike  France  and  Spencer  E.  Ante  in 
New  York,  with  bureau  reports 
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Yes,  Steve, 

you  fixed  it. 

Congrats!  Now 

what's  Act  Two? 
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It's  10  days  before  the  July  19  Macworld  trade  show  in  New 
York,  where  Apple  Computer  Inc.  Chief  Executive  Steven  P. 
Jobs  will  once  again  try  to  wow  the  masses  with  his  P.T.  Bar- 
num-style  product  introductions.  I'm  the  reporter  he  has  anoint- 
ed to  get  an  exclusive  sneak  peek  at  this  year's  lineup  of  new  com- 
puters. Clad  in  shorts  and  a  designer  T-shirt,  he  greets  me  like  an  old 
pal,  warmly  shaking  my  hand  and  ushering  me  into  Apple's  board- 
room. Scattered  around  are  a  dozen 
or  so  objects,  each  hidden  coyly  be- 
neath a  black  shroud. 
High-tech's  premier  snowman  doesn't  disappoint.  First  comes  the 
small  stuff:  a  see-through  plastic  keyboard  and  a  sleek  mouse.  Then, 
off  fly  the  covers  from  new  versions  of  Apple's  popular  new  baby:  jobs  and 
iMac  computer — now  in  four  rich  new  colors,  including   JJoduct^the^ 
ruby  and  indigo.  Then  come^  the  climax:  an  8-inch,   powermac  G4  cube 
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WHAT  APPLE  HAS  DONE  RIGHT 


PRODUCT  DESIGN  Apple 
is  tops  at  making  eye- 
catching, easy-to-use  com- 
puters. Having  jumped 
from  3.8%  to  6%  share  in 
its  core  markets,  Apple 
hopes  to  add  a  point  or  two 
of  share  each  year  on  new 
Macs  like  the  Cube.  If  suc- 
cessful, the  company  could 
more  than  triple  sales,  to 
$20  billion  in  five  years. 


MARKETING  While  rivals 
spit  out  me-too  PCs,  Jobs 
turns  Apple  product  debuts 
into  front-page  news.  His 
ad  campaigns  are  just  as 
catchy:  The 
three- 
year- 
old 

"Think 
differ- 
ent" 


cube-shaped  Mac  that  packs  Apple's  most 
powerful  technology  into  a  clear  plastic  case 
about  the  size  of  a  toaster.  Laid  out  on  a 
table  with  cute,  baseball-shaped  speakers  and  a  flat-panel 
display,  the  cube's  design  is  a  showstopper.  "Isn't  that  beau- 
tiful?" he  gushes  like  a  dad  over  his  newborn.  "It's  the  most 
beautiful  thing  we've  ever  done."  I  overcome  my  journalist's 
restraint  and  blurt,  "Wow,  it's  great."  But  that  doesn't  satis- 
fy Jobs.  A  day  later,  he  wants  to  meet  again.  He's  not  con- 
vinced that  I  understand  just  how  insanely  great  these  prod- 
ucts really  are. 

I'm  in  the  Steve  Jobs  zone  again,  but  this  time  it  doesn't 
feel  like  his  fabled  reality-distortion  field.  The  $1,799  Mac 
Cube  has  all  the  earmarks  of  a  machine  that  might  give  Ap- 
ple's strong  growth  another  shove  uphill.  And  every  shove 
counts.  Since  returning  three  years  ago  to  the  company  he 
founded,  Jobs,  44,  has  worked  the  most  unlikely  comeback 
since  the  1969  Amazin'  Mets.  Left  for  dead  in  1997  with 
mounting  losses  and  shriveling  market  share,  Apple  is  back  to 
making  the  most  stylish  products  in  computerdom.  That  has 
propelled  its  revenues  up  17%,  to  $1.8  billion,  in  the  quarter 
reported  on  July  18.  That  fell  below  analysts'  expectations, 
driving  the  stock  down  7%  on  July  19,  to  $53.  The  stock  is 
still  up  eight-fold  since  Jobs  returned.  And  thanks  to  the 
new  products,  analysts  expect  25%-plus  revenue  growth  in  the 
year  that  ends  Sept.  30,  2001. 

For  years,  Apple  seemed  to  define  gravity.  Now  it's  de- 
fying it.  Credit  Jobs's  Midas  touch  with  design  and  mar- 
keting. Both  Dell  and  Compaq  recently  scrapped  colorful 
iMac  knockoffs  just  months  after  they  were  introduced, 
proving  that  only  Apple  knows  how  to  make  fashion  count 
when  it  comes  to  a  computer.  And,  thanks  to  the  coolness 
factor,  Apple  gets  away  with  charging  up  to  25%  more  than 
its  competitors  for  a  machine  with  similar  capabilities.  That 
helped  give  it  a  juicy  gross  profit  margin  of  29.8%  in  the  most 


campaign,  featuring  such 
creative  geniuses  as  Pablo 
Picasso,  puts  rivals'  ad  ef- 
forts to  shame.  And  the 
new  iMovie 
ads  are 
classic 
Apple — 
warm, 
fuzzy, 
and 
effective. 


EFFICIENCY  Once  tf  10 
industry's  sloppiest 
operator,  Apple  now  **:■ 
each  quarter  with  leslltr 
a  day  of  parts  and  wci- 
progress  inventory — J  i 
seven  or  so  days  for  llli 
That's  mostly  becausilt/ 
has  trimmed  Apple's  \c 
uct  line  from  15  to  5iu 
els  and  pared  back  til: 
number  of  suppliers.  I 

STEVE  Jf , 

With  his  IT 
artistic  eyl 
Jobs  has  I 
revolutione 
product  d 
with  the  iMac's  exciti 
colors  and  contours.  I- 
virtuoso  handler  of  th 
media,  he  keeps  Appl 
a  par  with  far-larger  ri 
And  his  fiery  passion 
attention  to  detail  giv< 
Apple  an  inventivenes  n 
matched  in  the  indusl 


recent  quarter,  tops  in  the  PC  s,\ 
But  then,  Apple  has  always  been  able 
ket  circles  around  its  rivals.  Only  this  time,  there's  f; 
to  Apple  than  curvy  products  and  groovy  ad  campai 
a  load  of  this:  The  company  known  for  its  ipcorrigib 
spirited,  free-spending  ways  has  become  a  master  of 
ing  efficiencies.  Jobs  has  slashed  expenses  from  $8.1  b  fk 
1997  to  $5.7  billion  in  1999  by  outsourcing  manufa  an 
dimming  inventories,  shifting  25%  of  sales  to  an  onlin 
and  slicing  the  number  of  distributors  from  the  doubl 
to  two.  That,  combined  with  the  new  products,  has  w  \\\ 
allies.  On  July  18,  three  years  after  dropping  the  Apj  ufai 
retailer  Circuit  City  Stores  Inc.  said  it  will  once  agai 
Mac  gear.  Says  ceo  W.  Alan  McCollough:  "Much  to 


credit,  Apple  has  found  its  way  again — and  then  som  h 


APPLE  IS  GROWING 
AT  A  HEALTHY  PACE... 


MOST  RECENT  FOUR  QUARTERS 
GROWTH  COMPARED  WITH 
PRIOR  12  MONTHS 


.      GROS! 
^    RECEI 
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A  PERCEN 


'DELL,  COMPAQ  SECOND  QUARTER  NOT  AVAILABLE 
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THE  CHALLENGES  FACING  APPLE 
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•  JVATION  The  R&D 
st   >oard  may  get  bare. 
killed  long-term 

h  three  years  ago. 
statfers  focus  on 
icts  due  out  within  a 
if  that  doesn't 
ge,  especially  when  it 
is  to  software  that  can 
5 to 5  years  to  percolate, 
«tii  e  may  find  itself 
Hers,  ig  behind  rivals  with 
:yEj.3rger  R&D  kitties,  such 


icrosoft  and  Intel. 


RESEARCH  TAKES 
A  BACKSEAT 


I 


APPLE'S  SPECIAL  SECTION  AT  A  SAN  FRANCISCO  COMPUSA 


96       '97 
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NEW  MARKETS  The  PC 

has  been  the  primary  Net 
access  device,  but  that 
could  change  fast  as  Web 
phones  and  other  devices 
debut.  Apple  has  shunned 


this  market  so  far,  but  ex- 
perts say  it  will  have  to  fol- 
low suit.  That  will  chal- 
lenge the  company  to 
make  money  on  cheaper, 
sub-$500  devices. 


DISTRIBUTION  Jobs  cut 
back  the  number  of  Mac 
retailers  to  a  handful  in 
1997  to  match 
declining  demand.  Now,  to 
gain  share,  Apple  needs  a 
bigger  presence.  Some  an- 
alysts say  it  should  emu- 
late Gateway  and  establish 
its  own  stores.  That  would 
cost  a  lot,  though,  and 
could  upend  its  newfound 
operating  efficiency. 

STEVE  JOBS 

If  the  Good 
Steve  has 
many 

strengths,  the 
Bad  Steve  has 
many  weaknesses.  His 
mercurial,  tyrannical 
management  style  burns 
out  seme  employees.  And 
his  hardball  tactics  with 
suppliers  could  come  back 
to  bite  him  should  Apple 
ever  take  another  tumble. 


question  now:  How  far  can  Apple  go?  Jobs  has  re- 
Apple  to  health  by  retreating  to  its  comfort  zone: 
Macs  to  consumers,  schools,  and  creative  professionals 
lish  its  style  and  ease  of  use.  Now  the  Apple  saga  en- 
irri™  chapter  of  greater  opportunity  and  monumental  chal- 
.  To  sustain  its  momentum,  the  company  must  go 
;h  the  onerous  task  of  upgrading  its  16-year-old  Mac 
re  to  the  new,  more  reliable  Macos  x  program  without 
ig  loyal  fans.  And  to  be  an  industry  leader  once  again, 
must  extend  its  innovation  lead  on  the  desktop  while 
I  beyond  the  Mac  to  make  the  appliance-like  devices 
ndheld  gadgets  people  will  want  in  the  Internet  Age. 
ed,  so  far  Apple  has  taken  only  small  steps  toward  re- 
■  ground  lost  dining  the  mid-1990s.  It  has  eked  out  a  2- 
t age-point  share  increase  in  the  U.S.  home  market,  to 


...SO  APPLE'S  STOCK  PRICE  IS 
OUTPACING  RIVALS 
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7%.  Yet  its  overall  worldwide  share  is  just  3.8%,  down  from 
its  peak  of  almost  10%  in  1993,  according  to  market  re- 
searcher Dataquest  Inc.  And  to  make  what  gains  he  has, 
Jobs  has  had  to  prop  up  short-term  fortunes  by  slashing  re- 
search and  development  from  $604  million  in  1996  to  $314  mil- 
lion last  year.  That's  just  5%  of  sales,  a  tad  more  than  rival 
Compaq  Computer  Corp.,  which  has  the  luxury  of  relying  on 
Microsoft  Corp.  for  its  costly  operating  system. 
FASHION  SLAVE?  All  told,  it's  hard  to  see  how  Apple  can 
hold  its  innovation  lead.  "The  big  thing  that  Apple  is  pro- 
viding now  is  leadership  in  colors.  It  won't  take  us  long  to 
catch  up  with  that,"  quipped  Microsoft  Chairman  William 
H.  Gates  III  last  year.  Even  Jef  Raskin,  the  ex-Apple  man- 
ager who  conceived  the  original  Mac,  isn't  terribly  optimistic 
about  Apple  returning  to  its  glory.  "I  think  they  can  remain 
what  they  are:  a  well-loved,  influential  bit  player,  the  late  Wal- 
ter Matthau  of  the  computer  industry.  But  not  the  top  star." 

Jobs  insists  it  isn't  so.  While  he  doesn't  expect  Apple  to  be 
the  overall  PC  market-share  champ  any  time  soon.  Jobs  says 
the  company  can  deliver  years  of  sizzling  growth  and  hefty 
profits.  His  goal:  to  make  top-quality  products  for  consumers, 
schools,  and  the  artsy  set — Apple's  core  buyers.  Setting  aside 
the  corporate  market,  he  aims  to  gain  1  to  2  percentage 
points  of  share  a  year;  each  share  point  is  equal  to  $1.3  billion 
in  additional  revenue.  Jobs  says  the  company V  product 
pipeline  is  bulging  with  goodies  that  will  make  this  possible  so 
there's  no  need  for  iu-l)  costs  to  skyrocket  now.  "We  may 
start  looking  at  this  next  year,  but  we're  nol  there  yet," 
says  Jobs.  "There  are  so  many  exciting  things  in  our  head- 
lights that  will  take  us  through  the  next  two  to  three  years. 
Only  after  that  will  we  start  to  send  people  out  into  the 
darkness." 

Now  that  Jobs  has  replaced  Apple's  dysfunctional  culture 
with  a  speedy  organization,  he  says  the  company  is  ready  to 
rise  to  the  next  level.  His  plan:  to  take  the  personal  computer 
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Jobs,  renowned  as  a  master  of  marketing,  has 
become  a  super-efficient  cost-cutter 
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where  it  has  never  gone  before — and  faster  than  rivals.  Un- 
like other  computer  makers,  Apple  develops  much  of  the 
the  underlying  technology,  both  hardware  and  software.  Jobs 
wants  to  exploit  this  advantage  to  rush  innovations  to  market 

quicker  than  rivals 
who  must  rely  on  soft- 
ware from  Microsoft 
and  chips  from  Intel 
Corp.  While  he  won't  give  any  details,  Jobs  says  Apple  is 
working  on  a  handful  of  Internet  appliances  that  could  start 
appearing  next  year.  And  he  intends  to  build  new  computers 
that  are  far  easier  to  use  and  that  help  people  make  the  most 
of  what  the  Net  has  to  offer — whether 
it's  making  home  movies  or  making  home 
pages. 

MAD  FOR  MOVIES.  Jobs'  announcements 
on  July  19  provide  a  peek  into  where 
Apple  is  headed.  Along  with  the  Cube,  it 
upgraded  its  HomePage  Web-site  cre- 
ation program,  which  Mac  owners  can 
use  to  easily  set  up  shop  online  and  share 
digital  photos,  resumes,  or  home  movies 
with  friends  and  family.  Apple  also 
launched  an  improved  version  of  its 
iMovie  software,  which  lets  Spielberg 
wannabes  add  slick  tricks  like  slo-mo  and 
"fade  to  black  and  white"  to  their  home 
flicks.  "We  think  desktop  movies  will  be 
bigger  than  desktop  publishing,"  says 


Jobs  of  the  market  that  put  Apple  on  the  map  in  tl 
"How  many  people  want  to  make  home  movies  com 
how  many  want  to  do  newsletters?" 

Apple  is  counting  on  such  whizzy  software  to  h 
sales  of  its  Macs.  The  Cube,  for  example,  is  aimed  at 
consumers  and  creative  professionals  who  want  it 
and  its  style  but  don't  need  to  expand  their  Mac  wit 
add-in  cards.  The  entry-level  iMac,  formerly  $999, 
start  at  $799— well  within  the  booming  sub-$l,000  mi 
the  high  end,  Apple  pumped  up  its  G4  line  with  two 
processors  and  superfast  networking.  And  the  m 
all-new  insides.  Based  on  optical  technology,  it  can 
any  surface  and  has  no  trackbal 
gummed  up  over  time. 

All  told,  Apple  execs  figure  th 
will  goose  market  share.  The  i 
already  has  jumped  from  a  3.8% 
1997  to  6%  in  the  combined  ma  I 
consumer,  education,  and  artistic  I 
sionals.  Now  Apple  execs  figure  t  | 
hit  10%  in  five  years — growing  ft 
billion  last  year  to  $20  billion.  "I 
reason  why  it  can't  get  back  t 
10%  market  share,"   says   Dor 
Lufkin  &  Jenrette  Inc.  analyst 
McDonald. 
Other 
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THE  POWERMAC  G4  CUBE 


1  THE  VENT 
ON  TOP 

When  CEO 

Steve  Jobs  want-      \_^ 
ed  a  new  Mac  for 
his  home  office  last  year, 
he  asked  Apple's  en- 
gineers to  pack         /f~ 
the  power  of 
Apple's  high-end 
G4  machine  in 
an  8-inch  square 
box — but  without 
a  noisy  fan.  So 
engineers  placed 
an  air  chimney 
through  the 
center. 


2  THE  CD  DRIVE 

Forget  skimpy-feeling 
'  CD  trays:  The  Cube  has 
a  slick,  slot-loading  drive 
on  top  for  CDs  and  DVDs. 
Works  like  a  toaster. 


3  THE  PLASTIC 

A  clear  plastic  cover 
holds  the  Cube  off  the 
desktop.  Apple  built 
special  injection  molding 
tools  to  avoid  imperfec- 
tions. "Man- 
ufacturing 
hated  us  for 
this,"  says 
Jobs. 


It's  a  15-inch,  $1,000  off- 
spring of  Apple's  22-inch, 
$4,000  flat-panel  Cinema  dis- 
play. To  eliminate  the  spaghet 
ti-wiring,  Apple  jammed  both 
the  power  and  monitor  con- 
nection in  one  cable. 


4  THE  MOUSE 

The  clunky,  round  m< 
that  came  with  the  \\ 
is  history.  This  one  is 
optical,  so  it  works  o 
surfaces,  and  there's 
trackball  to  get  gumn 
up  over  time.  Comes 
all  Macs. 

5  THE  SPEAKERS  M   I 

with  Harmon-Kardon, 
these  baseb; 
size  speaker 
complete  th< 
look. 


\%\ 
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■While  many  fund  companies  are  learning  the  ropes  of  indexing 
■consider  who  built  the  rigging.  ' 
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;,  £»*"  ""' x  «»*  '"  *,  industry,  covering  all  major  secL  of!  u^ 

|nd  bond  markets,  as  mil  as  stock  markets  around  the  world  « J  „r  . 

www.vanguard.com 


In  the  bad  old  days,  a  flowchart  of  Apple's 
operations  'looked  like  a  printed  circuit  board 
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lieve  first-year  sales  of  the  Cube  could  approach  800,000,  an- 
alysts think  that's  overly  optimistic.  Many  had  hoped  for  the 
debut  of  a  wireless  device  based  on  the  popular  Palm  hand- 
held that  would  attract  new  customers  instead  of  another 
desktop  computer  that  could  replace  older  Macs.  And  some 
critics  say  Apple  needs  to  crack  the  lucrative  $80  billion  cor- 
porate market,  which 
accounts  for  nearly 
40%  of  all  PCs  sold. 
That's  something  Jobs 
says  he  won't  try  because  corporate  buyers  are  more  inter- 
ested in  low-cost  Pes  than  in  nifty  features — Apple's  forte.  By 
selling  to  Mac  loyalists,  "it'll  be  a  big  year  for  them  in  market 
share,"  says  Salomon  Smith  Barney  analyst  Richard  E.  Gard- 
ner. He  looks  for  Apple  unit  sales  to  grow  34%,  vs.  15%  for 
the  PC  industry.  "But  from  here  on  out,  gaining  share  gets 
tougher." 

Still,  Apple  can  now  go  keyboard-to-keyboard  with  PC  ri- 
vals when  it  comes  to  nuts-and-bolts  management.  It's  a 
startling  notion  when 
you  think  back  on 
Jobs's  past.  In  the 
1970s  and  '80s,  he  was 
Apple's  twentysome- 
thing  chairman — infa- 
mous for  temper 
tantrums  that  earned 
him  a  reputation  as 
the  enfant  terrible  of 
the  computer  industry. 
He  squirreled  the 
Macintosh  team  away 
in  a  skunkworks  that 
flew  a  pirate's  flag 
while     lavishing     its 


STEVE  JOBS'S  UNFINISHED  BUSINESS  ^ 

Apple  has  been  winning  back  U.S.  market  share  since  1997.  Still,  it's 

nowhere  near  its  peak  as  a  leader  in  home  and  education  products. 

(All  based  on  U.S.  unit  sales) 
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staffers  with  massages        "I..]!:** __. 

and  beer  busts.  After 
being  booted  from  Ap- 
ple, he  spent  an  eye- 
popping  $250  million  of 
investors'  money  on 
his  second  startup, 
NeXT  Computer  Inc., 
but    only    sold    about 
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to  just  a  handful  that  share  common  components.  E 
adding  the  iMac,  new  Powerbook  laptops,  and  t 
sub-notebook,  the  company  tries  to  use  the  same  t( 
in  all  three.  And  Apple  has  just  a  few  hundred  peo 
ing  on  its  Macos  x  software.  That  compares  with 
sands  of  Microsofties  that  developed  Windows  98. 
ference:  Apple  focuses  on  key  features — sa 
playback — rather  than  throwing  in  all  the  bells  and 
"We  have  a  true  focus  on  shipping,"  says  softwai 
Vice-President  Avie  Tevanian.  "Everyone  here  wo 
deadline  that's  not  too  far  off,  usually  within  a  yeai 
DAUNTING  TASK.  The  most  striking  change  has  beer 
ations.  When  Jobs  took  over,  Apple  ended  each  qua 
some  70  days'  worth  of  finished  products  sloshinj 
its  factories  and  warehouses,  a  $500  million-plus 
profits  that  was  the  worst  in  the  industry.  Job: 
streamlined.  He  outsourced  manufacturing  of  half  o 
products  to  contractors  who  could  do  it  far  more  e 
say  analysts.  That  got  inventory  down  to  about  a 

early  1998. 
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Jobs  sunk  $60  million 
of  his  own  fortune  into 
Pixar  Animation  Stu- 
dios before  it  hit  the 
jackpot  with  the  com- 
puter-animated films 
Toy  Story  and  A  Bug's 
Life. 

Yet  today,  Jobs  is  a 
steady  day-to-day 
manager  who  toes  the 
bottom  line. 
a  cost-cutter.  In  his 
first  few  months  back 
at  the  helm,  Jobs 
slashed  Apple's  mind- 
boggling  lineup  of  15 
product  families  back 
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very  fast  one. 
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knew  he  woult 
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agement  nij 
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five  different 
iMacs. 

Cook  was 
time.  In  hi 
month  on  the 
outsourced  pr< 
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Lincoln  LS.  Motor  Trend's  first  global  Car  of  the  Year. 

For  more  information  or  to  schedule  a  test  drive,  visit  www.lincolnvehicles.com  or  call  877  2DriveLS  (237-4835). 
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LINCOLN.   AMERICAN  LUXURY. 

Motor  Trend 
■    Car  of  the  Year 


Jobs  has  managed  to  impose  total  secrecy  on  a 
company  where  leaks  used  to  be  rampant 


Cover  Story 


do  with  nine  regional  sites.  With  fewer  places  for  stuff  to  sit, 
the  less  stuff  there  would  be,  he  reasoned.  "If  you  have 
closets,  you'll  fill  them  up,"  says  Cook. 

Simplicity  was  the  key.  Cook  trimmed  Apple's  list  of  key 
suppliers  from  more  than  100  to  just  24.  That  further  eased 
the  job  of  keeping  track  of  all  the  parts  used  in  Apple's 

products.  And  since  it 
meant  more  business 
for  each  supplier,  Ap- 
ple wielded  more  in- 
fluence with  each — and  better  prices.  Finally,  his  team 
scrapped  an  off-the-shelf  software  program  for  managing 
manufacturing  and  inventories  that  had 
been  limping  along.  Instead,  Apple  de- 
vised its  own  build-to-order  system  for 
handling  online  purchases. 

It  has  worked  beautifully.  Pundits 
snickered  when  Jobs  predicted  Dell-like 
online  efficiency  at  a  1997 


COMPUTER  DESIGN 
ACCORDING  TO  JOBS 


event.  "We're  coming  af- 
ter you,  buddy,"  Jobs 
said,  referring  to  founder 
Michael  Dell.  Today,  Ap- 
ple's online  store  is  ship- 
ping 75%  of  orders  on 
the  day  they're 
placed,  up  from  5% 
for  the  Apple  of  old.  "That's  as  good  or 
better  than  Dell  or  Gateway,"  says  Sa- 
lomon Smith  Barney  analyst  Gardner. 

But  Cook's  biggest  claim  to  fame  is 
getting  the  inventory  of  parts  down  to 
less  than  a  day — obliterating  the  record 
in  an  industry  where  weeks  or  even 
months  is  the  norm.  One  reason:  Apple 
has  persuaded  key  suppliers  to  set  up 
shop  close  to  Apple  facilities,  for  just-in 
time  delivery.  Another  benefit  of 
the  new  system:  The  entire  pro- 
duction process  has  dropped 
from  almost  four  months  to 
just  two,  so  Apple  can  more 
quickly  move  to  the  latest,  ( 
fastest  parts. 
SUPPLIER  HARDBALL.  It's 
not  all  logistical  rocket  science  that  has 
made  this  possible.  Jobs's  hardball  busi- 
ness tactics  have  played  a  role,  too.  In 
1998,  for  example,  Jobs  decided  that  Air- 
borne Logistics  Services,  a  division  of 
Airborne  Express  that  maintained  a 
parts  warehouse  for  Apple  in  Grove 
City,  Ohio,  wasn't  delivering  spare  parts 
quickly  enough.  According  to  Jeff  Cooke, 
who  ran  Apple's  customer-service  de- 
partment at  the  time, 
Jobs  ordered  him  to  find  a 
replacement  for  ALS. 
When  Cooke  resisted,  cit- 
ing concerns  that  ALS 
would  sue  for  breach  of 
contract,  he  says  Jobs  told 
him  that  "there  won't  be 
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1984  MACINTOSH  Jobs  drove 
the  development  of  the  Mac, 
which  integrated  the  monitor,  a 
mouse,  and  the  graphical  user 
interface,  among  other  firsts,  into 
a  computer  that  actually  was 
loveable. 

1988  THE  NEXT  COMPUTER 

Three  years  after  being 
kicked  out  of  Apple,  Jobs 
unveiled  the  computer  he 
thought  would  be  all  that 
the  Mac  wasn't.  It  was  a 
sleek  black  12-inch  cube 
with  serious  power.  Alas, 
it  was  too  pricey,  at  $6,500 


f       ^->.     re*ur 


1998  iMac  Jobs  capped  off  his 
return  to  Apple  with  the  iMac,  a 

translucent  blue  showstopper 
with  a  futuristic,  conehead- 
like  shape.  It  was  made  for 
the  Web,  with  built-in  net- 
working, no  floppy  drive, 
and  just  two  cords  to  plug  in. 

1999  iBook  It's  the  mod,  mobile 
version  of  the  iMac.  The  clear, 
clamshell  case  is  a  standout  with 
a  handle  made  for  easy  toting. 
While  some  465,000  have  been 
sold,  analysts  say  it  hasn't  quite 
been  the  hit  Apple  had  hoped  for. 

2000  POWERMAC  CUBE  After 
Apple  came  out  with  a  slick  22- 
inch  flat  panel  display  in  1998, 
Jobs  wanted  a  powerful  G4'  PC  to 
go  with  it — but  only  if  size  and 
noise  were  reduced.  He  decided 
on  a  cube  while  engineers  finagled 
keeping  the  machine  cool  without 
a  noisy  fan. 


any  lawsuit.  Just  tell  them  if  they  f—  with  us,  they 
get  another  f— ing  dime  from  this  company,  ever, 
recalls.  Jobs  says  he  does  not  remember  making  the  o 
but  confirms  that  he  was  determined  to  drop  ALS. 

Sure  enough,  Apple  became  embroiled  in  a  laws 
ALS,  which  was  settled  in  mid- 1999.  Cooke  resign 
just  100  days  at  Apple.  "My  stock  options  would  be  w* 
million  had  I  stayed,  but  I  knew  I  couldn't  have  stood 
he'd  have  fired  me  anyway,"  says  Cooke.  If  some 
methods  are  distasteful,  they  do  get  results.  After 
ALS,  Apple  gave  its  spare-parts  business  to  PC  Servic] 
and  demanded  it  slash  the  inventory  by  75%  in  a 
weeks,  says  former  PC  Servic 
ceo  Mark  Hilz,  now  head  of 
real  estate  management  company 
got  very,  very,  very  results-orien 
Jobs  got  back  there,"  says  Hilz 
Steve  Jobs,  there's  zero  toler 
not  performing." 

Can  Apple  really  be  that  mue 

than  its  rivals?  To  be  sure,  it  ha; 

vantage.  The  company  churned 

half  as  many  machines  as  Dell 

their  most  recent  quarters.  What 

some  industry  veterans  wonder 

is  creating  the  illusion  of  near- 

ventory  by  refij 

take  delivery 

at  quarter's  e 

by    pushing 

goods  out  to  r 

on     the     othe 

"They 'probably 

lot  more  than 

worth  of  parts 

middle  of  the  quarter  and  do  soi 

ance-sheet  dressing  at  the  end  t 

it  look  like  that,"  says  one  Wall 

analyst.  Cook  denies  this  is  ever 

ble.  And  most  analysts  could  ca: 

given  how  well  Apple  is  operatir 

Jobs  now  runs  every  aspect 

company  with  a  quintet  of  trust 

executives — all  of  them  handpic' 

him  except  for  C 


nancial  Officer  F  I 
Anderson,  the  lo:  I 
vivor  of  the  pi  I 
regime.  Jobs  c  ' 
stripped  out  vest  I 
bureaucracy,  elim 
the  chief  adminis  I 
officer  and  chiei  j 
nologist.  Now,  each  exec  is  resp  I 
for  everything  related  to  his  sp  I 
rather  than  a  narrow  product  gr  I 
market  segment.  Hardware  chi  | 
Rubinstein,  for  example,  can  mat 
every  new  Mac  is  built  with  parj 
can  be  leveraged  across  as  many 
as  possible. 

This  tight-knit  management 
ture  is  crucial.  Since  almost  all 
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with  a  company  that  always  gives  more  than  you  expect,  turn  to  WaL. 
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Any  company  that  relies  on  the  instincts  and  p< 
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cisions  are  made  at  Monday  morning  execu- 
tive committee  meetings,  it's  easy  for  various  parts  of  the 
company  to  work  closely  together.  And  it  lets  Jobs  easily 
impose  his  perfectionism  on  everything  the  company  pro- 
duces, from  press  releases  to  software  to  new  pes.  Says 
hardware  chief  Rubinstein:  "We  don't  sit  around  talking 
about  how  to  drive  up  the  stock  or  how  to  stick  it  to  the 
competition.  It's  always  about  the  products." 

Apple's  success  in 
the  consumer  market 
is  attracting  renewed 
interest  from  comput- 
er-industry players.  That's  a  big  turnabout  from  just  three 
years  ago  when  companies,  from  PC  game  developers  to  re- 
tailers, had  decided  the  Mac  platform  wasn't  worth  pursuing. 
Mousemaker  Logitech,  which  made  almost  no  Mac  products 
two  years  ago,  now  has  Mac  versions  of  almost  every  model, 
says  ceo  Guerrino  DeLuca.  Microsoft,  which  invested  $150 
million  in  Apple  in  1997,  confirmed  its  commitment  on  July  19 
by  announcing  a  new  Mac  version  of  its  Office  desktop  pro- 
ductivity suite.  It's  similar  with  other  software  developers. 

Oh  sure,  major  obstacles  remain.  The  biggest:  making 
the  transition  to  the  new  Macos  x.  It's  a  necessary  step — 
maybe  the  biggest  upgrade  of  the  Mac  os  since  it  rocked  the 
computer  world  in  1984  with  its  graphical  user  interface. 
Based  on  the  NeXTStep  program  purchased  when  Apple 
bought  Jobs's  NeXT  Computer  Systems  in  1997,  Macos  x  is 
designed  to  make  Macs  crash  far  less  often  and  let  them 


speedily   d  \ 
than  one  th|g> 
time.  Plus,  iat 
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COOK:  HE  KEEPS  IT  SIMPLE 


Macos    x, 
whooshes 
tiny    icon 
bottom     .< 
screen  rath  I 


simply  disa] 
and  leaving  the  user  wondering  how  to  get  it  back 

Still,  there  are  as  many  risks  with  the  Macos  X  as  | 
tages.  For  starters,  many  observers  doubt  it  will  b 
by  the  January  deadline  Apple  announced.  Apple  aire  I 
missed  a  summer  target  date.  And  while  Apple  has  vov  aperii 
it'll  retain  most  of  the  feel  so  beloved  by  Mac  loy; 
adds  a  three-dimensional  look  that  changes  the  way  y 
gate  between  programs — which  could  alienate  the 
Even  if  successful,  Macos  x  won't  reestablish  the  huge  llai  tu- 
ple used  to  have  in  ease  of  use.  Indeed,  Microsoft  plan 
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IF  THE  PC  DOESN'T  CHANGE,  IT'LL  GO  THE  WAY  OF  THE  DO 


tryh> 
us — incli 


utl'tor 
view.  Making  the  iMac  wor 
noisy  fan  is  not  just  fit-and  tor, 
hard-core  engineering.  If  p«  ortvai^ 
Apple's  success  is  based  on 
ored  iMacs  that  sell  becaus 
colors,  they're  not  seeing  tl 
ry.  Take  the  Cube.  There  is 
PC  company  in  the  world  th  §», 
have  designed  the  Cube.  TI 
have  the  engineering,  nor  d  L  wid 
the  design  talent.  *the  \ 

foil . 

Q:  How  can  Apple  stay  ahe  om  the 
Wintel  industry  that  includ 
Intel,  and  all  those  PC  mak  tnyt 
A:  What  I  observed  early  oi  •?,„„, 
reer  is  what  can  be  done  if  y^ 
the  right  people.  With  most  iyrij 
life,  the  difference  between  dot?n't 
and  the  worst  is  maybe  30*3  odn  \;-( 
But  when  we  created  Appk  aver, 
that  [co-founder]  Steve  Woz  ione.  \ 
least  25  to  50  times  better  1 01  be  n 
erage.  It's  hard  to  put  a  mu  fj|  stjj 
because  sometimes  such  pec 
things  that  no  amount  of  av  jft(se  ( 
pie  could  do.  And  I  think  thj(;,  ,s 
we've  built  here. 


Steven  P.  Jobs  has  done  what  many 
said  was  impossible:  He  has  put 
the  pizzazz  back  into  Apple  Com- 
puter Inc.  With  his  flair  for  design  and 
his  marketing  panache,  Jobs  has  pro- 
pelled Apple's  revenue  growth  to  17%  in 
the  latest  quarter — second  only  to  Dell 
Computer  Corp.  And  the  Apple  co- 
founder  sees  nothing  but  better  times 
ahead.  Is  he  right?  Jobs  lays  out  his 
thinking  in  an  interview  with  Silicon 
Valley  correspondent  Peter  Burrows. 

Q:  You've  been  back  at  Apple  for  three 
years  now,  and  the  company  is  once 
again  healthy.  Now,  you're  expanding 
the  product  line  and  distribution.  And 
you've  said  the  company  is  looking  into 
new  product  areas.  Is  Apple  going  for 
big-time  growth  again? 
A:  This  is  about  Apple  hitting  its  stride. 
High-performance  organizations  take 
time  to  mature,  but  once  you  get  there 
it's  really  great.  I  think  Apple's  enter- 
ing a  wonderful  decade  where  it's  going 
to  make  some  major  contributions 
again. 

Q:  How  much  bigger  can  the  company 
become? 
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A:  We  have  about  6%  market  share 
now  [excluding  the  business  market, 
where  Apple  doesn't  compete].  If  it's 
only  6%  now,  that  means  we  only  have 
to  convince  another  6%  of  PC  buyers  to 
buy  from  us  and  we  can  double  the  size 
of  our  company.  That's  exciting. 

Q:  Apple's  recovery  has  been  about  a 
return  to  its  original  strengths:  product 
desig7i  and  marketing.  Is  there  any- 
thing the  world  doesn't  get? 
A:  I've  seen  Microsoft  praised  for  the 
way  they  continuously  improve  their 
products — how  even  if  they  don't  get  it 
right  the  first  time,  they  just  keep  com- 
ing. Well,  I  think  we  deserve  some  of 
that  praise.  There's  just  no  relief 
around  here,  we  just  keep  coming.  To 
execute  like  we  have  been  and  bring 
out  a  major  new  product  or  initiative 
every  nine  months  is  just  amazing  to 
me. 

Q:  You  cut  long-term  research  when 
you  arrived.  But  some  observers  say 
that  Apple  is  getting  by  on  the  strength 
of  slick  design  and  marketing,  and  that 
it's  not  sustainable. 
A:  That's  not  a  very  insightful  point  of 


i  better 

"Hi 


Q:  Isn't  a  PC  just  a  PC? 


mini 


pi *  man,  Steve  Jobs,  is  vulnerable 


b  consumer  version  of  Windows  in  September.  "Macos 

;eeps  Apple  up  wit h  the  status  quo,"  says  Raskin. 

tier  potential  glitch  for  Apple:  a  paucity  of  retail  outlets. 

-  to  expand  distribution  if  it  hopes  to  roach  out  beyond 

tans.  Apple  now  has  only  1 1  ,(MK)  outlets,  compared  with 

it  its  peak  three  years  ago.  And  it  has  gone  all-out  to 

is  ■  the  buying  experience  at  chains  such  as  Sears  and 

s  i  i  5A,  including  sending  out  armies  of  Apple  staffers  to  tidy 

in  aisles.  Yet,  market  researcher  Allison  Boswell  of  The 

'  Report  says  that  Mac  sales  at  these  major  chains 

ical    igged  in  recent  quarters.  Sales  at  Apple-only  boutiques 

a  winhe  online  store  have  picked  up  the  slack. 

(,  t  BOYS.  Some  analysts  are  calling  on  Jobs  to  imitate 

hes  ier  Gateway  Inc.  by  opening  its  own  stores.  Apple  has 

>aby  steps  in  that  direction.  At  a  CompUSA  store  in 

n  oiwn  San  Francisco,  Apple's  business  jumped  from 

35%  of  sales  after  Apple  set  up  a  special  Mac  section 

Jiappybercafe  outfitted  with  iMacs.  Apple  denies  there 

ns  to  build  Apple-only  stores  of  its  own,  but  CFO 

ixaskon    does    say    that     ^^^^^^ 

nil  be  going  to  do  what's 

ealre&ry  to  improve  the 

experience." 

c  loyal  is  determined  to  stick 

rayra  strategy    that    has 

Apple  back  this  far — 

has   his  personal 

ipkson  it.  Rarely  has  a 


it  in 


:ry  has  been  in  a 
rs — including  us,  un- 
lut  there's  tremen- 
nity  for  innovation, 
horizontal  model 
it-and-l  lustry  [in  which  PC 
r,  If  pet  oftware  from  Mi- 
iedonjihips  from  Intel 
ise  their  own]  may 
better  days.  That 
here  is  when  it's  all  about 
orldtH  iking  out  boxes.  But 


lbe.Tb 


y  company  left  that 
I  lie  widget.  We  can  take  re- 
)r  the  whole  user  experi- 
j're  in  a  time  when  people 
iik«}om  their  PCs. 


il 


company  been  more  the  product  of  one  man  than  Apple.  His 
style  permeates  even  the  company's  iMac  factory  in  Bmgapnmg, 
where  huge  "Think  different"  potters  featuring  Jobs's  personal 
heroes  such  as  Einstein  and  Bob  Dylan  hang  from  the  ceiling. 
Jobs  has  even  managed  to  impose  his  insistence  on  total  se- 
crecy at  a  company  where  leaks  were  once  rampant.  When  a 
Web  site  called  Mac  os  Rumors  got  close  to  breaking  news  of 
the  Cube,  Apple  threatened  to  sue.  Indeed,  only  a  few  hun- 
dred of  Apple's  10,000  staffers  had  heard  of  the  machine 
when  Jobs  took  the  stage  for  his  July  19  keynote.  "We  have 
cells,  like  a  terrorist  organization,"  laughs  Rubinstein.  "Every- 
thing is  on  a  need-to-know  basis." 

But  with  so  much  of  its  future  resting  on  the  power — and  in- 
stincts— of  one  person,  Apple  is  vulnerable.  What  if  Jobs  gets 
distracted  or  falls  off  his  game?  While  he  has  guessed  right  of 
late,  he  hasn't  always  been  perfect.  He  was  ousted  from  Apple 
in  1985  in  part  because  his  original  Mac  couldn't  be  expanded. 
His  cube-shaped  computer  at  NeXT  was  one  of  the  great  bombs 
in  high-tech  history.  And  now,  his  new  Cube  is  as  much  a 
product  of  his  personal  taste  as  any 
he  has  done.  "There  have  been  two 
products  that  really  brought  a  smile 
to  Steve's  face:  the  iMac  and  the 
Cube,"  says  Anderson.  If  Jobs  can 
keep  clicking  on  all  the  keys,  there 
will  be  plenty  of  reasons  for  Mac  fans 
and  investors  to  grin,  as  well. 

With  Jay  Greene  in  Seattle 


hard  to  name  another  area  of 
human  purchase  where  it's  not — 
in  cars,  in  houses,  even  in  spous- 
es! It's  not  the  only  considera- 
tion, but  it's  a  very  important 
one And  everyone  else  is  re- 
treating because 
they've  failed. 
We're  the  only 


early  or  i 

lone 

fbe  ;lW 
1  App^ 


ii  s  n; 


JOBS  ASSERTS 
THAT  NO  OTHER 
COMPANY 
COULD  HAVE 
MADE  THE  CUBE 


the  talk  that  we're  enter- 
era  where  people  will  use 
if  j  appliances  ttiat  do  one 
it  her  tfian  a  PC? 
I  loesn't  change,  it'll  go  the 
odo  bird  and  the  dinosaur. 
a  very  clear  sense  of  what 
\Voaf  lone.  And  while  we  agree 
rt.  11  be  planets  around  the 
un  nil  still  be  at  that  center. 


pen 

n  sense  that  if  any  company 

Mi  of  its  CEO,  it's  Apple — 

'keting  to  the  products. 

f  what  Apple  does  comes 

inches? 


A:  We  are  always  having  big  drawn-out 
meetings  about  what  is  important  and 
what  is  enduring.  You  can't  believe  the 
number  of  times  we've  talked  about  in- 
formation appliances,  for  example,  and 
whether  that's  a  market  we  should  get 
into.  But  so  far,  we've  decided  it's  bet- 
ter to  do  a  $799  iMac  vs.  a  $499  iOpen- 
er  that  nobody's  going  to  be  happy 
with. 

Q:  Dell  and  Compaq  have  recently  an- 
nounced that  they  will  discontinue 
iMac-like  pes.  Some  analysts  have  tak- 
en that  to  mean  that  there's  just  not  a 
big  market  for  PCs  with  slick  designs — 
Apple's 
specialty.  ' 

A:  Yeah,  we've  heard.  I  guess  fashion  is 
going  out  of  fashion.  But  Apple  really 
does  believe  design  is  important.  It's 


one  with  the 
necessary  engi- 
neering and  the 
necessary  de- 
sign skills — and  the  courage — to  pioneer 
new  classes  of  computers.  It  looks  easy, 
but  it's  not. 

Q:  How  would  a  breakup  of  Microsoft 
affect  Apple? 

A:  The  amount  of  time  we've  spent 
talking  about  that  is  about  a  half-hour. 
I'm  totally  serious.  We're  not  going  to 
win  or  lose  based  on  how  they  or  any 
other  competitor  does.  It'll  be  based  on 
how  we  do. 

Q:  Matt  Drudge  recently  reported  that 
Disney  was  thinking  about  buying  Ap- 
ple and  Pixar,  and  that  you  would  be 
groomed  to  replace  ceo  Michael  D.  Eis- 
ner. Any  plans  to  leave? 
A:  That  again!  All  I  can  say  is  that  if 
they're  planning  something,  they 
haven't  told  me  about  it. 
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MEDICINE 


I  CAN  SEE 
CLEARLY  NOW 

Bioengineered  corneas  could  become  commonplace 


For  James  Beebe,  being  able  to  play 
a  hand  of  poker  with  friends  is  just 
this  side  of  a  miracle.  Two  years 
ago,  the  78-year-old  resident  of  Brook- 
ings, Ore.,  could  not  recognize  faces 
from  a  distance,  walk  up  stairs,  or  read 
the  numbers  on  a  playing  card.  His  vi- 
sion had  gone  from  20/20  to  20/200  in 
eight  years,  after  his  corneas  were  dam- 
aged by  medicine  taken  to  control  his 
glaucoma.  Today,  his  vision  is  20/40 — 
and  he  is  looking  out 
through  one  of  the  first 
corneas  to  be  grown  in  a 
petri  dish. 

Two      groups      of     re- 
searchers, in  California  and 
Taiwan,  have  just  reported 
that  they  have  given  eye- 
sight to  the  blind  by  im- 
planting laboratory-grown 
corneas.    In    separate    re- 
ports, 10  of  14  patients  at 
the  University  of  California 
at  Davis  Medical  Center 
and  six  patients  at  Chang 
Gung  Memorial  Hospital 
in  Taipei,  all  with  severe- 
ly damaged  corneas,  had 
their  eyesight  completely 
or  partially  restored  with 
bioengineered  eye  tissue. 

Although  the  researchers 
note  that  the  technique 
needs  much  refinement  be- 
fore it  achieves  widespread 
application,  their  success 
holds  out  hope  for  tens  of 
thousands  of  patients  around  the  globe 
afflicted  with  damaged  corneas. 
NOT  SCIENCE  FICTION.  Perhaps  more  im- 
portant, the  films  of  corneal  tissue  grown 
in  Taiwan  and  California  mark  another 
step  forward  in  growing  bioengineered 
replacements  for  damaged  or  worn-out 
body  parts.  After  20  years  of  painstaking 
research,  tissue  engineering  is  moving 
out  of  the  realm  of  science  fiction:  In  the 
past  two  years,  lab-grown  skin  and  car- 
tilage have  become  commercially  avail- 
able, and  scientists  are  testing  bio- 
engineered pancreatic  cells,  bones,  and 


urethras  in  humans.  Organs  as  complex 
as  hearts  and  livers  are  in  development, 
while  the  cornea  work  raises  the  possi- 
bility— many  years  away — that  an  en- 
tire eye  could  be  grown  in  a  lab.  "Al- 
though other  groups  have  been  doing 
work  on  growing  an  eye,  this  is  much 
more  visible,  with  very  promising  clinical 
results,"  says  Robert  S.  Langer,  a  chem- 
ical engineering  professor  at  Massachu- 
setts Institute  of  Technology  and  a  pio- 


the  U.S.,  40,000  such  procedures 
done  each  year.  But  chemical  and  j 
ation  burns,  severe  allergic  respo 
tumors,  and  infectious  diseases  cor, 
to  the  developing  world  can  damagj 
eye  so  badly  that  those  stem  cell! 
killed  off.  The  eye  can  no  longer  I 
itself  and  gradually  becomes  so  sa 
and  cloudy  that  vision  is  obliterate 

For  10  years,  Dr.  Ivan  R.  Sci 
and  Dr.  R.  Rivkah  Isseroff  at  uc-1 
and  a  team  led  by  Dr.  Ray  Jui-J 
Tsai  in  Taiwan  have  been  workir 
coax  the  stem  cells  into  growii 
cornea  in  the  lab.  The  California  g 
reported  its  success  in  the  July 
of  the  journal  Cornea,  and  the  Ta 
group  in  the  July  13  issue  of  The 
England  Journal  of  Medicine. 

The  key  to  their  success  lay  id 
material  used  to  encourage  growtl  f 
seroff  says  various  media  were  j  I 
including  epithelial  cells  and  coll  E 
shields.  The  researchers  even  trieJ  I 
tivating  stem  cells  on  the  insia  f 


GROWING  A  NEW  CORNEA 


Two  teams  of  scientists  have  come  up  witl 
way  to  use  lab-grown  tissue  to  repair  dami 
to  the  cornea,  the  transparent  tis\  I 
on  the  front  of  the  I " 


DATA:  NEW  ENGLAND  JOURNAL  OF  MEDICINE 


neer  in  the  tissue  engineering  field. 

Although  the  cornea  is  only  a  small 
part  of  the  eye,  it  is  one  of  the  most 
easily  damaged.  Sometimes  called  the 
eye's  window,  it  is  a  clear  tissue  that 
sits  over  the  retina,  bending  and  focus- 
ing light  rays  to  the  back  of  the  eye.  In 
a  healthy  eye,  the  cornea  is  constantly 
replenished  by  corneal  stem  cells  in  a 
surrounding  region  called  the  limbus. 

Corneal  transplants  using  a  healthy 
section  of  limbus  are  commonplace:  in 


contact  lenses.  Schwab  finally  hit  on 
amniotic  membrane,  which  envelops 
tuses  in  the  womb.  The  membrane,  i 
posed  primarily  of  collagen,  doesj 
trigger  an  immune  response  and  pr| 
bly  contains  growth  factors  from 
amniotic  fluid,  says  Isseroff.  "But 
really  don't  know  why  it  works," 
admits.  "It's  a  bit  of  serendipity." 

At  any  rate,  the  researchers  fo 
that  the  membrane,  harvested  from  \ 
mothers,  was  the  perfect  soil  for 
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You  may  need  a  diagram.  Or  a  graph.  Or  a  full-color 
flowchart  that's  totally  stunning. 


I 

Microsoft 

VisiO2000^ 


You  excel  at  numbers.  You're  a  whiz  with  words.  And 
now  the  ability  to  transform  complex  ideas  into 
clear,  intuitive  diagrams  is  only  a  phone  call  away. 
With  Microsoft*  Visio1*  2000  on  your  desktop,  your 
business  communication  skills  are  about  to 
explode  off  the  charts.  Microsoft  Visio  2000  is 
the  visual  language  of  business.  The  perfect 
complement  to  Microsoft  Word  and  Excel.  The 
natural  tool  to  use  when  you  want  to  show 
and  tell.  Stay  ahead  of  the  curve.  Open  the 
eyes  of  your  organization  to  the  power  of 
the  Microsoft  Visio  2000  editions.  For  more 
information  and  to  order  your  trial  CD, 
go  to  www.microsoft.com/go/visio  or  call 
800. 24. VISIO  (800.248.4746). 


A  GROWTH  FUND  WITH 
BLUE  CHIP  PERFORMANCE 


T.  Rowe  Price  Blue  Chip  Growth  Fund  (TRBCX)  invests  in  today's  lead 
ing  growth  companies  as  well  as  those 
with  the  ability  to  become  tomorrow's 
industry  leaders.  These  blue  chip  com- 
panies can  offer  you  excellent  long-term 
capital  appreciation  potential. 

The  fund's  strategy  has  proven  effec- 
tive. As  the  chart  indicates,  the  fund 
has  outperformed  its  Lipper  Category 
Average  over  time.  Of  course,  past 
performance  cannot  guarantee  future 
results.  No  sales  charges. 


Performance  Versus  Competitors 

Average  Annual  Total  Returns  as  of  3/^1/00 

■  Blue  Chip  Growth  Fund 

D  Lipper  Large-Cap  Core  Funds  Average 


24.42%    23.93% 


1  year 


5  years  Since  inception' 


IWIMUI  MM] 


Call  for  your  investment 
kit  including  a  fund 
profile  or  prospectus 

1-800-401-4585 

www.  troweprice.  com 


Invest  With  Confidence® 

T.RoweRice 


cm 


*Fund  inception  date:  6/30/93-  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions. 
Investment  return  and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at  redemption  than  at  original  purchase. 
(Source  for  Lipper  data:  Lipper  Inc.) 

For  more  information,  including  fees  and  expenses,  read  the  fund  profile  or  prospectus  carefully  before  investing.  T.  Rowe 
Price  Investment  Services,  Inc.,  Distributor.  bcgos-iww 


More  than  just  a  telescope... more  than  just  a  microscope. 
lipiSCOpG     (the  complete  vest-pocket  optical  system) 

Still  only  $59® 

'But  read  this  ad  for  an  even  better  deal! 

Remove  the  Episcope™  from  its  fitted  leather  case 
and  it's  a  30-power  microscope.  A  twist  of  the 
wrist  converts  it  to  a  3x  telescope,  or  a  unique  3x  tele- 
scope-loupe. Another  twist,  and  you  have  a  choice  of 
magnifiers   and   loupes:   5x,    lOx,   and    15x   powers. 

The   Episcope™,   only  2"   long,   was   developed   in 
Wetzlar  (Germany),  the  home  of  world-famous  Leica 
cameras;  it's  now  being  made  by  one  of  Asia's  finest 
lens  makers.  The  optics  are  superb:  brilliant  luminosity, 
needle-sharp   focus,   absolute   planarity,   total    .  Eiw  at  its  higlwst  magnification  of 
chromatic   correction,   and    fully   anastigmatic.    30x,  the  Episcope  ™  resohvs  as  dis- 

The  Episcope™  is  the  first  choice  of  geologists,  biologists,  &«%  as  a  ty  laboratory  microscope,  yet 
physicians,  numismatists,  philatelists,  engineers,  and  just  il  is  ™lV  2"  *»«■  M  °Ptical  mirack! 
anybody  who  likes  to  see  the  infinite  detail  in  his/her  surroundings.  It  comes  with  a 
plastic  "tripod"  for  extended  observations  at  15x  or  30x  magnifications. 

*And  here  is  the  "even  better  deal":  Buy  two  Episcopes  for  $119.90  and 
we'll  send  you  a  third  one,  with  our  compliments — absolutely  FREE! 

You  may  order  by  toll-free  phone,  by  mail,  or  by  fax  and 
pay  by  check  or  Visa/MasterCard.  Please  give  order 
number  #1062F711.  Add  $4.95  for  ship. /ins.  and  sales  tax 
for  CA  delivery.  You  have  30-day  refund  and  one-year 
warranty.  We  do  not  refund  postage.  For  customer  service 
or  wholesale  information,  please  call  (415)  643-2810.     2360  Third  St.,  San  Francisco,  CA  941 07 


(p  Order  by  toll-free  phone:  (800)  797-7367  or  (fastest!)  by  fax:  (415)  643-2818  © 
Visit  Our  website  at  iviozv.haverhills.com 


ing  corneas.  If  the  patient  had  o 
damaged  eye,  a  few  stem  cells  wi 
tracted  from  the  healthy  eye.  I 
and  Schwab  also  treated  four  p: 
with  damage  to  both  eyes,  in 
Beebe.  In  those  cases,  stem  eel 
removed  from  a  closely  related  c 
DIFFERING  APPROACHES.  The  two 
differed  slightly  in  the  way  they  t 
the  harvested  cells.  Tsai  seeded  th 
cells  directly  onto  a  sterile  an 
membrane,  while  Schwab  and  L 
first  let  them  multiply  in  petri 
and  then  placed  them  on  the  mem 
That  way,  additional  cells  were 
able  for  later  use.  Whichever  tl 
proach,  in  two  or  three  weeks 
groups  grew  a  layer  of  tissue  five 
cells  thick  and  an  inch  across.  Tl 
entists  could  then  cut  out  a  piece 


NEW  DEAL:  Transplayit  patient  B 
is  back  in  the  poker  game 


bioengineered  tissue  and  stitch  it 
the  patient's  eye. 

The  patients  received  general 
thesia  while  the  tissue  was  stitch 
place  and  wore  a  patch  for  ab 
week  while  it  healed.  Within  a 
the  eye  was  covered  with  new  © 
cells,  and  vision  improved.  In  th 
wan  study,  all  of  the  patients  had 
ly  improved  vision.  Of  the  Cali 
group,  10  of  the  14  had  improve] 
sion,  while  four  had  no  change. 

Isseroff  cautions  that  the  techi 
is  not  yet  perfected.  So  far,  the  loi 
post-transplant  follow-up  is  two  y 
There  is  still  no  proof  that  the 
grown  tissue  will  thrive  long  t| 
Researchers  also  must  ensure  th 
disease  is  transmitted  from  the 
niotic  membrane,  and  better  me 
for  identifying  corneal  stem  cell 
needed.  "We  are  quite  a  few 
away  from  general  application," 
points  out. 

Still,  the  bioengineered  cornea 
a  critical  advance  in  tissue  engine* 
putting  us  one  step  closer  to  sorm 
being  able  to  order  up  a  spare 
part  as  easily  as  a  new  fender. 

By  Catherine  Arnst  in  New 
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Sony  SuperLite™  LCD  Projectors.  Escape 
(LCD    Or  uie  them  for  presentations/if  you're  into  that 
■_. :.ut  c^>oii   Anri  i miniie  3-oane 
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sort  of  thing.  Lightweight.  Small.  And  unique  3-panel 
I  CD  technology  for  sharp,  clear  images.  Choose  from  an 
exceptional I  iinfthat  reflects  Sony  reliability  and  quahty.  In  the 
unlikely  event  one  ever  fails.  Sony ^On-Time^.  ^ 

Support  will   provide  a   loaner  24/7.     Call  to 
receive  a  free  informational  CD-ROM.  Then  just 
kick  back  and  enjoy  the  view. 
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e  need  only  a  quick  look  around  to  see  that  business- 
es and  businesspeople  are  using  visuals  in  all  sorts  of 
circumstances,  at  an  unprecedented  rate  and  with 
|trained  gusto.  But  if  we  peer  more  closely,  we  notice  that  the  faces 
creators  of  all  those  images  look  strikingly  familiar.  They  look  a 


v)NV 


,iIp1 


|e  us. 

sua!  information  revolution  pro- 
g  in  lockstep  with  the  digital  rev- 
i  has  infused  visually  based  com- 
mons into  every  nook  and  cranny 
ness  and  commerce.  As  that  has 
led,  it  has  begun  to  change  not 
e  volume  of  visuals  and  the  man- 
their  creation;  it  has  changed  the 
f  of  the  creators.  Whether  we  like 
)t,  in  the  Digital  Age  we  all  have 
[mpowered  as  media  producers, 
e  first  time  we  attach  a  photo  to  an 
scan  an  image,  build  a  PowerPoint 
ation  or  create  a  graph  in  a  spread- 

e  become  digital  visual  commu- 
s.  While  that  may  not  at  first  seem 
ea  change  in  business  communica- 
in  fact  it  signals  the  birth  (or 
)  of  a  new  age  of  media  literacy, 
course,  the  world  is  still  addicted  to 
imbers  and  verbal  communication, 
r  time  most  of  us,  particularly  those 
munications-oriented  fields  such  as 
id  marketing,  will  be  required  to 
and  write"  with  media.  We  will 
i  communicate  with  media  —  pic- 
animations,  video,  sounds  and 
just  as  we  once  learned  to  write 

sentences  and  paragraphs. 
.e  ascendancy  of  visual  communi- 
i  in  business  is  not  a  fad.  It  is  not 
jality  Circles  of  the  new  millen- 
or  anything  of  the  sort.  Visual 
unications  has  graduated  perma- 

from  .1  media  department  issue  to 
lCgi< ,  corporate-wide  concern. 
inc  in  the  organization  is  involved. 

me  is  engaged  in  the  process  "I 

ig  lo  speak  ,i  new  visual  language. 

this  installment  of  Visual  Com 
adons  Co>  Work,  we  look  at  the 

miliary    drivers    compelling    us 
I   become   media  creators:  tech- 
and  culture. 


Technology  Explosion 

The  accessibility,  usability  and  afford- 
ability  of  media  creation  tools  has  trig- 
gered a  phenomenon  roughly  analogous 
to  a  schoolmarm  handing  chalk  to 
every  kid  in  the  classroom  and  pointing 
them  toward  the  blackboard.  Media  soft- 
ware development  tools,  from  drawing 
to  painting  to  image  manipulation  to 
video  editing,  have  plummeted  in  price 
and  complexity.  The  power  of  a  draw- 
ing package  that  just  half  a  dozen  years 
ago  cost  thousands  can  be  had  today  for 
less  than  $100.  The  office  software 
suites  that  most  businesspeople  have  on 
their  computers  contain  more  drawing 
and  graphics  power  than  most  users  will 
tap  in  a  lifetime. 

Digital  cameras,  once  rare  and  deli- 
cate tools  with  a  husky  price  tags,  can 
now  be  used  reliably  by  a  anyone  with 
the  dexterity  of  a  five-year-old  to  capture 
mega-pixels  of  visual  information  and 
quickly  slip  the  images  into  the  world- 
wide bitstream.  Nearly  two  million 
digital  still  cameras  were  sold  in  1999.  By 
2003,  the  total  could  reach  nearly  seven 
million  units.  Infotrends,  a  Boston, 
Mass.,  research  company,  estimates  that 
about  57  percent  of  digital  cameras  sold 
in  1999  were  intended  for  business  use. 
Some  new  three-megapixel  cameras 
already  cost  less  than  $1,000.  Two- 
megapixel  cameras,  many  of  which  are 
already  selling  under  $500,  will  be  cost 
as  little  as  $200  by  yearend. 

Scanners  are  yet  another  sign  of  cost 
and  complexity  de-escalation.  The 
devices  have  dropped  in  price  and  pro- 
motion to  the  point  they  are  sometimes 
cost-free  after  rebates.  A  typical  $129 
scanner  today  was  a  coveted  and  costly 
tool  reserved  tor  professional  artists  ten 
years  ago.  With  scanners  and  easy-to-use 


software,  in. my  businesspeople  now 
routinely  scan  customers'  logos  into 
sales  letters  or  convert  print  snapshots 

into  digital  hies  for  presentations. 

Not  all  images  have  to  Ik-  created  from 
scratch.  In  fact,  most  aren't.  At  the  heart 
of  the  trend  toward  "speaking"  visually  is 
the  avalanche  of  clip  art,  royalty-free 
images  and  stock  photography  available- 
through  the  Web.  Getty  Images,  the 
fast-growing,  Seattle-based  stock  image 
company  identifies  business  communica- 
tions as  one  of  the  five  most  important 
markets  for  stock  images,  according  to 
Jonathan  Klein,  co-founder  and  CEO. 
Soon  technology  and  image  repositories 
will  enable  individual  businesspeople  to 
"produce  marketing  materials  that  are 
indistinguishable  from  professionally  pro- 
duced materials,"  Klein  predicts. 

Digital  video  has  yet  to  become  an 
everyman's  business  communications 
tool,  but  it  will  not  be  far  behind  still 
images  and  graphics.  Many  of  today's  DV 
cameras  are  capable  of  sending  a  signal 
directly  to  a  properly  equipped  PC.  At 
the  same  time,  a  new  generation  of  easy- 
to-use  video  editing  software  makes  it 
possible  for  businesspeople  to  create 
videos  for  us?  in  presentations  or  to 
exchange  with  associates  and  customers. 
"Already  we  are  seeing  engineering, 
training  and  HR  folks  starting  to  use 
video  editing  tools,"  says  Charlie  Russell, 
senior  product  marketing  manager  for 
video  systems  manufacturer  Avid  in 
Tewksbury,  Mass. 

Culture  Shift 

The  sheer  variety  of  media  tools  alone 
would  be  enough  to  spur  the  trend,  but 
we  are  also  seeing  a  rise  in  media  liter- 
acy, particularly  among  the  younger 
business  demographic.  If  there  is  any 
doubt  about  the  impact  and  importance 
of  visual  communications  tools  and  the 
skill  to  use  them  in  the  current  business 
environment,  consider  the  businesspeo- 
ple, who  just  a  short  time  ago,  thought 
PowerPoint  presentation  software  was 
irrelevant  to  their  jobs.  Microsoft  esti 
mates  there  are  now  about  22  million 
copies  of  PowerPoint  installed  in  the 
U.S.,  more  than  70  million  worldwide. 
"Imaging  is  no  longer  constrained  to 
the    institutional   elite   of    yesteryear," 
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comments  Ron  Tussy,  president  and 
principal  analyst  for  Imerge  Consulting 
Group  in  Belmont,  Calif.  "All  areas  of 
the  corporation  are  using  visual  imaging 
to  communicate,"  he  asserts.  According 
to  Tussy  and  other  digital  imaging 
experts,  the  trend  for  image  use  has 
already  crossed  the  line  between  media 
professionals  and  rank-and-file  busi- 
nesspeople.  "Businesspeople  feel  empow- 
ered by  the  technology,"  he  says. 

Visuals  have  always  been  important  in 
stand-and-deliver  presentations.  But  now, 
they  are  becoming  integral  to  everyday 
communications  as  well.  Just  as  we  are  dai- 
ly bombarded  by  visual  images  in  broad- 
cast, print  media  and  signage,  not  an  hour 
goes  by  on  a  typical  business  day  when  we 


are  not  exposed  to  some  form  of  commu- 
nication in  visual  form.  "The  new  tech- 
nologies first  made  everybody  a  publisher. 
Now  they  are  making  everybody  a  media 
communicator,"  says  Brock  Bohonos, 
senior  vice  president  of  Gettyworks  in  Cal- 
gary, Alberta,  Canada. 

As  organizations  grow,  the  needs  and 
opportunities  for  communications  grow 
proportionally.  Either  in  terms  of  bud- 
gets or  of  time,  this  often  creates  a  chron- 


COMPAQ 

Media  Literacy  in  the  Field 
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At  theTandem  business  unit  of 
Compaq  Computer  Corporation, 
field  installation  and  support  per- 
sonnel who  install  and  maintain 

powerful,  mission-critical  computers  frequently  develop 
their  own  media  to  communicate  with  customers  and 
peers.  Within  a  pilot  program  currently  underway,  a 
computer-based  content  repository  provides  field  people 
with  direct  access  to  information  in  all  forms. 

The  fledgling  project  —  which  uses  an  Enterprise  Communi- 
cation Server  (ECS)  from  San  Mateo,  Calif.-based  Eloquent, 
Inc.  —  houses  a  media  database  designed  to  respond 
quickly  to  the  communications  demands  of  users  in  the  field. 
Content  is  stored  and  managed  in  a  library-driven  format 
that  lets  the  technicians  pull  down  content,  add  information 
or  replace  outdated  material. 

The  system  allows  the  users  to  be  media-based  knowledge 
creators,  not  merely  media  information  consumers,  says 
Tom  Hill,  program  manager.The  support  people  now  have  the  ability 
to  quickly  share  a  database  of  audio  and  visual  information  with 
others  who  have  a  need  to  know,  says  Hill. 

As  part  of  the  overall  media  effort  Compaq  also  uses  a  presentation 
format  developed  by  Eloquent  that  synchronizes  videos  of  content 
experts  explaining  technical  information  with  onscreen  graphics  and 
scrolling  transcripts.  In  one  case,  reports  Hill,  the  system  cut  the 
number  of  required  meetings  by  75%  and  reduced  costs  by  $200,000 
year.  Beyond  the  obvious  timesavings,  the  presentation  method  has 
improved  usage  and  retention. 

Hill  says,  "Our  company  execs  realize  that  they  have  to  use  every 
means  to  reach  people  and  reach  teams.  Companies  that  do  that 
better  are  the  ones  that  are  going  to  be  more  competitive." 


ic  shortage  in  media  services  cap 
both  large  and  small  organi 
Businesspeople  who  need  med 
hurry  and  at  an  affordable  pr 
increasingly  obliged  to  become 
do-it-yourselfers.  Frequently,  se! 
media  is  intended  for  intern; 
sumption,  while  professionall 
duced  media  communicatio 
reserved  for  outside  and/or  high 
ble  communications  events.  "\ 
clear  delineations  b 
the  creative  profts: 
who  are  using  moi 
media  and  self-pub 
who  are  playing  it  sal 
simple  images  and  gn 
Bohonos  says. 
"The  way  media  gets 
is  changing,"  confirm 
Peterson,  president  of  b 
information  provider 
Wonders   in   Madisoi 
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Compaq  NonStop™  Himalaya  K-Se 
Systems  Software  Release  Up( 


Product  Manager  tor  Cornpaq  Nonstop' 

Guardian,  and  Open  System  Set 


Hello,  this  is  Bill  Buer  the  Product  Manager  for  NonStop(tm)  Kernel, 
Guardian,  and  Open  System  Services,  What  I'd  like  to  do  in  this  particul 
module  is  go  through  an  update  of  the  Himalaya  K-Series  system  softw; 
release,  kind  of  an  update  of  what's  going  on  If  you  turn  to  the  agenda 
what  you'll  see  is  that  we'll  be  covennq  an  overall  software  direction  anc 
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The  firm's  recent  research  show 
companies  increased  their  medi; 
duction  budgets  by  a  relatively  moc 
percent  from  1998  to  1999.  Pe 
notes  that  that  figure  cannot  accou 
the  onslaught  of  visual  media.  "Wh 
tells  me  is  that  there  is  a  lot  of  medial 
created  or  repurposed  outside  the 
departments,"  he  says.  "It  also  tells  n 
while  baby  boomers  communia 
peers  and  others  mostly  with  te 
emerging  new  workforce  commu 
very  differently  when  it  comes  to  t 
of  media." 

"When   you   put   the   tools  i 
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Introducing  the 

PLUS®  U3  Series  Digital  Projectors 

Featuring: 

2.9  Pounds  of  Lightness 

1.9  Inches  Thin 

7"  x  9"  Footprint 

800  ANSI  Lumens 

800:1  Contrast  Ratio 

(Full  On/Off) 

Wide  Angle  Lens 

Magnesium  Alloy  Case 

xio  Digital  Zoom 

Digital  Keystone  Correction 

Built-in  Sliding  Lens  Cap 

Full  Input  Sources 
Plus  a  whole  lot  more! 


1(888)TRY-PLUS 
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corporation  |  www.nlus-amer  i  ca .  co  m 


focused  on  Mobile  Presentations 
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MAYO  CLINIC 

DIY  Medical  Media 

The  Mayo  Clinic  in  Rochester,  Minn.,  is  run  by  committee  and 
communication  is  its  lifeblood.  From  medical  images  to  research 
diagrams  to  administrative  presentations,  the  25,000  people  who 
make  up  the  organization  depend  on  the  open  flow  of  information 
and  ideas  to  maintain  the  level  of  excellence  that  has  made  it  one 
of  the  premier  medical  centers  in  the  world. 

Increasingly,  the  information  exchanged  by  everyone  from  the  elect- 
ed executives  to  the  staff  physicians  is  enhanced  by  visual  media, 
notes  Marv  Mitchell,  chair  of  the  media  support  services  division. 
Traditionally,  the  media  services  department  crafted  the  majority  of 
imagery  for  internal  and  external  communications.  But  as  the  speed 
and  complexity  of  medicine  has  increased,  and  with  it  the  need  for 
faster,  clearer  communications,  Mitchell  has  witnessed  a  growing 
trend  toward  do-it-yourself  media  at  Mayo. 

"We  are  playing  a  more  consultative  role. Teaching  others  how  to 
use  the  digital  media  and  how  to  make  it  do  what  they  want  it  to  do," 
he  says.The  media  services  department  spends  more  and  more  of  its 
time  educating  clinic  members  on  the  use  of  visual  communications 
tools,  such  as  Microsoft  PowerPoint  and  how  to  prepare  effective 
visuals.  Most  new  users  tap  only  a  fraction  of  the  available  functions 
of  the  available  tools,  he  adds. 

The  accessibility  and  usability  of  the  new  tools  and  techniques  is 
both  a  help  and  hindrance,  according  to  Mitchell.  On  the  one  hand, 
the  content  experts  who  are  closest  to  the  material  now  have  the 
power  to  generate  their  own  images.  On  the  other  hand,  they  do  not 
always  produce  professional-looking  results  and  the  time  spent  on 
creating  images  can  become  a  drain  on  productivity. 

To  deal  with  the  trend  toward  self-made  media,  Mitchell's  department 
created  a  5-part  course  and  a  book  that  have  been  ported  to  the  Web 
for  teaching  the  basics 
of  presentation  and 
visual  communica- 
tions. "We  consult 
with  them  to  help 
them  understand  how 
to  use  the  tools  to 
make  their  presenta- 
tion more  dynamic." 


hands  of  baby  boomers,  it  goes 
over  their  heads.  Put  the  tools  in 
the  hands  of  the  next  generation 
and  they  say  'Yeah,  that's  the 
way  it's  supposed  to  be,'"  agrees 
Tim  Bajarin,  president  of  Cre- 
ative  Strategies,   a   Campbell, 


Calif.-based  consulting  compai 
the  bandwidth  capacity  and  t| 
generation  of  media  commu 
catch  up  with  each  other,  says 
the  age  of  personal  media  com 
tions  will  be  official. 

The  Media  Edge 

"Visual  or  multimedia  represen 
information  is  sneaking  up  on  u 
Frank  Cassanova,  director  of 
Time  product  marketing  for 
Computer.  "People  are  con 
media  at  an  astonishing  rate.  W 
consumption  is  most  visible  in 
sumer  and  entertainment  envir 
a  great  deal  of  it  is  going  on  in 
tations  and  behind  the  corporate  I 

"We  are  just  beginning  to  atl 
tures  to  e-mail.  Few  people  are  t 
do  their  own  videos,  but  both 
routine  for  the  next  generation  c 
ers,"  predicts,  Chris  O'Malley,  t 
the  Digital  Focus  newsletter, 
has  the  recipe  for  putting  it 
quite  yet,  but  when  you  have 
ingredients  and  you  start  cook 
eventually  end  up  with  soup,"  1 

What  do  we  make  of  tr 
toward  a  multimedia-rich  w 
which  we  all  become  media  m. 
our  own  devising?  Clearly,  we  a 
early  stages  of  evolving  a  sort  c 
ecosystem  within  which  the  law 
ply  and  demand  as  well  as  fitr 
survival  will  apply.  At  some  p< 
ability  to  communicate  with  pict 
sounds  will  be  as  critical  to  busii 
cess  as  reading  and  writing  s! 
today.  How  far  would  you  get 
ness  today  without  knowing 
work  a  pen  or  pencil? 
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bits  Business 


IV.  WANNA  BUY 
ILLEGAL  GOLF  CLUB? 

e  a  USGA  ban,  players  lust  for  Callaway's  new  driver 


vay  Golfs  new  erc  driver  isn't 
itore  shelves  yet  in  the  U.S. 
f  you  want  to  snag  the  latest 
club,  you've  got  to  think  cre- 
-and  be  prepared  to  ante  up. 
*et  'em  for  our  really  good  cus- 

says  Kerry  Kabase,  sales  man- 
Edwin  Watts  Golf  Shops,  which 
ig  the  erc  from  a  network  of 
l  suppliers.  So  far,  Watts  has 
>ral  hundred,  which  is  just  short 
ng  considering  that  with  duties 
>ping,  the  price  can  hit  $1,500. 
base:  "The  word  I  get  from  my 
rs  is,  'I  don't  care  what  it 
|st  get  me  one.'" 

like  that  simply 
the  buzz  sur- 
?    the    ERC        a 
Mais  stand 

Reeves 
ay,   the 

chair- 
-  Cal- 
)lf  Co., 
ho  per- 
pushing 
lits     of 
lipment 
:gy.  This 
vever,  the 
If  Assn.  is 

back.     In 
le  USGA,  gov 
ody  of  the  sport 
I.S.  and  Mexico, 

the  erc  "noncon 
'  because  of  the  dis- 
vantage  it  gives  many 
Hiat  makes  the  club  unfit 
lament  play — from  the  Pro- 
Golf  Association  Tour  to  the 

country-club  championship — 
•ntially  puts  a  damper  on  sales. 
;  SHOT.  The  usually  chatty  Cal- 

strangely  quiet  about  his  next 
i  May,  he  told  shareholders  that 
v's  detective  work  was  the  "one 

m  at oning  the  company's  long- 
nspects.  Hut  he  declined  to  be 
wed   for  this  article  and  won't 

dug  about  the  ERC  for  the  fore- 
future,     says     a     Callaway 

an.  All  signs  point  to  the  patri- 


arch of  the  Callaway  brand  looking  to 
the  courts  to  settle  his  grievances.  He 
has  already  fired  a  warning  shot  in  the 
usga's  direction.  In  May,  Callaway  Golf 
filed  suit  against  the  Royal  Canadian 
Golf  Assn.  after  it  added  the  erc  driver 
to  its  list  of  nonconforming  clubs. 

Essentially,  the  battle  is  about  how 
much  farther  a  newT  club  technology  can 
make  a  golf  ball  travel.  Callaway  doesn't 
make  any  specific  claims,  but  retailers 
say  the  erc  can  add  15  to  20  yards  to 
the  shots  of  even  Sunday  hackers.  "I 
know  this:  It's  longer  than  anything  that 


has    ever 
made,"    says    Ka- 
base of  Edwin  Watts. 
USGA  officials  confirm 
that  the  club  gives  play- 
ers an  edge — an  unfair  one. 
"There's  evidence  that  people 
using  this  particular  club  drive 
the  ball  somewhat  farther,"  says 
Dick  Rugge,  USGA  senior  technical 
director.  The  reason  is  a  thinner- 
than-normal  forged  titanium  club 
face — from  0.085  to  0.1  inches,  vs. 
0.135  inches  for  the  average  stain- 
less steel  club  face — that  recoils  at 
impact  with  an  imperceptible  yet 
powerful  springing  action.  The 
USGA  devised  a  test  to  measure 
this  "trampoline  effect"  and  in  the 
past  year  has  ruled  11  drivers 


nonconforming,  including  the  brc. 

The  ERC  isn't  outlawed  everywhere. 
It's  legal  in  Europe,  Asia,  and  other 
places  where  the  rul<  I    by  the 

Royal  &  Ancient  Golf  Club  of  St.  An- 
drews, Scotland.  The  R&A  hasn't  voted 
yes  on  the  club:  It's  deferring  a  decision 
until  October.  Meantime,  golfers  on  the 
European  Tour  have  been  using  the  ERC 
with  mixed  results.  Industry  sources 
say  25  or  more  are 
expected  to  have 
the  erc  in  their 
bags  at  the  British 
Open  at  St.  An- 
drews on  July  20-23. 
The  TV  exposure  is 
sure  to  further 
stoke  interest  in  the 
driver. 

OLD  FOE.  Callaway 
faces  both  a  major 
strategic  decision 
and  a  historic  deci- 
sion, say  analysts, 
because  it  would 
mark  the  first  time  " 
a  top  manufacturer  has  marketed  a  club 
prohibited  in  the  U.  S.  "For  the  largest 
publicly  traded  golf  company  to  be  in- 
troducing a  product  that  completely  un- 
dermines the  testing  [results]  of  the 
usga  kind  of  takes  the  golf  industry  to  a 
major  crossroads,"  says  equipment  ana- 
lyst Gar  Jackson  of  ParValu,  a  Carlsbad 
(Calif.)  firm  that,  tracks  golf  stocks. 
Callaway  has  been  one  of  the  cranki- 
est critics  of  the  USGA, 
complaining  that  its  test- 
ing methods  for  clubs  are 
anachronistic  and  need- 
lessly intrusive.  But  the 
organization  counters 
that  its  only  purpose  is 
to  keep  the  game  fair. 
"It's  our  responsibility  to 
see  that  golf  remains  a  game  of  skill, 


CALLAWAY:  Will 
he  file  suit? 


BIG  STICK 

Some  retailers 
claim  the  ERC  tacks 
on  15  to  20  yards  to 
the  drives  of  even 
Sunday  hackers 

been 


not  a  game  in  which  equipment  over- 
takes skill,"  says  the  usga's  Rugge. 

Gauging  demand  among  everyday 
golfers  is  tricky,  but  there  are  signs 
that  they  are  ready  to  pony  up  for  the 
erc.  A  recent  Golf  Magazine  poll  indi- 
cated that  52%  of  golfers  would  buy  an 
illegal  driver.  And  at  pro  shops  across 
the  U.S.,  it's  the  most  popular  item 
that's  nowhere  to  be  found.  In  the  end, 
USGA  opposition  may  be  Callaway's  cagi- 
est  marketing  strategy  yet. 

By  Mark  Hyiiuut 


BusinessWeek  online 


Read  about  our  test  of  the 

ERC  in  the  July  31  issue  online  at 

www.businessweek.com 
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HOW  TO  GET 

EMERGENCY 

MEDICAL 

ASSISTANCE 


Sick  Abroad:  Who 

=n  You  Gonna  Call? 

Coverage  that  gets  you  home  in  one  piece 


BY  KATE  MURPHY 

John  Givens  was  in  pain,  lots  of  pain.  The 
55-year-old  ceo  of  Seattle's  Smallworld 
Productions  was  working  on  a  TV  project 
in  Rome  last  May  when  he  stumbled  and 
fell  on  cobblestones  outside  the  Colise- 
um. "It  was  one  of  those  fluke  accidents," 
Givens  says  of  the  misstep  that  landed 
him  in  an  Italian  hospital  with  a  broken  shoulder 
and  thumb.  He  spoke  no  Italian,  and  the  doctors 
and  nurses  knew  very  little  English.  "They  point- 
ed to  my  shoulder  and  said  'Surgery,  tomor- 
row,'" Givens  recalls. 

Although  he  had  travel  health  insurance  to 
pay  for  the  procedure,  he  wasn't  sure  about  the 
quality  of  care  he  would  receive,  especially  when 
he  couldn't  communicate  with  anyone.  "Besides, 
I  didn't  want  to  have  to  stay  there  for  weeks  re- 
covering," he  says.  So,  after  a  huge  hassle  trying 
to  cancel  the  rest  of  his  hotel  stay  and  get  new 
airline  tickets,  he  spent  $2,200  to  fly  home  the 
next  day. 

Getting  sick  or  injured  on  the  road  is  more 
than  inconvenient.  It  can  be  expensive  and  down- 
right frightening.  Local  doctors  often  are  poorly 
trained,  and  sanitation  standards  can  be  shocking. 
Givens  says  that  before  his  next  trip  he'll  make 
sure  he  signs  up  for  one  of  the  new  emergency 
medical-assistance  services  that  take  care  of 
travelers  in  times  of  crisis. 

PORTABLE  PROTECTION.  Travel  health  insurance 
has  always  been  worth  having,  especially  if  you 
rely  on  Medicare  or  subscribe  to  an  hmo,  neither 
of  which  normally  reimburses  for 
medical  treatment  received  outside 
the  U.  S.  But  standard  coverage  for 
travelers  only  pays  for  your  care. 
Emergency  medical  care  makes  sure  you  get 
appropriate  attention  by  providing  such  services 
as  reliable  local  referrals,  long-distance  telephone 
consultations  with  a  U.  S.  doctor,  and  even  evac- 
uation back  home. 

Depending  on  the  level  of  personal  attention 
and  benefits  you  want,  prices  for  emergency  ser- 
vices range  from  nothing  to  $2,500  per  year.  The 
most  basic  assistance,  referral  to  a  physician, 
comes  free  (though  a  donation  is  appreciated) 
from  the  nonprofit  International  Association  for 
Medical  Assistance  to  Travelers  (iamat). 

But  vetting  processes  vary  from  service  to  ser- 
vice, so  be  sure  to  ask  how  they  choose  the  doc- 
tors. Some  organizations,  including  International 


Health 


sos  in  Philadelphia,  set 
up  and  staff  their  own 
clinics  in  such  cities  as 
Baku  (Azerbaijan)  and 
Phnom  Penh  (Cambo- 
dia), where  the  compa- 
ny can't  assure  the 
quality  of  care  provid- 
ed locally. 

While     an     iamat 
membership  gets  you 
a  directory  of  recom- 
mended physicians  as 
well     as     pamphlets 
about     health     risks 
around  the  world,  fee- 
based  assistance  pro- 
grams and  those  that 
come  with  some  credit 
cards,    such    as    Visa 
Gold    and    American 
Express  Platinum,  of- 
fer much  more.  They 
provide  you  with  an 
international  911-equiv- 
alent  that  you  can  call 
24  hours  a  day,  7  days 
a  week,  in  case  of  emergency.  In  additior  ^  Wan| 
ing  doctor  referrals,  most  services  coi 
monitor  an  ill  or  injured  caller's  medi< 
tion  through  frequent  communication 
attending  physician.  They  will  also  refn 
status  to  family  members  at  home 

Assistance  services  will 
to  send  medications,  new  c 
lenses,  medical  devices, 
blood — if  not  readily  avai  ft 
wherever  you  are,  usually  at  no  extra  c( 
plans,  such  as  safe  Trip,  which  costs 
year  and  is  offered  by  medex  Assistar 
monium,  Md.,  will  issue  guarantees  or  w ;r*- 
$2,000  to  foreign  hospitals  to  expedite  ti  fospit 
If  your  situation  is  dire,  most  spe'  \ 


a  I  he; 


What  to  Ask 
When  Choosing 
a  Service 


IC 


•  Does  thlN 
a  24/7  err 
Is  it  toll-fr 

•  What  qu 
must  forei 
meet  to  rrp 
ral  list?  H 


iai  ■ 


» it,  v 

lane  is : 


lane  di 
—ores 


is  a 
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home  for  critical 
Medjet  Assistant 
Ala.,  is  one  of  the  few 

will  take  you  any  when 


medic 

atiom 


ill  arrange  for  emergency  evacuation  on 
ircial  or  private  jet.  But  Rudy  Maxa, 
)ublic  radio  show  The  Savvy  Traveler, 
iat  you  should  read  the  plan's  fine  print, 
rvices  will  arrange  your  flight  out  but 
for  it,  which,  if  a  medically  equipped 
)lane  is  necessary,  can  cost  as  much  as 


>es  the 

f  em 


,  health-insurance  plans  usually  carry  a 
1  x  veats  about  paying  such  an  expense — in- 
ircane  definitions  of  what  is  "medically 
y" — or  cap  evacuation  costs  at  $5,000  to 
What's  more,  Maxa  says,  "most  emer- 
jjkrvices  will  only  take  you  as  far  as  the 
hospital  facility  that  can  provide  treat- 
0,  if  you  are  like  Givens  and  want  to  go 


in',  tough  luck. 

of  Birmingham, 

services  that 

you  want   to 

be  hospitalized.  This  benefit  co  I 

$175  tor  individuals  per  year  and  $275 

for  families. 

BAD  CONNECTION?  Plans  also  differ  in 
whether  the  emergency  number  you 
call  is  toll-free  from  anywhere.  It's  a 
relatively  minor  point  but  worth 
checking  out  since  international  calls 
are  costly  and,  in  a  crisis,  can  be  long. 
More  important  to  some  travelers 
may  be  24-hour  telephone  access  to  a 
doctor.  Most  of  the  services  promise 
that  if  you  call  their  hotline  you  will 
get  a  "trained  crisis  specialist"  or, 
perhaps,  a  "medical  professional." 

WorldClinic,  which  is  affiliated  with 
the  Lahey  Clinic  in  Burlington,  Mass., 
always  has  a  doctor  manning  the 
phones  who  will  listen  to  symptoms, 
make  a  diagnosis,  and  suggest  forms 
of  treatment.  The  service  also  com- 
piles a  complete  medical  history  of 
every  client,  which  is  instantly  avail- 
able to  its  doctors  and  can  be  for- 
warded to  physicians  abroad.  World- 
Clinic  will  also  give  you  a  travel  kit 
containing  medications  and  supplies 
that  you  may  need  depending  on  your 
health  condition  and  your  destination. 

All  this  personal  attention  doesn't 

come  cheap:  $1,250  per  year.  For  a  to- 

I  tal  of  $2,500,  you  get  a  designated 

J  doctor  with  whom  you  have  a  phone 
consultation  prior  to  your  departure 
and  who  will  manage  your  case 
should  you  have  an  emergency  during 
your  trip.  The  higher  rate  also  covers 
medical  emergencies  that  may  occur 
while  traveling  domestically. 
Most  emergency  medical  assistance 
services  require  that  you  be  in  another  country 
and  at  least  100  miles  from  home  before  they  will 
provide  aid.  Plans  usually  come  at  an  annual  fee 
covering  an  unlimited  number  of  trips,  provided 
each  one  is  no  longer  than,  say,  90  days.  Some 
services,  such  as  sos,  however,  offer  less  expen- 
sive short-term  coverage  for  two-week  jaunts 
($55  vs.  $280  for  a  year). 

All  plans  carry  age  limitations  with  cut-offs 
ranging  from  65  to  80.  Standard  provisions  also 
require  that  you  take  reasonable  care  to  avoid  in- 
jury or  illness,  so  running  with  the  bulls  in  Pam- 
plona is  out.  But  since  accidents  can  happen  no 
matter  how  careful  you  are,  you  might  want  to 
pack  an  emergency  medical  assistance  plan  in 
your  travel  bag.  □ 


cies,  is  a 
available 


ted?  record  for  you,  offer 

pre-trip  consultations, 
or  issue  personal  med- 
ical travel  kits? 

•  Does  it  arrange  and 
jrvice  pay  for  emergency 

?dical  evacuation?  If  so,  do 


you  decide  where 
you're  taken  for  med- 
ical attention — or  does 
trie  service? 

•  Does  the  service 
arrange  and  pay  to 
evacuate  your  family 


and  traveling  compan- 
ions with  you? 

•  Are  there  age  and/or 
duration-of-travel  limi- 
tations? For  instance, 
some  plans  won't  cover 
you  if  you're  over  65. 


Services 
That 
Gould 

Save  You 

ORGANIZATION/ 

WEB  SITE  (WWW ) 

INTERNATIONAL 
ASSOCIATION  FOR 

MEDICAL 
ASSISTANCE  TO 

TRAVELERS 

519  836-0102 

sentex.net-iamat 

INTERNATIONAL  SOS 

800  523-8662 
internationalsos.com 

MEDJET  ASSISTANCE 

800  963-3538 

medjetassistance. 

com 

TRAVELERS, 

EMERGENCY 

NETWORK 

800  275-4836 
tenweb.com 

WORLDCLINIC 

781  744-3170 
worldclinic.com 
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NEW  GAMBITS 

FOR  TECH 

STOCKS  AND 

RETIREMENT 


When  a  Guru  Manages  Mon| 

Author  Clayton  Christensenputs  his  theories  to  the  test 


i 


-«j 


BY  SUSAN  SCHERREIK 

Harvard  Business  School  Professor  Clayton 
Christensen  is  one  of  the  rising  stars  of 
the  New  Economy.  Futur- 
ist George  Gilder,  who  or- 
ganized a  conference  last 
summer  around  Chris- 
tensen's  ideas,  has  called  him  "the  most 
important  business  thinker  in  the  world  today." 
Christensen's  best-selling  1997  book,  The  Inno- 
vator's Dilemma,  broke  new  ground  in  explaining 
why  big,  successful  companies  can  be  toppled  by 


Tech  Stocks 


upstarts  with  in 
products.  Christei 
these  cutting-ed 
that  rise  from 
"disruptive  tec 
companies.  Thii 
bookseller  Amaz 
Cisco  Systems 
routers  and  swi 
came  the  plumbi 
Internet. 

What's  less  w 
about  the  mod 
spoken  managerr 
is  that  he  has  ti| 
hand  to  professi 
picking — albeit 
great     success 
Based    on   his 
Christensen,  48, 
launched  a  mul 
with    Neil    Ei 
owner  of  Eisne 
ties,  a  four-yet 
Louis  brokerage 
$1.5  billion  in  as 
ner,  62.  got  in  to 
Christensen  las 
ter  reading  Th 
tor's  Dilemma. 
formed  E.C.  Ad 
set    up    the 
Growth  Fund, 
co-manage.  The 
is  sold  throug 
and  financial  pi 
PICKING  WINNEI 
tensen  has  lots 
ence  advising 
on  how  to  ada] 
nological  chang) 
he  pick  the  wi 
vations  of  the 
unusual  to  basi 
fund  on  manag 
ory.  One  of  the 
funds,  launched  last  year,  is  aim  D 
graphic  Trends  Fund,  which  draws 
mographic-trends  research  of  Harrj 
an  author  and  lecturer, 
n't  manage  the  fund,  h< 
stead,  he  provides  direq 
portfolio  managers.  TheJ 
is  up  14.6%  this  year,  vs.  a  2.8%  gi 
Standard  &  Poor's  500-stock  index. 

Unfortunately,  Christensen  and  Ij»S 
ther  of  whom  has  managed  a  mutual  f  S 
picked  a  terrible  time  to  start.  The  Ni| 
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posite  Index  peaked  on  the  fund's  first 
day,  Mar.  10,  then  abruptly  lost  37% 
over  the  next  2Vi  months.  The  fund, 
which  has  $3.8  million  in  assets  in- 
vested chiefly  in  high-tech  stocks,  got 
caught  in  the  downdraft  and  is  off 
24%  since  its  inception.  "We  stepped 
onto  the  tracks  the  second  that  the 
train  came  by,"  quips  Eisner,  who 
oversees  the  fund's  daily  operations.  Adds  Chris- 
tensen,  who  has  selected  nearly  all  of  the  fund's 
45  issues  and  confers  weekly  by  phone  with  Eis- 
ner on  holdings:  "I  don't  think  you  can  draw 
any  conclusions  from  the  performance  so  far." 
PATTERNS  OF  SUCCESS.  Christensen  stresses 
that  the  Internet  itself  is  not  a  disruptive  tech- 
nology, just  a  framework  for  innovation.  He  says 
his  fund  doesn't  automatically  invest  in  any  com- 
pany related  to  the  Internet.  Rather,  he  ex- 
plains, his  methodology  provides  a  way  to  sort 
out  technology's  potential  winners  from  the  losers 
by  focusing  on  "disruptive  technology"  companies 
that  fit  past  patterns  of  success.  These  are  com- 

Disruptive  Companies 

The  following  are  the  top  five  holdings  of  Christensen's  new  fund 


Christensen  says  his  methodology 
provides  a  way  to  sort  out  technolj 
potential  winners  from  the  losers 


COMPANY/SYMBOL 

PRICE* 

52-WEEK  HIGI 

1  BUSINESS 

PROCOM  TECHNOLOGIES  PRCM 

$52.50 

$89.75 

Specialized  data-storage  computers  called  server  appliances 

BROADCOM  BRCM 

261.44 

261.56 

Silicon  chips  that  send  voice,  data,  and  video  over  cable  lines 

VERITAS  SOFTWARE  VRTS 

136.38 

174.00 

Data-storage  management  software 

DIGEX  DIGX 

94.00 

184.00 

Manages  Web  operations  for  companies 

EMC  EMC 

79.82 

83.50 

Computer  data-storage  systems 

Muly  17 

DATA:  BLOOMBERG  FINANCIAL  MARKETS.  BUSINESS  WEEK 

panies  whose  innovative  products  "enable  a  large 
group  of  less  skilled  people  to  do  more  things  for 
themselves,"  he  says.  When  desktop  copiers  hit 
the  market  in  the  1980s,  for  instance,  consumers 
no  longer  needed  to  go  to  copy  centers  and  wait 
while  technicians  operated  complicated  Xerox 
machines  for  them. 

The  reason  "disruptive  technology"  companies 
are  successful,  Christensen  holds,  is  that  tradi- 
tional management  practices  make  it  tough  for  the 
biggest  and  best  old-line  companies  to  pounce  on 
innovations.  Initially,  the  quality  of  a  "disruptive 
technology"  product  may  be  inferior,  but  its  other 
attributes,  such  as  low  cost  and  convenience,  cause 
it  to  catch  on  with  a  newer,  broader  group  of 
customers.  Established  brokerage  firms  initially 
stood  back  and  watched  the  online  trading  boom 
because  they  didn't  want  to  cannibalize  existing 
sales.  So  agile  newcomers  quickly  moved  in. 

One  investment  area  Christensen  favors  is 
the  fast-growing  server-appliance  market.  Such 
appliances  are  specialized  data-storage  computers 
that  plug  into  servers,  the  powerful  computers  at 
the  heart  of  the  Internet  and  corporate  net- 
works. Server  appliances,  which  sometimes  han- 
dle a  single  function,  such  as  e-mail,  ease  the  bur- 
den on  the  general-purpose  servers.  In  this 


category,  Christensen  likes  established 
nies,  such  as  Network  Appliance,  EMC, 
itas  Software.  He  especially  favors  Proc 
nology,  in  Santa  Ana,  Calif.,  which  is  t 
largest  holding.  Procom's  innovative  sto: 
terns,  he  says,  fit  the  definition  of  a  p: 
disruptive  technology:  They're  cheaper 
ier  to  use  than  similar  products  perfor 
same  task.  Indeed,  Procom's  newest  sto 
tern  is  so  easy  to  use  that  "you  or  I  cou 
it  in  five  minutes,"  he  says. 

Christensen  believes  Procom  is  likeb, 
business  away  from  EMC,  a  leader  at 
end  of  the  network-appliance  market.  £ 

contradic 
the  fund 
both  stocl 
its  top  fi 
ings?  It's 
hedge    h 
"Sometin 
says,     " 
both  the 
and     po 
disruptee 
The  fu 
gest  indu 
centratio: 
of   asseti 
semicom 
Its  biggest  holding  in  the  group:  Broal 
Irvine  (Calif.)  designer  of  chips  that  se 
data,  and  video  over  cable  lines  at  hi£ 
Christensen  especially  likes  Broadcon 
networking  card,  which  consumers  can 
stall  in  their  Pes.  The  product  lets  all   i 
puters  in  a  household  communicate 
another  through  a  fast,  broadband  conn  '* 

A  few  of  the  fund's  holdings  have  n 
do  with  the  Internet,  including  SonoSit*  . 
ling  manufacturer  of  medical  devices  ii 
Wash.  Christensen  believes  SonoSite's 
sonogram  machine  has  the  potential  t 
tionize  its  market.  The  5.4-pound,  han^(wll 
vice  costs  about  $14,000,  vs.  around  $2i  -JJ 
the  more  sophisticated  machines  used  McName; 
tals.  Although  SonoSite's  portable  de 
of  the  same  high  quality  as  top-of-the-lir 
Christensen  says  doctors  could  use  ii 
into  the  human  body  during  routine  off 
Christensen's  theories  have  held  the 
the  management  arena.  Indeed,  Intel 
Andy  Grove  credits  Christensen's  princ 
inspiring  his  company  to  pursue  the  ch 
for  sub-$l,000  pes.  But  whether  Christ 
make  them  work  in  the  investment 
mains  to  be  seen. 
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5  say  the  old  projection  formulas  dont  hold  up 
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How  much  income  will  you  have  to  live  on 
when  you  retire?  For  most  people,  that's 
just  another  way  of  asking:  "How  much 
money  can  you  take  each  year  from  your 
retirement  savings?"  Sure,  Social  Security 
and,  for  some,  old-fashioned  pensions  still  provide 
;m  income  base.  But  for  a  growing  majority  of 
current  and  future  retirees',  the  skill  they  show  in 
managing  their  own  nest  eggs  will  make  the  dif- 
ference between  living  large  and  scraping  by. 

The  old  formula  was  simple:  Project  what 
you'd  expect  your  retirement  portfolio  to  earn 


each     year,     rein 

some    earning 

hedge    against    rising 

prices,   and    spend    the 

rest.  A  moderately  ag- 
gressive retiree  with  $1 
million  invested  6092  in 
stocks  and  4092  in  cash 
and  bonds  could,  based 
on  average  returns 
since  1970,  expect  to 
earn  12.2%  a  year. 
Even  with  some  protec- 
tion against  inflation, 
that's  enough  to  support 
a  healthy  8%  rate  of 
withdrawal— $80,000  an- 
nually— or  even  more  if 
the  retiree  is  willing  to 
draw  down  principal. 
WRONG  ROAD.  Today, 
however,  that  conven- 
tional wisdom  looks 
more  and  more  like  a 
road  map  to  the  poor- 
house  in  your  old  age. 
The  problem  is  basing 
your  calculations  on  av- 
erage returns — the  way 
countless  retirement 
calculators  used  by 
planners  and  Web  sites 
do.  Over  the  long  run, 
those  averages  will  in- 
clude both  bull  markets 
and  bears.  But  for  re- 
tirees, the  timing  of 
market  breaks  is  cru- 
cial. Run  into  a  bear 
market  soon  after  you 
retire,  and  your  portfo- 
lio may  be  so  ravaged  that  you  never  get  a 
chance  to  participate  in  the  next  upswing. 

To  protect  yourself,  you're  going  to  have  to 
scale  back  your  spending  plans.  Indeed,  the  new 
consensus  from  a  growing  body  of  research  by  fi- 
nancial planners  and  professors  suggests  that  a 
"sustainable"  withdrawal  rate  may  be  no  more 
than  4%  to  5%  of  the  account's  initial  value,  plus 
adjustments  for  inflation. 

That's  likely  to  come  as  a  shock  to  millions  of 
workers  as  they  firm  up  plans  for  their  golden 
years.  After  all,  if  you're  going  to  need  $80,000 
a  year,  the  new  consensus  says  you'll  need  to 
save  not  just  $1  million,  but  $1.6  million  to  $2 
million.  "When  you  think:  'Can  I  live  on  495  of 
my  assets?'  you're  likely  to  decide  that  you've 
got  to  step  up  your  saving,"  says  Sue  Stevens, 
director  of  financial  planning  at  Morningstar 
Associates. 

These  timing  considerations  haven't  gotten 
much  attention  because  they  don't  have  a  big 
effect  when  people  are  building  up  assets.  "If 
you're  in  buy-and-hold  mode,  the  sequence  of 
good  years  and  bad  doesn't  really  matter/'^savs 
Eleanor  Blayney  of  Falls  Church  (Va.)  plan- 
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Retirement 


The  Danger  of 
Using  Averages 


A  retirement  account  invested  60%  in 
stocks*  earned  an  average  annual  return 
of  11.7%  from  1968  to  1998-a  payoff 
that  should  have  easily  supported  a 
retiree  spending  8.5%  of  her  portfolio 
each  year  for  30  years.  But  the  bear 
market  of  1973-74  knocked  40%  off 
stock  values  and,  coupled  with  8.5% 
withdrawals,  would  have  wiped  out  a 
$1  million  portfolio  in  just  13  years. 


DATA  T  ROWE  PRICE  ASSOCIATES  INC 
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'68  '80  '90  '98 

▲  MILLIONS  OF  DOLLARS 
•PORTFOLIO  CONSISTS  OF  60%  STOCKS.  30%  BONDS.  10%  CASH 


ners  Sullivan,  Bruyette,  Speros  &  Blayney. 

But  if  you're  withdrawing  money,  when  the 
bad  years  hit  can  be  crucial.  Take  a  couple  who 
retired  in  1968  with  $1  million  invested  60%  in 
stocks,  30%  in  bonds,  and  10%  in  cash.  Over  the 
next  30  years,  that  mix  paid  an  average  annual 
return  of  11.7% — enough  to  sustain  an  8.5%  with- 
drawal rate  for  nearly  30  years  (chart).  But  that 
average  return  combines  the  bull  market  since 
1982  with  the  investment  disaster  of  1973-74, 
and  our  couple  had  the  misfortune  to  run  into 
the  bear  first.  Mutual-fund  firm  T.  Rowe  Price  es- 
timates that  if  you  combine  the  couple's  $85,000- 
a-year  spending  with  that  40%  drop  in  stock 
prices  and  the  high  inflation  of  the  1970s,  they 
would  have  gone  broke  by  1981.  So  when  the 
bull  run  started  a  year  later,  they  wouldn't  have 
any  cash  left  to  invest. 

Rather  than  basing  plans  on  average  returns, 
the  new  approach  uses  esti- 
mates based  on  probabilities. 
Planners  measure  the  odds 
by  plugging  historical  re- 
turns and  volatility  of  stocks, 
bonds,  and  cash  into  their 
computers  and  running  hun- 
dreds of  scenarios.  The  goal 
is  to  find  a  mix  of  assets  and 
a  withdrawal  rate  that  can 
pay  off  for  20  or  30  years  in 
75%  to  95%  of  those  market 
scenarios. 

For  such  long  horizons, 
"you  can't  count  on  more 
than  a  7%  withdrawal — and 
a  lot  less  than  that  if  you 
want  to  give  yourself  a  raise  for  inflation  every 
year,"  says  Philip  Cooley,  professor  of  finance  at 
Trinity  University  in  San  Antonio.  With  infla- 
tion protection,  the  sustainable  drawdown  drops 
below  5%.  And  even  that  requires  a  higher  allo- 
cation to  stocks — 40%  to  75%  of  a  portfolio; — 
than  the  25%  to  60%  that  most  planners  have 
recommended  for  retirees  in  the  past.  "Most  of 
my  clients  have  65%  in  stocks,  but  I  like  to  go  as 
high  as  75%,"  says  William  Bengen  of  Bengen  Fi- 
nancial Services  in  El  Cajon,  Calif. 

With  that  much  money  in  stocks,  you  might 
feel  more  vulnerable  than  ever  to  market  swings. 


toi 


How  Long  Does  $1  Million  Last? 


0  10 

►  YEARS 

PORTFOLIO  CONSISTS  OF  50%  STOCKS,  50%  BONDS  AND  HAS  AN 

AVERAGE  ANNUAL  RETURN  OF  8.7%.  PORTFOLIO  FAILS  WHEN  THE 

CHANCE  OF  GOING  BROKE  EXCEEDS  10% 

INITIAL  WITHDRAWAL  IS  INCREASED  3%  EACH  YEAR  FOR  INFLATION 

DATA:  STANDARD  &  POOR'S  CORP.,  BUSINESS  WEEK 


Above  all,  you  don't  want  to  ha 
stocks  when  prices  are  depr 
Frank  Armstrong,  president  of 
Account  Services  in  Miami,  red 
mentally  dividing  your  portfolio 
"buckets" — one  for  stocks  and! 
fixed-income  investments.  Th 
should  be  large  enough  to  cove  | 
seven  years'  expenses.  You  dr; 
the  fixed-income  account,  and  yo 
ish  that  account  by  selling  sto 
only  when  stocks  have  had  a 
year.  "With  a  seven-year  reserve 
ride  out  any  bear  market  with 
ing  to  sell  stocks,"  says  Armstro 
A  4%  to  5%  spending  rate  off 
rity,  but  it  creates  other  problen 
you  won't  have  as  much  money  to  spen 
would  with  the  old  formulas.  And  if  you 
cost-of-living  hikes,  your  income  will 
loaded:  You'll  have  relatively  less  to  sp< 
age  60  to  75,  when  you're  still  fairly  ac 
more  to  spend  when  you're  80,  85,  or 
discretionary  income  won't  count  as  mu 
TOO  MUCH  SAVINGS?  This  cautious  appn 
means  that  you  have  high  odds  of  leavin 
a  huge  estate.  Starting  with  $1  millio 
5%  drawdown  rate,  you  have  a  50%  a 
leaving  behind  more  than  $1.4  million- 
you  could  have  spent  on  yourself,  had  } 
certain  of  your  investment  returns. 

To  solve  these  problems,  Blayney  reco 
a  flexible  approach.  The  discipline  of 
drawdown  rate  helps  new  retirees  get 
managing  their  spending  through  their 
years  out  of  work,  she  says.  But  after  th 
at  your  portfolio  a: 
needs  every  year,  ai 
adjustments  depen 
the  markets,"  she  sa 
The  other  way  to 
the  danger  of  outlivi 
money  is  to  share  t 
Coupled  with  the 
mass  retirement  of  t 
boom  generation, 
view  on  spending  co' 
vide  a  huge  boost  foi 
surance  industry 
annuity  products.  | 
argue  that  fixed  or 
annuities  can  guaran 
long  income  with  higl 
out  rates.  Even  with  their  fees,  annuit 
return  7%  to  8%  on  the  funds  invested 

For  those  whose  savings  don't  meadlsi 
annuities  will  make  sense.  Even  some  b< 
retirees  may  want  to  buy  protection  by  ii 
part  of  their  nest  eggs  in  annuities — espi 
they  expect  to  beat  the  average  lifes 
planners  maintain  that  retirees  can  thri] 
under  the  tighter  formulas  if  they  exer 
sight  and  stewardship.  For  the  millions 
boomers  who  will  switch  from  retireme; 
to  spending  in  the  next  decade,  the  time 
crunching  the  numbers  is  now. 
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WIRELESS   INTERNET  SERVICES 

Two-way  text  message  from  VP  reads,  "Can  you  be  in  Detroit  tomorrow?" 

You  select  a  preprogrammed  response  and,  with  the  touch  of  a  button,  answer,  "Sure." 

Next,  you  access  MSN  Hotmail  and  email  co-workers  that  you'll  be  out  the  rest  of  the  week. 

NEXTEL   DIRECT  CONNECT® 

Digital,  two-way  radio  feature  lets  you  instantly  contact  assistant 
to  forward  Midwest  report. 

DIGITAL  CELLULAR 

You  call  your  travel  agent  to  confirm  a  seat  in  the 
highly  prized  emergency-exit  row. 


ntroducing 

NEXTEI 
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BSINESS  JUST  GOT  EASIER.  THANKS  TO  NEXTEL'S  NEW  WIRELESS  INTERNET  SERVICES,  YOU  HAVE  EVEN  MORE 
YS  TO  KEEP  YOU  CONNECTED  TO  THE  CRITICAL  INFORMATION  YOU  NEED  TO  DO  BUSINESS  BETTER  AND  FASTER 

Nextel  phones  are  manufactured  by  Motorola,  Inc. 


How  business  gets  doner 


1-800-NEXTEL9     nextel.com 


hxtel  Online  availability  in  youi  *irea.  To  sign  up  for  Nextel  Online  services,  you  must  also  have  Nextel  digital  cellular  service.  Some  restrictions  may  apply 
^  el  Communications,  Inc.  All  rights  reserved.  Nextel,  the  Nextel  logo,  Nextel  Direct  Connect,  Nextel  Online  and  How  business  gets  done  are  registered 
i  l/or  service  marks  of  Nextel  Communicati  tola  andilOOOplus  are  trademarks  and/or  registered  trademarks  of  Motorola,  Inc.  MSN,  MSN 

'1  le   ii  lil  and/or  other  Microsoft  products  referenced  herein  are  either  trademarks  or  registered  trademarks  of  Microsoft  Corporat 
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BY  ROBERT  BARKER 

Figuring  out  your 
stock  options  can 
be  a  nightmare. 
Three  new  Web 
sites  offer  a 
variety  of  ways 
to  calculate  which 
ones  to  exercise 
-and  when 


MAKING  SENSE  OF 
THE  OPTIONS  MORASS 

If  you've  got  employee  stock  options,  you  know 
they  are  both  blessed  and  cursed  little  devils. 
They  may  make  you  rich  one  day.  Meantime, 
they  will  definitely  drive  you  crazy  figuring  out 
how  and  when  it  will  be  best  to  exploit  them. 

Happily,  some  relief  is  on  the  way.  I've  spent 
the  past  couple  of  weeks  testing  a  trio  of  new 
Web  sites  (table)  that,  in  differing  ways,  aim  to 
help  you  value  and  man- 
age your  stock  options. 
None  is  perfect,  and  only 
one  is  fully  free.  But  if 
you're  puzzled  by  which 
options  will  yield  you  the 
most  cash  after  taxes  or 
even  just  by  valuing  them 
to  find  your  net  worth, 
each  site  is  worth  a  look. 

The  first  to  go  live  on 
the  Web,  last  April,  was 
MyInternetOptions.com, 
the  brainchild  of  King 
Yao.  He's  a  29-year-old 
former  options  trader  at 
Susquehanna  Partners,  a 
big  institutional  firm  full 
of  rocket  scientists  who 
trade  such  exotica  as 
futures  on  stock-index 

options.  The  site  has  some  free  information  and  a 
tool  or  two  to  help  sell  Yao's  main  fee-per-report 
service.  It's  not  cheap:  $149,  for  example,  buys  a 
21-page  report  contrasting  the  current  value  of 
employee  stock  options  on  two  different  stocks. 
CASH  CALCULATOR.  Who  would  need  that?  Sup- 
pose you're  being  wooed  by  a  rival.  Yao's  service 
could  help  you  decide  whether  options  offered  by 
the  other  company  are  worth  more  or  less  than 
those  you  hold  on  your  current  employer's  stock, 
even  if  they're  out  of  the  money.  "It's  kind  of  like 
comparing  401(k)  plans,"  Yao  told  me.  In  some 
cases,  $149  for  the  right  answer  would  be  a  bar- 
gain. Yet  I  found  a  sample  comparing  employee 


Help  Online  With  Your  Stock  Options 


COMPANY/WEB  AOORESS  (WWW.)      WHAT  YOU'LL  FIND 


Mylntern6tOptions.com 
myinternetoptions.com 

myStockOptions.  om 
mystockoptions.com 


A  few  free  reports  and  resources,  but  mostly 
individualized  service  for  fees  of  $99  and  up. 

So  far,  the  best  of  the  bunch.  A  ton  of  free 
material,  plus  helpful  free  calculators. 


OptionWealth  A  promising  site  still  in  beta  test.  Scheduled  to  go 

optionwealth.com  live  in  August.  Expects  to  charge  $200  annual  fee. 

DATA:  BUSINESS  WEEK 


options  on  Intel  with  some  on  Qualcomm 
follow.  Such  details  as  a  "Binomial  Tree1 
pie"  left  me  feeling  dumber  than  usual. 
A  better  bet  for  most  people  is  myS 
tions.com,  which  made  its  debut  in 
doesn't  value  options  in  high-quant  style 
free  faqs,  a  user  forum,  and  tools  give 
to  some  common  questions.  If  you  aim 
say,  $50,000  for  your  kids'  private-school 
this  site  has  an  "I  Need  Cash"  calculate: 
tell  you  not  just  how  many  options  to  li 
but,  if  you're  vested  in  more  than  one 
options,  which  one  will  yield  the  most  c; 
taxes.  Although  my  Netscape  browse 
some  bugs  in  it,  the  site's  most  intriguing 
is  the  "Comparison  Modeling  Tool."  It  1 
you  whether  you  would  be  better  off  ex« 
options  today  and  reinvesting  in  somethii 
given  your  estimate  of  hov 
j^^  the  option  stock  and  sorm 
native  investment  will 
y~  "^     ,  I  imagined  I  had  10,' 

[  An]  tions  on   Intel  that 

\^JJ  in  2004.  I  estimated 

'   shares  would  rise  15% 
and  that  my  alternative 
ment  would  appreciate! 
annually. 

The  tool  told  m 
with  Intel  now  at 
share  and  a  strike  J 
63,  I  would  see  a  $' 
gain.  But  after  $324,870J 
es,  I  would  have  just 
to  reinvest.  If  I  put  that 
to  work  in  the4  altemafl 
vestment,  even  at  25%  a  year  it  woul 
only  to  $932,089  after  taxes,  $130,000  less 
would  have  by  sticking  with  Intel  and  exei 
those  options  near  expiration — punishme: 
paying  taxes  early,  a  strategy  that's  rarel) 
Give  up  the  power  of  compounding  return: 
higher  pretax  balance,  and  you'll  usually 
up  poorer. 

A  rival  site  set  to  go  live  in  August  i 
tionWealth.com.  I  tried  its  "beta"  versii 
ambition  and  user-friendliness,  it  falls  some 
between  the  other  two.  Yet  the  site  is  pron 
Soon,  it  plans  to  add  an  Alternative  Mil 
Tax  calculator. 

OptionWealth  President  Don  Johnsoi 
me  his  strategy  is  to  sell  the  service  to  e 
nies  as  an  aid  for  employees.  MyStoi 
tions.com  is  in  licensing  talks  with  br< 
which  might  offer  the  tools  to  brokerage  c 
My  advice?  Ask  your  employer  or  broker 
isn't  giving  you  this  sort  of  help  to  rr 
your  employee  stock  options.  You  migh 
cursing  the  little  devils. 


BusinessWeek  online 


For  barker.onlme,  go  to  www.businessweek.com/ir! 
or  AOL  keyword:  BW  Daily 


QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (321)  728-1711 
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PeopleSoft  Customer  Relationship  Management  is  about  knowing  what  your  customers 
want  -  even  before  they  do.  By  tracking  your  customers'  behavior  and  history,  PeopleSoft's  new 
generation  of  e-business  applications  gets  information  into  the  hands  of  the  people  in  your 
company  who  need  it,  when  they  need  it.  Now,  armed  with  Vantive's  best  of  breed  CRM  technology, 
everyone  can  proactively  forge  and  develop  profitable  customer  relationships  like  never  before. 
Which  is  exactly  the  competitive  advantage  your  people  need  to  successfully  lead  your  business. 


PeopleSott  CRM  powered  by 


CUSTOMERS  •  EMPLOYEES  •  SUPPLIERS 


People  power  the  internet. 


<wl  oplesoft.com/crm        1.888.773.8277 
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350      MILLION      PEOPLE      MHV 


DROP     BY     TODAY. 


TIME     TO     SHY     "HELLO." 


The  Internet  world  is  knocking.  PSINet  helps  your  business  answer.  We  give  you  all  the  too 
need  to  maximize  on-line  communications.  Everything  from  multicurrency  e-commerce  and  ded 
hosting  to  multimedia  services,   private   IP  networking,  and   more.   It's  ~~N^ 

what  we've  done  for  thousands  of  small-  and  medium-sized  companies 
as  well  as  more  than  a  third  of  the  Fortune  500®.  Your  opportunity  is  knocking 
Open  the  door.  Call  or  contact  PSINet  at  1-800-406-4574  or  www.psinet.com. 
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WARBLING 
A  BIT  LOUDER 


)T  PHONE  PROSPECTS 


Microsemi  (MSCC)  is  in  transition:  A  year 
ago,  it  supplied  semiconductors  to  the  mil- 
itary and  aerospace  markets.  That  changed 
when  Microsemi  made  acquisitions  that  gave  it 
entree  to  faster-growing,  higher-margin  markets. 

Thinking  the  shift  would  bring  robust  growth, 
investors  snapped  up  Microsemi  shares.  Trad- 
ing at  13  in  January,  shares  surged  to  48  in 
March.  But  when  the  market  took  a  big  tumble 
in  late  March,  Microsemi  fell  to  18. 

Enter  savvy  investors  who  saw  Microsemi's  po- 
tential in  hot  fields  such  as  wireless  phones  and 
handheld  devices.  The  stock  has  since  climbed  to 
35,  and  some  pros  see  it  hit- 
ting 80.  "Cellular  phones 
present  a  variety  of  oppor- 
tunities to  Microsemi,"  says 
Robert  Adams  of  cibc 
World  Markets.  Microsemi's 
cell-phone  parts  include 
power-management  circuits 
that  extend  battery  life  and 
amplifiers  that  boost  signals. 

"The  number  of  Mi- 
crosemi components  being 
used  in  cellular  phones  has  increased  sharply, 
driving  sales  way  up,"  says  Jerry  Apodaca  of 
Apodaca  Investment  Group.  Microsemi  is  also 
well-positioned  in  the  fiber-optic  market,  he  adds, 
with  its  optocouplers,  used  for  high-speed  data 
switching  in  submarine  telecom  cables. 

Gregory  Walsh  of  Red  Chip  Review,  which 
focuses  on  small-cap  stocks,  says  Microsemi  is 
ahead  of  rivals  because  of  its  wide  experience  in 
the  military  and  space  markets.  Boeing,  Motoro- 
la, and  Alcatel  are  among  its  big  customers. 

Christopher  Chaney  of  A.  G.  Edwards  says 
Microsemi  is  a  "primary  example  of  a  neglected 
company  with  a  promising  long-term  story."  He 
expects  earnings  of  63<2  a  share  in  2000  and 
$1.01  in  2001,  on  revenues  of  $285  million. 
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BATTIPAGLIA:  .1  buj 

rally  in  technology 


SOFTWARE  PLAYS 
THAT  SHOULD  FIRM  UP 


Buy  technology,  says  Joseph  Batti- 
paglia,  if  you  want  to  win  big  in 
the  next  rally.  The  accelerating  pace 
of  innovation  on  and  off  the  Web,  he  ar- 
gues,  is  forcing  businesses  to  invest  more 
heavily  in  info  tech  than  ever  before.  The 
chief  investment  strategist  at  Gruntal,  a 
New  York  investment  bank,  notes  that 
spending  in  the  U.S.  on  gear  and  soft- 
ware in  1999  totaled  nearly  $1  trillion 
"and  has  yet  to  show  any  sign  of  slowing 
down."  He  says  developing  software  ap- 
plications for  e-commeree  will  be  critical 
in  tlie  New  Economy. 


Battipaglia  is  betting  on  three  stocks  in  such  a 
eenario:  Microsoft  (msft),  Rational  Software 

(RATL),  and  VerlicalN'et  (VERT).  They  are  major 
players,  he  says,  in  providing  new  software  ap- 
plications to  enterprises  seeking  to  develop 
streamlined  e-commerce  systems. 

Despite  the  antitrust  furor,  Microsoft  has 
greatly  enhanced  its  Windows  suite  of  products, 
he  says,  advancing  its  presence  in  the  server 
and  database  market.  Its  newest  database  plat- 
form and  operating  system  have  gained  wider  ac- 
ceptance among  developers  seeking  fast  and  re- 
liable ways  to  develop  e-commerce  applications. 
Battipaglia  expects  that  Microsoft,  trading  at 
73,  will  find  its  way  back  to  100  in  12  months. 

Rational's  tools  help  developers  design  and  test 
softwvare.  It  has  formed  alliances  with  IBM  and  Sun 
Microsystems  to  provide  customers  with  stream- 
lined envelopment  tools.  Battipaglia  says  Rational, 
now7  at  99,  is  wTorth  130.  VerticalNet  creates  and 
operates  Web  sites,  or  "storefronts,"  to  help  small 
industrial  companies  bring  their  businesses  to  the 
Web.  It  has  a  joint  venture  with  Microsoft  to  fa- 
cilitate B2B  commerce  on  the  Internet.  Battipaglia 
sees  VerticalNet,  now7  at  50,  rising  to  80  in  a  year. 

DON'T  REJECT 
BIOTRANSPLANT 

Although  its  products  are  still  in  early  de- 
velopment, BioTransplant  (btrn)  has  been 
attracting  big  believers.  This  biotech's  phar- 
maceuticals use  technologies  that  reeducate  the 
immune  system  to  accept  donor  cells,  tissues, 
and  organs.  "There  is  an,  overwhelming  need  for 
a  new7  approach  in  transplant-rejection  therapy, 
which  btrn  is  well-positioned  to  deliver,"  says 
Joel  Sendek,  an  analyst  at  Lazard  Freres. 

He  rates  the  stock,  currently  at  10,  a  buy  with 
a  12-month  target  of  19.  "With  a  powerfxd,  po- 
tentially revolutionary7  technology  that  addresses 
the  cancer  and  transplant 
markets — with  partners 
Medlmmune  and  Novar- 
tis — BioTransplant  is  in  a 
good  position,"  says  Sendek. 
Its  lead  product,  Medi-507, 
an  antibody  developed  in 
partnership  with  Medlm- 
mune, "could  offer  safety 
and  superior  efficacy  for 
cancer  therapy  and  organ 
transplants,  and  allow  for 
the  use  of  animal  organs,"  says  Sendek.  He  ex- 
pects royalties  by  2004,  and  profits  in  2005. 

Sy  Goldblatt,  president  of  S2  Technology,  an  in- 
vestment firm,  says  BioTransplant,  with  its  "ex- 
tremely powerful  technology,  represents  a  com- 
pelling long-term  investment  opportunity." 


BusinessWeek  online 


Watch  for  Gene  Marcial's  Inside  Wall  Street  Online 
column  every  Tuesday  afternoon  at 
www.businessweek.com/today.htm 
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Figures  of  the  Week 


%  change 


STOCKS 


U.S.  MARKETS 


July  19 


Year  to 
Week      date 


Last  12 
months 


GLOBAL  MARKETS 


July  19 


1570 


1485 


1400 


1315 


1230 


S&P  500 

July    Jan.    July  July  13-1 9 


:  1535 

:  1520 

:  1505 

1490 
1482.0 
:  1475 


COMMENTARY 

A  promising  market  rally  fizzled  as  in- 
vestors focused  on  profits.  The  Nas- 
daq Composite  index  led  the  market 
higher  on  July  14  and  again  on  July  17, 
as  profit  growth  lifted  computer  stocks. 
But  the  Dow  Jones  industrials  fell  on 
July  17,  and  the  Nasdaq  followed  on 
July  18,  falling  2.3%.  Disappointing 
earnings  at  Microsoft  and  Qualcomm 
hurt  the  markets  on  July  18  and  19. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


S&P  500  1482.0  -0.7 

Dow  Jones  Industrials  10,696.1  -0.8 

Nasdaq  Composite  4055.6  -l.l 

S&P  MidCap  400  505.9  -1.6 

S&P  SmallCap  600  215.0  -2.3 

Wilshire  5000  13,895.7  -0.9 

SECTORS 

Business  Week  50*  1281.3  -0.4 

Business  Week  Info  Tech  100**    975.5  -0.1 

S&P/BARRA  Growth  912.5  -0.5 

S&P/BARRA  Value  600.8  -1.1 

S&P  Energy  851.7  -1.7 

S&P  Financials  140.4  -1.5 

S&P  REIT  83.3  -0.4 

S&P  Transportation  612.8  -1.3 

S&P  Utilities  277.7  1.9 

GSTI  Internet  461.0  5.8 

PSE  Technology  1104.8  -2.3 
*Mar.  19,  1999  =  1000       "Feb.  7,  2000  =  1000 


0.9 

-7.0 

-0.3 

13.8 

8.7 

0.6 


5.3 
-4.4 
43.3 
19.3 
14.2 

7.9 


-1.5 

20.0 

NA 

NA 

2.8 

14.4 

-1.6 

-5.0 

2.1 

-2.6 

5.5 

^1.0 

13.2 

-0.7 

2.7 

-18.7 

22.2 

7.2 

35.3 

-2.2 

13.7 

75.7 

S&P  Euro  Plus  (U.S.  Dollar) 
London  (FT-SE  100) 
Paris  (CAC  40) 
Frankfurt  (DAX) 
Tokyo (NIKKEI  225) 
Hong  Kong  (Hang  Seng) 
Toronto  (TSE  300) 
Mexico  City  (IPC) 
FUNDAMENTALS 


1518.6 
6465.4 
6495.1 
7366.6 

16,983.6 

17,710.1 

10,637.1 
6863.3 
July  18 


S&P  500  Dividend  Yield  1.06% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  30.5 
S&P  500  P/E  Ratio  (Next  1 2  mos.)*  23.6 
First  Call  Earnings  Surprise*  3.45% 

•First  Call  Corp. 
TECHNICAL  INDICATORS        July  18 


S&P  500  200-day  average  1417.8 

Stocks  above  200-day  average  59.0% 

Options:  Put/call  ratio  0.43 

Insiders:  Vickers  Sell/buy  ratio  1.54 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 

GROUPS  month  % 


Leisure  Time 

Shoes 

Defense  Electronics 

Transportation  Services 

Specialty  Retailers 


23.5 
21.4 
18.3 
12.0 
11.8 


Defense  Electronics 
Instrumentation 
Semiconductors 
Communications  Equip. 
Health-Care  Services 


106.3 
98.3 
90.5 
66.7 
46.1 


Regional  Telephone  Cos.     -11.4    Office  Equip 


Engineering  &  Constr. 

Gold  Mining 

Chemicals 

Oil  Exploration  &  Prod. 


-9.8  Furnishings  I 

-8.9  Metal  &  Glas 

-8.4  Pollution  Cor 

-8.2  Life  Insuranc 


■  MUTUAL  FUNDS 

Week  ending  July  18 
■  S&P  500  ■  U.S.  Diversified  *  All  Equity 
4-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return % 

Leaders 

Latin  America  10.4 

Small-cap  Growth  5.6 

Health  5.1 

Miscellaneous  4.7 

Laggards 

Japan  -3.4 

Precious  Metals  -1.4 

Natural  Resources  -1.4 

Europe  -1.0 


52-week  total  return 

Leaders 

Technology 

Health 

Small-cap  Growth 

Mid-cap  Growth 

Laggards 

Precious  Metals 

Financial 

Large-cap  Value 

Miscellaneous 


■  S&P  500   S 
52-week  total 


Week  ending  July  18 
U.S.  Diversified  £  All  Equity 
return 


15      20      25      30 


EQUITY  FUNDS 

4-week  total  return % 

Leaders 

Van  Wagoner  Emerg.  Gr.        28.2 

Van  Wagoner  Micro  Cap  Gr.    23.2 

Van  Wagoner  Post  Venture     22.7 

Van  Wagoner  Technology       20.7 

Laggards 

American  Heritage  A  -22.0 

Hudson  Investors  -9.5 

Midas  Magic  -7.5 


52-week  total  return 


89.6 
76.0 
60.1 
57.4 

-5.2 
^».3 
-1.8 
-1.0 


% 


Leaders 

Dresdner  RCM  Biotech.  N  242.2 

Roulston  Emerging  Gr.  233.2 

Franklin  Biotech.  Disc.  A  213.6 

Red  Oak  Technology  Select  206.7 
Laggards 

ProFunds  Ultrashort  OTC  -79.8 

Hudson  Investors  -65.3 

Potomac  OTC  Short  -50.7 


Data:  Standard  &  Poor's 


Potomac  Internet  Short  Inv.    -7.5       Calvert  New  Atrica  A 


-32.5 


■  INTEREST  RATES 

fylK 

KEY  RATES 

July  19 

11% 
Wee  ls 

MONEY  MARKET  FUNDS 

6.15% 

6. 

90-DAY  TREASURY  BILLS 

6.17 

6. 

1 

1-YEAR  TREASURY  BILLS 

6.11 

6. 

10-YEAR  TREASURY  NOTES 

6.15 

6. 

30-YEAR  TREASURY  BONDS 

5.91 

m 

5. 

30-YEAR  FIXED  MORTGAGE! 

8.24 

8. 

tBanxQuote,  Inc. 


Us 


BLOOMBERG  MUNI  YIELD  EQUIVALEtv  ,na 

Taxable  equivalent  yields  on  AAA-rated,  tax-exftifc 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  bor 


GENERAL  OBLIGATIONS 
TAXABLE  EQUIVALENT 


4.92% 


7.13 


INSURED  REVENUE  BONDS 
TAXABLE  EQUIVALENT 


5.05 
7.32 


dcti 


I  THE  WEEK  AHEAD 


EXISTING  HOME  SALES  Tuesday,  July  25,  10 
a.m.  edt ►  Existing  homes  probably  sold 
at  an  annual  rate  of  5  million  in  June, 
says  the  median  forecast  of  economists 
surveyed  by  Standard  &  Poor's  mms,  a  di- 
vision of  The  McGraw-Hill  Companies.  In 
May,  resales  totaled  5.09  million. 

CONSUMER  CONFIDENCE  Tuesday,  July  25, 
10  a.m.  eot>  The  Conference  Board's 
index  of  consumer  confidence  likely 
slipped  slightly  in  July  to  138.7,  from 
June's  138.8. 


DURABLE  GOODS  ORDERS  Thursday,  July  27, 
8:30  a.m.  edt>-  New  orders  for  durable 
goods  probably  fell  0.3%  in  June,  after 
surging  6%  in  May. 

EMPLOYMENT  COST  INDEX  Thursday,  July  27, 
8:30  a.m.  edt>-  The  s&p  mms  median 
forecast  calls  for  a  1%  increase  in  the 
cost  of  wages,  salaries,  and  benefits  in 
the  second  quarter.  That's  lower  than  the 
1.4%  jump  in  the  first  quarter.  Second- 
quarter  compensation  for  civilian  workers 
was  probably  up  4.3%  compared  with  a 


year  ago,  the  same  quick  year 
posted  in  the  first  quarter. 


REAL  GROSS  DOMESTIC  PRODUCT  Fi 

28,  8:30  edt  ►  The  Commerci  \v 
first  look  at  the  economy  will   n 
that  real  gdp  grew  at  an  annus 
3.8%  in  the  second  quarter, 
mms  survey.  That's  far  slower  t 
5.5%  pace  of  the  first  quarter ir 
7.3%  advance  in  the  fourth.  C: 
spending  eased  in  the  spring, 
tory  accumulation  likely  picke< 
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0.4%,  slightly  outperforming  the  market  indexes.  Like  the  rest  of  the  market,  the  BW  stocks 
is  in  computer  stocks,  notably  Gateway  and  Adobe  Systems.  But  improved  earnings  numbers 
>ing  at  Lucent  Technologies,  Guidant  Corp.,  and  EMC.  A  court  ruling  favored  by  investors,  up- 
-  ;m  on  railroad  mergers,  sent  Kansas  City  Southern  share  prices  up  sharply. 
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COMPANY  PERFORMANCE 

%  change 

Since 
Week     3/1/00 


%  change 


-8.9 

-19.5 

4.3 

1.5 

4.6 

1.5 

-1.3 

*• 

3.1 

Since 

Rank      Company 

Week 

3/1/00 

26     Intel 

-2.2 

19.2 

27     Tribune 

-1.6 

-9.7 

28     Xilinx 

-0.1 

17.3 

29     Enron 

1.8 

5.2 

fe 


5 


'  Dean  Witter 

ogies 

nology 
ms 


ils 

l4  nal 


ciates 


10.8 

3.8 

-7.6 

-5.0 

12.7 

-2.8 

0.6 

-8.9 

0.3 

-0.4 

-1.3 

-7.0 

11.6 

0.6 

0.1 

-1.7 

-2.6 

10.7 

-4.8 

-1.4 

3.3 


40.9 

-78.7 
17.3 

-24.8 
-6.0 
-6.9 
^».l 

^13.6 

17.3 

2.7 

19.4 

30.0 

5.7 

2.8 

12.9 

-59.0 
-6.1 
43.6 

-59.1 
37.2 

-54.7 


30  Lexmark  International  -6.0  -47.5 

31  Omnicom  Group  -2.4  -9.7 

32  America  Online  4.2  4.2 

33  Guidant  17.4  -20.4 

34  MBNA  8.1  37.0 


35  Pfizer 

36  Solectron 

37  Gateway 

38  Wells  Fargo 

39  General  Dynamics 


-3.1 

0.7 

-10.3 

-2.2 
0.6 


40  Texas  Instruments  -0.7 

41  Capital  One  Financial  7.6 

42  General  Electric  -1.3 

43  Kansas  City  Southern  Industries  42.7 

44  Wal-Mart  Stores  -1.6 


45 
46 
47 
48 
49 
50 


Paccar 

PE  Biosystems  Group 

Merck 

Adobe  Systems 

Reliant  Energy 

Citigroup 


5.0 

-5.4 

-11.3 

-7.5 

0.0 

1.7 


45.9 
29.1 
-8.9 
21.6 
27.7 

-17.9 
41.3 
21.2 
58.1 
22.4 
4.5 

-24.4 

8.4 

29.5 

59.9 

31.7 


UCTION  INDEX 

Change  from  last  week:  0.3% 
Change  from  last  year:  15.4% 


-i 


on* 

ylill 

arter. 


.The  index  is  a  4-week 
moving  average 


Nov. 
1999 


Mar. 
2000 


Jun. 
2000 


x  increased  in  the  latest  week.  Be- 
e  four-week  moving  average,  how- 
i  173.9,  from  175.  Even  after  sea- 
itput  of  autos  and  trucks  declined 
plants  closed  for  the  Independence 
nual  model  changeovers.  Lumber 
lropped  as  well.  Production  levels 
ining,  coal,  and  rail-freight  traffic 


ie  index  components  is  at  www  business- 
index  Copyright  2000  by  The  McGraw-Hill 


I  ONLINE  RESOURCES 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

S4P  PERSONAL  WEALTH  Real  time  mar- 
ket coverage,  industry  analysis,  and 
personalized  retirement  advice. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  online 


For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessweek.com. 
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How  about  all  of  the  above? 

www.comdisco.com 

C#MDISCO 
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A  Division  of  The  McGraw-Hill  (on 
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Reach  these  Business  Week  advertisers  on  the  Web: 


AeroMexico 

www.aeromexico.com 

Agilera 

www.agilera.com 

American  Honda  Motor  Co. 

www.honda.com 

American  Isuzu  Motors,  Inc. 

www.isuzu.com 

Aramark 

www.aramark.com 

Bank  of  America 

www.bankofamenca.com 

Bank  of  America  Private  Bank 

www.bankofamerica.com/private  bank 

BMC  Software 

www.bmc.com 

BMW  of  North  America,  Inc. 

www.bmwusa.com 

Business  Objects 

www.businessobjects.com 

Compaq 

www.compaq.com 

Conoco 

www.conoco.com 

Cysive 

www.cysive.com 

DataChannel 

www.datachannel.com 

Delphi  Automotive  Systems 

www.delphiauto.com 

Deutsche  Bank  AG 

www.db.com 

Digex 

www.digex.com 


Digital  Island 

www.ditigalisland.com 

Diner's  Club 

www.dinersclubus.com 

Dovebid 

www.dovebid.com 

Embassy  Suites 

www.embassysuites.com 

Fair  Market,  Inc. 

www.fairmarket.com 

Franklin  Templeton 

www.franklintempleton.com 

Hampton  Inn 

www.hamptoninn.com 

IBM  Software 

www.ibm.com/software/different 

Infineon 

www.infineon.com 

Interact 

www.interact.com 

Interliant,  Inc. 

www.interliant.com 

Intershop 

www.intershop.com 

Intralinks 

www.intralinks.com 

Jeep 

www.jeep.com 

JP  Morgan 

www.jpmorgan.com 

LeadersOnline 

www.leadersonline.com 

Lexis-Nexis 

www.lexis-nexis.com 


Lincoln 

www.lincolnvehicles.com 

Lucent 

www.lucent.com 

Maker's  Mark 

www.makersmark.com 

Microsoft  Windows  2000 

www.microsoft.com/windows 

Nortel  Networks 

www.nortelnetworks.com 

Novell 

www.novell.com 

Oklahoma  Department  of  Commerce 
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2000  Race  Schedule 

May  10 NewYorkCity#l (212)423-2248 

May  25 Albany,  NY (518)435-4500 

Junel Rochester,  NY (716)624-8245 

|une7 Boston,  MA (617)439-7700 

June  14 Frankfurt,  Germany. . .  (011-49)  69  68  60  7026 

)une  21 New  York  City#2 (212)423-2248 

June  22 Buffalo,  NY (716)  816-RACE 

July  12  &  13 London,  England (011-44)  171-620-4117 

July  18 Stamford,  Q (914)682-0637 

)uly  20 Mom'stown.N] (973)898-9386 

July  25 Long  Island,  NY (516)  349-7649 

July  26 New  York  City  #3 (212)  423-2248 

August  1 Syracuse,  NY (315)  446-6285 

August  3 Chicago,  IL (773)  777-9000 

August  9 San  Francisco,  CA (415)  586-8508 

August  15 Paramus,  N| (973)  898-9386 

September  28  . . .  Atlanta,  GA* (404)  255-1033,  xlO 

October  7 Championship  NYC (212)  423-2248 

November  15....  Sydney,  Australia ....  (Oil)  61-2  94  39  6060 
Check  for  updates  at  www.chase.com 

•  Licensing  Agreement.  Oates  ate  subject  to  change 
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Break  away  with  the  right 
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Last  year  more  than  192,000  men  and  women 
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the  23rd  running  of  the  3.5  mile  Chase  Corporate 

Challenge    road  racing  series. 

This  year,  runners  from  businesses  of  every  size, 

from  all  over  the  world,  will  again  compete  in 

men's,  women's  and  coed  divisions,  representing 

their  companies  proudly. 

For  entry  information  call  the  number  in  your  city 

or  visit  www.chase.com. 


THE  RIGHT  RELATIONSHIP  IS  EVERYTHING? 
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Editorials 


THE  NET  IS  NO  PLACE  FOR  MONOPOLY 


It  is  one  of  the  ultimate  ironies  of  our  time  that  the  Inter- 
net, a  paragon  of  global  accessibility  and  openness,  is 
threatened  by  monopoly  and  control.  Access  to  the  Net  is  in- 
creasingly shifting  from  telephone  lines,  open  to  one  and  all, 
to  cable,  closed  to  all  but  the  chosen.  Unlike  the  phone  com- 
panies, cable  outfits  can  and  do  decide  who  gets  on  and  who 
doesn't.  In  a  world  where  a  few  media  conglomerates  own  ca- 
ble distribution  into  the  home,  freedom  of  access  to  the  In- 
ternet is  becoming  a  hot  political  debate. 

Here  is  our  stake  in  the  ground  on  the  issue:  Open  access 
to  all  network  platforms — be  they  operating  systems  or  de- 
livery systems — is  crucial  to  innovation  and  growth  in  the 
New  Economy.  It  should  be  the  standard  rule  for  all  players 
in  the  New  Economy  and  the  goal  of  policymakers,  be  they 
trustbusters  or  regulators. 

But  getting  to  that  goal  is  going  to  require  some  creative 
thinking.  Thanks  to  the  network  effect,  size  really  matters  in 
information  industries,  pushing  them  toward  monopoly.  The 
more  that  people  use  a  digital  service  or  a  product,  such  as 
Microsoft's  operating  system  or  America  Online's  instant 
messaging,  the  more  other  people  need  to  use  it,  and  the 
more  valuable  it  becomes.  In  this  environment,  the  winner 
can  take  all — at  least  until  the  next  technological  break- 
through overthrows  it.  Keeping  networks  open  to  competi- 
tion as  they  move  toward  monoply  can  only  bedevil  policy- 
makers (page  98). 


The  need  for  profits  emphasizes  the  conundru 
Time  Warner/AOL,  and  others  are  pouring  billions  i 
systems  to  turn  one-way  TV  lines  into  fast,  interactiv 
band  Internet  lines.  These  companies  argue  that  t 
the  profits  that  come  from  control  to  make  inve 
Open  access  would  curb  their  ability  to  generate  casl 
growth  in  capital  spending,  and  slow  the  spread  of  br 
They  have  a  strong  argument. 

But  arguments  for  monopoly  profits  must  always  b 
with  a  skeptical  eye.  AOL  is  a  profitable  Internet  con 
long-term  advocate  of  open  systems,  AOL  turned  u 
teristically  quiet  on  the  issue  once  it  announced  it  w 
to  buy  Time  Warner  Inc.,  one  of  the  nation's  largest  c 
erators.  Indeed,  AOL  itself  is  under  attack.  Once  its 
messaging  network  hit  a  critical  mass,  aol  moved  t< 
closed  to  most  competitors.  Not  a  good  sign. 

It  may  be,  as  Treasury  Secretary  Lawrence  Sum 
cently  said,  that  temporary  monopolies  are  necessa 
erate  profits  in  the  Information  Age.  But  the  operat: 
must  be  "temporary."  Markets  must  be  kept  open  fi 
native  networks  to  challenge  and  supplant  existing  o 
telephone  lines  are  already  competing  with  cable  in  dd 
high-speed  broadband  Internet  service.  And  broadbar 
less  technology  could  compete  in  the  future. 

Monopoly  may  not  be  the  root  of  all  evil.  But  it  is 
of  innovation.  Open  access  to  networks  is  an  economl 


APPLE  WINS  WITH  DESIGN 


Corporations  would  be  well  advised  to  consider  the  power 
of  design  in  the  New  Economy.  In  an  era  of  rapid  tech- 
nological change,  when  no  one  knows  what  will  work  in  the 
marketplace,  design  is  emerging  as  a  pathfinder  pointing  to 
possible  new  directions  for  mobile  Net  devices,  Web  sites,  cell 
phones,  home  medical  equipment,  and  even  the  personal  com- 
puter. Few  companies  understand  the  bottom-line  prowess 
of  design  better  than  Apple.  Corporations  around  the  world 
should  ho  benchmarking  Apple's  technique  for  incorporating 
design  int;  i  the  heart  and  soul  of  its  business  model  (page  102). 
Here's  how  Apple  and  its  first-class  design  team  do  it: 

■  Branding.  Time  ami  again,  Apple  uses  design  to  distin- 
guish its  products  in  the  marketplace  from  the  PC  pack — and 
give  them  enough  cachet  to  keep  profit  margins  higher  than 
most  competitors.  The  iBoou  was  an  inspired  effort  to  make 
friendly  laptops  sp  cifically  for  consumers. 

■  Usability.  Apple  creates  products  consumers  find  intuitive- 
ly easy  to  use.  Its  design  group  utilizes  anthropological  tools 
to  research  how  people  operate  things.  The  result  is  a  series 
of  products  that  open  and  close  smoothly,  connect  quickly,  and 
start  with  obvious  ease. 

■  Display.  Apple  uses  information  design  to  create  some  of  the 


most  user-friendly  software.  The  company  pioneered  | 
cal  user  interfaces  ("gooeys"),  making  computers  clear 
ical.  Its  challenge  now  is  to  go  to  the  next  level. 

■  Technology.  Apple  uses  design  to  select  and  apj 
technologies.  In  a  universe  of  new  technologies,  whall 
and  what  doesn't  is  a  critical  question.  Design  a 
make  the  selection  by  focusing  on  the  user.  Apple's 
wireless-network  module,  for  example,  can  connect  uj 
iMacs. 

■  Conceptualization.  Even  when  Apple  blows  it,  as 
Newton,  it  uses  design  to  try  out  new  forms  of  prod^ 
corporating  new  technologies.  The  Newton  was  the 
sonal  digital  assistant,  but  was  stuffed  with  too  mar 
tions  for  consumers  (this  was  clearly  a  design  failure] 

■  Zeitgeist.  Apple  design  parses  popular  culture.  Its  clej 
tic  iMacs  reflect  young  America's  desire  to  make 
private  and  secret  things  public  and  visible. 

Apple  succeeds  because  it  integrates  design  deeply 
the  components  of  its  business.  It  has  won  more  Indl 
Design  Excellence  Awards  over  the  past  five  years  thr 
other  company  in  the  U.  S.,  Europe,  or  Asia.  It  desig 
stuff,  but  its  use  of  design  goes  way  beyond  the  "cool: 
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PROSPERITY 

The  sizzling  expansion  and  huge 
surplus  are  creating  a  new, 
upwardly  mobile  voter.  Top  issues: 
Education,  health  care,  and 
sustaining  the  high-tech  boom. 
Does  either  Bush  or  Gore  have  the 
right  plan  for  the  New  Economy? 
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of  the  difficulties  you  had  opening  docu- 
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Acrobat  Reader  is  just  a  small  part  of  an 
even  more  powerful  program  —  Adobe 
Acrobat.  With  the  full  version  of  Adobe 
Acrobat  you  too  can  make  your  own 
Adobe  PDF  files,  creating 
attachments  that  will  open 
and  print  easily.  Fonts,  colors, 
graphics  —  everything  you 
send  will  appear  just  as  you 
intended.  And  its  brilliance 
doesn't  end  there.  With  Adobe 
Acrobat  you  have  the  ability 
to  add  comments  to  Adobe 
PDF  files  while  the  originals 
remain  intact.  Additionally  you  can  pass 
word  protect  and  add  digital  signatures 
to  your  files.  So  explore  the  many  facets 
of  Adobe  Acrobat  and  other 
Adobe  ePaper'  Solutions  at 
www.adobe.com/fullacrobat. 
And  prepare  to  be  amazed.         AflODG 
Inspiration  becomes  reality. 
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ition  you  need  right  in 
AJUUui  front  of  you.  Microsoft  Project  2000  gives  you  that  information  by  providing 
ble  tools  for  organizing  viewing  and  analyzing  project  data  and  by  allowing  your  team  members  to 
ate  their  status  through  the  Web. 

■ince  the  most  accurate  status  information  comes  from  those  doing  the  work.  Microsoft  Project  2000 
<des  a  ample.  Windows  -based  interface  that  team  members  can  access  from  their  Web  browsers  to 
ide  collaborative  input.  Its  called  Microsoft  Project  Central,  and  it  can  give  you  up-to-the-minute  data 
w,l,  help  you  make  the  best  decisions  for  your  business.  To  learn  more  or  to  order  a  trial  CD  visit  our 
siteatwww.mierosoft.com/go/project. 
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THE  POLITICS  OF  PROSPERITY 

Unfolding  amid  a  burst  of  wealth- 
creation  not  seen  since  the  Gilded 
Age,  Election  2000  has  become  less 
a  clash  of  party  ideologies  than  a 
referendum  on  what  to  do  with  the 
huge  budget  surplus.  Bush  and 
Gore  are  hustling  to  appeal  to  a 
new  class  of  upwardly  mobile 
voters  who  will  probably  bet  on  the 
candidate  they  see  as  most  likely  to 
keep  the  New  Economy  sizzling 

101    BUSINESS  WEEK/HARRIS  POLL 
Voters:  Optimistic,  yet  skeptical 

108  THE  NEW  ECONOMY'S  NEW  VOTER 
Meet  two  pragmatic  centrists  who 
are  cruising  the  issues  like  finicky 
e-shoppers.  Whom  will  they  choose? 

News:  Analysis  &  Commentary 
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DEUTSCHE  TELEKOM'S  WAGER 

It's  willing  to  pay  top  dollar  for 
tiny  VoiceStream  Wireless  because 
of  the  potential  for  growth 
STANTON'S  SAVVY  STRATEGY 

The  little-known  chief  of  Voice- 
Stream  and  Western  Wireless  bet 
on  backwater  markets  and  won 
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AOL  may  be  seeking  a  tieup  with 
wireless  Internet  pioneer  NTT 
DoCoMo 
34    COMMENTARY:  LUCENT 

Management  is  allowing  rivals  to 
triumph 

37  COMMENTARY:  WARNACO'S  WOES 
Whom  does  ceo  Linda  Wachner 
answer  to? 

38  JACK,  THEY  HARDLY  KNOW  YE 
John  Q.  Public  is  unaware 

of  GE  superstar  John  F.  Welch 
38    R.I.P.  FOR  THE  PC? 

Not  quite.  Despite  a  sluggish  first 

half,  most  analysts  expect  sales  will 

soon  pick  up 
42    COMMENTARY:  BEAR  STEARNS 

Is  the  Wall  Street  firm  worth  four 

times  book  value? 

45  FOX'S  VERSION  OF  SURVIVOR 
New  ceo  Gail  Berman  has  the 
toughest  job  in  show  business 

46  IN  BUSINESS  THIS  WEEK 

International  Business 

54    E-COMMERCE:  A  U.  S.  INVASION 

American  e-tailers  lay  siege  to 
Europe's  burgeoning  online 
commerce  market 
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best  chance  for  peace  wit 
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A  chip  shortage  puts  the  al 
on  electronics  companies 
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A  health-cost  time  bomb, 
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■  CABLE  THREAT:  As  Net 

users  switch  to  broadband,  . 
cable  companies  could  con-    ■•" 
trol  both  access  and  content, 
says  BW's  Bruce  Nussbaum 
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HOW  MANY  YEARS 
■      OF  SELF-DENIAL 

WILL  IT  TAKE 

BEFORE  YOU  CRACK? 


The  All-New  Avalon. 

The  most  luxurious,  spacious  sedan  we've  ever  created. 


STARTING  UNDER  $26,100*  MODEL  SHOWN,  526,940. 

■  Fairy  Godmother  is  nowhere  to  be  found.  Luckily,  you  can  reward  yourself  with  a  . —  vgy  TOYOTA 
Avalon.  It  has  a  refined  210-horsepower  V6  and  a  ride  that  stirs  the  senses  without     ^e  aood  to  yourself 

ins;  the  spine.  Do  you  deserve  this  much  luxury?  If  you  have  to  ask,  you're  not  ready.  | every  day. 


www.toyota.com   ♦    1-800'gO'toyota  ©1999  Toyota  Motor  Sates,  U.S.A.,  Inc.  Buckle  Up!  Do  it  for  those  *ho  love  you. 
*Startmg  MSRP  including  destination  charge.  Excluding  taxes,  license,  title  and  regionally  required  or  other  optional  equipment.  Actual  dealer  price  may  vary. 
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EDITED  BY  JOAN  OLECK 
CAMPAIGN  2000 

BIG  DUBYA 

IS  WATCHING  YOU 

SELF-STYLED  PRIVACY  HAWK 
George  W.  Bush  has  said  In- 
ternet companies  that  want 
to  share  user  data  with  third 
parties  should  ask  permis- 
sion. But  his 
new  Web  site, 
www.georgew- 
bush.com,  fails 
to  practice 
what  he 
preaches. 

Online  vol- 
unteers must 
type  in  their 
name,  address, 
phone  and  fax  numbers,  and 
e-mail  address.  And  they  can't 
stop  the  site  from  sharing  this 
data  with  campaign  leaders, 
the  Republican  National  Com- 
mittee, and  gop  state  parties. 
Until  recently,  the  site's  Daily 
Trivia  and  online  contest  sec- 
tions also  required  data-shar- 
ing— a  practice  not  found  at 
www.algore2000.com. 
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Privacy  activists  are  riled. 
"Maybe  I'm  just  interested  in 
George  W.  Bush  and  not  in 
the  Republican  Party  of  Ok- 
lahoma," says  Andrew  Shen 
of  the  Electronic  Privacy  In- 
formation Center.  Jonah 
Seiger  of  mind  share  Internet 
Campaigns,  an  online  politi- 
cal consulting  firm,  calls  the 


BUSH  SITE: 

Nosy 
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Bush  policy  a 
political  gaffe, 
saying  it 
might  deter 
crossover 
voters  who 
support  Bush 
but  are  skittish 
about  the  GOP. 
The  campaign  is  listening. 
Now,  users  can  block  data- 
sharing,  with  the  exception  of 
online  volunteers.  Explains 
spokesman  Tucker  Eskew: 
"By  agreeing  to  volunteer, 
you  want  to  become  part  of  a 
network  of  information  ex- 
change." Amy  Borrus 


STREET  NEWS 


A  HEDGE  FUND  STILL 
GETTING  TRIMMED 


ROBERTSON:  Unloading 

CRUMMY  TIDINGS  LATELY  FOR 
former  star  fund  manager  Ju- 
lian Robertson,  whose  Tiger 
Management  hedge-fund 
group  collapsed  last  March. 
Despite  hyped  takeover  bids 
for  two  of  his  five  remaining 
stocks — US  Airways  and 
United  Asset  Management — 
Robertson's  funds  are  down 
on  average  1.5%  this  year. 


And  a  spokesman  says  his 
Puma  and  Ocelot  funds  are 
down  about  5%  through  June 
30,  vs.  a  0.4%  drop  in  the 
Standard  &  Poor's  500-stock 
index  and  a  10%  gain  for  hed- 
gies  generally. 

On  July  14,  Robertson 
wrote  to  Ocelot  investors  that 
gains  from  United  Asset 
were  offset  by  declines  in  US 
Airways  and  Xtra,  another  of 
his  final  holdings.  "Our 
hedges  against  a  market  de- 
bacle went  against  us  also," 
Robertson  wrote.  He  fur- 
ther lamented  the  lack  of 
any  new  suitors  for  US 
Air.  Robertson  told  his 
long-suffering  clients  that 
Tiger,  winding  down  since 
March,  will  continue  to  liq- 
uidate its  portfolio  in  August 
and  September.  With  Robert- 
son's losses  continuing  to 
mount,  that  won't  be  a  mo- 
ment too  soon.      Gary  Weiss 


TALK  SHOW  ((Unless  we  can  close  the  gap  between 
and  demand  by  accelerating  productivity. . .  the  prosp* 
everyone  is  experiencing  would  be  put  in  great  jeoparc 

— Alan  Greenspan,  to  Congress 


CAR  TALK 

DIVIDENDS  IN 
THE  SLOW  LANE 

daimlerchrysler's 
new  warning  that 
its  second  half  of 
the     year     looks 
lackluster  (page 
90)  only  adds 
to    sharehold- 
ers' grievances. 
Some  investors 
were  already  feeling 
like  the  car  company  was 
taking  them  for  a  ride. 

The  problem:  dividends. 
Shareholders,  whose  Chrysler 
stock  turned  into  shares  of 
DaimlerChrysler  of  Germany, 
are  in  a  huff  over  reduced, 
delayed  payouts.  Where 
Chrysler's  were  quarterly, 
DaimlerChrysler  investors — 
22%  of  them  American — now 
receive  payments  annually. 
What's  more,  Germany  im- 


if 


poses  a  steep  26.4^ 
holding  tax.  Sure,  U 
vestors  get  a  16.4% 
But  the  paperwork  a 
a  year.  Plus,  divider! 
paid  in  euros;  that  me 
11.2%  cut  from  last 
payout.  Th 
recent  di 
in  April: 
share. 
"We'v 
ten    flc 
with    | 
calls  on 
says 
Messina,  h< 
North  American  inves 
lations.  But  DaimlerCI 
is  working  to  streamli 
process  for  Americans 
the   problem   may   no 
there.  John  Nigh,  a 
M&A  expert  at  Tillin 
Powers  Perrin,  warn 
with  so  many  compani 
ing  global,  such  scenari 
proliferate.     Marcia  V 
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SPORTS  BIZ 

A  GOLF  BALL 
FALLS  TO  EARTH 

GOLF-GEAR  GIANT  FORTUNE 
Brands  is  taking  a  clubbing 
in  the  ball  market.  The  No.  1 
golf-ball  maker  estimates  that 
as  of  May,  its  market  share 
has  slipped  1.7  percentage 
points  from  a  year  ago,  to 
42.1%.  The  probable  cause: 
golfing  phe-  _^ 
nom  Tiger 
Woods,  who  ended 
his      endorsement 
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NIKE  AD:  Woods' 
new  brand 
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deal  with  Fortune's  1 
balls  and  swung  ov  I 
Nike's  Tour  Accuracy 
The  champ  used  the 
product  to  win  May's  I  J 
rial  Tournament  and  th< 
British  Open. 

Fortune's  marketing 
George  Sine,  concede 
Nike  and  others  are  sti 
sales.  But  he  points  oU 
heavily  marketed  new 
ucts  always  woo  golfers 
to  try  the  latest  thing 
real  test:  whether  they 

with  the  balls.  "That 

L 

more  important  thai 

awareness     created 

Tiger  Woods." 

Sine   predicts   thi 

upgraded  Tour  Distanci 

and  other  new  product! 

win  back  golfers.  Nik 

tered  the  business 

last  year  and  crow^ 

its  2%  market  share 

more  than  double  by  \\v 

tember,  thanks  to  Wi 

"Fortune  has  been  i 

top  for  a  long  time,'1 

Category  Director  Sti 

Grissinger.    "It's    time 

them  to  share."     Louisi\ 
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\  oducing  the  Offer  Zone   for  Small  Business  at  americanexpress.com 

the  one  place  to  go  for  great  online  business  offers  on  your  favorite  brands  of 

iputers,  office  supplies,  Internet  services,  and  more.  Offers  range  from  free  shipping 

H  handling  to  savings  of  up  to  20%  —  when  you  use  the  American  Express"  Corporate 

wQ  J  for  Small  Business.  Plus,  the  Card's  Online  Fraud  Protection  Guarantee  means 

11 "  /i  re  not  responsible  for  any  unauthorized  charges.  So  for  great  business  offers  every  day 

'» )  le  year,  go  to  americanexpress.com  and  click  on  the  Offer  Zone  icon. 
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EXPENSIVE  TOYS 

A  NEW  MARINE 
HAZARD:  GAS  PRICES 

IF  YOU  THINK  YOUR  SUV  IS  A 

gas  guzzler,  try  filling  up  a 
motor  boat's  173-gallon  tank 
at  $370  a  pop.  That's  what 
John  Dodge  of  West  New- 


FILL  ER  UP -OUCH! 

BOAT/GAS  TANK  CAPACITY  (GAL.)  JULY.  1 999    JULY.  2000 

(11.15/GAL*)     ($1.B2/GAL) 


SEA  RAY  410  CRUISER  (335)     $385   $543 

BOSTON  WHALER  OR  (296)        $340   $480 

CIGARETTE ~MYSfiQUE (160)     $184   $259 

\      — .   ■ ^  *National 

self-serve 

average 

DATA: 

MANUFACTURERS 


BOSTON 
WHALER 


bury,  Mass.,  spends  every 
three  weeks.  Not  that  power 
boaters — who  spend  upwards 
of  $150,000  on  their  twin- 
engine  cruisers — are  that  up- 
set, overall.  "Compared  to 
what  owners  have  invested  in 
their  boats,   the   gas   costs 


aren't  hitting  them  too  hard," 
reports  Becky  Squires  of 
the  500,000-member  Boat 
Owners  Assn.  of  the  U.S.  The 
brevity  of  the  boating  season 
may  also  explain  the  tolerance 
for  a  scenario  like  that  at  Ma- 
rina del  Rey,  Calif.,  whose 
boating  fuel  station  lists  gas 
at  $2.21  a  gallon,  vs.  a  nearby 
Shell  station,  where 
comparable  92-octane 
fuel  is  $1.85  per  gal- 
lon. Still,  boat-happy 
folks  are  economiz- 
ing. Retired  New 
York  City  police  offi- 
cer Jim  Chambers 
says  he  has  cut  back 
on  outings  around 
Long  Island  on  his 
27-foot  fishing  boat. 
And  Dodge,  to  avoid 
high  marine  prices, 
hauls  180  gallons  of 
gas  bought  elsewhere  50 
steps  down  an  embankment 
to  the  dock.  He  explains: 
"When  you  buy  a  boat,  you 
already  know  it's  like  a  big 
hole — and  you  just  keep 
throwing  money  down  the 
hole."        Jennifer  Anne  Lee 


INDIA  INK 

RUPERTS  RAKING  IN 
THE  RUPEES 

RUPERT   MURDOCH,   YOU    ARE 

a  winner!  For  six  desolate 
years,  the  media  mogul 
has  resided  over  a 
losing  investment  in  In- 
dian TV.  But  now 
he  has  been  vindi- 
cated. Since  its  | 
July  3  debut,  j 
Kaun  Banega 
Crorepati?,  the 
Hindi  version  of 
Ww  Wants  Tb  Be 
a  Millionaire?, 
has  smashed 
ratings  records, 
capturing  40%  of 
India's  30  million 
cable  households. 
The  hour- 
long,  four- 
nights-a-week  show — on 
which  Murdoch's  Star  chan- 
nel has  spent  an  estimated 


BACHCHAN:  The 

subcontinent's  Regis 


$20  million — empties  the 
streets,  prompts  cinemas  to 
change  schedules,  and  re- 
stores electrical  power  to 
towns  with  shortages  for 
that  one  hour.  Wannabe  con- 
testants have  made  18  mil- 
lion calls  to  Star's  offices, 
while  ad  spots  sell  at  well 
above  the  normal  rates. 
The  draw?  Money  of 
course — and  the  chance 
to  meet  heartthrob  host 
Amitabh  Bachchan.  For 
Murdoch, 
z"  the  reward 
is  his  revenge  for 
the  years  when 
Star  lagged  third 
behind  cable 
competitors  Sony 
and  the  local  Zee 
network. 

In  March, 
Murdoch  warned 
his  staff  that  he 
"never  wanted  to  see  those 
sliding  ratings  again."  He 
won't.         Manjeet  Kripalani 


NEW  WORLD  ORDER 

EAST  TO  ALASKA: 
THE  RUSH  IS  ON 

THE  RUSSIANS  ARE  COMING, 
the  Russians  are  coming — to 
Costco  and  Kmart.  Siberians 
are  flying  in  weekly  to  An- 
chorage, Alaska,  from  Rus- 
sia's Far  East  to  bulk- 
buy  blue  jeans,  tires,  and 
beef  jerky,  perhaps  to  re- 
sell back  home  for  a 
profit.  "They  are  in  a 
kind  of  awe,"  Todd 
Young,  a  Costco  manager 
in  Anchorage,  says  of  his 
store's  wide  array. 

Back  in  Magadan  and 
Yakutsk,  consumer  goods 
are  in  short  supply.  So  three 
years  ago,  tiny  cargo  airline 
Reeve  Aleutian  Airways 
jumped  into  the  passenger 
market  after  Alaska  Airlines 
dropped  the  route.  Now,  each 
week,  Reeve  shuttles  in  up  to 


100  Siberians  from  Pet 
lovsk  and  Yuzhno-Sakh 
Reeve's  competition: 
Russian  carrier  Aeroflo 
says  Reeve  chief  pilo 
Bray:  "The  differenc 
tween  Reeve  and  Aen 
the  difference  between 
strom  and  Kmart."  Sti 
trip    is    neither    chea 
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NEEDY:  Siberian  shoppers 


quick.  Shoppers  must 
week;  fares  range  fror 
to  $1,623;  and  the  roun^ 
across  the  Bering  Sea 
tiring  5,400  miles,  givinjj 
meaning  to  the  phrase 
till  you  drop."  Dennis 


THE  BIG  PICTURE 


PUTTING  THEIR  MONEY 
WHERE  THEIR  MOUSE  IS 

Affluent  tech  professionals  on 
average  have  worked  22  years 
to  attain  their  wealth.  That 
longevity  may  explain  the  large 
proportion  of  assets-an 
average  59%-that  they 
invest  in  tech 


AVERAGE  PORTFOLIO  OF 
AFFLUENT  TECH  PROFESSIONALS 


OWN     VENTURE 
COMPANY  CAPITAL     INVEST 
STOCK/  3^ 

OPTIONS 

SURVEY  EXAMINED  150  ( 
WEALTHIEST  AMERICANS  WORKING  IN  T 
DATA:  U.S.  TRUST  CORP.       WITH  A  NET  WORTH  OF  $3  MILLION  ANIJ 


FOOTNOTES  Increase  in  prescription  drug  benefit  costs  companies  expect  over  next  year:  active  staff,  22.5  /o;  retirees,  23.' 
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Readers  Report 


TWO  TAKES  ON 

SILICON  VALLEY'S  GOLD  RUSH 


=r 


Almost  a  century  and  a  half  ago,  the 
same  behaviors  you  note  were  displayed 
outside  San  Francisco  ("The  dark  side  of 
Silicon  Valley,"  News:  Analysis  &  Com- 
mentary, July  17).  It  was  called  the  Gold 
Rush.  With  the  advent  of  litigants  and 
the  disappearance  of  firearms,  more 
pleasant  conditions  now  exist.  You  no 
longer  have  people  in  black  hats  shooting 
good  guys.  You  still  have  claim-jumpers 
and  rapacious  hangers-on  (the  local  BMW 
salesmen),  but  the  hectic  pace  and  easy 
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money  appeals  to  tired  Easterners  and 
distraught  Midwesterners  who  are  ex- 
amining their  own  dreary  futures. 

The  Gold  Rush  left  several  benefits: 
Levi  Strauss  &  Co.  jeans,  the  transcon- 
tinental railroad,  lower  interest  rates, 
and  a  whole  lot  of  stories  to  be  told  by 
Mark  Twain  and  others.  It's  too  bad 
people  think  gambling  takes  place  in 
Vegas,  because  the  gambling  now  taking 
place  in  Silicon  Valley  makes  Vegas  look 
like  chump  city. 

William  Cormeny 
San  Luis  Obispo,  Calif. 

As  an  engineer  in  Silicon  Valley,  I 
take  exception  to  your  story.  The  com- 
pany where  I  work  has  a  strict  policy 


against  using  intellectual  prope 
rival  or  previous  employer.  We  s 
and  are  counseled  coming  in  th< 
Who  exactly  are  the  detractor 
pie  lacking  the  drive  and  per 
necessary  to  achieve  the  high  1 
success  they  envy.  For  most  of 
cess  comes  after  several  college 
10  to  15  years  of  50-hour-plus 
weeks  at  many  previous  compan 
ingness  to  adapt,  and  making 
life  choices. 

Aren't  "greed"  and  "excess' 
more  descriptive  of  Washington 
and  Sacramento?  Witness  the  39j 
eral  tax  rate,  9.3%  Ca 
tax  rate,  8.4%  Califorhi 
tax,  and  the  5%  luxury 
autos  above  $42,000.  A  w  | 
Silicon  Valley  engineer  b\ 
$65,000  auto  would  need 
an  extra  $146,000. 

To  those  envious  detr 

Forgo   your   cheap   PC 

browse  the  Internet  or 

stocks  online,  dump  yoiu 

tech  mutual  funds,  anc 

benefit  from  the  40%  of  t 

burden  paid  by  the  top 

wage  earners.  Then  you  can  com 

James  Van 

Sunnyvale 
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TOUGH  JUSTICE':  A  RACIST 
WASTE  OF  MONEY  AND  LIVES?! 
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Regarding  "Tough  justice  is 
our  inner  cities"  (Economic  View 
July  17):  I  can't  believe  Gary 
had  the  nerve  to  put  his  offensive 
on  paper  or  that  BUSINESS  WEEK 
publish  them.  Blacks  are  benefic 
of  tough  justice?  Give  me  a  break  of 
drug  war  is  arguably  waged  in  a 
manner,  with  African- Americans 
the  brunt  of  zero-tolerance  law  en 
ment.  Violent  crime  continues  to 
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ACTIONS  &  CLARIFICATIONS 

or  in  "BancWest  has  no  special  'vul- 

ility,"  (Readers  Report,  July  24)  led 

.  nisstatement  of  the  bank's  annual 

an  losses,  putting  them  at  6%.  The 

i  ice  should  have  read:  "Annual  net 

i  )sses  never  exceeded  0.46%  of  total 

i  despite  recession  and  economic  stag- 

m  Hawaii  throughout  the  1990s." 

I  il  Wrapup  (July  10)  referred  to  Jeru- 
as  the  capital  of  Israel.  Israel  con- 
Jerusalem  its  capital,  and  its  gov- 

nt  buildings  are  there.  But  the  U.S. 

ther  countries  recognize  Tel  Aviv  as 

pital  because  part  of  Jerusalem  is  oc- 

I  territory. 


ard,  yet  the  Land  of  the  Free 
ffh  y  earned  the  dubious  distinction 
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ng  the  highest  incarceration  rate 
world. 

violent  drug  offenses  account  for 

ijority  of  federal  incarcerations. 

only  11%  of  the  nation's  drug 

re  black,  blacks  account  for  37% 

se  arrested  for  drug  violations, 

;!%  of  those  in  federal  prisons  for 

olations,  and  almost  60%  of  those 

i  prisons  for  drug  felonies.  Here 

District  of  Columbia,  50%  of  18- 

jar-old  black  men  are  under  some 

)f  court   supervision   or  being 

on  arrest  warrants.  Nationwide, 

r  one  in  three  (32%)  black  males 

,0  to  29  is  under  some  type  of 

M  Bona]  control.  Minorities  fuel  the 

J  ning  for-profit  prison  system. 

P I  Americans  seem  to  care  that 

gjj  ng  war  has  created  a  prison-in- 

fCjl  .1  complex  that  rivals  the  cold 

,„$  (military-industrial   complex   in 

eaj;jf  influencing  public  policy.  Sup- 

r  the  failed  drug  war  would  end 

^t^ht  if  whites  were  subjected  to 

justice"  at  the  same  rates  as 

frican-American  counterparts. 

Robert  Sharpe 
Washington 


<afl  i  of  the  police  crackdown  on  in- 
'  crime  involves  a  crackdown  on 

»]  associated  with  illegal  drugs  in 
'ay.  If  these  people  were  not  sub- 
to  police  actions  because  the 
were  legally  regulated,  and  if 
ie  were  treated  similarly  to  alco- 

1 1  tobacco  use,  crime  would  drop 
ically,  and  the  costs  to  society 

1(  plummet. 

'ad,  we   have   handed   a  monop- 
organized  crime,   ruined  many 
tnd  drawn  unflattering  interna 
I    Mention  to  ourselves  because  of 

tronomical   incarceration  rate. 

<  than  treat  those  who  seek  treat- 


ment to  get  off  drugs  and  have  I  he 
rest  alone,  we  dispense  a  brutal  solution 
to  their  problems  and  in  turn  create 
greater  problems  lor  society. 

Keith  Brilhart 
Decatur,  111. 

SOME  EMPLOYERS  CANT  AFFORD 
THE  MINIMUM  WAGE 


Recently,  you  ran  "Helping  Ameri- 
ca's working  poor"  (Editorials,  July  17) 
regarding  the  necessity  of  raising  the 


minimum  wage.  You  cited  the  difficulty 

of  living  on  the  current  minimum.  Then- 
is  another  side  to  the  issue  the  .^rnall 
business  that  must,  hire  high  school  kids 
and  pay  them  a  minimum  in  excess  of 
the  value  they  add. 

My  son  and  his  wife  run  a  small  veg- 
etable farm  in  western  Massachusetts. 
They  had  to  cut  back  on  the  number  of 
workers  they  hired  this  year  and  have 
planted  less  acreage.  They  found  that 
kids  were  not  able  to  produce  enough 
crops  to  pay  their  own  wage.  If  the  min- 


"Now  that  we  appreciate  the  importance  of  assets,  infrastructure, 
and  stable  prices,  we'll  be  going  with  Williams,  Bob. " 


Where's  your  business  headed?  Well,  Williams  Energy  can  supply 
better  directions.  Our  billions  in  assets,  unmatched  infrastructure, 
full  supply  chain  management  and  tailor-made  solutions  mean  we 
deliver  reliable  energy  and  stable  prices.  Keeping  you  ahead. 


Williams 


ENERGY. 
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imum  goes  up  again,  they  will  be  forced 
to  cut  back  further.  This,  of  course,  cuts 
into  their  own  wage,  which  is  below 
minimum  if  you  consider  the  number  of 
hours  they  must  put  in. 

If  there  is  to  be  another  hike,  there 
should  also  be  some  relief  for  farmers 
and  other  small-business  people  who  are 
hiring  raw,  unskilled  labor.  There  needs 
to  be  a  training  period  during  which  they 
can  legally  pay  less  per  hour.  Can  you 
think    of    another 


T 


way  to  keep  small  businesses 
from  going  under? 

Bob  Bober 
Framingham,  Mass. 

Your  endorsement  of  a  higher  mini- 
mum wage  on  the  grounds  that  tight 
labor  markets  negate  any  disemploy- 
ment  effect  is  shortsighted.  True,  a  mod- 
est increase  in  the  minimum  wage  is 
unlikely  to  create  much  unemployment 
now,  but  what  about  when  the  next  re- 
cession comes?  Any  increase  in  the  min- 
imum wage  will  be  permanent.  When, 
as  inevitably  must  happen,  the  economy 
turns  down,  it  will  be  politically  impos- 
sible to  cut  the  minimum  wage.  This 
means  that  businesses  employing  low- 
wage  workers  will  be  forced  to  lay  off 
many  more  workers  than  they  would  if 
they  could  temporarily  lower  wage  rates 
below  the  minimum. 

Bruce  Bartlett 

Senior  Fellow 

National  Center  for  Policy  Analysis 

Great  Falls,  Va. 

NEEDED:  A  HOW-TO 

FOR  WOULD-BE  BOND  BUYERS 

I  enjoyed  "How  to  retire"  (Cover 
Story,  July  17),  but  as  soon  as  I  saw 
the  asset-allocation  charts,  I  felt  a 
resurgence  of  an  old,  nagging  question. 
O.  K.,  so  I'm  46  and  I  should  have  25% 
of  my  money  in  bonds.  Great — I'll  pop 
onto  my  online  broker's  Web  site  and 
buy  a  chunk  of  those.  Then  you  come 
up  against  the  great  yawning  chasm 


of:    "How    do    I    buy    some    bonds?" 
I'm  not  a  broker,  but  I  am  reasonably 
market-savvy.  I  read  business  week 
every  week,  I  have  CNBC  on  all  day 
long,  I  have  a  full-service  broker  and  a 
cheapie  no-frills  online  broker  in  the 
U.S.  as  well  as  in  another  country.  I 
read  Benjamin  Graham  for  sensible  stuff 
and  buy  value  stocks  for  retirement  but 
I  also  do  nut-case  option  trades  for  an 
occasional  thrill — and  I  was  90% 
cash  when  the  Nasdaq  tanked. 
But  do  I  know  how  to  buy  a 
bond?  No,  sirree — haven't  a  clue. 
Why  is  the  bond  market  so 
opaque?  If  I  can  get  quotes  for 
individual  stocks,  mutual  funds, 
and  options,   why  not   bonds? 
0.  K.,  so  I  know  that  the  30- Year 
T-bill  is  yielding  6.45%  or  what- 
ever and  that  there's  inversion 
in  the  yield  curve — that's  no 
help  if  you  want  to  invest. 

Please  do  an  in-depth  article 
on  "Bonds  for  the  Small  In- 
vestor"   for   us    enthusiastic 
small  guys  who  are  constantly  scratch- 
ing for  knowledge. 

Peter  Butler 
Memphis 

MIRACLE  AIDS  DRUGS 

ARE  FAILING  MANY  PATIENTS 

Thank  you  for  "Rethinking  the  AIDS 
arsenal"  (Science  &  Technology,  July 
17).  Diagnosed  HIV-positive  in  1986,  I 
have  survived  with  the  help  of  just 
about  every  drug  combination  available. 
Each  new  drug  has  been  effective  for 
approximately  six  months,  creating  a 
wild  roller-coaster  ride.  Like  Tom 
Dionne,  the  drugs  caused  my  choles- 
terol to  skyrocket  to  more  than  440,  re- 
sulting in  my  current  drug  "holiday." 
Believe  me,  it  is  far  from  a  holiday.  My 
current  genotype  tests  reveal  that  my 
very  smart  virus  has  mutated  around  all 
the  available  drugs. 

While  new  drugs  have  helped  many 
people,  they  have  created  a  false  sense 
of  security.  There  is  increasing  anecdotal 
evidence  that  current  medications  are 
failing.  We  must  not  become  complacent. 
There  is  no  cure.  Hopefully,  we  will  not 
have  to  relive  the  1980s  to  refocus  at- 
tention on  this  devastating  disease. 

Paul  Szczesiul 
San  Francisco 

RETAILERS  DIFFER  BY  PRODUCT, 
NOT  BY  CLICKS  OR  BRICKS 

Regarding  "Can  Amazon  make  it?" 
(Cover  Story,  July  10):  There  are  many 
models  of  retail.  Their  success  or  failure 


has  less  to  do  with  the  Internet,  b} 
and  mortar,  or  catalog  than  the  1 
they  create  in  the  eyes  of  their 
tomers.  The  Internet  offers  pow( 
new  ways  to  create  value,  and  mar 
them  have  to  do  with  information 

More  than  anything  else,  Ami 
grew  because  it  offered  a  lot  of  co 
nient  and  credible  information  abo 
product  (i.e.,  books)  that  is  informal 
intensive  and  whose  buyers  are  ir 
mation-hungry,  willing  to  invest  tim 
product  research,  Internet-savvy, 
who  don't  typically  require  immed 
gratification. 

Arguably,  the  buyers  of  CDs 
videos  have  much  the  same  profile, 
chasers  of  toys  and  garden-hose 
zles  do  not.  Amazon  will  succeec 
these  categories,  therefore,  only  to 
extent  that  it  can  provide  value  in 
er  ways,  e.g.,  lower  cost,  more  coi 
nience,  etc.  That's  doubtful,  given 
competition. 

If  Amazon  fails,  it  won't  be  beca 
of  a  flawed  e-tail  model.  It  will  be 
cause  it  applied  a  sound  model  to 
wrong  products  based  on  the  mista 
belief  that  retail  models — old  or  nei 
are  defined  by  venue.  Creating  valu 
derived  from  customer  motivations, 
those  will  vary  by  customer  and  pr 
uct,  but  not  "e-"  or  "re-". 

Gary  L.  Mor 
Rochester,  M 
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THE  GREAT  BOOM 

How  a  Generation  of  Americans  Created  the  World's  Most  Prosperous  Society 

By  Robert  Sobel 

St.  Martin's  Press  •  450pp  •  $29.95 


THE  ALCHEMY 
OF  AFFLUENCE 


America's  current  economic  ex- 
pansion, unbroken  for  nearly  a 
decade,  is  startling  in  both  its 
pace  and  duration.  What's  also  as- 
tounding is  that  the  nation  has  experi- 
enced nearly  a  half-century  of  overall 
growth  and  prosperity,  with  serious  in- 
stability and  unemployment  appearing 
during  only  about  a  10-year  period 
starting  in  1973.  In  contrast,  deep  de- 
pressions were  a  regular  part  of  eco- 
nomic life  from  1865  through  1950.  One 
might  think  economists  and  historians 
would  devote  much  attention  to  under- 
standing the  sources  of  this  prosperity. 
But  most  don't. 

The  late  Robert  Sobel,  a  retired  Hof- 
stra  University  professor  and  author  of 
more  than  30  books  on  industry  and  fi- 
nance, was  an  exception.  The  Great 
Boom — completed  only  weeks  before  his 
death  last  year — examines  the  highly 
successful  economic  experience  of  World 
War  II  veterans,  from  the  late  1940s  to 
the  start  of  the  new  millennium.  (In  this, 
it  echoes  other  recent  books,  including 
Tom  Brokaw's  The  Greatest  Generation!) 
Sobel  provides  a  lively  and  thorough 
discussion  of  how  individual  Americans' 
determination  to  own  their  own  homes, 
build  retail  i.-anchises,  and  acquire  stock 
helped  to  drive  the  country's  prosperity. 
Strangely  enough,  this  is  simultaneously 
the  volume's  greatest  strength  and  its 
key  weakness:  The  individual  achieve- 
ments are  impressive,  but  the  author — 
almost  in  spite  of  himself — presents  ev- 
idence that  smart  government  programs 
were  equally  important. 

The  postwar  road  to  success  began 
with  educai  ion  and  the  purchase  of  a 
home  and  car  Sobel  considers  the  vets 
"the  best-educa:  ed  generation  in  Amer- 
ican history" — a  result  of  solid  public 
schools,  rigorous  college  programs,  and 
onal  diligence  (a  trait  they'd  later 
•  rry  into  their  jobs).  Apartment 
d\    Hers  purchased  suburban  single-fam- 


ily homes  that  became  tremendous  as- 
sets over  time.  Cars  helped  expand  sub- 
urbia and  signaled  the  emergence  of  a 
consumer  culture  that  meant  jobs  for 
millions. 

As  autos  reshaped  America's  physi- 
cal landscape,  they  also  altered  the  eco- 
nomic scene  by  helping  to  spawn  a  fran- 
chise boom.  A  high  point  of  Sobel's  book 
is  his  tale  of  how  this  began  with  restau- 
rants, auto  dealerships,  gas  stations,  and 
motels,  and  continues  to  the  present  in 
areas  ranging  from  computer  training 
to  videocassette  rental.  He 
stresses  that  the  phenome- 
non generated  wealth  for 
many  who  weren't  franchis- 
ers or  franchisees  by  provid- 
ing reliable  services  that  en- 
couraged business  travel  and 
by  enriching  "a  small  army 
of  suppliers." 

Other  booms  also  appeared 
in  the  early  postwar  period: 
in  births,  equity  prices,  and 
industries  driven  by  new 
technologies.  Sobel  provides 
interesting  discussions  of  each,  especially 
when  focusing  on  innovators  such  as  bro- 
ker Charles  Merrill,  who  brought  stock 
ownership  to  the  middle  class. 

But  by  the  midpoint  of  The  Great 
Boom,  it  becomes  clear  that  the  au- 
thor has  a  big  blind  spot.  In  the  book's 
analytical  passages,  he  emphasizes  the 
importance  of  individual  action  and 
such  personal  values  as  playing  by  the 
rules.  At  the  same  time  he  presents 
ample  evidence  that  the  government 
and  labor  unions  were  crucial  to  the 
prosperity.  Yet,  mysteriously,  these  get 
little  credit  for  the  felicitous  economic 
outcomes. 

We  read,  for  example,  how  govern- 
ment provided  generous  college  assis- 
tance to  more  than  a  million  veterans, 
mortgage  guarantees  to  banks,  and  in- 
terest deductibility  to  home  buyers. 


HOW  A  GENERATION  OF 

AMERICANS  CREATED  THE  WORLD 

MOST  PROSPEROUS  SOCIETY 


Washington  also  took  aggressiv| 
and  monetary  action  against  1 
macroeconomic  trouble  and  suppl 
resources  to  keep  America  at  th 
front  in  high-technology  industri 
these  details  seem  to  have  no 
on  the  author's  focus  on  s 
achievement. 

While  Sobel  touches  on  the 
the  unions,  he  never  gives  then 
full  due.  The  fact  is,  collective  bar 
between  unions  and  managemenl 
big  contributor  to  early  postwai 
perity.  By  1954,  35%  of  worker: 
unionized,  up  dramatically  from  on 
in  1930.  This  affected  the  entire 
force  by  setting  a  standard  for 'I. 
that  even  many  nonunion  employ 
they  had  to  meet.  And  union  pe 
helped  spur  the  rise  of  institi 
investors. 

As  for  the  last  few  decades, 
glosses  over  some  of  the  darker  a 
The  1970s  brought  economic  turb 
due  to  renewed  international  comp 
and  rising  oil  prices, 
through  the  '80s,  a  w 
corporate  takeovers  a 
structurings  helped  dr 
economy  out  of  the  do 
and  into  the  Interne 
Sobel  concedes  that 
numbers  of  worker 
managers — including 
vets — lost  their  jobs  in 
decades.  But  he  does 
ata^i!  low  their  struggles  tc 

IBIL  plicate  his  argument.  I 

he  thinks  too  much  att 
has  already  been  given  to  what 
wrong  during  the  past  50  years 
book  represents  an  attempt  to  pi 
the  other  side  of  the  ledger." 

Trouble  is,  it's  impossible  to  tru 
derstand  what  accounts  for  the  pn 
ty  of  so  many  vets  without  consi 
what  distinguishes  them  from  Ame 
who  were  less  successful.  To  his 
Sobel  fingers  racism  for  excluding 
nonwhites  from  the  vehicles  of  v 
creation.  Nevertheless,  his  book  is  n 
by  his  decision  to  study  the  ingredie  P 
economic  success  by  examining  only 
who've  "made  it." 

It's  clear  The  Great  Boom  dr. 
have  all  the  answers.  Still,  as  foe 
thought,  this  book's  a  feast. 

BY  CHARLES  J.  WH 
Whalen  is  associate  econt 
editor  in  New 
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9  MULTIPLE  STREAMS  OF  INCOME  by  Robert  G.  Allen  (Wiley 
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10  IRRATIONAL  EXUBERANCE  by  Robert  J.  Shiller  (Princeton 
University  •  $27.95)  Has  the  stock  market  become  a 
"natural  Ponzi"  scheme? 

11  THE  9  STEPS  TO  FINANCIAL  FREEDOM  by  Suze  Orman 
(Crown  •  $23)  Practical  and  "spiritual"  steps  for  managing 
money. 

12  GUNG  HO!  by  Ken  Blanchard  and  Sheldon  Bowles  (Morrow  • 
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13  TAKEN  FOR  A  RIDE  by  Bill  Vlasic  and  Bradley  A.  Stertz 
(Morrow  •  $26)  The  Daimler-Chrysler  merger — and  dashed 
expectations. 

14  PLAY  LIKE  A  MAN,  WIN  LIKE  A  WOMAN  by  Gail  Evans 
(Broadway  Books  •  $23.95)  The  rules  of  the  game  of 
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2  RICH  DAD'S  GUIDE  TO  INVESTING  by  Robert  T.  Kiyos 
with  Sharon  L.  Lechter,  C.P.A.  (Warner  •  $19.95)  Choc 
to  be  rich,  not  merely  comfortable. 

3  THE  SEVEN  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE 

by  Stephen  R.  Covey  (Fireside  •  $14)  Habitually  popuL 

4  BUILT  TO  LAST  by  James  C.  Collins  and  Jerry  I.  Porras 
(HarperBusiness  •  $16)  How  3M,  Wal-Mart,  Procter  & 
Gamble,  and  others  became  standouts. 

5  GETTING  TO  YES  by  Roger  Fisher,  William  Ury,  and  Bn 
Patton  (Penguin  •  $12.95)  A  Harvard  team's  step-by-st 
guide  to  conflict  resolution. 

6  THE  MILLIONAIRE  NEXT  DOOR  by  Thomas  J.  Stanley, 
and  William  D.  Danko,  PhD  (Pocket  Books  •  $14)  The 
ways  of  the  wealthy  among  us. 

7  THE  CASHFLOW  QUADRANT  by  Robert  T.  Kiyosaki  witr 
Sharon  L.  Lechter,  C.P.A.  (Warner  •  $17.95)  Moving 
beyond  job  security  to  financial  independence. 

8  THE  ONE  MINUTE  MANAGER  by  Kenneth  Blanchard, 
and  Spencer  Johnson,  M.D.  (Berkley  •  $12.95)  Three 
management  techniques,  conveyed  in  brief  story  form. 

9  WHAT  COLOR  IS  YOUR  PARACHUTE?  2000  by  Richard] 
Nelson  Bolles  (Ten  Speed  Press  •  $16.95)  The  endurin, 
job-search  bible. 

10  THE  LEXUS  AND  THE  OLIVE  TREE  by  Thomas  L.  Friedil 
(Anchor  Books  •  $15)  Globalization  and  its  discontents 

11  THE  INNOVATOR'S  DILEMMA  by  Clayton  M.  Christensejjf 
(HarperBusiness  •  $16)  New  technologies'  disruptive  e 

12  BARRON'S  DICTIONARY  OF  FINANCE  AND  INVESTME 
TERMS  by  John  Downes  and  Jordan  Elliot  Goodman 
(Barron's  •  $13.95)  What  is  an  oligopsony  anyway? 

13  24  ESSENTIAL  LESSONS  FOR  INVESTMENT  SUCCES 

William  J.  C'Neil  (McGraw-Hill  •  $10.95)  The  founder 
Investor's  Business  Daily  offers  wisdom  on  stock-pickin, 

14  THE  NUDIST  ON  THE  LATE  SHIFT  by  Po  Branson  (Bra 
Books  •  $14.95)  Silicon  Valley's  curious  ways. 

15  THE  WALL  STREET  JOURNAL  GUIDE  TO  UNDERSTAN 
MONEY  AND  INVESTING  by  Kenneth  M.  Morris  and  Vir^ 
B.  Morris  (Fireside  •  $15.95)  Concise  explanations  enri 
with  graphics. 


* 


business  week's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economii 
management,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  re| 
sented.  Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  June. 

Reviews  and  more  are  available  on  AOL  (Keyword:  BW)  or  www.businessweek.com 


HOT  TYPE 


WHEN  HARVARD  BUSINESS  SCHOOL  PROFES- 
SOR Clayton  M.  Christensen  published 
The  Innovator's  Dilemma  in  1997,  the  timing  was  nearly  per- 
fect. The  book  became  a  bible  for  managers  struggling  to  re- 
spond to  the  e-business  revolution.  Now  comes  the  somewhat 
revised  paperback,  which  is  No.  11  on  this  month's  list. 

Christensen's  thesis:  When  confronted  with  a  disruptive  in- 
novation, the  best  companies  are  often  unable  to  take  ad- 
vantage of  it  and  therefore  they  often  fail.  The  dilemma  is 
that  the  characteristics  driving  these  companies'  successes 
are  the  very  things  that  keep  them  from  making  the  leap 
into  the  new  technology.  Digital  Equipment  Co.,  for  in- 
stance, excelled  at  making  highly  capable,  high-margin  mini- 


computers. It  was  late  to  see  the  opportunity — and  th| 
in  low-tech,  low-margin  PCs.  DEC  no  longer  exists. 

The  paperback  contains  a  new  chapter  telling  how 
praise  your  company's  abilities  to  react.  There,  Christ! 
sizes  up  the  alternatives:  responding  to  such  threats  [ 
nally,  through  acquisition,  or  with  a  spin-off.  In  any  cai 
warns,    managers   need   to  spot  the  disruptive   innovl 
early.  And  the  CEO  has  to  be  plugged  in.  "We  have 
seen  a  company  succeed  in  addressing  a  change  the 
rupts  its  mainstream  values  absent  the  personal,  attl 
oversight  of  the  CEO."  The  warning  should  be  heeded 
CEO  who  plans  on  staying  employed. 

BY  STEVE 
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Millions  of  people  outside  the  U.S. 
now  shop  online. 


te 


W^rMMMn  '  •"         ~ 


''Jill 


1111 


m\* 


"""d ' 

PW^S^Jpfp^^J 

^Ss. 

Fly  Like  an  Eagle: 

\WN 

^«      \     | 

Our  solutions  can  help 
you  gain  and  serve 
online  customers  all 
over  the  world. 

Millions  of  online  customers 
still  haven't  heard  from  you. 
The  good  news  is,  the 
United  States  Postal  Service 
has  global  products  that  will 
lelp  you  reach  them  for  less. 
international  Surface  Air  Lift™ 
lets  you  send  direct  mail 
and  catalogs  to  e-customers 
worldwide-for  less  than 
regular  Airmail.™  And  when  it 
-i   comes  time  to  fulfill  the 
'/  order,  we  offer  a  range  of 
->  package  delivery  options 
such  as  Global  Package  Link," 
Express  MaiUnternationaP 
and  Air  Parcel  Post™  We  really 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 

tec  h&you@  bus  inessweek.com 

WHAT  DOES  A 
FRESHMAN  NEED? 


Whether  you 
choose  Mac  or 
Windows, 
spend  extra 
on  features 
rather  than 
software 


PjrcffiEft 


FOR  A  COLLECTION  OF 
PAST  COLUMNS  and  on- 
line-only reviews  of  tech- 
nology products,  go  to 
www.businessweek.com/ 
technology/ 


Soon,  members  of  the  college  class  of  2004 
will  be  heading  off  to  start  their  freshman 
year.  Nearly  all  will  bring  computers,  and 
whether  the  bill  is  paid  by  the  student  or — more 
typically — the  parents,  this  is  about  the  only 
case  where  they  will  find  something  associated 
with  college  that  is  getting  cheaper. 

Since  the  slowest  processors  sold  today  are 
more  than  adequate  for  nearly  any  use,  you 
don't  have  to  pay  a  lot  of  money  for  that  com- 
puter. But  you  do  have  two  fundamental  deci- 
sions to  make:  laptop  vs.  desktop  and  Windows 
vs.  Macintosh.  Linux  is  an  alternative  only  for 
the  dedicated  techie. 

Laptops  are  attractive  for  a  variety  of  reasons. 
You  can  take  them  to  the  library  or  to  class, 
though  taking  notes  on  a  computer  is  not  uni- 
versally accepted.  Laptops  fit  better  in  cramped 
dorm     rooms.     But 


find  a  processor  slower  than  a  500-Mhz  Ce 
its  equivalent  from  Advanced  Micro  Devi 
this  is  plenty  fast.  Don't  fall  for  the  ar 
that  more  power  is  needed  for  heavy-duty  i 
crunching.  Schools  provide  labs  with  engii 
workstations — and  even  those  are  as  like 
used  to  play  Quake  as  to  solve  equations. 

I  suggest  you  put  your  money  into  ft 
that  will  be  useful.  Most  important  is  an 
net  port  for  the  campus  network.  The  C 
Presario  5000  series,  starting  at  $799,  is 
the  few  budget  lines  with  standard  Etl 
although  a  dealer  should  be  able  to  add  it 
to  other  systems.  Ethernet  is  available 
Dell  or  Gateway  computer  for  around  $; 
useful  are  128  MB  of  memory  (64  MB  is  typ 
bigger  disk  drive  for  all  that  MP3  music 
upgraded  sound  system,  especially  if  t. 
puter  is  being  used  in  lieu  of  a  stereo. 

Avoid  monitors  more  than  17  inches 
you  know  that  there  will  be  space  for  it. 
want  to  splurge,  a  flat-panel  display  is  i 
space-saving  alternative.  A  15-inch  displa 
around  $1,000. 

In  laptops,  built-in  Ethernet  is  especial 
since  the  alternative,  a  PC  card,  is  a  clun 
lution.  Relatively  few  inexpensive  consume 
books  offer  Ethernet,  but  two  of  the 
pealing  products  do:  the  IBM  ThinkPad  i 
1300,  starting  at  $1,299,  and  the  stylish 


hi 


CHECKLIST  FOR  A 
COLLEGE  COMPUTER 

•  Built  in  Ethernet 

•  At  least  64  MB  of  RAM 

•The  biggest  hard  disk 
your  budget  allows 

•  Compact  size;  in 
desktops,  avoid  monitors 
bigger  than  17  inches 

COMPAQ  PRESARIO  1400 
SERIES,  STARTING  AT  $1,499 


they  remain  more 
expensive  than  desk- 
tops and  are  easily 
stolen. 

Choosing  Mac  or 
Windows  is  simply  a 
question  of  personal 
preference.  But  Ap- 
ple Computer  has  a 
lot  going  for  itself  as 
a  campus  choice.  All 
Macs  can  be  plugged 
into  a  network — a 
campus  necessity — 
with  the  addition  of 
a  simple  cable.  They  * 
are  also  ready  to  I 
work  on  a  wireless 

network  with  the  addition  of  a  $99  AirPort  card. 
Many  schools  offer  wireless  networking  in  some 
buildings,  and  some  are  equipping  their  entire 
campuses,  indoors  and  out. 

Your  basic  Apple  desktop  choice  is  an  iMac, 
starting  at  $799.  This  is  an  all-in-one  design  with 
a  15-inch  monitor.  The  base  model  features  a 
350-megahertz  G3  processor  and  64  MB  of  memo- 
ry, both  adequate.  The  standard  7-gb  hard  drive 
is  fine  for  most  uses  but  a  bit  small  for  the  ded- 
icated digital  music  collector.  In  laptops,  the 
iBook,  starting  at  $1,599,  is  a  sort  of  portable 
iMac  with  similar  features. 

The  Windows  world  offers  a  lot  more  choices. 
In  desktops,  shop  by  features  and  price  rather 
than  by  mak<j.  since  the  difference  among  major 
brands  is  not  great.  You  would  be  hard-pressed  to 


paq  Presario  1400  series,  starting  at 
laptops  without  built-in  Ethernet,  I  reco 
the  use  of  a  Xircom  RealPort  card  ($121 
up),  which  eliminates  the  need  for  awkwar 
easily  lost  accessory  cables.  You  can  save  n 
going  with  a  dstn  or  hpa  display  rather  th 
pricier  TFT,  but  be  sure  to  try  it  first. 

One  thing  not  to  buy  for  a  student  corri 
is  a  lot  of  software.  Most  campus  bookstor 
fer  deeply  discounted  "academic  editions" 
grams  that  are  identical  to  commercial  ve: 
but  are  restricted  by  license  to  student  ui 

As  a  parent  with  six  years  of  expensive 
rience  paying  college  tuition,  I  know  yoi 
savings  where  you  can  find  them.  In  an 
$20,000-plus  tuition  and  $100  textbooks,  it's 
know  that  some  things  are  a  pretty  good 
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A  TEXAS  INSTRUMENTS  TECHNOLOGY 

ASSION  WITH 
'G  DIGITAL  LIGHT. 

Brigm  ideas  deserve  a  projected  image  with 

the  brightness  to  match.  And  thanks  to 
Digital  Light  Processing"  technology, 
[exa^lnstruments  is  pioneering  the  new  era  in 


i  make  brilliant  presentations  even  in  a 


enables  leading  manufacturers  to  create  the 
I's  lightest  and  brightest  projectors.  In  fact, 
DLP™  technology  is  behind  a  new  category  of 


i  and  weight  of  competing  technologies, 
■rom  microportable  and  large-screen  projectors  to 
high-definition  home  entertainment  and  digital 
cinema,  look  to  the  leader  in  digital  projection 

technology.  Look  to  Tl  DLP""  technology.  To  find 
out  more  about  DLP'"  processors  and  the  products 
using  this  technology,  visit  our  Web  site 
or  call  1-888-DLP-BY-TI.  I 


www.dlp.com 


nii|ilolliglitPtocus.sing.DIP,in<li' 


Ial  Light  Processing:  Demand  Visual  Excellence 


1  publicly  mi  ihe  NYSE®  under  the  symbol  IXN     6030  O.TH  dS  iOCO  [I 
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Economic  Viewpoint 


BY  ROBERT  KUTTNER 


THE  AIRLINES: 

LESS  REGULATION  WONT  FLY 


BAD  IDEA: 

Some  say  the 
government 
should  get 
out  of  the 
way  faster. 
But  the  free 
market  so 
far  has 
brought  high 
fares  and 
more  misery 
for  travelers 


Robert  Kuttner  is  co-editor  of 
The  American  Prospect  and 
author  of  Everything  for  Sale 


For  air  passengers,  this  is  the  summer  from 
hell.  Record  traffic  has  produced  record 
delays,  compounded  by  a  dispute  between 
the  Federal  Aviation  Administration  and  pilots 
over  whether  a  landing  maneuver  intended  to 
stretch  airport  capacity  is  safe.  A  compromise 
was  reached  in  mid-July,  but  flight  delays  and 
airport  congestion  continue. 

This  calls  to  mind  another  dispute:  Is  the  de- 
terioration in  airline  service  the  result  of  too 
much  deregulation — or  too  little?  For  academic 
cheerleaders  of  deregulation,  government  has 
been  too  slow  to  get  out  of  the  way.  Economists 
Clifford  M.  Winston  of  the  Brookings  Institu- 
tion and  Steven  A.  Morrison  of  Northeastern 
University  credit  airline  deregulation  with  saving 
consumers  fully  $20  billion  a  year.  They  suggest 
that  government  needs  to  further  reduce  its  role 
so  that  "markets  can  work." 

But  laissez-faire  markets  can't  work  in  an  im- 
perfectly competitive  industry  that  is  heavily 
dependent  on  public  infrastructure.  For  one 
thing,  big  airlines  don't  really  want  markets  to 
work.  They  want  to  dominate  hubs,  in  order  to 
gain  market  power  over  fares.  Another  inefficient 
consequence  is  relatively  fewer  point-to-point 
long-distance  flights  with  competing  carriers. 
Morrison  reports  that  competition  in  the  airline 
business  actually  peaked  in  1985,  before  the  ma- 
jor carriers  succeeded  in  killing  off  most  up- 
starts. During  the  few  years  of  real  price  com- 
petition, the  big  airlines  lost  billions.  According  to 
Morrison,  the  average  air  route  today  has  just 
2.2  carriers.  He  further  calculates  that  on  routes 
served  by  Southwest  Airlines  Co.,  the  one  new 
airline  with  economic  muscle,  average  fares  are 
47.2%  less  than  on  comparable  routes. 

The  industry  is  seeking  more  consolidation. 
If  the  proposed  merger  of  United  Airlines  Inc. 
and  us  Airways  Group  Inc.  goes  through,  other 
rivals  will  defensively  combine,  leaving  just  three 
major  airlines  and  even  less  head-to-head  com- 
petition. That  can't  be  good  for  consumers.  An- 
titrust regulation  is  largely  omitted  from  the 
paeans  to  markets  by  deregulation  advocates. 
LIMO  BOOM.  The  problem  isn't  just  mergers.  The 
current  rules  give  dominant  airlines  far  too  much 
power  over  control  of  airport  gates,  which  are 
sometimes  mothballed  rather  than  being  given  to 
prospective  competitors.  Very  crowded  airports, 
such  as  Chicago  O'Hare,  Boston  Logan,  Wash- 
ington National,  and  New  York's  La  Guardia, 
also  impose  traffic  flow  limits  on  takeoff  and 
landing  "slots,"  which  further  increases  the  pric- 
ing power  of  incumbent  carriers.  This  summer, 


there  has  been  a  boom  in  limousine  ar 
travel  between  New  York  and  Boston  b 
trated  airline  passengers.  Fares  are  so  exo 
and  service  so  unreliable  that  it's  actuall 
economic  and  prudent  to  pile  four  people 
car  and  take  a  four-hour  drive  rather  than 
one-hour  flight  that  may  be  delayed  inde: 

This  raises  another  issue  of  public  pol 
frastructure.  Any  reasonable  country  woul 
high-speed  rail  service  between  cities  ju 
miles  apart.  That  would  relieve  a  lot  of 
congestion.  Amtrak's  Acela  train  was  suppc 
cut  the  Boston-New  York  run  to  three 
still  too  long — but  Acela  express  servic 
been  delayed  for  a  year  because  the  old 
can't  sustain  the  high-speed  cars.  A  long-te: 
lution  would  require  not  just  the  shoring 
existing  rails,  but  the  laying  of  whole  ne 
lines  for  dense  corridors,  as  the  Jap; 
French,  and  Germans  have  done.  We  also 
high-speed  rail  service  to  "reliever"  airpo 
the  fringes  of  large  cities,  to  increase  a 
capacity.  In  short:  more  public  investment 
VARIABLE  PRICING?  Enthusiasts  of  airline  ( 
ulation  count  as  consumer  savings, the  time 
through  the  increased  frequency  of  flights 
don't  figure  in  the  time  lost  to  extensive  d 
Market  advocates  have  ingenious  schemes  t 
market  incentives  to  reduce  airport  conge 
Economists  Winston  and  Morrison,  for  exa 
propose  variable  pricing,  so  that  travelers  w 
at  rush  hour  pay  for  the  privilege.  Manj 
have  suggested  a  different  system  of  laitfl: 
fees  to  discourage  small  private  jets  from 
ging  highly  congested  airports. 

But  guess  what!  These  creative  mark* 
centives  are  a  form  of  government  reguli 
They  override  how  markets  would  otheJ 
price,  in  order  to  serve  public  purposes; 
wise  for  antitrust  enforcement  and  the  pj» 
investments  that  private  markets  won't  pro 
And  none  of  these  incentive  schemes  that 
pensate  for  the  market's  myopia  are  ha 
down  by  economic  philosopher-kings  acting 
pristine  market  realm  purged  of  politics 
democracy,  the  rules  of  commercial  engage 
are  inevitably  set  by  the  rough-and-tumb 
public  debate. 

Less  government  involvement  per  se  doa 
necessarily  produce  more  efficient  market 
airline  deregulation  can  take  credit  for 
cheaper  fares,  it  can  also  take  the  blamf 
price-gouging  and  deteriorating  service, 
choice  should  not  be  markets  or  government 
a  more  effective  blend  of  both. 
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INSURANCE.COM 


LANGUAGE  YOU  CAN  UNDERSTAND 


UNBIASED  GUIDANCE 


IT'S  HARD  TO  BELIEVE  WE'RE  ACTUALLY 


TALKING  ABOUT  INSURANCE. 


o    ©    •    © 


AUTO 


LIFE 


HOME 


HEALTH 


T  e  time  has  come  for  user-friendly  insurance.  Introducing  Insurance.com,  the  online 
rketplace  that  offers  the  information,  unbiased  guidance  and  choices  for  you  to  select 
>e  education,  guidance  and         the  most  appropriate  insurance  products  for  you. 

Insurance.com  takes  you  through  the  insurance 
buying  process,  from  choosing  the  right  product  to 
selecting  multiple  quotes  to  ultimately  purchasing 


lices    that    make    insurance 
tdf  i  rk  for  the  people  who  buy  it, 
tjust  the  companies  that  sell  it. 


i  urance.  Visit  www.insurance.com  and  be  sure  of  one  thing:  we're  talking  about  insurance. 
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Economic  Trends 


BY  GENE  KORETZ 

A  HEALTH-COST 
TIME  BOMB? 

Aging  boomers  will  test  the  system 

Can  America's  health-care  system  sur- 
vive the  aging  of  the  baby  boom 
generation?  The  omens  are  hardly  fa- 
vorable. After  slowing  for  several  years, 
employer  health-care  costs  are  again 
rising  at  a  double-digit  pace.  Seniors' 
complaints  about  surging  prescription 
drug  prices  are  prompting  legislators 
to  add  drug  benefits  to  Medicare.  And 

HEALTH  TABS  FOR  SENIORS: 
GUESS  WHO'S  THE  BIG  SPENDER 


PERCENT  OF 
POPULATION  65+* 


HEALTH  OUTLAYS  ON  ELDERLY* 

SHARE  OF  GDP       PER  CAPITA" 


•1997  DATA     "BASED  ON  PURCHASING  POWER  PARITY 
(INCLUDES  PUBLIC  &  PRIVATE  SPENDING) 
DATA  UWE  E.  REINHARDT,  PRINCETON  UNIVERSITY 

many  health  maintenance  organizations 
say  government  reimbursement  limits 
are  forcing  them  to  stop  enrolling 
Medicare  patients. 

Today,  12.5%  of  the  U.  S.  population  is 
65  years  old  and  over.  In  a  decade  that 
share  will  start  to  rise  sharply,  growing 
to  16.6%  by  2020.  With  the  nation  al- 
ready devoting  5%  of  gross  domestic 
product  to  health  care  for  the  elderly — 
and  with  per  capita  medical  spending 
on  old  folks  running  4.4  times  that  for 
other  Americans — many  observers  see 
an  inevitable  cost  crisis  ahead. 

It  ain't  necessarily  so,  says  Prince- 
ton University  economist  Uwe  E.  Rein- 
hardt.  Writing  in  the  Journal  of  Eco- 
nomic Perspectives,  he  argues  that  large 
international  variations  in  oldsters'  med- 
ical costs  (and  variations  within  the  U.  S. 
itself)  suggest  that  the  problem  is  emi- 
nently manageable — if  Americans  are 
willing  both  to  look  critically  at  their 
health-care  system  and  to  learn  from 
other  nations'  experiences. 

All  the  major  European  nations  and 
Japan  already  have  elderly  population 
shares  about  as  large  as  the  U.S.  will 
face  in  20  years'  time,  notes  Reinhardt. 
Yet  they  spend  far  less  than  the  U.S. 
currently  does  on  its  seniors'  medical 
needs,  both  as  a  share  of  GDP  and  in 


per  capita  terms.  In  1997,  for  example, 
the  U.S.  spent  an  average  of  $12,090 
in  health  care  for  each  senior,  or  5%  of 
GDP  for  the  elderly's  total  medical  bills. 
In  France,  Germany,  and  Japan,  by  con- 
trast, per  capita  outlays  ranged  from 
$4,700  to  $5,300.  And  'their  total  out- 
lays on  such  care  consumed  only  3.4%  to 
3.5%  of  GDP,  even  though  16%  to  17.5% 
of  their  populations  were  over  65. 

While  many  believe  the  U.S.  is  get- 
ting more  for  its  money,  Reinhardt 
points  out  that  life  expectancy  for  65- 
year-old  men  and  women  in  Japan  and 
several  European  countries  is  actually 
higher  than  in  the  U.  S.,  even  when  ad- 
justed for  disability.  Moreover,  surveys 
suggest  that  Americans  are  less  satisfied 
with  their  system.  And  poor  elderly 
Americans  spend  a  third  of  their  own 
incomes  on  health  care — far  more  than 
in  any  other  industrialized  nation. 

How  do  other  countries  do  it?  Part  of 
the  answer  is  that  health  professionals 
aren't  as  highly  paid  overseas.  Manage- 
rial and  administrative  costs  often  are 
sharply  lower.  And  treatment  is  often 
less  high  tech.  But  a  big  difference, 
Reinhardt  says,  is  that  "Europeans  and 
Asians  routinely  search  the  globe  for 
health-care  innovations — in  both  treat- 
ment and  delivery  methods — that  might 
be  imported  from  other  nations." 

If  Americans  could  set  aside  their 
belief  in  the  superiority  of  their  health 
system  and  exhibit  a  similar  willingness 
to  learn  from  efficient  practices  over- 
seas, the  aging  of  the  baby  boomers 
could  prove  to  be  a  paper  tiger,  main- 
tains Reinhardt.  "The  experience  of  oth- 
er nations,"  he  says,  "suggests  that  it 
should  be  possible  to  provide  adequate 
health  care  to  the  elderly  for  a  lot  less 
than  we  are  currently  spending." 


WHAT  WINNING 
IS  WORTH 

How  sports  affects  alumni  giving 

It's  a  favorite  argument  of  supporters 
of  collegiate  athletic  programs:  Build  a 
winning  football  or  basketball  team,  and 
the  bucks  will  pour  in  from  alumni  and 
other  donors.  In  this  view,  a  school's 
athletic  success  can  provide  cash  to 
boost  its  educational  mission. 

While  the  sports  fans  have  a  point, 
academic  quality  counts  a  lot  more  to 
donors,  report  economists  Thomas  A. 
Rhoads  of  Maryland's  Towson  Universi- 
ty and  Shelby  Gerking  of  the  Universi- 
ty of  Wyoming  in  a  study  in  Con- 
temporary Economic  Policy.  Based  on 


data  from  87  universities  from|S 
1996,  they  found  that  annual  til 
athletic  success  did  have  a  sh* 
impact  on  alumni  giving. 

Winning  a  football  bowl  gamefi 
ample,  boosted  alumni  gifts  per|h 
by  about  7.3%  on  average  in  th«|ri 
year,  while  having  a  basketb^  ! 
placed  on  probation  lowered  suai 
by  13.6%.  But  these  effects  didl 
sist  in  later  years,  and  there  ■ 
impact  on  nonalumni  giving — al 
schools  with  long-standing  athkfl 
ditions  did  seem  to  get  somewh 
er  support  in  the  long  term. 

In  any  case,  the  researchen 
that  measures  reflecting  the  qu 
faculty  and  students  were  the  m 
nificant  factors  generating  sub 
gifts  over  the  years.  The  obvioi 
sage:  Promoting  athletic  prograr 
be  a  good  strategy  for  univers 
gain  donations  over  the  short  r 
administrators  hoping  for  stror 
tinuing  support  need  to  keep  the 
on  their  educational  goals. 


HIGH  ANXIETY  I 
CORNER  0FFICI 

CEOs  see  the  economy  losing  i 


We  recently  noted  that  smal 
ness  optimism  had'  plumme 
June  (BW-July  24).  Now,  the  C 
ence  Board  reports  that  the  ecc 
outlook  of  the  chief  executives  of 
companies  underwent  a  similar  d 

The  research  group's  business 
dence  measure,  based  on  a  sun 
more  than  150  CEOs,  turned  negat 
the  second  quarter  for  the  first  ti 
more  than  a  year — sliding  from  53 
(under  50  means  more  negative  tha 
itive  responses).  Only  23%  of  respoi 
thought  that  economic  conditions 
better  than  six  months  earlier,  anc 
9%  expected  the 
economy  to  im- 
prove in  the  next 
six  months,  vs. 
54%  anticipating 
worse  conditions. 

Some  40%,  how- 
ever, did  feel  their 
own  industries 
were  doing  better, 
with  37%  expect- 
ing further  im- 
provement. And 
76%  of  ceos  still 
anticipate  rising 
profits  over  the 
coming  year. 


THE  BRAS! 
TURN  BEAR! 


CEOs'  BUSINESS 
CONFIDENCE 
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It  adds  up  to  25  years  of 
Research  &  Development  excellence. 


From  our  modest  beginnings  in  1975,  Honda  Research  &  Development  Americas 
has  grown  from  four  associates  to  more  than  1,100.  During  this  period,  our  employees 
have  designed,  engineered  and  developed  some  of  Americas  best-performing  and  top- 
selling  vehicles,  including  the  Honda  Accord,  Civic  and  Odyssey  along  with  the  Acura 
CL  and  TL.  Today  Honda  Research  &  Development  Americas  is  proud  to  celebrate  its 
25th  anniversary  by  moving  forward  with  new  and  innovative  ideas  that  are  certain  to 
advance  technology  even  further.  Which,  when  you  add  it  all  up,  is  pretty  amazing. 


Thinking. 


l,.i,Min m.ii  out  w  Honda  North  v 


We  know  how  difficult  running 
an  office  can  be. 


M 
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So  we  started  a  support  group 


Bcsecascad*   rt's  that  rare  service  mentality.  Something  that's  obvious  through  every  enoounter  you  have  with 
■ '  °r  rr  our  people  at  Doise  Cascade  Office  Products.  While  other  providers  offer  a  similar  large  selec  on  I 
supplies  and  furniture  items,  you'll  notice  that  we  manage  to  deliver  it  all  in  a  way  that  makes  your  ,ob  eas.er.  As  a 
customer,  you  can  count  on  impressive  service  as  part  of  every  fast  and  accurate  order  - 

Call  888-B0ISE-88  and  you'll  see  what  we  mean,    BOISE.    IT  COULUN   I    DtcAOldn 

OFFICE  SUPPLIES  •  TECHNOLOGY  .PRODUCTS  •  FURNITURE  .  PROMOTIONAL  PRODUCT 
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online  service  with  personality 


The  web  is  always  OPEN. 

your  customer  service? 


We  are  Servistream. 

We  are  open  24/7.  Just  like  your  website. 

We  give  you  traditional  outsourced  customer  service. 

Coupled  with  the  VERY  latest  customer-interaction 

technology.  Our  iGuides   will  treat  your  customers 

the  way  you  would.  And  help  turn  site  visitors 

into  buyers.  Via  e-mail,  co-browsing,  voice  over 

internet,  live  chat,  or  that  old  fav  -  the  phone. 

All  day,  everyday  if  need  be. 


e 
re 
ou 
ou 
re 
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Call  us  at  858.654.9062 

or  visit  www.servistream.com 

we'll  be  there,  you  can  depend  on  it 


e.  Internet  Commerce  Exp 


*s  all  abo 

eBusiness 
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SAVE  $100!  REGISTER  NOW! 
FREE  EXPO  PASS!  $30  VALUE! 
REGISTER  BEFORE  AUGUST  11 


www.iceexpo.com 

Sign  up  for  ICe/San  Jose  2000  and  fuel  the  success  of 
your  business  at  the  most  comprehensive  forum  focused 
exclusively  on  eCommerce. 

■  More  than  50  conference  sessions  and 
12  in-depth  tutorials. 

■  Over  175  exhibitors  showcasing  breakthrough 
products  and  services. 

Don't  miss  the  insightful  keynotes  and  feature  presentation 
from  some  of  the  industry's  top  luminaries: 

Dr.  Cheryl  Shavers,  Under  Secretary  of  Commerce 
for  Technology,  U.S.  Dept.  of  Commerce 

Peter  Boit,  Vice  President  of  eCommerce, 
Microsoft  Corporation 

■  Douglas  L.  Maine,  General  Manager,  ibm.com 

■  John  Dix,  Editor-in-Chief,  Network  World 


Platinum  Sponsors: 
-A  1 1  e  g  i  s        >ossCc    ^«e  „ 


KPSSAG1NOT1RECT 


Microsoft 


Gold  Sponsors: 

appNer       d)once 


fg)  InVerge 

&Sun. 


envi 


n 

SKIPJACK 

MERi  I  v-i 

:  I      l 


www.iceexpo.com 

CONFERENCE:  SEPTEMBER  11-14,  2000 

EXPO:  SEPTEMBER  12-14,  2000 

SAN  JOSE  CONVENTION  CENTER,  SAN  JOSE,  C 

ICe/SAN  Jose  2000 


Visit  or  call  today:  www.iceexpo.com 
1-800-667-4423 


OWNED  AND  M*» 

•  II 

WORLD! 


PUT  YOUR  eBUSINESS  ON  THE  FAST  TR/ 


I 


/ 


catch  people  when 

they  have  the  time 

(and  the  mindset) 

to  pay  attention  to 

your  message. 

At  Convenience  stores. 

Train  stations. 

Hewsstands. 

Gas  pumps. 

And  other  locations, 

even  Elevators. 

People  pause. 
People  pay  attention. 
Over  160  million  monthly 
impressions,  18  major 
markets  -  and  growing. 

Call  1-800-942-8193  or 
visit  www.ebillboards.com 
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Ebillboards 
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e  only  vehicle  we  can't  accept 


floats  or  flies,  it  can  help  save 


When  you  donate  your  vehicle 
National  Kidney  Foundation,  t 
proceeds  go  to  kidney  research 
organ  donor  awareness  and  pa 
services.  And,  because  no  good 
should  go  unrewarded,  you  ma 
find  you  qualify  for  a  tax  dedui 
Make  your  car  a  Kidney  Car. 


Cars  that  save  lives. 


For  details,  call  1-800-488-CA 


PHFNational  Kidney  Foundat 


vv.wamumortgage.com 


The  list  of  ways  we  can  get  you  a  "Yes" 
on  your  home  loan  just  keeps  getting 
longer  Introducing  wamumortgage.com. 
It  has  everything  you  need  to  go  from 
looking  to  actually  owning  a  home 
You  can  explore  the  home  buying 
process    apply  online  or  simply  find 


com 


the  Washington  Mutual  home  loan 
consultant  nearest  you.  Plus,  with  our 
financial  flexibility,  we'll  he  able  to 
find  the  home  loan  that  fits  your 
situation.  So,  when  it  comes  to  home 
loans,  there's  only  one  thing  to  say: 
wamumortgage.com. 


Washington  Mutual 


2 


£* 


,, 


www.wamumortgage.com 

(1-888-  WAMU  -LEND) 


i  restrictions  ippli   \X<  havi  loan  oflicc*  and  accept  appticai 
tat«  Washington  Mutual  Bank    in  OR  III   \\  \    mil  w  > 


SF  E  1 


Help  give 

the  gift  of 

independence 

to  a  blind 

or  visually 

impaired 

person 


Peninsula  Center 

for  the  Blind  and  Visually 

Impaired  enables  clients  to 

achieve  their  highest 

potential  through  programs 

that  promote  independence 

and  improve  auality  of  life. 


Support  the 

Menlo  Charity  Horse  Show 

To  benefit  Peninsula  Center  for  the  Blind 
and  Visually  Impaired 


August  9-13 
8  a.m.  to  5  p.m. 


190  Park  Lane 
Atherton,  Ca  94027 


i 


Admission  $10  per  day  (children  under  12  admitted  free) 

Continuous  activity  in  three  rings  daily  •  Olympic-style 
jumping  on  grass  •  Over  500  outstanding  horses  and 
PENINSULA  riders  •  Beautiful  setting  •  Top  rated  hunter/jumper  show 

CENTER        Forfurthermformatloncall:(415)58,7690 

BLIND  2470  El  Camino  Real,  Suite  107  •  Palo  Alto,  CA  94306 

/fT  FlAS^X  phone:  (650)  858-0202 

AND 

VISUALLY  1MI  AIRED         Website  Address:  www.menlohorseshow.org 
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IVIES  C.  COOPER  &  KATHLEEN  MADIGAN 


IEENSPAN  IS  COUNTING 
I  CONSUMERS  TO  LIE  LOW 

is  the  lasting  slowdown  the  Fed  envisions  just  wishful  thinking? 


S.  ECONOMY 


HOW  THE  FED  SEES 
HE  ECONOMIC  OUTLOOK 

ACTUAL  CENTRAL  TENDENCY 
1999  2000  2001 
(4Q  TO  4Q  PERCENT  CHANCE) 


Given  the  importance  of  con- 
sumer spending  in  the  outlook 
3  economy  and  monetary  policy,  it's  not  surprising 
federal  Reserve  Chairman  Alan  Greenspan  de- 
a  large  chunk  of  time  to  the  subject  during  his 
inual  report  to  Congress  on  July  20  and  25.  What 
inexpected,  especially  to  the  financial  markets, 
ie  somewhat  dovish  tone  of  his  remarks. 
1  Street  had  anticipated  a  more  cautious  mes- 
but  instead  the  Fed  chief  seemed  optimistic,  par- 
ly with  regard  to  his  chief  inflation  concern:  the 
ing  disparity  between  the  growth  of  demand  and 
:ial  supply.  The  chairman  appears  to  believe  that 
nsumer-led  slowdown  of  the  last  quarter  will  ex- 
nto  the  second  half,  even  as  productivity  gains 
ue  to  support  strong  growth  in  potential  supply. 

This    sanguine    view 
shows  up  in  the  Fed's 
latest  economic  forecast 
(table).    For   2000,    the 
Fed's  projection  of  eco- 
4.6    4-4I/2      _31/4-33/4  nomic  growth  centers  on 
uio»    2.0    21/2-23/4  2-2I/2     a  range  of  4%  to  4.5%, 
about  4  4-41 4     urith  inflation  picking  up 
slightly  to  the  range  of 
2.5%  to  2.75%  and  unem- 
I  ent  ending  the  year  at  about  4%.  For  2001,  the 

I  lees  both  growth  and  inflation  slowing  a  bit,  with 
ij  )loyment  holding  about  where  it  is  now. 

\  forecast  suggests  two  key  conclusions  about  the 

II  thinking.  First,  the  Fed  may  well  stand  pat, 
tj  f  second-half  growth  is  as  high  as  4.5%.  Second, 

id  does  not  see  the  need  to  drive  down  econom- 
rth  so  substantially  as  to  raise  the  unemployment 
nd  loosen  up  the  labor  markets.  The  bottom  line? 
3  new  data  in  coming  weeks  prove  him  wrong, 
span  is  likely  to  argue  for  holding  interest  rates 
t  at  the  Aug.  22  policy  meeting. 

:  loPAN  WAS  CAREFUL  to  recognize  the  ongoing 
e  over  the  permanence  of  the  second-quarter 
own.  And,  in  fact,  the  latest  consumer-related 
lardly  suggest  that  consumers  will  keep  scaling 

(^  heir  buying.  So  far,  weekly  surveys  of  July  retail 
00k  strong,  and  consumer  confidence  in  July  re- 

]  ed.  Plus,  sales  of  previously  owned  homes  in 

{  ilso  increased,  to  an  annual  rate  of  5.23  million, 
jne  level  is  above  the  record  pace  averaged  dur- 


I  )YMEKT  4.1 
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THE  WEALTH  EFFECT 
STILL  LOOKS  POTENT 
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RATIO  OF  THE 
WILSHIRE  5000 
STOCK  INDEX  TO 

PERSONAL  INCOMES 


JAN.  '98  JULY  '00* 

•JUNE  &  JULY  EST  OF  0.4%  GAIN  IN  INCOMES 

DATA:  STANDARD  &  POOR'S  DRI, 

COMMERCE  DEPT.  BUSINESS  WEEK 


ing  all  of  last  year,  and  it  is  the  highest  since  August, 
1999.  Home  sales  suggest  that  Fed  rate  hikes  have 
had  little  impact  on  housing  demand.  Mortgage  rates 
are  actually  down  about  50  basis  points  since  mid-May. 

Greenspan,  though,  left  little  doubt  about  where  he 
stands  on  the  soft-landing  issue.  Prominent  in  his  talk 
were  "factors  that  may  be  exerting  more  persistent  re- 
straint on  spending."  He  listed  this  year's  flattening  out 
in  equity  prices,  households'  rising  debt  burden,  higher 
oil  prices,  and  the  already  sharp  runup  in  the  stock  of 
consumer  durable  assets,  including  houses. 

Some  of  Greenspan's  argu- 
ments, however,  were  less 
than  compelling,  and  the  point 
on  consumer  durables  was 
downright  confusing.  On  the 
wealth  effect,  for  instance,  his 
own  measure,  which  relates 
the  broad  Wilshire  index  of 
5,000  stocks  to  personal  in- 
come, shows  little — if  any — 
diminution  in  the  effect  of 
wealth  on  spending  (chart). 
Stock  prices  have  picked  up  this  summer,  compared  to 
this  spring,  on  the  belief  that  the  Fed  is  almost  finished 
with  its  tightening  cycle,  a  view  that  Greenspan's  re- 
marks only  supported  further. 

THE  FED  CHIEF'S  CONCERN  over  debt  burdens  lies 
in  the  fact  that  household  debt-service  payments  as  a 
percentage  of  aftertax  income  have  risen  substantially 
over  the  past  year,  reflecting  both  the  rising  volume  of 
outstanding  debt  and  higher  interest  rates  (chart,  page 
28).  However,  the  combination  of  strong  income  growth 
and  wealth  gains  has  given  consumers  the  increased  ca- 
pacity to  take  on  more  debt.  Plus,  the  current  level  of 
debt  service  is  still  well  below  the  peaks  reached  dur- 
ing the  borrowing  binge  of  the  late  1980s,  levels  that  at 
the  time  exerted  no  discernible  downdraft  on  the 
growth  in  consumer  spending. 

Higher  oil  prices  are  probably  the  most  restrictive 
factor  mentioned  by  Greenspan.  By  his  numbers,  cost- 
lier oil  has  amounted  to  a  $75  billion  levy  exacted  by 
foreign  oil  producers  on  U.S.  consumers,  equivalent 
to  a  tax  of  1%  of  aftertax  income  that  cannot  be  spent 
on  other  items.  However,  even  Greenspan  noted  that 
the  effects  may  prove  to  be  largely  transitory. 

The  most  curious  observation  that  Greenspan  made 
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about  restraints  on  consumer  spending  was  that  de- 
mand for  durable  goods  and  homes  wall  .wane  because 
the  past  runup  in  the  stock  of  these  assets  has  left 
household  demand  close  to  a  saturation  point. 

However,  even  a  data  hound  like  Greenspan  is  hard- 
pressed  to  find  data  that  compares  the  stock  of  durables 
and  homes  to  some  desired  level.  And  as  long  as  fun- 
damentals ranging  from  income  growth  to  interest 
rates  to  wealth  gains  remain  favorable,  consumers  have 
little  reason  not  to  buy  a  second  house,  a  third  car,  or  a 
fourth  air  conditioner.  Indeed,  Sears,  Roebuck  &  Co.  re- 
ported a  17%  jump  in  second-quarter  profits,  led  by 
sales  of  appliances  and  home  electronics. 

Economist  Ian  C.  Shepherdson  of  the  research  firm 
High  Frequency  Economics  calculates  that  the  stock  of 
houses  and  durable  goods  as  a  percentage  of  total 
household  assets  has  fallen  in  recent  years,  reflecting 
the  surge  in  stock  prices.  He  adds  that  the  growth  in 
spending  on  houses  and  durables  in  this  expansion  has 
lagged  behind  overall  economic  growth.  So,  the  recent 
speedup  might  simply  be  a  period  of  catch-up  as  con- 
sumers feel  increasingly  upbeat  about  the  economy. 

BUOYED  BY  THE  LOWEST  unemployment  levels  in 
decades,  strong  income  growth,  and  a  booming  stock 
market,  consumer  confidence  remains  very  high.  The 
Conference  Board's  index  increased  in  July  to  141.7,  up 
from  139.2  in  June.  Households'  expectations  of  future 
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DEBT  BURDENS 
ABE  RISING 

DEBT-SERVICE  PAYMENTS  | 
—  AS  A  PERCENT  OF  ■ 
DISPOSABLE  INCOME 


conditions  rose  in  July,  and  their  assessments  of  p: 
conditions  hit  a  record.  That  runs  counter  to  Green 
arguments  that  high  debt  and  energy  prices  are 
consumers  in  the  wallet  and  will  cause  consumers 
duce  their  spending  in  a  big  or  lasting  way. 

It  seems  more  likely  that 
much  of  the  second-quarter 
slowdown  in  consumer  spend- 
ing and  construction  was  sim- 
ply a  "payback"  for  the  exag- 
gerated first-quarter  strength 
in  home-building  and  car  sales, 
which  was  largely  the  result 
of  an  unusually  mild  winter 
that  "stole"  some  economic  ac- 
tivity from  the  second  quar- 
ter. Indeed,  the  drop-off  in 
construction  employment  alone  accounted  for 
than  half  of  the  slowdown  in  private-sector  job  gi 
between  the  first  and  second  quarters. 

All  this  is  not  to  say  that  Greenspan's  apparer 
timism  is  totally  unjustified.  Clearly,  more  of  the 
are  moving  in  the  right  direction  now  than 
months  ago.  The  crucial  period  for  policy  will  b 
months — and  the  data — immediately  ahead.  If  th 
nomic  numbers  heat  up  again,  Greenspan's  ton 
surely  become  more  strident,  and  market  expect; 
will  take  a  turn  for  the  worse 
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STRONG  GROWTH  IS  FANNING  INFLATION 


Although  the  euro  zone's  infla- 
tion rate  jumped  to  2.4%  in 
June,  nearly  a  percentage  point 
faster  than  the  1.5%  rate  at  the 
end  of  1999,  the  11-nation  economy 
is  not  generally  in  danger  of  over- 
heating. That  cannot  be 
said  for  some  of  the 
smaller  countries,  how- 
ever, especially  Spain. 
There,  inflation  in- 
creased to  3.5%  in 
June,  up  from  2.9% 
last  year  and  from 
1.4%  in  1998.  As  in  the 
euro  zone  generally, 
higher  energy  prices 
account  for  much  of 
the  acceleration.  But  unlike  the 
pickups  in  Germany,  France,  and 
Italy,  which  account  for  74%  of 
the  euro  zone  economy,  faster  in- 
flation in  Spain  also  reflects  rapid 
economic  growth  and  a  sharp 
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drop  in  unemployment,  which 
makes  it  easier  for  the  inflation- 
ary impacts  of  the  weak  euro  to 
filter  through.  Spain's  economy 
grew  4.1%  in  the  first  quarter 
from  a  year  ago,  and  many  ana- 
lysts expect  growth 
this  year  to  exceed 
the  government's  re- 
cent 4%  projection. 

The  story  is  similar 
in  the  Netherlands, 
Portugal,  Finland,  and 
Ireland.  Economists 
at  J.  P.  Morgan  &  Co. 
say  that  core  infla- 
tion— excluding  ener- 
gy and  food — in  these 
four  nations  and  Spain  has  in- 
creased steadily  in  the  past  three 
years,  from  1.5%  to  2.2%.  The 
pace  in  the  rest  of  the  euro  zone, 
which  is  up  slightly  in  recent 
months,  remains  a  tame  1%. 


Spain's  growth  is  broad-base< 
Consumer  spending  is  powered 
strong  job  growth,  which  has 
joblessness  from  20%  in  early 
1998  to  15%  in  early  2000.  Con- 
sumer borrowing  is  robust,  and 
construction  especially  so.  Also, 
stronger  growth  in  other  euro 
zone  economies  lifts  export  de- 
mand. Consequently,  businesses 
are  optimistic  and  investing  hes 
ly  in  new  equipment. 

Credit-tightening  efforts  by  tl 
European  Central  Bank  will  hav 
little  impact  on  Spain's  roaring  c 
mand  growth,  and  any  governm* 
tightening  in  fiscal  policy  is  unlfl 
ly.  The  government's  anti-inflatio 
efforts  have  included  intensified 
form  efforts  in  the  labor  market 
and  telecommunications,  and  a 
tightening  of  banks'  loan-loss  re- 
quirements. But  these  efforts  an 
unlikely  to  be  effective. 
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In  the  new  economy,  managing  the  technology  that  runs  your  e-business  is  critical. 
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DEUTSCHE  TELEKOM* 
WIRELESS  WAGER 

Why  it's  paying  top  dollar  for  tiny  VoiceStream 


*    ilMHTQ 


M 


leasured  against  the  nation's 
wireless  giants,  VoiceStream 
Wireless  Corp.  has  been  a  bit 
of  a  pipsqueak.  With  2.2  million 
I  subscribers,  it's  about  a  third 
of  Sprint  pcs's  size  and  one-tenth  the 
global  heft  of  Verizon  Communications. 
Its  $1.05  billion  in  revenue  is  chump 
change  compared  with  the  revenues  for 
AT&T  Wireless. 

So  why  would  Germany's  Deutsche 
Telekom  pay  an  eye-popping  $21,639  per 
subscriber  for  the  little  Bellevue,  (Wash.) 
cell  phone  company?  DT  ceo  Ron  Som- 
mer  concedes  that  he  paid  retail  when  he 
agreed  to  buy  VoiceStream  on  July  24 
for  $175  a  share,  or  roughly  $45  billion 
plus  cash  and  assumption  of  debt.  But  he 
insists,  over  the  scoffing  of  some  in  the 
telecom  community,  that  the  price  "is  a 
fair  one." 

UNSETTLED  FRONTIER.  Simply  put, 
Deutsche  Telekom  is  not  buying  sub- 
scribers in  the  U.  S.  It's  buying  poten- 
tial— in  this  case,  the  potential  to  be- 
come a  dominant  player — not  just  in  the 
U.  S.,  but  globally.  Partially,  Sommer's 
plan  involves  the  old-fashioned  gobbling 
up  of  market  share.  When  it  comes  to 


cellular  service,  the  U.  S.  today  is  like 
the  unsettled  frontier:  International  Data 
Corp.  predicts  that  by  the  end  of  2000, 
only  about  32.5%  of  the  U.  S.  population 
will  be  using  some  form  of  wireless  com- 
pared with  52%  in  Europe  and  60%  in 
Japan.  Growth  prospects  in  such  a  rela- 
tively undeveloped  market,  the  German 
executives  reckon,  are  so  high  that  their 
company  will  emerge  almost  immediate- 
ly as  a  formidable  rival. 

Ultimately,  the  deal  is  part  of  a  mas- 
sive fight  to  achieve  economies  of  scale  as 
global  telecommunications  companies 
jockey  for  position  in  the  coming  world  of 
wireless  Web  services.  To 
achieve  its  heady  plans, 
Deutsche  Telekom  will  run 
smack  up  against  the  nation's 
giants — Verizon,  Sprint,  AT&T, 
Worldcom,  and  SBC  Communi- 
cations. It  also  may  have  to  con- 
tend with  Japan's  NTT  DoCoMo, 
which  has  begun  to  sniff  at  poten- 
tial U.  S.  telecom  and  Internet  ac 
quisitions  and  partnerships  (page  33). 
Although  U.  S.  telecom  execs  publicly 
have  feigned  indifference,  privately 
some  concede  that  the  threat  is 


to 


real.  They  say  a  DT- VoiceStream  li 
force  U.S.  players  to  step  up  eff< 
provide  wireless  Net  service  to  a 
er  market,  including  overseas. 

In  many  ways,  the  global  battle 
come  down  to  one  of  technology.  Llt 
ready  offers  a  wider  array  of  s«  mm 
to  its  customers  in  Europe  than  it  m  1!1 
counterparts  offer  here.  Telecom  ™ 
nology  execs  acknowledge  that  cell  ) lwei 
makers  serving  the  U.  S.  markt a  ™i ' 
now  begin  to  produce  handsets  f  f! |lirt 
European  technology  standard  M 
Global  System  for  Mobile  Comma's, 
tions.  GSM  is  the  only  U  k^t< 
ogy  offered  in  Europe,  f  1 
used  by  a  slim  10%  o:  ps,  in 
customers.  And  altho  ^  I 
has  never  been  consic  J  Leads 
a  cutting-edge  techn< 
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deal  will  suddenly  make  gsm  a 
igger  player  in  the  U.S.  market, 
at  will  make  it  a  bigger  factor  in 
■rging  U.S.  debate  over  the  need 
i  wireless  technology  standard. 
XRANTEES.  To  gain  this  kind  of 
ei  the  lucrative  U.S.  market  and 
>al  market,  Deutsche  Telekom  felt 
worth  significantly  besting  the 
>er  subscriber-  Britain's  Vodafone 
r  AirTouch  in  1999  or  the  esti- 
$12,400  that  the  combined  Voda- 
rTouch  paid  for  Mannesmann  ear- 
l  year.  That  has  set 
jrrent  of  criticism 
has  wildly  overpaid 
position. 

linly,  there  are  no 
;ees  that  this  deal 


Even  so,  as  it  goes  to  the  Senate  Moor,  a 
light,  possibly  led  by  Senator  John  Mc- 
Cain  (R-Ariz.),  could  ensue.  And  if  the 
bill  reaches  President  Clinton's  desk,  he 
is  expected  to  veto  it. 

But  there  is  also  some  doubt  that  the 
merger  will  pay  off,  even  if  it  is  allowed 
to  proceed,  because  of  the  huge  premium 
that  DT  paid.  The  whole  tenor  of  discus- 
sion is  eerily  reminiscent  of  the  talk  sur- 
rounding AT&T's  purchase  of  Tele-Com- 
munications Inc.  in  1998.  Back  then, 
many  also  suggested  that  the  price  was 


Recent  Pricey  Wireless  Deals 
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$  PER  SUBSCRIBER* 


DEUTSCHE  TELEKOM-VOICESTREAM       $21,639 


consummated — or      „„_.! says  Kevin  Roe,  a  wireless 


and   investors  have  soured   mightily  on 
the  stock. 

Like  Armstrong,  Sommer  is  confident 
Here's  what  he  considered  when  he 
agreed  to  the  price:  VoiceStrearn  owns  li- 
censes in  Z'>  of  the  top  25  U.S.  marl- 
In  wireless  lingo,  its  licenses  cover  areas 
with  a  220  million  subscriber  base. 
Though  it  has  relatively  few  subscribers 
signed  up  and  currently  does  not  actual- 
ly provide  service  to  many  of  the  locales 
where  it  holds  licenses,  it  is  adding  sub- 
scribers at  a  sizzling  pace — an  18.5% 
growth  rate  that  is  among 
the  top  in  the  industry. 
Now,  with  Deutsche  Tele- 
kom's backing,  "There's  po- 
tential for  VoiceStrearn  to 
leapfrog  the  competition," 


5  PER  POTENTIAL 
SUBSCRIBER  BASE 


will  be  a  success  if 
,»wed  to  go  forward. 
Deutsche  Telekom 
overcome  potential 
jl  fion  in  Congress: 
Ernest  F.  Hollings 
)    recently    intro- 
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bill  that  would 


s  I  my  foreign  company  with  more 
1%  government  ownership  from 
g  U.  S.  telecom  assets.  DT  is  58%- 
,by  the  German  government. 
igs'  bill  has  gained  important  new 
tsors,  including  Senate  Majority 
Trent  Lott  (R-Miss.)  and  Senate 
iy  Leader  Tom  Daschle  (D-S.  D.). 


*  Includes  subscribers  from  subsidiary  operations  globally 

DATA:  PRUDENTIAL  SECURITIES 

excessive.  Yet  the  deal  was  hailed  for 
the  scope  it  would  give  the  long-distance 
earlier.  AT&T  CEO  C.  Michael  Armstrong 
reassured  investors  that  taking  the  cost- 
ly leap  forward  to  become  the  dominant 
player  in  an  evolving  telecom  market 
was  worth  it.  But  so  far,  AT&T  has  yet  to 
see  much  return  from  its  expenditures, 


analyst  for  ABN-AMRO. 
WAR  CHEST.  No  doubt, 
wireless  companies  across 
the  country  are  taking 
note,  given  dt's  deep  pock- 
ets and  promise  to  make 
a  starting  investment  of  at 
least  $5  billion  in  Voice- 
Stream.  Combined  with  Deutsche 
Telekom's  wireless  arm,  T-Mobile,  the 
unit  would  boast  nearly  20  million  sub- 
scribers and  a  potential  subscriber  base 
of  a  stunning  360  million  worldwide.  That 
would  dwarf  every  U.  S.  carrier  except 
Verizon.  The  new  company  would  have 
nearly  $8  billion  in  revenues  and  a  mar- 
ket capitalization  of  $150  billion-plus,  not 
to  mention  access  to  Deutsche  Telekom's 
war  chest  of  cash.  "DT  can  pump  a  lot  of 
money  into  [VoiceStrearn],"  says  Jane 
Snorek,  an  investment  officer  at  Firstar 
Investment  Research  &  Management 
Co.,  a  VoiceStrearn  shareholder.  "If  you 
can't  buy  some  market 
share  with  that,  you 
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shouldn't  be  running  a  business." 
Closing  the  gap — and  fast — is  precise- 
ly what  managers  of  VoiceStream  and 
Deutsche  Telekom  have  in  mind.  With 
the  $5  billion,  VoiceStream  ceo  John  W. 
Stanton  can  accelerate  construction  of 
wireless  systems  in  places  like  California 
and  Ohio.  Stanton  estimates  that  the 
cash  infusion  will  help  him  push  up  the 
roll-out  of  his  service  by  6  to  18  months. 
Hurdling  rivals  won't  be  easy,  however. 
VoiceStream  doesn't  operate  a  true  na- 
tional network,  and  in  areas  where  it 
does  operate,  the  network  is  "under- 
built," says  analyst  Bob  Egan  of  the 
Gartner  Group. 

Stanton  can  also  offer  dt's  European 
technology  for  the  wireless  Web,  which  is 
far  faster  than  what's  offered  in  the  U.  S. 
Here,  too,  VoiceStream  faces  stiff  com- 
petition from  sbc  and  Sprint,  which  are 
spending  sizable  amounts  to  launch 
speedier  data  systems  by  yearend. 

Even  so,  the  key  to  dt's  plans  to  grab 
the  lead  in  the  U.  S.  market  involve 
much  more  than  speed.  Primary  to  gob- 
bling up  market  share  is  the  acquisition 


Deutsche  Telekom  faces  one  major 
challenge:  The  deal  is  not  a  shoo-in  to 
win  approval  from  regulators 


of  more  spectrum  licenses  when  the  Fed- 
eral Communications  Commission  holds 
an  auction,  tentatively  scheduled  for  the 
fall.  Companies  such  as  Verizon  and  Bell- 
South want  this  spectrum  desperately. 
dt's  cash  is  expected  to  allow  Stanton 
to  participate  in  a  major  way  in  the  up- 
coming auction. 

To  gain  control  of  market  share,  Voice- 
Stream  also  anticipates  being  able  to  de- 
liver a  variety  of  nifty  services  that 
Deutsche  Telekom  international  opera- 
tions chief  Jeffrey  Hedberg  says  will  "de- 
light customers."  Foremost  might  be  a 
kind  of  fiber  one-rate — where  customers 
get  the  same  rate  no  matter  where  they 
roam  between  Seattle  and  Berlin.  DT  ex- 
ecs, however,  concede  that  such  plans 
have  not  yet  been  addressed. 

For  now,  their  attention  is  focused 


on  getting  the  deal  done. 
VoiceStream's  Stanton  and 
Deutsche    Telekom's    Hedberg  I 
much  of  July  25  pitching  their  s<| 
skeptical  legislators  in  hopes  of 
it  over  the  regulatory  hurdle.  The| 
to  divert  attention  away  from 
ownership  by  arguing  that  the 
create  a  new  competitive  force, 
than  leaving  behemoths  such  as,£ 
Bell  Atlantic  to  dominate  U.  S.  ml 
they  argue,  the  merger  will  in| 
competition.    VoiceStream    woi 
longer  be  a  David  scrapping 
liaths.  It  would  become  an  equal 
just  as  much  ability  to  score  a  knl 
as  the  other  guy. 

By  Roger  O.  Crockett  in  Chica^ 
David  Fair  Lamb  in  Frankfurt,  i 
reau  reports 


A  CELLULAR  PROPHET  IN  THE  WILDERNESS 
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John  W  Stanton  raised  eye- 
brows when  he  announced 
plans  on  July  24  to  sell  his 
six-year-old  VoiceStream  Wire- 
less Corp.  to  Deutsche  Telekom 
for  a  staggering  $55.7  billion. 
But  Stanton  closed  another 
deal  that  day  that  may  say 
even  more  about  why  the  44- 
year-old  was  a  billionaire  even 
before  his  VoiceStream  coup. 
Stanton  is  a  cellular  phone 
mogul  in  his  own  right,  starting 
up  Western  Wireless  Corp.  in 
1992  after  a  nine-year  stint  as 
lieutenant  to  cell-phone  pioneer 
Craig  0.  McCaw.  A  year  ago, 
he  spun  off  VoiceStream  from 
Western.  And  even  as  he  was 
busy  making  his  sale  to  DT,  he 
was  also  making  some  purchas- 
es for  Western  of  a  cellular  ser- 
vice in  and  around  the  cracked 
desert  soil  of  Yuma,  Ariz.,  and  Impe- 
rial, Calif.,  for  a  relatively  measly 
$202.5  million. 

PLANNING  WAY  AHEAD.  Doesn't  sound 
like  much?  Guess  again.  In  just  such 
backwater  markets,  Stanton  can  be 
the  only  game  in  town.  And  using 
this  strategy — "go  where  they 
ain't" — he  has  turned  those  local  mo- 


Stanton  is  always  plannin 
ahead.  With  VoiceStream,  h< 
went  with  a  cellular  standar 
known  as  global  system  for 
mobile  communication  (gsm) 
Although  popular  in  Europe 
and  Asia,  gsm  was  an  after- 
thought in  the  U.  S.  And  Vo: 
Stream  was  written  off  as  a 
niche  player.  That  is,  until 
Stanton's  gsm  bet  made  him 
perfect  match  for  acquisition|ni 
hungry  European  telecoms 
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nopolies  into  a  robust  business:  It 
sells  phone  services  not  only  to  farm- 
ers but  also  to  four  of  the  six  national 
cellular  carriers  to  handle  calls  in 
Western's  turf.  The  payoff:  36%  sales 
growth  last  year  and  a  56%  jump  in 
earnings.  To  top  it  off,  Western's  hold- 
ings are  almost  all  contiguous  to  AT&T 
turf,  fueling  speculation  that  he  may 
end  up  with  another  blockbuster  deal. 


It's  a  lesson  Stanton  picke  j..^ 
up  from  his  mentor  McCaw, 
who  took  a  chance  in  1982  oi 
the  26-year-old  Ernst  &  Whi  Per^ 
ney  consultant  fresh  from  H 
vard  Business  School.  It  was 
Stanton,  in  fact,  who  suggest  [0; 
a  new  way  of  funding  the  ce  m.  , 
lular  operations,  a  move  thai 
made  the  business  explode. 

Stanton's  next  move:  overseas. 
While  the  big  phone  companies  bat 
tie  for  lucrative  European  and  Asii 
markets,  Western  has  quietly  built1  ,c, 
operations  in  such  outposts  as  Croj 
ia,  Ghana,  Haiti,  and  Latvia.  If  his 
track  record  is  any  indication,  it  is 
likely  to  prove  a  pretty  good  bet. 
By  Jay  Greene  in  Sea 
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K  WHO'S  GOING 
RTING  IN  JAPAN 

mIis  one  of  many  seeking  a  tie-up  with  NTT  DoCoMo 


new  headquarters  of  NTT  DoCoMo 
central  Tokyo  is  becoming  a  mecca 
the  world's  Internet  players.  Se- 
ecs  at  mobile  and  info  tech  giants 
;  Nokia  Coip.  and  Sun  Microsys- 
ic.  go  to  the  granite  skyscraper  to 
mage  to  Japan's  largest  wireless 
ir — and  maybe  even  hook  up  with 
(;i\v,^neer  in  mobile  Internet  and  next- 
tion  cellular  services.  "Visitors 
rerseas  want  deeper  relations  with 
Hi  uding  equity  tie-ups,"  says  Kiy- 
»x  fsujimura,  managing  director  of 
ggeiqto's  global  business  department. 
ve  many  opportunities." 
the  latest  one  just  might  be  with 
a  Online  Inc..  the  world's  largest 
rvice  provider  with  more  than  23 
subscribers  worldwide.  Tokyo  is 
.bout  a  possible  deal  between  aol 
ytlJCoMu,  whose  i-mode  wireless  Net 
service  is  a  raging  success  in 
The  speculation  is  that  Mil.  con- 
ild  lie  available  mi  i-mode  phones 
il  is  reached,  possibly  in  August. 
1  n't  comment.  DoCoMo's  Tsujimu- 
't  either.  But  he  certainly  sounds 
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interested:  "If  an  Internet  provider  has 
important,  key  content,  then  we'll  think 
of  making  an  alliance." 

That  would  make  sense  for  AOL.  It 
sees  wireless  gadgets  overtaking  the  PC 
as  the  most  popular  way  to 
access  the  Net  in  the  coming 
years,  aol  has  a  relatively 
small  presence  on  Japanese 
pes,  but  Japan  is  an  enor- 
mous market  with  an  esti- 
mated 77  million  wireless  cy- 
bersurfers  by  2005.  By  tying 
up  with  DoCoMo,  aol  could 
reach  the  burgeoning  wire- 
less Net  crowd  and  challenge 
the  dominant  position  of  ri- 
val portal  Yahoo!  Japan.  Do- 
CoMo is  Japan's  leading  wire- 
less Net  provider:  It  boasts 
nearly  10  million  subscribers 
and  is  a  direct  conduit  to 
L5,000  specially  formatted 
Web  sites  where  users  can 


EMEEEa 

DoCoMo  has 

been  visited  by 
such  giants  as 

Sun  and  Nokia 


AOL  CEO  STEVE  CASE 


By  tying  up  with  Do 
CoMo,  AOL  could 


read  breaking  news,  see  stock 

prices,  and  check  the  weather   l'eaCn  Japan  S  many 


without  dialing  up. 


wireless  Net  users 


DoCoMo      could 

also  offer  AOL  tech 
advice  in  converting 
its  pc-based  Web 
sites    to    the    tiny 

screens  used  by  mo- 
bile phones.  And  it 
could  help  \m.  facilitate  e-rnail,  instant, 
messages,  and  data  exchanges  between 
computer  screens  and  handsets,  according 
to  the  Nikon  Keizai  Shimbun,  a  leading 
financial  daily.  With  plans  by  DoCoMo 
to  expand  in  Europe,  a  link-up  could 
support  AOl.'s  entry  into  Europe's  bur- 
geoning mobile  Net  market  as  well. 
BIGGER  GAME.  The  benefits  for  DoCoMo 
are  less  apparent,  aol  has  developed 
unique  services  that  could  be  transplant- 
ed to  the  wireless  Net,  such  as  instant 
messaging,  which  could  be  used  as  a  lo- 
cator device  in  the  future.  It  could  enable 
delivery  of  aol's  international  content  to 
i-mode  users,  but  that's  unlikely  to  gen- 
erate much  in  the  way  of  profit.  "The 
earnings  impact  is  minimal,"  says  Kate 
Lye,  telecom  analyst  for  Warburg,  Dillon 
Read  in  Tokyo. 

But  DoCoMo  is  playing  a  bigger  game 
that  goes  wray  beyond  Japan,  aol  could  be 
a  good  means  of  boosting  its  internation- 
al standing.  Last  year,  DoCoMo  formed  an 
alliance  with  Microsoft  Corp.  to  develop 
mobile  access  services  for  corporate  users, 
starting  in  Japan  and  later  moving  to  the 
U.S.  It  has  partnered  with  Sun  Mi- 
crosystems Inc.  to  develop  Net-capable 
handsets  incorporating  Sun's  Java  soft- 
ware. DoCoMo  also  has  embarked  on  a 
global  buying  spree,  purchasing  a  19% 
stake  in  Hong'  Kong  cellular  operator 
Hutchison  Telecom,  and  offering  $4.5  bil- 
lion for  15%  of  KPN  Mobile,  the  wireless 
unit  of  the  Dutch  national  phone  company. 
In  July,  DoCoMo  invested  in  Hutchison  3g 
uk  Holdings,  wThich  aims  to  develop  next- 
generation  cellular  services  in  Europe. 
DoCoMo  needs  world-class  allies  to 
execute  its  plans.  It  wants 
its  technology,  an  upgraded 
version  of  i-mode  packaged 
with  a  third  generation  cel- 
lular standard  called  W-CDMA, 
to  become  the  global  stan- 
dard. By  buying  minor 
stakes  in  foreign  cellular  op- 
erators, it  hopes  to  steer  its 
partners  to  w-CDMA.  "We 
consider  our  [version  of  the] 
3G  standard  to  be  very  good, 
one  that  can  be  adopted 
worldwide,"  says  DoCoMo 
President  Keiji  Taehikawa. 
"So  we're  going  to  use  our 
influence  to  spread  it  around 
the  world."  With  AOL  on 
board,  the  DoCoMo  way 
could  spread  fast. 

By  Iron  M.  Kunii 
in  Tokyo 
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By  Steve  Rosenbush 

HOW  LUCENT  LOST  ITS  LUSTER 


There  he  was  again.  On  July  20 — 
for  the  third  time  in  six 
months — Lucent  Technologies' 
ceo  Richard  A.  McGinn  was  holding 
a  conference  call  with  investors  to 
explain  why  the  telecom-equipment 
giant  would  fail  to  meet  Wall  Street's 
quarterly  earnings  expectations.  Al- 
though he  had  promised  earlier  that 
growth  would  pick  up  during  the 
second  half  of  fiscal  2000,  investors 
would  have  to  wait  until  next  year 
for  the  upturn.  Shares  fell  16%  that 
day.  Now  down  35%  for  the  year, 
they  show  no  signs  of  rebounding. 

Why?  On  Wall  Street,  Lucent's 
credibility  has  gone  up  in  smoke  be- 
cause of  a  grim  cycle  of  lowering  tar- 
gets and  then  failing  to  meet  them. 
And  despite  McGinn's  current  promis- 
es, there  are  reasons  to  believe  his 
latest  growth  projections  won't  be 
forthcoming  next  year  either.  While 
McGinn  pledged  to  deliver  major 
managerial  and  structural  changes 
within  10  days,  that's  not  likely  to  be 
enough.  "A  reality  check  needs  to  go 
on  at  Lucent,"  warns  analyst  Michael 
Ching  of  Merrill  Lynch  &  Co.  "They 
need  to  be  more  realistic." 

In  order  to  restore  its  credibility, 
Lucent  must  quickly  address  the  op- 
erational and  technological  problems 
that  are  behind  the  slow  growth.  The 
company  has  failed  to  spot  important 
shifts  in  crucial  markets  such  as  opti- 
cal networking.  Research  and  prod- 
uct development  have  failed  in  sever- 
al important  respects.  Worse,  this 
purveyor  of  high-tech  gear  has  been 
slow  to  embrace  the  Web  for  its  own 
internal  use.  All  of  which  have  had  a 
direct  effect  on  performance. 

Lucent  took  a  step  in  the  right  di- 
rection this  spring  when  it 
lured  highly  respected 
chief  financial  officer  Debo- 
rah Hopkins  away  from 
Boeing  Co.  She  started  by 
acknowledging  the  prob- 
lem. "The  company's  credi- 
bility was  strained.  That  is 
obvious,"  admits  Hopkins. 
She  was  also  partly  re- 
sponsible for  the  July 
warning,  which  she  says 
gives  Wall  Street  a  more 
realistic  earnings  outlook. 


ceo  McGinn 

Lucent's  credibility  has  gone  up 
in  smoke  owing  to  a  grim  cycle 
of  lowering  targets  and  then 
failing  to  meet  them 

There  are  other  issues,  though,  that 
Lucent  hasn't  really  begun  to  effec- 
tively address.  For  instance,  it's  years 
behind  competitors  when  it  comes  to 
using  the  Web  to  link  itself  to  suppli- 
ers and  customers.  Rival  networking 
giant  Cisco  sells  80%  of  its  network- 
ing equipment  over  the  Web  and  pro- 
duced $650,000  of  revenue  per  em- 
ployee last  year.  Lucent  sells  just  30% 
over  the  Web  and  brought  in  just 
$250,000  per  employee  last  year. 

Lucent's  biggest  obstacle,  though, 
may  be  that  the  company  is  trapped 
by  its  legacy  in  the  voice  business.  By 
focusing  on  traditional  customers  from 
that  segment,  Lucent  has  been  out  of 
touch  with  important  new  areas  of  the 
market.  That  has  meant  missing  ma- 
jor growth  opportunities.  Several 

MARKED  BY  DISAPPOINTMENTS 


i  i  i  i  i  i  i 


ESTIMATES  LOWERED 
FOR  Q4  AND  Q  1,2001 


i    i    i    i    i    i    i    i 


years  ago,  Lucent  faced  a  crucial  de 
sion  in  deciding  which  sort  of  optics 
networking  gear  to  build.  Its  big  te 
phone  company  customers  wanted 
gear  that  increased  capacity  by  crai 
ming  more  channels  onto  an  optical 
fiber.  While  it  gave  in  to  their  de- 
mands, archrival  Nortel  Networks 
Corp.  followed  the  path  set  by  up- 
starts such  as  Qwest  and  Williams 
Communications.  They  focused  on 
gear  that  used  few  channels,  but  in- 
creased the  speed  at  which'  informa- 
tion flowed  through  the  glass  fibers. 
COSTLY  MISTAKE.  Because  of  that  d 
cision,  Lucent  was  caught  off  guard 
last  year  when  its  traditional  cus- 
tomers suddenly  shifted  their  pur- 
chases to  the  faster  technology.  As 
Nortel  pulled  ahead  in  the  optical 
market,  Lucent  was  forced  to  lowei' 
its  earnings  estimates.  "It  was  a  mis 
take,"  concedes  Hopkins.  "We  listen* 
to  the  service  providers  that  at  that 
point  drove  the  bulk  of  our  business 
That  mistake  can't  be  quickly  cd 
rected.  Lucent  is  still  building  the 
manufacturing  capacity  it  needs  to 
push  more  high-speed  op 
cal  equipment  out  the 
door.  But  if  McGinn  want 
a  shot  at  delivering  on  h 
latest  promises  to  Wall 
Street,  he'd  better  work- 
fast.  Otherwise,  the  seco: 
half  of  2000  could  be  the 
start  of  an  even  more 
painful  decline. 
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telecommunications  from, 
New  York. 
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Mercedes  wanted  to  create  a  whole  new,  smarter  kind  of  car. 

We  were  right  there  with  them. 


i 


^# 
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The  new  Mercedes  S-Class  is  a  technical  marvel.  With  nearly  everything  imaginable  from  voice  recognition  telephon 
controls  to  a  satellite-based  emergency  response  system.  Thanks  to  some  remarkable  Mercedes  designers  and  the 


ed  solutions  that  help  smart  companies  create  smart  products.  Why  not  pi 
us  at  the  heart  of  yours?  Contact  us  at  www.digitaldna.com. 


Digital  DN  A 

from  Motorola 

THE  HEART  OF  SMART, 
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If  we  didn't  protect  the  financial  district, 
it  could  be  black  Monday,  Tuesday,  Wednesday,  Thursday,  Friday. 


As  the  electronic  systems  that  drive  business  in  the  NYSE 
and  neighbouring  district  become  more  sensitive  to  power 
abberations.  the  need  to  protect  data  has  never  |  j 
been  more  important.  Or  more  acute. 

Which  is  why  so  many  companies  and 
financial  institutions  have  turned  to  Invensys.  Our 
Best  Products  and  Powerware  Uninterruptible 
Power  Supply  (UPS)  are  available  in  three  ranges  -  3.  5  and  9. 

And  provide  all  levels  of  protection.  From  eliminating 

POWER       SYSTEMS      -      SECURE      POWER 


common  problems  such  as  surges  and  power  failure,  to 
providing  the  highest  levels  of  protection  for  mission  critical 
applications,  our  3.  5  and  9  UPS  series  can  be 
2        tailored  to  suit  your  every  need. 

Protecting  your  hardware.  Protecting  your 
}  f  data  and.  ultimately,  your  bottom  line. 

So  if  you  want  to  ensure  you  never  experience 
black  days  through  downtime,  take  your  fingers  for  a  walk 
to  001  919  870  3000. 


ENERGY      SYSTEMS 


POWER      CONVERSION 


invensys 

Technology  for  an  intelligent  wd 

ENERGY      STORAGE 
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By  Diane  Brady 


WHO  DOES  LINDA  WACHNER  ANSWER  TO? 


/5 


Iven  in  the  catty  world  of  Seventh 
Avenue  fashion  houses,  Linda  Joy 
|Wachner's  mouth  and  aggressive 
ner  are  the  stuff  of  legend.  The 
DB  of  the  Wamaco  Group  Inc. 
rman,  president,  and  CEO,  have 
provided  grist  for  gossip  mills, 
until  mid-1998,  Wall  Street  had 
g  but  admiration  for  her  work, 
■n  $550  million  in  sales  in  1986, 
hner  built  Warnaco  into  a  $2.1  bil- 
giant  by  1999.  With  marquee 
ids  such  as  Calvin  Klein  and 
ps  by  Ralph  Lauren,  Warnaco  was 
nner. 

ut  in  the  past  two  years,  the 
lesmaker  has  been  in  the  dump- 
Following  its  latest  earnings 
ing  on  July  20,  shares  fell  27%; 
ether,  they  have  slid  from  a  high 
\  in  mid-1998  to  below  5.  Fuming 
s  place  much  of  the  blame  on 
er — who  has  continued  to  pull 
sky-high  pay  and  options  de- 
the  slide — but  she's  not  the  only 
responsible.  Warnaco's  board  of 
tors  also  seems  to  be  in  need  of 
)us  reform. 

ertainly,  there's  little  doubt  that 
»lems  are  piling  up.  Warnaco  faces 
tentially  devastating  trademark 
ition  lawsuit  from  Klein,  the  com- 
a's biggest  source  of  income.  War- 
disputes  the  charges  and  has 
a  countersuit.  It  has  also  accrued 
billion  in  debt  from  an  acquisition 
e.  Warnaco  has  of  late  faced  other 
news,  too,  from  the  bankruptcies 
?y  customers  like  Filene's  Base- 
t  to  increased  competition  that 
npted  a  price  war  on  many  prod- 
That  has  led  to  slowing  sales 
vlh  for  some  of  its  key  brands, 
ing  matters  worse,  Wachner 
>s  surprising  the  market  with  new 
ructuring  charges  and  earnings 
have  fallen  short  of  Wall  Street 
■etations  in  at  least  four  of  the 
five  quarters.  "It's  a  show-me 
\  now,"  says  Harvey  0.  Robinson, 
jr  equity  analyst  at  Chapman  Co. 
altimure. 

ning  SIGNS.  But  if  investors  are 
tsingly  unhappy  about  the  stuck 
Warnaco's  eight  directors,  from 

l  /art!  appearances,  aren't  worried 
OUgh  each  director  d, ■dined  to 
nenl  or  return  calls,  the  board  is- 


WARNACO  CEO  WACHNER 

A  weak  board  has  stood 
by  as  the  clothing 
manufacturer's  stock 
has  tanked 

sued  a  statement  through  Wamaco 
General  Counsel  Stanley  R  Silverstein 
echoing  their  "full  support  for  Mrs. 
Wachner  and  the  Wamaco  senior 
management  team  and  their  strategy." 

That  should  come  as  no  surprise. 
Investors  and  governance  experts  say 
Wamaco  sports  a  very  weak  board 
whose  members  have  potential  con- 
flicts of  interests.  Along  with  Wachn- 
er, cfo  William  S.  Finkelstein  is  a  di- 
rector— meaning  insiders  make  up 
25%  of  the  board.  That's  a  warning 
sign,  say  governance  experts. 

Moreover,  according 
to  Warnaco's  proxy, 
several  directors  or  the 
firms  they  work  for 
profit  directly  from 
their  relations  with 
Wamaco — an  even  big- 
ger no-no  to  gover- 
tianee  folks.  Director 
Andrew  G.  Galef,  chair- 
man and  CEO  of  Magne- 
Tek  Inc.,  has  long  pro- 


ONE-WAY  TICKET 


vided  financial  services  to  Wamaco. 
which  earned  him  $560,000  last  year. 
Retail  consultant  Walter  F.  Loeb  has 
also  received  consulting  income  while 
a  director.  And  a  recently  retired  di- 
rector was  partner  in  a  law  firm  that 
worked  for  Warnaco.  Warns  gover- 
nance expert  and  University  of 
Delaware  professor  Charles  M.  Elson: 
"Anytime  there's  a  connection  be- 
tween a  board  and  ceo,  other  than 
equity  interest,  you  have  a  problem." 
CAPTIVES.  Also  troubling  to  share- 
holders and  critics  is  the  fact  that 
Wachner,  Finkelstein,  and  another  di- 
rector were  on  the  board  of  both  Au- 
thentic Fitness  and  Wamaco  before 
Warnaco  bought  it  last  year.  Not  only 
did  Wachner  lead  Authentic  Fitness 
when  it  was  independent,  but  the 
company  also  did  significant  business 
with  Warnaco.  For  Patrick  S.  Mc- 
Gurn,  vice-president  of  Institutional 
Shareholder  Services,  it's  just  anoth- 
er tie  that  potentially  makes  the 
board  "captive  to  the  ceo."  Mean- 
while, half  of  the  directors  have  prac- 
tically no  equity  stake  in  Warnaco, 
having  exercised  only  a  handful  of 
their  share  optidns. 

Moreover,  last  year  the  board's 
compensation  committee  gave  Wach- 
ner $7.2  million  in  pay  or  stock, 
along  with  3.3  million  additional 
stock  options,  in  part  due  to  a  salary 
agreement.  All  told.  Wachner  has  re- 
ceived stock  options  over  the  last  9 
years  that  could  give  her  ownership 
of  a  phenomenal  21%  of  outstanding 
Wamaco  shares.  "They're  giving  the 
company  away,"  says  one  investor. 
"What  has  she  done  to  deserve  this 
much?"  And  Suzanne  Zak  of  Min- 
neapolis fund-management  firm  Zak 
Capital  Inc.,  who  has  reduced  her 
holdings  to  100,000  shares  from  sev- 
eral hundred  thousand, 
doubts  whether 
"they'll  take  the  initia- 
tive on  anything" — 
such  as  replacing  top 
management.  For  War- 
naco to  truly  thrive, 
change  must  start 
with  the  board. 
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Brady  coin  r    Warnaco. 
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JACK,  THEY 
HARDLY  KNOW  YE 

John  Q.  Public  is  unaware 
of  GE  superstar  John  F.  Welch 


97% 


The  results  are  in. 
America  doesn't  know 
Jack.  John  F.  Welch, 
that  is,  General  Electric 
Co.'s  lame-duck  chairman 
and  all-time,  intergalactic 
champ  memoir-peddler. 
Sure,  Time  Warner  Inc.'s 
book  publishing  unit  may 
think  enough  of  him  and 
his  reputation  as  one  of 
America's  foremost  man- 
agement thinkers  to  pay 
him  a  $7.1  million  advance 
payment — more  than  the 
advances  paid  to  either 
Pope  John  Paul  II  or  Gen- 
eral Colin  L.  Powell  for 
their  memoirs.  But  a  new 
business  WEEK/Harris  Poll 
discovered  Welch's  broad 
public  recognition  proba- 
bly wouldn't  necessarily 
put  sales  of  the  Welch 
tome  in  the  same  league 
as  the  works  of  Stephen  King  or  Mary 
Higgins  Clark. 

In  fact,  just  11%  of  the  folks  sur- 
veyed online  said  they  were  very  fa- 
miliar or  even  somewhat  familiar  with 
Welch.  That's  the  same  number  drawn 
by  Amazon.com  Inc.  ceo  Jeffrey  P.  Be- 
zos even  after  he  was  named  Time 
Magazine's  Person  of  The  Year  last  De- 
cember. Welch's  recognition  factor  was 


also  way  below  Microsoft  Corp.'s  Bill 
Gates  (97%)  and  Federal  Reserve  Chair- 
man Alan  Greenspan  (76%).  Even  New 
York  Yankees  boss  George  Steinbrenner 
(68%)  left  Welch  in  the  dust.  Moreover, 
those  who  had  some  familiarity  with 
Welch  were  hard  pressed  to  say  just 
what  he  does.  Only  36%  were  able  to 
identify  him  as  the  chief  executive  of 
America's  most  valuable  company.  More 
than  half  simply  didn't  know. 


JACK  WHO?     ^ow  fam'l'ar  are  y°u  W'M  the  following  people? 

Percentage  of  those  very  and  somewhat  familiar  with  each 


^ 
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76% 


VERY 
FAMILIAR 


34% 

SOMEWHAT 
FAMILIAR 


11% 

NOT  VERY 
FAMILIAR 


A  BILL  GATES 

72 

25 

2 

1 

B  ALAN  GREENSPAN 

45 

31 

11 

13 

C  GEORGE  STEINBRENNER 

33 

35 

15 

17 

D  WARREN  BUFFETT 

16 

18 

14 

52 

E  JACK  WELCH 

4 

7 

13 

76 

F  JEFF  BEZOS 

5 

6 

10 

79 

DATA:  HARRIS  POLL  ONLINE  FROM  A  SURVEY  TAKEN  JULY  18-20  AMONG  2,075  RESPONDENTS  IN  THE  US 


Welch  is  no  stranger  to  business 
week,  of  course.  For  one  thing,  his 
book's  co-author  is  one  of  our  own,  Se- 
nior Writer  John  A.  Byrne.  And  Welch 
has  appeared  on  our  cover  four  times 
since  becoming  ge's  chief  in  1981 — a 
sure  sign  that  we  think  what  he  has  to 
say  is  worth  readers'  time.  But  what 
about  asking  someone  who  might  have 
to  sell  Welch's  book?  At  The  Bookery  in 


Indialantic,  Fla.,  owner  Renee 
hadn't  a  clue  who  Welch  was 
though  her  July  17  Publishers 
carried  news  of  the  $7.1  millio 
Can  Time  Warner  sell  the  estima 
million  copies  of  Welch's  wisdom  r 
to  make  a  profit  of  the  book?  "I 
gonna  fly,"  she  concluded.  Maybe 
copies  will  sell — "at  best." 

She  may  be  right.  Then  again,  t 
against  Welch  has  never  proved 
smart.  And  even  th 
poll    shows   clearly 
many  who  know  hi 
spect    him.    Among 
subset  of  poll  respor 
who  said  they  did 
some     familiarity' 
Welch,  one-third  a 
with  one  or  both  of 
glowing  statements; 
is  one  of  America's 
managers,"  and  "His 
have  helped  make 
corporations     far 
competitive."    And 
not?  Welch  runs  his 
ness  by  the  numbei 
why  not  judge  him 
same:  In  a  little  ovi 
years,  a  $10,000  in 
ment  in  the  Standa 
Poor's    500-stock 
would    have    growi 
$91,000;  the  same  in 
ment  in  GE  would 
netted  $347,000.  Americans  may  nol 
ognize  Welch,  but  they  certainl 
recognize  success. 
By  Robert  Barker  in  Indialantic, 


11% 


NOT  AT  ALL 
FAMILIAR 


BusinessWeek  online 


For  complete  poll  results,  see  the  Aug.  7tl 
sue  ot  Business  Week  Online  at 
www.businessweek.com. 


COMPUTERS 

REPORTS  OF 
THE  PCS  DEATH... 

Yes,  sales  are  down,  but  most 
analysts  expect  a  pickup  soon 

Call  it  the  revenge  of  the  free  pc.  A 
year  ago,  computer  makers  set  off  a 
feeding  frenzy  among  consumers 
with  the  oldest  trick  in  the  book:  slash- 
ing prices.  By  offering  up  sub-$600  PCs, 
along  with  $400  rebates  for  thosp  willing 
to  sign  up  for  multiyear  Internet  con- 
nections, unit  growth  djhred  to  almost 


50%  per  month  last  July  and  August. 
That  was  then.  Now,  with  those  super- 
low  prices  all  but  gone  and  precious  little 
in  the  way  of  slick  new  products,  the  PC 
industry  is  sweating  out  summer  dog 
days  the  likes  of  which  it  hasn't  seen  in 
years.  Gateway,  Compaq,  and  IBM  barely 
met  analysts'  already  modest  quarterly 
sales  expectations,  while  Apple  came  up 
short.  On  July  26,  EMachines  Inc.,  which 
vaulted  to  No.  3  in  overall  home-comput- 
er market  share  with  its  $400  models 
last  year,  posted  a  loss  of  $47  million  on 
sales  of  just  $124.5  million,  a  42%  drop 
from  the  same  period  last  year.  Market 
researchers  Dataquest  Inc.  and  Interna- 
tional Data  Corp.,  meanwhile,  confirmed 
suspicions  of  slack  sales.  On  July  24,  IDC 
reported  worldwide  PC  unit  growth  for 


the  second  quarter  grew  14.5% — haH 
increase  of  a  year  ago.  The  news  spa 
a  rush  for  the  door:  Investors  beat  A 
shares  of  Dell  Computer  by  more 
10%,  to  $46;  Apple  Computer  dr< 
6.5%  to  $50;  and  Hewlett-Packan 
10%  to  $110. 

An  overreaction?  Yes — at  least  f< 
short  term.  Most  analysts  still  e: 
the  PC  business  to  grow  19%  in  the] 
ond  half  and  18%  for  the  year,  buoye 
increased  corporate  sales.  More  im 
tant:  growing  recognition  that  at  lea 
portion  of  the  first  half s  softness  cal 
attributed  to  a  lack  of  inventory  ri 
than  a  dearth  of  buyers.  PC  makers] 
ply  couldn't  get  the  necessary  suppli 
from  $500-plus  Intel  microprocessoj 
2tf  capacitors.  "More  PCs  could  have? 


' 


38  BUSINESS  WEEK  /  AUGUST  7,  2000 


ly  edge?  I  treat  the  Web  as  the  beginning,  not  the  end 
Jly  Secret?  ChannelWEB. 


The  best  minds  in  technology  are 
already  looking  past  the  Web  to 
the  next  generation  of  networking. 
Are  you? 

The  future  of  technology  solutions 
is  what  ChannelWEB  is  all  about. 
That's  why  leading  solution 
providers  like  Jamie  Lerner  of 
XI  MA  visit  ChannelWEB  every 
day.  XUMA  is  known  for  launching 
full-function  e-commerce  sites 
months  ahead  of  schedule.  So  it's 
no  surprise  they  make 
ChannelWEB  a  daily  stop. 

ChannelWEB  helps  you  accelerate 
your  business  with  tools,  real-time 
product  pricing  and  availability, 
training  and  certification,  news. 
and  reviews.  It's  your  one-stop 
resource  for  B2B  solutions. 

For  a  better  look  at  the  future 
of  your  business,  visit 
www.channelweb.com  today 

Everyone  needs  an  edge. 
Make  ChannelWEB  vours. 


Ch    nnclWCB 

www.channelweb.com 


Rid  your  home  of  varmints  and 
pests  once  and  for  all,  with... 

Rodelsonix  IX 

only  $69^* 

*Bt4t  read  this  ad  for  an  even  better  deal! 

Mice,  rats,  roaches,  bats, 
fleas,  spiders  and  other 
pests  and  varmints  make  life 
miserable  at  home  or  at  the 
plant.  Old-fashioned  traps  and 
poisons  get  rid  of  them — but 
only  temporarily-  Rodelsonix  IX 


•Rodelsonix  IX 

is  i?k  industrial-type  unit,  th  •• 

"/  you  can  get.  It's  n  humane,  clean,  and 
effective  system  to  get  rid  of  your  pests — once  and  tor  all. 

delivers  a  tremendous  blast  of  ultrasound — inaudible  to  you  and 
your  pets — that  totally  disrupts  the  nervous  systems  of  these  crit- 
ters. They'll  leave  your  home  within  just  a  few  weeks — and  they'll 
never  return.  Rodelsonix  IX  is  an  industrial-type  unit,  designed 
and  engineered  to  be  effective  in  restaurants,  factories  and  food- 
processing  plants.  It  protects  up  to  10,000  sq.  ft.  (70,000  cu.  ft.).  It 
has  six  variable  pitch  and  "loudness"  settings.  You  can  even  use  it 
outdoors  to  keep  larger  pests,  such  as  raccoons  or  rabbits  at  bay. 

*And  here  is  the  "even  better  deal":  Buy  two  Rodelsonix  IX  for  $139.90 
and  we'll  send  you  a  third  one,  with  our  compliments — absolutely  FREE! 

You  may  order  by  toll-free  phone,  by  mail,  or  by  fax  and  pay 

by  chock  or  Visa/MasterCard.  Please  give  order  number 
#i007F712.  Add  $4.95  for  one  or  $9.90  for  three  ship./ins. 
and  sales  tax  for  CA  delivery.  You  have  30-day  refund  and 
one-year  warranty.  We  do  not  refund  postage.  For  customer 
service  or  wholesale  information,  please  call  (415)643-2810.      2360  Third  St.,  San  Francisco,  CA94107 


©  Order  by  toll-free  phone:  (800)  797-7367  or  (fastest!)  by  fax:  (415)  643-2818  © 
Visit  our  website  at  www.haverhills.com 


The  Fall  2000 
Executive  Education 
&  MBA  Directory 

Reach  5.1  million*  readers  worldwide  in  the  October  2  issue  of 
BusinessWeek  featuring  the  high  profile  special  editorial  report 
"The  Best  of  the  Business  Schools". 

Don't  miss  this  opportunity  to  promote  upcoming  programs  in 
the  special  Executive  Education  and  MBA  Directory.  To  learn  more 
about  targeted  advertising  opportunities,  call  1-800-424-3090  o 
or  fax  1-312-464-0512. 
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Closing  Date:      August  7,  2000 
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Closing  Soon.  Reserve  Space  Now! 

*2000  Spring  MRI;  Business  Week  estimate  for  International. 


in  March  and  April  than  were  sold 
see  fairly  healthy  PC  demand  in  fi 
us,"  says  Matt  Massengiil,  ceo  o: 
disk-drive  maker  Western  Digital 

Proof?  Just  look  at  the  prices 
but  the  cheapest  models:  They  hai 
bilized  and  are  even  trending  u\ 
As  a  result,  profits  too  are  on  t) 
swing  even  as  sales  slow.  By  trii 
costs  and  focusing  on  sales  of  high 
products  with  wider  margins,  Apple 
ed  a  43%  rise  in  net  income,  exc 
one-time  events,  on  revenue  gro\ 
17%.  On  July  25,  Compaq  annour 
had  earned  $387  million,  compared 
$184  million  loss  in  the  same  pe 
year  ago.  Even  IBM  narrowed  lips 
its  beleaguered  PC  division,  to  $69  i 
in  the  second  quarter  from  $178  mi 
the  first. 

The  continued  decline  of  inver 
also  belies  a  serious  falloff  of  de 
Inventories  of  major  consumer  PC 

SIGNS  OF  A 
MATURING  MARKET? 


PC  SALES  GROWTH 

I  OVERALL  WORLDWIDE 
I  CORPORATE 
I  HOME 
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'02 
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ers  actually  fell  between  June  anc 
and  now  are  down  to  a  two-week 
ply — and  that's  not  likely  to  revers 
en  continuing  shortages  of  parts. 

None  of  this  contradicts  the  tepid 
run  outlook  for  PC  sales.  Market  1 
Dell  has  clocked  nearly  50%  reven 
creases  in  recent  years,  followed  \jT^ 
something-percent  growth  for  other 
fliers.  But  analysts  say  sales  of  de  «k» 
PCs  will  see  only  single-digit  grow  Z\\ 
mid-decade.  With  PCs  already  stai  . 
issue  at  corporations  and  58%  of  J71 
homes  already  on  board,  the  mac  •'  J 
will  soon  be  commodities.  "There's  l 
and  fewer  new  customers  out  there,'|k 
Dataquest  analyst  Charles  Smulder 

As  a  result,  PC  makers  are  scran 
to  diversify  into  services  and  big 
chines  aimed  at  corporate  customers™ 
that's  the  future.  For  now,  PC  nvfl 
are  just  trying  to  figure  out  how  to 
ahead  in  the  present. 

By  Peter  Burrows  in  San  Mate 
bureau  reports 
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News:  Analysis  &  Commentary 


COMMENTARY 


By  Emily  Thornton 


BEAR  STEARNS:  WORTH  ITS  ASKING  PRICE? 


Ask  a  Wall  Street  chief  ex- 
ecutive if  he's  willing  to 
sell  his  firm  and  you'll 
usually  get  a  stem  brush-off. 
But  when  Salomon  Smith 
Barney  brokerage  analyst 
Guy  Moszkowski  popped  the 
question  to  The  Bear,  Stearns 
Companies  Inc.  ceo  James  E. 
Cayne  on  July  20,  the  answer 
was  "yes" — for  $120  a  share. 

It's  a  startling  price.  It 
means  a  potential  suitor 
would  have  to  pay  more 
than  double  Bear  Stearns' 
recent  $52  stock  price.  Or, 
four  times  the  firm's  current 
book  value.  That's  far  more 
than  any  acquirers  have 
been  willing  to  pay  for  a  siz- 
able U.  S.  securities  firm  to 
date.  So  is  it  totally  off-the-wall — or 
is  there  a  glimmer  of  reality  to  such 
an  asking  price? 

QUICK  FIX.  Sure,  European  banks 
like  bnp  Paribas,  Societe  Generale, 
Commerzbank,  Dresdner  Bank,  and 
hsbc  are  all  on  the  prowl  for  quick 
fixes  to  boost  their  investment  bank- 
ing clout  in  the  U.S.  as  well  as  to 
gain  entree  to  American  retail  and 
institutional  investors.  Meanwhile, 
only  a  handful  of  acquisition 
candidates  remain  indepen- 
dent among  U.S.  investment 
banking  firms. 

After  all,  the  Swiss  bank 
UBS  just  offered  to  pay  3.4 
times  book  value  to  acquire 
Paine  Webber.  "At  first  blush 
it  seems  like  an  awful  lot 
since  Bear  Stearns'  stock  is 
trading  at  1.5  times"  book 
value,  says  Moszkowski. 
"But  on  the  basis  of  Wall 
Street's  consensus  forecast 
for  next  year  [the  price] 
would  be  18  times  earnings. 
Paine  Webber  is  going  for 
around  that  multiple." 

But  Bear  Stearns'  busi- 
ness lines,  on  the  other 
hand,  make  it  one  of  Wall 
Street's  less  attractive  po- 
tential partners.  It  has  dwin- 
dling shares  in  the  global  un- 
derwriting of  initial  public 
offerings  and  U.  S.  debt  and 


equity  issuances.  And  analysts  say 
that  it  doesn't  have  a  sterling  list  of 
institutional  clients  or  the  investment 
banking  muscle  in  hot  areas  such  as 
mergers  and  acquisitions. 

Instead,  Bear  Stearns'  strengths 
are  its  trading  and  clearing  capabili- 
ties. But  even  its  clearinghouse  has 
been  stung  by  criticism  for  its  al- 
leged involvement  in  a  securities 
fraud  scheme  with  A.R.  Baron  &  Co. 


WHAT  SOME  OF  THE  BIG  BOYS  HAVE 
FETCHED  SO  FAB 

Since  1 997,  nine  brokerage-industry  acquisitions 
have  topped  $1  billion.  Some  of  the  priciest: 


PURCHASER/ACQUIREE 


DATE 


PURCHASE  PRICE 

$  MILLIONS 


DEAH  WITTEB  DISCOVER/      Feb.   97       10,500  2.3 

^?!E". ™!™.y.™iJf.-.  prioTby  biding  its  time 


"European  banks  are  inter- 
ested in  purchasing  invest- 
ment banks  in  the  U.S.," 
says  Chris  Ellerton,  a  bank 
ing  analyst  at  ubs  Warburj 
in  London.  "But  Bear 
Stearns  wouldn't  be  a  tram 
formational  deal  for  any  of 
them." 

European  banks  would 
also  find  it  difficult  to  inte- 
grate the  firm's  quirky  cul- 
ture. While  the  firm  is 
known  to  generously  rewan 
star  employees,  Bear 
Stearns'  management  has 
also  been  known  to  pay  at- 
tention to  every  cost,  right 
down  to  the  paper  clips. 
"The  culture  would  be  hard 
to  tolerate,"  says  Steven  Ei 
man,  banking  analyst  at  cibc  World 
Markets.  "It's  a  bit  of  a  wild  place." 
NOT  TOP  TIER.  Of  course,  buying  ma 
be  better  than  trying  to  build  from 
scratch.  No  European  firm  has  suc- 
ceeded in  building  up  a  serious  pres 
ence  in  American  investment  bank- 
ing on  its  own.  Hence,  Credit  Suisse 
picked  up  First  Boston  and  Deutsch 
Bank  has  snatched  up  Bankers  Trus 
And  although  its  divisions  aren't  in 
the  top  tier  of  their  respec- 
tive segments,  Bear  Stearni 
does  have  sales,  research 
trading,  and  investment 
banking  capabilities.  "That's 
not  easy  to  replicate,"  point 
out  Dean  Eberling,  analyst 
at  Keefe,  Bruyette  & 
Woods. 

In  the  end,  Bear  Stearns 
may  get  closest  to  its  askin 


PRICE/ 
BOOK  VALUE 


BANKERS  TRUST/ 

Alex.  Brown 

TRAVELERS  GROUP/ 

Salomon 


April  '97         1,700  2.6 


Sept.  '97        8,850  1.9 


True,  the  firm  is  not  the  ide 
al  choice  for  European 
banks.  And  Cayne's  asking 
price  may  be  too  high.  But 


.f^i*™™!^...  Europe's  financial  giants  be 


DEUTSCHE  BANK/ 

Bankers  Trust 

CHASE  MANHATTAN/ 

Hambrecht  &  Quist 

UBS/ 

PaineWebber 


Nov.  '98      10,100  2.1 


Sept.  '99         1,350  2.6 


July  '00      10,800  3.4 


DATA:  KEEFE,  BRUYETTE  &  WOODS 


ter  hurry  to  choose  their 
dance  partners.  Otherwise, 
they  may  find  there's  no  on| 
left  at  the  ball. 

Thornton  covers  invest- 
ment banking  in  Neiv  York 
With  reporting  from  Davio 
Fairlamb  in  Frankfurt 
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LEADERS  SELECT  LEADERS 

It's  easy  to  set  up  a  web  store,  but  much  more  difficult  to  actually  sell  online.  That's  why  eCommerce  leaders 
Cisco  and  Del!  both  chose  Selectica  to  power  their  next  generation  Internet  Commerce  configuration  capabilities. 
With  Selectica,  Cisco  and  Dell  will  provide  their  customers  a  unique  interactive  buyer  experience.  Our  Internet  Selling 
System  enables  customers  to  find,  configure  and  accurately  order  even  the  most  complex  products  easily  and  efficiently. 
Find  out  how  in  our  free  guide  Seven  Keys  to  Internet  Selling  Success.  Plus,  learn  how  eCommerce  leaders  Cisco, 
Dell  and  others  successfully  sell  complex  products  and  services  online  in  the  new  book,  Net  Ready  (a  $24.95  value, 
free  to  qualified  respondents).  Just  call  toll-free  800-900-2850,  ext.  2000  or  visit:  WWW.SELECTICA.COM/NETREADY2 


<£>  SELECTICA 

♦  The  Internet  Selling  Systems  Company 


Go  lo  WWW.SELB  N  ^.COM/NI  ["READY2  to  qualify  foi  a  FRE1  cop)  ol  Mei 

and  Dell  achieve  online  tuccesa  (free  to  qualified  respondents),  Plus,  all  respondents  will  receive  a  free  coj  Internet  Selling  S 

Otter  v.iliit  through  It)  ■'  on  Void  when-  prohibited  b\  lav<  \  iev»  complete  rules.it  www  selectica.com/qualil  i 
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How  can  something  so  simple  to  use  be  so  powerful! . 
productive?  With  WebFOCUS,  the  business  intelhg.  I 
software  solution  from  Information  Builders,  all 
critical  data  is  just  one  click  away.  That  means  more 
85  different  relational,  legacy,  and  ERP  data  sources 
warehouses  or  in  production  systems,  inside  or  out 
the  enterprise.  WebFOCUS  transforms  all  your  data 
real-time  information  and  delivers  it  any  way  you  I 
it-wireless,  web,  e-mail,  Microsoft  Office— you  nan 
Experience  the  power  and  flexibility  of  i-business.  It. 
the  intelligence  in  your  e-business.  And  to  everyone  1 
executives  to  employees  to  partners  to  customers  a 
that's  downright  genius. 
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;s  VERSION 
SURVIVOR 

[its  new  network  chief,  the  third  in  18  months,  stay  afloat? 


istopher  Titus  knows  how  to  read 
i  audience.  Still,  the  35-year-old 
(median,  star  of  the  Fox  Network's 
probably  hit  a  little  too  close  to 
for  Fox  executives  when  he  was 
.  recently  to  assess  the  strengths 
7  network  President  Gail  Berman. 
actually  helped  to  build  shows,  so 
lows  what  we're  doing,"  said  Ti- 

•  several  hundred  TV  critics  gathered 
iew  the  upcoming  TV  season.  "Of 
,  how  long  she'll  be  around  is  any- 
'naess." 

can  bet  Berman — Fox's  third  net- 
chief  in  18  months — didn't  laugh, 
han  a  month  after  jumping  from 
TV  shows  to  running  the  fourth- 
network,  the  43-year-old  onetime 
way  producer  finds  herself  in  the 
st  job  in  show  business.  Last  year, 
>st  a  hefty  16%  of  its  audience,  in- 

*  a  chunk  of  the  18-to-49-year-old 
t  that  advertisers  crave.  This  was 

the  largest  single-year  declines 
ly  among  the  major  networks.  "Do 
trepidation  at  taking  this  job?"  she 
'Vnii  be1  I  do." 
man  clearly  has  some  rebuilding 

Pox,  headed  last  year  by  former 
lv  Central  chief  Doug  Eierzog,  re- 

heavily  on  lowbrow  reality  shows 
orld's  Wildest  Police  Videos  that  it 

off  viewers  who  came  to  the  net- 


ALLYMcBEAL 


work  in  search  of  edgy  comedies  and 
twentysomething  dramas.  The  network 
also  let  shows  like  Beverly  Hills  90210 
age  without  developing  replacements. 
Nor  did  it  ride  herd  on  producers  for 
franchise  shows  like  Ally  McBeal  and 
The  X-Files — both  of  which  saw  large 
audience  drop-offs  as  scripts  bordered 
increasingly  on  the 
bizarre.  Even  now, 
things  are  not  com- 
pletely on  track:  The 
initial  script  for  a  mid- 
season  show  by  er  and 
■Jurassic  Park  creator 
Michael  Crichton  is 
weeks  behind  schedule, 
and  if  it  takes  much 
longer  Berman  says 
she  may  have  to  yank 
it. 

A  lot  of  this  is  old 
hat  for  Berman,  a  New 
York  native  who  went 
from  producing  plays  in 
the  late  1970s  at  Ford's  Theater  in  Wash- 
ington, to  becoming  one  of  Hollywood's 
hottest  TV  producers.  A  founder  of  Re- 
gency Television,  a  50$  joint  venture 
with  Fox,  Berman  is  credited  with  cre- 
ating the  WB  Television  Network  hits 
Buffy  the  Vampire  Slayer  and  Roswell, 
as   well  as  the   highest-rated   show   on 


YESTERDAYS  DARLINGS 


Fox's  current  lineup,  the  quirky  com- 
edy Malcolm  iii  the  Mulille.  "She'.- 
seen  chaos  before,"  say.-  Malcolm 
ar  Jane  Kaczmank. 
Berman  is  surrounded  by  a  high-profile 
lineup  of  producers  working  for  her,  in- 
cluding Sex  and  the  City  creator  Dar- 
ren Star.  And  Fox  has  cracked  the  whip 
at  X-Files  and  Ally  McBeal,  asking 
l  producers  to  get  their  shows  back  in 
their  old  grooves.  But  working 
■  with  big-name  and  often  big-ego 
creative  types  can  also  bring  mul- 
timillion-dollar headaches.  Titanic 
director  James  Cameron,  who 
spent  an  estimated  $5  million  to 
make  the  pilot  for  the  futuristic  sci- 
fi  show  Dark  Angel,  says  it  will 
"definitely  be  a  learning  curve"  to 
adhere  to  TV  shows'  time  and  budget 
constraints. 
LESS  REALITY.  Still,  with  midseason  hit 
comedies  like  Malcolm  and  Titus  to  build 
on,  Fox  does  have  some  things  working 
in  its  favor.  This  year,  Fox  can  use  time 
slots  during  the  Major  League  Baseball 
playoffs  and  the  World  Series  to  pro- 
mote its  programming — a  big  plus  par- 
ticularly for  some  of  its  newest  entries, 
including  Ally  creator  David  E.  Kelley's 
drama  about  teachers,  Boston  Public, 
and  Star's  slick  Wall  Street  drama  called 
The  Street.  And  Berman  won't  have  to 
shoulder  the  burden  of  reality-based 
shows  such  as  World's  Meanest  Ladies 
and  Plastic  Surgery  Nightmares  that  the 
network  had  ready  to  air  but  has  decided 
to  pull.  "Reality  has  a  place  on  our  sched- 
ule, but  only  if  it  is  done  right,"  says 
Sandy  Grushow,  chairman  of  the  Fox 
Entertainment  Group,  which  oversees 
the  network. 

Can  Fox  get  back 
its  ability  to  lure  18-to- 
49-year-olds?  Advertis- 
ers bought  $1.3  billion 
worth  of  ads  for  the 
coming  season,  a  mod- 
est increase  over  last 
year  and  the  smallest 
hike  among  the  Big 
Four  networks.  After 
spending  what  he  de- 
scribes as  "a  ton"  on 
Fox  for  clients  like  Ra- 
dio Shack  Corp.  and 
candymaker  Mentos, 
Andy  Donchin,  senior 
vice-president  of  ad  buyer  Carat  North 
America,  says  he's  "cautiously  optimistic." 
"If  they  do  it  right,  they  have  a  great 
ruche,"  he  says.  But  as  Berman  and  her 
two  predecessors  can  well  attest,  turning 
that  "if"  into  a  "when"  is  not  that  easy. 
By  Ronald  Grow 

Pasadena.  Calif. 


1999 
2000 
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In  Business  This  Week 


EDITED  BY  ANNE  NEWMAN 


BEZOS  JOB 
JUST  GOT  BIGGER 

CAN  JEFF   BEZOS   DO   IT   ALL? 

On  July  25,  the  Amazon.com 
ceo  lost  his  president,  Joseph 
Galli,  who  became  chief  exec- 
utive of  Horsham  (Pa.)-based 
industrial  trading  site  Verti- 
cal Net.  The  former  Black  & 
Decker  exec  said  he  wanted 
to  be  closer  to  his  children  in 
Baltimore,  but  insiders  say 
his  take-charge  style  clashed 
with  Amazon's  more  collegial 
culture.  Bezos  will  assume  his 
duties,  and  analysts  say  the  e- 
tailer's  management  remains 
strong.  But  losing  Galli 
heightens  doubts  about  Ama- 
zon's future:  Its  shares  fell 
7%  in  two  days,  to  36Kb,  off 
70%  from  a  peak  of  113  last 
December.  And  second-quar- 
ter earnings  reported  July  26 


CLOSING    BELL 


THE  CHIPS  FALL 

Are  chip  profits  slowing?  That 
may  be  why  investors  in  LSI 
Logic  tied  on  July  26,  when  the 
leader  in  tailor-made  semi- 
conductors reported  disap- 
pointing second-quarter  re- 
sults. LSI's  stock  fell  19%,  to 
325/8,  64%  off  its  Mar.  10 
peak.  Analysts  such  as  Sa- 
lomon Smith  Barney's  Clark 
Westmont  see  a  slowdown,  but 
also  faulted  LSI  for  sloppy  exe- 
cution. "They  offered  up  real 
dog-ate-my-homework  excus- 
es," he  says.  Others,  such  as 
Chase  H&Q's  Sudeep  Balain, 
say  the  cycle  hasn't  peaked. 


JULY  14,  '00  JULY  26 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


didn't  help.  While  Amazon's 
operating  loss  of  $89  million 
was  less  than  expected,  sales 
of  $578  million  came  in  slight- 
ly below  forecasts. 


A  GATHERING  OF 
AOL  FOES 

AMERICA  ONLINE'S  FOES  PILED 

on  at  the  Federal  Communi- 
cations Commission's  July  27 
hearing  on  aol's  $183  billion 
merger  with  Time  Warner. 
Earlier  in  the  week,  rivals  in- 
cluding Microsoft,  Yahoo!,  and 
AT&T  formed  the  iMUnified 
coalition  to  highlight  aol's 
dominance  in  instant  messag- 
ing and  to  implement  an  open 
standard  for  the  technology 
by  year-end.  aol  refuses  to 
let  the  rivals'  customers  hook 
up  with  its  system,  claiming 
consumer  privacy  and  security 
are  at  risk.  An  aol  spokes- 
woman says  the  company  is 
cooperating  with  the  open- 
standard  effort.  The  coalition, 
she  says,  "is  putting  more  em- 
phasis on  speed  than  on  con- 
sumer safety."  Meanwhile,  in- 
stant-messaging company 
Tribal  Voice  will  ask  the  FCC 
to  require  aol  Time  Warner 
to  hew  to  an  open  standard. 

HAPPY  CUSTOMERS 
AT  VANGUARD 

VANGUARD  AGAIN   PROVES   ITS 

mutual  funds  are  a  cheap- 
skate's paradise.  The  Valley 
Forge  (Pa.)  fund  house  will 
cut  fees  for  its  largest  and 
most  loyal  shareholders  in  Oc- 
tober. Retail  shareholders  who 
hold  $50,000  in  accounts  for 
10  years  or  more,  or  $150,000 
held  three  or  more  years,  will 
be  eligible  for  the  new  "Ad- 
miral" class  shares.  Accounts 
of  $250,000  or  more  will  be 
eligible  immediately.  Fees  will 
be  25%  less  in  some  cases. 
Vanguard  Chief  John  Brennan 
says  the  program  "reinforces 
intelligent  investing  prin- 
ciples"— or  long-term  invest- 
ing. Cost-conscious  investors 
should  salute  the  admiral. 


HEADLINE!*:   MICHAEL  CARPENTE 


SANDYS  FAIR-HAIRED  BOY? 


Has  Sanford  "Sandy"  Weill, 
Citigroup's  tireless  ceo, 
settled  on  a  successor?  Cit- 
igroup on  July  25  split 
up  Michael  Carpen 
ter  and  Victor 
Menezes,  who 
had  been  co- 
heads  of  invest- 
ments and  cor- 
porate business. 
Menezes,  51,  was 
farmed  out  to  run      ^^ 
emerging  markets. 
Carpenter,  53,  will  remain 
head  of  Citi's  investment 
and  corporate  businesses, 
where  second-quarter  prof- 
its grew  24%  from  a  year 
earlier  and  accounted  for 
30%  of  Citi's  earnings. 
The  67-year-old  Weill 
promised  in  February,  when 
co-CEO  John  Reed  retired, 
that  he  would  draft  a  suc- 


cession plan  in  two  year 
Weill  watchers  say  Can,: 
teris  solo  reign  may  be  i 
sign  he's  a  candidate. 
And  why  not? 
Carpenter  is  y 
another  Weill 
lieutenant,  h 
ing  been  he£ 
of  the  life  in 
f  ance  and  am 
ity  unit  of  Tn 
ers  before  its  1 
merger  with  Citi 
bank.  The  British-born 
penter  may  be  best  re: 
bered  for  running  the 
former  Kidder  Peabody 
during  its  1994  bond-tra 
scandal.  He  left  Kidder 
and  moved  soon  to  Trav 
ers.  Seems  to  have  been 
good  insurance  plan. 

By  Heather  Timmons 
New  York 


AT  IBM,  AN  APPARENT 
SUCCESSION  PLAN 

IBM'S  SUCCESSION  STRATEGY  IS 

now  unofficially  official.  A 
July  24  management  shuffle 
gives  Sam  Palmisano  the  new 
post  of  president  and  chief 
operating  officer,  putting  him 
in  charge  of  day-to-day  oper- 
ations, ceo  Lou  Gerstner,  58, 
says  he's  not  quitting  any- 
time soon,  and  IBM  denies  the 
news  means  Palmisano,  48, 
will  succeed  him.  But  almost 
everyone  believes  Palmisano, 
who  has  run  nearly  every 
major  IBM  division,  is  the  heir 
apparent.  The  timing  could 
hardly  be  better.  After  a  year 
of  sagging  revenues,  IBM's 
second-half  sales  are  poised 
to  take  off. 


GETTING  THEIR 
ATTENTION  AT  KMART 

kmart's  new  ceo  chuck 
Conaway  decided  it  was  time 
for  a  reality  check  at  the  Troy 


(Mich.)  discount  chair 
July  25,  the  new  boss 
that  2000  profits  will  fall 
of  estimates.  Give  him 
for  moving  quickly.  Sine 
ing  over  June  1,  the  fi 
evs  head  has  said  he 
close  underperforming  s 
overhaul  advertising,  ar 
structure  management, 
even  creating  a  new  p< 
chief  marketing  officer  ti 
ter  connect  with  custo 
And  he's  improving  chrc 
ly  poor  inventory  ma 
ment.  His  goal:  a  cust< 
centric  culture  at  K 
Now  there's  an  idea. 


ET  CETERA . . . 


■  Six  U.S.  energy  sup 
will  join  online  market 
I  ntercontinental  E  xchan 

■  Commerzbank  and  E 
ner  Bank  broke  off  mi 
discussions. 

■  Xerox'  second-quarter 
its  fell  50%  on  slower 
of  publishing  equipment 


46  BUSINESS  WEEK  /  AUGUST  7,  2000 


have  talked  to 
IBM  Global  Services  here. 


redit  card  division  to  launch 
shopping  service  online. 


Banking  CE 
declares,  "It's  t. 
Internet,  dummy 


Retail  department  to  sell 
travelers  checks  online. 


CEO  questio.. 
his  antacid's 
-ecom mended  dosa 


Moneyline  questions 

CEO's  overall 

Internet  strategy. 


Mortgage  department 
to  post  rates  online. 


who  can  leverage  both.  Visit  ibm.com/services/us3i 
or  call  1  800-IBM  7777  and  ask  for  services. 
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Are  you  ready  to 
GoCargo? 


Are  you  ready  to  take  the  next  step 
forward  in  the  world  of  container  shipping? 
Ready  to  become  more  efficient,  more 
cost-effective  and  more  profitable  than  ever 
before?  Then  use  CoCargo.com  for  your 
next  shipping  transaction  and  discover  the 
world  of  shipping  at  your  fingertips. 

join  the  thousands  of  shippers  and 
carriers  who  have  eliminated  the 
cost  and  hassle  of  rate  negotiations. 
Use  the  power  of  CoCargo. corn's 
automated  online  bidding  to  move 
ready-to-go  cargo.  From  anywhere  to 
anywhere,  at  any  time,  in  any  language. 
Membership  is  free.  Our  experienced 
personal  account  managers  are  here  to  help 
you  every  step  of  the  way,  24  hours  a  day. 

Are  you  ready  to  CoCargo? 
Log  on  to  www.gocargo.com.  Or  call  us 
today,  toll  free  at  any  of  of  toll  free  numbers. 


»Carg 


.com 


Click.    Ship.    Save. 


Free:    USA&Canada.  1-888-940-1055   |apan:oo66-338i-i057   China:io8oo-i400i4i    Korea:oo30-8451-O032   Taiwan:oo8o-044-i7i    Hon.    Kong:8oo-go8-837 
apore:8oo-44i-n62  Brazil:ooo8i-6550-oio6  ltaly:o8oo-9o6-8o4  UK:o-8oo-974-ooo4  France:o8oo-72-oo-04  Netherlands:o8-ooo-240507  Germany:  0800-1079036 


From  Treasuries  to  electricity. 

Oil  to  weather. 

Weather?  Yeah.  Even  weather. 

We're  eSpeed."  And  we  run  the  biggest  interactive 

electronic  marketplaces  on  the  planet.  Trading  over 

$45  trillion  (not  million,  not  billion — trillion)  a  year. 

Of  course,  that  was  last  year. 

And  we're  just  getting  started. 

We're  building  new  markets.  And  there  are 

plenty:  chemicals,  bandwidth,  telephone  minutes — 

to  name  just  a  few. 

We  create  B2B  marketplaces  and  exchanges  in 

virtually  every  market  segment.  In  other  words, 

if  it's  B2B  and  it  trades,  it  can  trade  on  eSpeed. 

And  not  just  trade.  Trade  like  stocks.  Online. 
And  you  know  how  that  is. 
With  our  technology,  end-2-end  solutions 
and  trading  expertise,  the  future  of  B2B 
e-commerce  will  be  powered  by  eSpeed. 
Now  that's  something  you  can  trade  onfM 


ill 


800-817-1233 


www.eSpeed.com 


WE      ARE      MARKET 

NASDAQ:  ESPD 
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AR  GEORGE,  GREAT  CHOICE. 
ST,  AL  GORE 


)horia  was  in  the  air  on  July  25  as  George  W.  Bush  in- 
xluced  former  Defense  Secretary  Richard  B.  Cheney  as 
>  running  mate.  To  Team  Bush,  the  CEO  of  Halliburton 
id  former  Wyoming  congressman  is  a  safe,  solid  choice 
3ts  of  foreign  policy  experience — and  he  won't  distract 
;he  top  of  the  ticket.  "I  can't  think  of  a  person  more 
ed  to  be  Vice-President  in  terms  of  experience,  tem- 
ent,  and  loyalty,"  says  Vanderbilt  University  political 
st  Ei-win  C.  Hargrove. 
why  the  smiles  at  Gore  headquar- 
The  reason:  Dems  are  salivating  at 
iportunity  to  cast  Cheney — and,  by 
ition,  Bush — as  a  right-wing  retread 
en  to  oil-patch  interests.  Americans 
hink  of  Dick  Cheney  today  as  the 
pable  Defense  Secretary  during  the 
,rar.  But  a  starkly  different  view  of 
y  could  soon  emerge.  Here's  what 
>re  gang  wants  you  to  know: 
ipassionless  conservative?  Bush  may 
ining  as  "a  different  kind  of  Repub- 
but  Cheney  had  one  of  the  most 

vative  records  in  the  House  from   SAFETY  FIRST:  Bush  and  Cheney 
o  1989.  He  would  ban  abortions  in 


)f  rape  and  incest,  voted  against  creating  the  Education 
and  the  Martin  Luther  King  holiday,  opposed  the  1987 
Water  Act  and  bans  on  so-called  cop-killer  bullets.  On 
n  issue,  "there  is  extreme,  and  then  there  is  Dick  Ch- 
says  Naomi  Paiss  of  Handgun  Control  Inc. 
je's  hope:  Cheney's  votes  will  alienate  a  key  voting 
uburban  swing  voters.  "This  tells  us  who  Bush  really 
/s  St.  Louis  University  law  professor  Joel  K.  Goldstein, 
•  of  a  book  on  Veep  picks.  "Cheney's  very  conservative 

record  raises  the  question  of  whether  this  'compas- 
3  conservative'  talk  is  a  lot  of  bunk." 

you  say  "old  economy"?  While  Gore  is  a  self-styled 
-geek,  Cheney  has  worked  for  two  distinctly  Old  Econ- 


omy Presidents,  Gerald  Ford  and  George  Bush.  "Dick  Cheney 
is  not  associated  with  the  New  Economy,"  says  Al  From, 
president  of  the  centrist  Democratic  Leadership  Council. 
"He  looks  backward."  But  industry  analysts  say  Cheney  ef- 
fectively repositioned  oil-services  giant  Halliburton  in  the 
rapidly  changing  global  marketplace. 

■  Slick  pick.  The  gop  ticket  now  features  two  Texas  oil- 
men. That's  the  political  equivalent  of  the  Exxon-Mobil  merg- 
er, says  the  Sierra  Club's  Daniel  J.  Weiss.  While  Bush  is 
campaigning  as  a  "reformer  with  results," 
Team  Gore  will  use  the  oil  ties  as  evi- 
dence that  Bush  "is  clearly  aligned  with 
the  powerful  special  interests  who  domi- 
nate the  Republican  Party,"  says  Gore 
campaign  spokesman  Doug  Hattaway. 

■  Poppy  knows  best.  Possibly  the  most 
damaging  sling  of  all  will  be  aimed  at  the 
Bush  family  heart:  In  his  most  important 
decision  yet,  Bush  raided  Dad's  Cabinet. 
Says  former  Gore  campaign  manager  Craig 
Smith:  "When  it  came  to  making  the  tough 
decision,  he  said,  'Dad,  what  should  I  do?'" 

■  Can  Gore  do  better?  Gore  aides  speculate 
that  the  Cheney  choice  will  steer  the  Veep 

toward  a  New  Economy  type,  such  as  Massachusetts  Senator 
John  F.  Kerry,  or  an  internationalist'  like  Connecticut  Senator 
Joseph  I.  Lieberman.  If  Gore  wants  his  own  graybeard,  an  ob- 
vious pick  would  be  former  Senate  Majority  Leader  George 
Mitchell  of  Maine,  who  led  the  Irish  peace  talks. 

In  the  end,  voters  may  care  more  about  Cheney's  foreign 
policy  expertise  and  analytical  powers  than  his  10-year-old 
voting  record.  But  after  watching  Bush  do  everything  right 
for  months,  the  Gore  team  believes  George  W  picked  a  run- 
ning mate  who  is  vulnerable  to  attack.  That's  why  there  is  joy 
in  Goreville. 

By  Richard  S.  Dunham,  with  Nicole  St.  Pierre  and 
Lorraine  Woelleri 
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CAPITAL  WRAPUP 


MOUSE  SQUEALS 


sksI 


dt  Disney  Co.  is  stepping  up  its 
an  the  proposed  $183  billion 
rica  Online-Time  Warner  merger. 
July  25  filing  at  the  Federal  Corn- 
cat  ions  Commission,  Disney  asked 
aoi,  Time  Warner  be  split  into 
rate  content  and  distribution  corn- 
's, that  most  content  on  its  cable 
i  come  from  outside,  and  that  it 
no  stakes  in  unaffiliated  contenl 
[ders.  By  asking  for  big  conces- 
.  Disney  may  hope  that  regulators 
ist  order  aoi.  Time  Warner  not  to 


discriminate  against  rivals — a  require- 
ment also  supported  by  NBC  Inc. 

PRIVACY,  INDUSTRY-STYLE 

►  High-tech  companies,  long  opposed 
to  legislation  to  protect  privacy  on  the 
Net,  have  found  a  bill  they  hope  will 
satisfy  Congress'  urge  to  curb  abuses. 
Hewlett-Packard  and  Intel  are  backing 
the  bill,  sponsored  by  Senators  John 
McCain  (R-Ariz.).  John  F.  Kerry  CD- 
Mass.),  and  Spencer  Abraham  (R- 
Mich.).  It  would  require  commercial 
Web  sites  that  colled  personal  data  to 
post  privacy  policies. 


SEEING  GREEN 

►  At  a  time  when  environmental  legis- 
lation is  under  attack  in  the  GOP-led 
Congress,  one  major  new  bill  is  sailing 
through.  On  July  25,  a  Senate  commit- 
tee passed  a  measure — already  ap- 
proved in  the  House — that  would  use 
$40  billion  in  revenues  from  offshore 
oil  and  gas  leases  to  buy  land  for 
parks  and  fund  other  environmental 
efforts.  Conservative  groups  complain 
that  the  bill  is  pure  pork,  but  lawmak- 
ers like  the  dollars  it  would  bring  to 
their  states. 


BUSINESS  WEEK  /  AUGUST  7.  2000  51 


■ 


m 

TITO 

WHAT  IF  YOU  COULD  ADD  PRODUCT  AND  SERUICIRSJ) 
WHAT  IF  YOU  COULD  CONNECT  OLD  AND  NEW  SYUCO 
WHAT  IF  YOU  COULD  DEVELOP  DUSINESS  RULES  Hi 


WHAT  IF  YOU  COULD  INTEGRATE  ON  ii)i,yM:ij 


It's  a  super  utility,  an  instant  infrastructure  for  a  fast  economy.  Internet  TONE"'  our  Internet  Transaction  Operatic 
Network,  connects  people  and  product  and  business  to  business.  With  XML  adapters,  it  quickly  extends  the  reach 
your  back-end  e-feiimerce  operation,  plugging  in  partners  and  technologies  to  your  value  chain.  For  more  on  the 
power  line  of  Internet,  commerce,  download  the  whitepaper  at  www.electroneconomy.com/2 
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HIS  AT  WHIP 

m  COMMON  FRAMEWORK? 

SI  NO  EVOLVE  THEM  CONSTAI 
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Saving  companies  from  the  chaos 
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electron  economy 


International  Busines 


ON  THE  RIGHT  PA1 

Amazon's  distribi 
center  in  Britain 


AMERICAN  E-TAILERS 
TAKE  EUROPE  BY  STORM 

Companies  such  as  Amazon.com  and  Yahoo!  are  pulling  ahead  of  the  locals 


Discarded  computer  boxes  are 
stacked  outside  the  sparkling 
glass  office  complex  in  the  Paris 
suburb  of  Guyancourt.  Inside, 
dozens  of  fresh-faced  workers  toil  in  se- 
cret, preparing  to  launch  an  e-invasion. 
This  is  the  French  headquarters  for 
Amazon.com  Inc.,  the  U.S.  e-tailer  of 
books,  compact  disks,  and  more.  The 
American  pioneer  still  hasn't  announced 
when  it  will  open  for  business  in  France, 
but  Amazon  could  well  turn  the  country7 
into  its  latest  European  conquest. 
After  a  slow  start,  U.  S.  e-commerce 


giants  are  taking  Europe  by  storm.  Ya- 
hoo! is  the  Continent's  leading  portal, 
with  about  twice  as  many  visitors  as 
Deutsche  Telekom's  T-Online,  the  lead- 
ing European  Internet  service  provider 
and  portal.  Auctioneer  eBay  Inc.  has 
$87  million  in  sales— eight  times  more 
than  London-based  QXL,  it's  closest  rival. 
In  a  recent  report,  industry  analyst  In- 
ternational Data  Corp.  says  Amazon's 
European  sales  are  more  than  five  times 
those  of  Bertelsmann's  bol  Ltd.,  its  clos- 
est European  competitor.  "The  conven- 
tional wisdom  that  Americans  couldn't 


localize  their  product  in  Europe 
been  proved  wrong,"  says  Christiai 
mussen,  the  report's  author. 

It's  a  stunning  reversal  of  for 
Only  a  year  ago,  European  Net  e 
preneurs  were  giddy  with  confid 
They  planned  to  beat  back  U.S. 
petitors  by  moving  faster  into  ma 
they  understood  better.  Initial  publ 
ferings  were  the  talk  of  London, 
terdam,  and  Paris.  Startups  sue 
Britain's  Boo.com,  Freeserve,  and 
minute.com  seemed  destined  to  b 
morrow's  cyberstars. 
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today    Boo    has   gone    broke, 

lerve  is  on  the  block,  and  last- 
ed stock  is  sagging — all   while 
ican  dot-coms  soar.  Even  America 
1  Inc.,  which  had  stumbled  in  a 
re  with  Bertelsmann,  has  more 
-s  throughout  Europe  than  T-On- 
qd  is  ranked  No.  2  in  both  Britain 
ermany.  The  result  is  a  new  hier- 
in  Europe.  At  the  top  are  the 
•  giants,  Deutsche  Telekom  and 
•e  Telecom,   which  are   able  to 
Age  phone  systems  to  build  the 
g  isps.  But  it's  the  Americans 
Me  these  titans  who  are  the  first 
ental  players — a  crucial  advantage 
rope's  industry  consolidates. 
ER  POCKETS.  Why  the  realign- 
Europeans  are  financially  weaker 
he  Americans.  Their  brands  are 
in  progress,  and  some  have  stum- 
.cross  borders,  investing  too  much 
p  markets.  The  correction  in  tech 
earlier  this  year  froze  some  out  of 
pital  markets.  "When  the  correc- 
t,  a  lot  of  companies  became  vul- 
le  and  had  to  put  themselves  up 
le,"  says  Fabiola  Arredondo,  man- 
director  of  Yahoo!  Europe, 
ire's  more  to  come.  European  e- 
;  now  face  a  nasty  shakeout.  Many 
ishing  to  partner,  merge,  or  sell 
ome,  such  as  QXL,  which  recently 
nearly  $1  billion  to  acquire  Ger- 
luction  site  ricardo.de,  are  bulk- 
)  to  fend  off  the  invasion.  T-Online 
gpanded  outside  its  home  base  by 
;  over  France's  Club  Internet  and 
ling  with  Britain's  Freeserve.  But 
mericans  are  buying,  too:  Ama- 
br  example,  has  bought  online 
ellers  in  Britain  and  Germany, 
en  the  dust  settles,  Europe's  cy- 
ars  will  consist  of  a  handful  of 
I  T-Online  and  France  Telecom's 
doo  probably  will  remain  top  play- 
their  home  markets.  Mobile  oper- 
such  as  Vodafone  and  Airtouch  PLC 
grab  a  big  share  of  the  emerging 
•ss  Net  business.  Even  some  local 
nxler  houses  or  conventional  retail- 
it  h  strong  networks,  such  as  FNAC, 
is  also  France's  No.  1  online  book- 
have  a  fighting  chance.  "We  have  a 
deep  knowledge  of  our  customer 
says  CEO  Jean-Paul  Giraud. 
i^djt  that's  not   stopping  the  Ameri- 
uhich  see  the  Old  World  as  a  new 
ijltunity.  Although  Europe's  e-com- 
lli:lI  ■  revenues,  at  $5.4  billion  last  year, 
le  -sixth  of  U.S.  levels,  growth  is 
to  prove  explosive.  Forrester  Re- 
i  Inc.,  the  Boston  consultancy,  pre- 
that  triple-digit  expansion  will 
total  e-business  in  Europe  to  $1.6 

i  by  2004.  Americans  know  how  to 


UPATi 


The  U.S.  companies  are  discovering  that 
their  home-grown  retailing  expertise 
transfers  easily  across  the  Atlantic 


exploit  such  booming  markets,  thanks 
to  their  experience  at  home.  "The 
Americans  have  a  two-year  head  start," 
says  Terese  Torris,  Forrester's  research 
director  in  Amsterdam. 

It's  a  big  lead,  indeed.  U.S.  e-tailers 
have  been  able  to  transfer  cutting-edge 
technologies  across  the  Atlantic,  all  in  a 
piece.  SmallWorld.com  Inc.,  a  New  York 
maker  of  online  games,  launched  a  British 
football  site  in  July.  "Once  we  built  the 
engine  for  American  baseball,  it  wTasn't 
hard  to  build  a  similar  one  for  English 
soccer,"  says  ceo  Mark  Jacobstein.  Small- 
World  didn't  even  open  a  London  office: 

J'lWililHIlMNiimyEl 
amazon.com. 

AMAZON  The  pioneering  e-tailer 
has  European  revenues  five  times 
that  of  its  closest  Continental  rival, 
Bertelsmann's  BOL. 

YAHOO!  Europe's  largest  portal 
has  nine  million  users,  dwarfing 
the  5.4  million  of  No.  2 
T-Online. 

A    iycos 

AOL,  and  LYCOS  have  more  visi- 
tors than  European  competitors. 


eby 


EBAY  The  American  online  auction 
leader  was  late  to  arrive  in  Europe 
but  now  is  ranked  No.  1  in  visitors 
and  sales  in  both  Germany  and 
Britain. 

E*TRADE 

E*TRADE  After  franchising  its  ear- 
ly European  operations,  the  online 
brokerage  is  reinforcing  its  Conti- 
nental presence  by  buying  out  for- 
mer partners 

DATA  BUSINESSWEEK,  MMXI  IUR0PI    UHMAN  BROIHERS  IOC 


It  found  lots  of  soccer-crazy  program- 
mers in  Manhattan. 

While  U.  S.  companies  have  their  crit- 
ics, retailing  expertise  honed  at  home  is 
translating  well.  Amazon's  British  site 
features  CDs  by  local  singers,  but  the 
back  office,  distribution,  and  marketing 
are  imported.  "We  can  adopt  about  80% 
of  our  American  business  model,"  says 
Steve  Frazier,  managing  director  in 
Britain.  Amazon  added  400,000  British 
customers  in  the  first  quarter  of  2000, 
increasing  revenues  210%  from  the  year 
before,  to  $45  million.  American  e-biz 
stars  also  benefit  from  strong  brands  built 
up  in  the  U.  S.  In  the  nine  months  since 
eBay  opened  in  Europe,  it  has  already 
surpassed  qxl  in  audience — in  Germany 
and  Britain — -and  will  take  on  France 
next. 

TIGHT  FOCUS.  Focus  is  another  theme 
among  the  Americans.  More  than  80% 
of  European  e-commerce  is  in  Britain, 
Germany,  and  France.  While  qxl  is  ac- 
tive in  11  countries,  eBay  is  only  in 
Germany  and  Britain.  "You're  not  going 
to  get  scale  by  being  No.  1  in  Norway," 
says  Michael  van  Swaiij,  eBay's  Euro- 
pean managing  director.  At  the  same 
time,  Americans  don't  dominate  in  any 
one  country.  Yahoo!  ranks  No.  2  or  3  in 
the  eight  European  countries  where  it 
operates,  which  makes  it  No.  1  overall. 

The  battle  isn't  over.  Some  U.  S.  play- 
ers will  not  make  the  grade.  For  others, 
a  crazy  quilt  of  consumer  laws  could 
hurt.  But  some  hurdles  may  hamper 
European  entrepreneurs  more  than 
Americans.  Many  countries  prohibit  dis- 
counting books,  for  instance.  The  prac- 
tice leaves  online  booksellers  to  com- 
pete on  service,  says  idc  analyst 
Asmussen.  That  gives  Amazon,  with  its 
reputation  for  quick  delivery,  another 
competitive  advantage. 

From  now  on,  Americans  are  likely  to 
eschew  the  joint  venture  strategy  some 
first  tried.  Online  broker  E*Trade  Group 
Inc.  sold  four  franchises  when  it  crossed 
the  Atlantic  in  1997.  Now.  with  a  Euro- 
pean headquarters  in  Stockholm,  it  is 
buying  out  most  franchisees.  "We  have 
the  money  to  control  our  destiny,"  says 
Johan  Brunner,  E*Trade  Europe's  pres- 
ident. And  to  conquer  the  continent. 

By  William  Echikson  in  Brusst 
with  Carol  Matlock  in  Paris  and  David 
Vannier  in  Guyancouri 
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COMMENTARY 


By  Stanley  Reed 


ARAFAT  MAY  HAVE  BLOWN  HIS  BEST  CHANCE 


9 
U 

n 


The  15  days  of  talks  be- 
tween Israelis  and 
Palestinians  at  Camp 
David  will  undoubtedly  be 
branded  a  failure  because 
they  did  not  reach  an 
agreement.  But,  judging 
from  news  leaks,  much  was 
accomplished  in  the  negoti- 
ations, which  broke  down 
on  July  26.  For  the  first 
time,  top  leaders  on  both 
sides  bargained  over  once- 
taboo  issues  such  as  the  fu- 
ture of  Jerusalem,  the  fate 
of  Israeli  settlements  in  the 
occupied  West  Bank,  and 
the  return  of  Palestinian 
refugees.  If  talks  resume  in 
the  next  few  weeks,  Camp 
David  could  well  prove  to 
have  been  a  key  step. 

The  elements  of  a  deal 
are  on  the  table  if  the  two 
sides  have  the  will  to  push 
one  through.  It  would  in- 
volve shared  authority  over 
portions  of  Jerusalem;  the 
right  of  some  refugees  to 
return;  and  tradeoffs  of 
land  claimed  by  both  sides. 

Trouble  is,  one  side 
seems  to  have  more  will 
than  the  other.  Israeli 
Prime  Minister  Ehud  Barak 
may  well  be  more  serious 
about  reaching  an  agreement  than  is 
his  Palestinian  counterpart,  Yassir 
Arafat.  The  Palestinian  National  Au- 
thority President  was  reluctant  to  go 
to  Camp  David  and  seems  to  have 
been  stingy  on  making  concessions. 
NO  BETTER  DEAL.  If  that's  the  case, 
then  the  Arab  world  may  have  a 
problem  squaring  its  professed  desire 
for  peace  with  the  hard  reality  of 
peacemaking.  It  could  well  be  that 
not  only  the  Palestinians  but  the 
Syrians,  whose  own  talks  with  Israel 
broke  down  earlier  this  year,  have 
missed  the  best  opportunity  in  years 
to  reach  a  deal  with  the  Israelis. 
Barak  is  the  most  forthcoming  Is- 
raeli leader  the  Arabs  have  ever  en- 
countered. Yet  he  could  be  on  his 
way  out.  His  coalition  collapsed  be- 
fore he  left  Camp  David,  and  his  po- 
litical survival  is  in  doubt. 


TRIO:  Will  talks  resume  in  a  few  weeks? 


Barak  is  the  most  forthcomin 
Israeli  leader  in  years,  but  he 
not  be  in  power  much  longer 


If  Barak  hangs  on  to  power, 
though,  he  will  try  to  start  talks 
again.  And  that  will  present  Arafat 
and  Syria's  new  leader,  Bashar  al- 
Assad,  with  a  scary  choice  between 
political  expediency  and  statesman- 
ship. The  authority  of  both  the 
Palestinian  and  the  Syrian  leader- 
ships rests  on  their  resistance  to  Is- 
raeli expansion  and  their  efforts  to 
free  occupied  Arab  lands.  That  histo- 
ry makes  it  risky  for  either  group  to 
cut  a  deal  with  the  Israelis.  Indeed, 
maintaining  a  hostile  stance  toward 
Israel  is  the  easier  route  for  both. 
Instead  of  being  criticized  for  his 
timidity  at  Camp  David,  Arafat  is  ac- 
tually being  applauded  at  home. 

Still,  both  Arafat  and  Assad 
would  be  well-advised  to  seriously 
consider  coming  to  terms  with 
Barak.  Like  his  role  model,  the  late 


Yitzhak  Rabin,  the  forme 
commando  and  chief-of-st 
has  the  credibility  on  seci 
ty  matters  to  push  the  er 
velope  on  negotiations  wi 
the  Arabs.  And  President 
Bill  Clinton  seems  almost 
desperate  to  redeem  his 
presidency  by  wrapping  i 
peace  between  Arabs  ahc 
Israelis  once  and  for  all 
"The  Palestinians  are  ne\ 
going  to  get  a  better  dea 
from  the  Israelis,"  says  a 
senior  diplomat  in  Londoi 
Playing  the  five-decade: 
old  game  of  confronting  Is 
rael  is  not  without  risks  ft 
Arab  leaders.  Through  sat 
lite  dishes,  the  Internet,  a 
plain  word  of  mouth,  Aral 
are  increasingly  aware  thj 
their  own  leaders'  mismar 
agement  is  contributing  tc 
their  lagging  behind  the 
global  economy.  Palestinia 
per  capita  income  is  only 
$1,400— far  below  the 
$17,500  figure  for  Israelis- 
and  is  actually  $400  less  tl 
it  was  in  1993,  when  the  t 
sides  struck  the  Oslo  acco 
that  led  to  Palestinian  loc; 
rule.  Syrian  per  capita  in- 
come is  less  than  $1,000. 
Discontent  is  bubbling 
the  surface.  In  Damascus,  it  forcec 
the  government  to  promise  econon 
reforms  and  launch  an  anti-corrup- 
tion campaign  that  led  to  a  former 
Prime  Minister  committing  suicide 
this  spring.  There  is  plenty  of  gruj 
bling  in  the  Palestinian  areas  as  w 
Some  Arabs  in  Jerusalem  say  that 
Israeli  rule,  despite  its  injustices 
Arabs  is  still  preferable  to  Arafat': 
repressive  and  corrupt  authority. 
Of  course,  peace  deals  won't  pri 
vide  quick  fixes  for  economies  su 
ing  from  years,  if  not  decades,  of 
mismanagement.  But  an  end  to  ho| 
tilities  would  encourage  investmen 
and  remove  some  of  the  excuses  ft 
misrule.  The  alternative  is  a  no  wi 
situation  for  Arabs  and  Israelis  ali 


may 
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With  Neal  Sandler  in  Jerusalem 
and  Stan  Crock  in  Washington 
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e-Business  50 

run  Oracle. 


With  Oracle, 
ROI  means 

return-on-internet. 


www.oracle.com 


1 1  '-gistered  trademark,  and  Software  Powers  the  Internal  is  a  trademark  or  registered  trademark  ot  Oracle  Corporation  Other  names  may  be  trademarks  ot  their  respective  owners 
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TAIWAN 


THE  CHIPS  ARE 
DOWN.  WAY  DOWN 

A  severe  shortage  puts  a 
squeeze  on  electronics  makers 

These  should  be  the  best  of  times 
for  Silicon  Integrated  Systems 
Corp.  The  Taiwan  company  designs 
chips  used  in  personal  computers  sold 
by  the  likes  of  IBM  and  Dell  Corp.  Yet 
while  global  demand  for  electronics 
products  is  soaring,  sis's  stock  price  is 
off  60%  since  March.  And  in  the  first 
quarter,  the  company's  profits  fell  by 
nearly  half,  to  $46  million,  from  the 
same  period  last  year.  The  culprit:  a 
severe  chip  capacity  shortage  that  is 
making  it  hard  for  sis  to  get  its  semi- 
conductors to  market. 

Taiwan  chip  designers  like  sis  have 
become  victims  of  a  business  model  that 
helped  them  prosper  for  much  of  the 
1990s.  Lacking  their  own  silicon-wafer 
and  chip-packaging  facilities,  most  con- 
tract the  work  out.  The  most  important 
suppliers  are  foundries  Taiwan  Semi- 
conductor Manufacturing  Corp.  (TSMC) 
and  United  Microelectronics  Corp. 
(umc).  The  close-knit  relationships  be- 
tween designers,  manufacturers,  and 
Taiwan's  myriad  materials  and  compo- 
nents suppliers — many  of  which  are  a 
taxi  ride  away  from  each  other — is  key 
to  the  island's  edge  over  Japan  and 
South  Korea. 

But  now,  with  demand  for  chips  used 
in  cell  phones  and  Internet  appliances 
booming  worldwide,  Taiwan  foundries 
are  overbooked  by  up  to  30%.  And 
while  they  don't  overlook  their  local 
partners'  needs,  they  often  are  obliged 
to  favor  huge  U.  S.  clients,  leaving  sec- 
ond-tier companies  like  sis  in  the  lurch. 
HOT  DEMAND.  The  capacity  crunch  may 
be  a  short-term  hiccup,  tsmc,  umc,  and 
Singapore  foundry  Chartered  Semicon- 
ductor all  are  spending  billions  on  new 
wafer  fabs.  And  South  Korea's  Hyundai 
Electronics  and  Samsung  Electronics, 
among  the  world's  biggest  producers  of 
memory  chips,  are  devoting  some  of 
their  capacity  to  fill  outside  orders  for 
multimedia  chips  that  are  in  hot  de- 
mand. For  at  least  the  rest  of  this  year, 
however,  Taiwanese  shops  will  have  to 
find  new  ways  to  cope.  Those  that  don't 
adapt,  says  Calvin  Chang,  a  Jardine 
Fleming  analyst  in  Taipei,  "will  have  to 
go  elsewhere — or  go  bankrupt." 

One  such  survival  strategy  is  to  look 
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third  wafer  fat 
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But  building 
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starters,  if  d«  j 
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products,  the 
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With  giants  such  as  Compaq 
getting  first  dibs  on  supplies, 
Taiwan  outfits  are  scrambling 


for  smaller  foundries  outside  of  Taiwan. 
This  option  is  popular  for  companies 
like  Sunplus  Technologies,  designer  of 
chips  used  in  the  Furby  doll.  Major 
foundries  now  shun  chips  used  for  such 
low-tech  products  because  they  can 
make  higher  margins  on  devices  used 
for  more  sophisticated  gizmos,  such  as 
digital  cameras  or  cell  phones  that  ac- 
cess the  Internet.  So  Sunplus  hopes  to 
get  its  chips  from  Korea. 

Other  chip  designers .  are  building 
their  own  silicon-wafer  plants.  In  March, 
SIS  opened  a  $340  million  facility,  and  it 
is  building  two  more.  "We  need  to  be  in 
control  of  our  own  manufacturing  capa- 
bilities," says  product  director  Alex  Wu. 
Macronix  International  Co.  also  is  taking 
this  approach.  The  Taiwanese  chip  com- 
pany can  only  meet  30%  of  its  orders  for 
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expand  30%  an 
for    the    next 
years,  but  the  1 
Semiconductor 
trial   Assn.   re 
that  growth  in  i  i|e 
demand  for  ser  ], 
ductors  produc 
the  island  will 
from  about  35%  now  to  single  dig  ^ , 
ter  2003. 

So  rather  than  take  that  plunge 
Taiwan  electronics  manufacturer 
have  to  wait  in  frustration.  In  i  fo  »rj 
months,  for  instance,  Universal  Sci 
Industrial  Co.  has  been  able  to  s  el," 
only  about  two-thirds  of  the  chard 
needs  to  build   its   computer  en 
boards,  usi's  sales  still  are  growin  ^ 
22%  clip.  But  its  main  customer  h 
has  seen  sales  of  its  notebook  PCs 
ly  double  this  year.  So  it  has  hjarj, 
buy  more  from  usi  competitors 
the  demand-supply  equation  equal  o  tj  f. 
it  will  be  one  of  many  Taiwanese 
panies  that  will  have  to  watch  opi; 
nity  pass  it  by. 

By  Macabe  Keliher  in  Taipei, 
Moon  Iklwan  in  Seoul 
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savings.  Projections  have 
them  spending  nearly  $95 
billion  a  year  on  new  prod- 
ucts, home  care,  and  home 
renovations  to  make  their 
lives  easier.  In  a  country 
where  families  would  rather  care  for 
the  aged  at  home  than  send  them  to  a 
nursing  home,  in-home  care  alone  is  ex- 
pected to  be  a  $37.8  billion  business  this 
year — and  to  double  by  2010.  Construc- 
tion companies  are  doing  a  booming 
business  modifying  homes,  and  recent 
government  guidelines 
will  require  40%  of 
new  homes  to  be  built 
with  wheelchair-acces- 
sible hallways  and  el- 
der-friendly fixtures. 
The  "reformed  homes" 
feature  auto-flush  toi- 
lets, lights  that  help 
house-bound  occupants 
maintain  their  arcadian 
rhythms,  and  home  el- 
evators. Sales  at  Mit- 
subishi Electric  Eleva- 
tor   Products,    which 
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Bella  such  an  elevator  for  $22,500,  rose 
:;<>'/;  last  year. 

Oddly,  one  of  the  biggest  sectors  to 
plunge  into  marketing  to  the  elderly  is 
the  utility  industry.  These  companies 
have  staff  that  visit  homes  regularly  to 
collect  gas,  electric,  and  water  data,  and 
have  a  structure  in  place  to  capitalize  on 
the  new  market.  Tokyo  Electric  Power 
Co.  (tepco),  set  up  a  subsidiary  devoted 
to  the  elderly  and  is  expanding 
staff.  The  result,  Tokyo  Living 
Service,  offers  two  options:  For 
$14.25  an  hour,  a  helper  will  do 
shopping,  laundry,  and  chores; 
more  comprehensive  home  help 
costs  $38  an  hour.  Likewise,  Os- 
aka Gas  Co.  has  helper  services, 
offers  $65-an-hour  physical  ther- 
apy, and  runs  an  old-age  home 
in  Kobe. 

GROWING  PAINS.  Sounds  promis- 
ing, but  developing  this  market 
is  turning  out  to  be  a  slog.  Tokyo 
Living  Service  loses  money  on 
each  home  visit  and  doesn't  ex- 
pect to  break  even  until  2003. 
Nursing  homes,  such  as  NAIS 
Care  Owada,  which  is  run  by 
electrical  equipment  manufactur- 
er Matsushita  Electric  Works, 
require  millions  in  capital  spend- 
ing on  equipment,  from  motor- 
ized wheelchairs  to  adjustable 
beds.  Until  all  those  Silver  Gen- 
eratioriers  without  relatives  to 
care  for  them  are  ready  to  take 
advantage  of  the  new  facilities, 
homes  will  remain  half  full — and 
profits  limited,  nais  Care  Owa- 
da, which  requires  a  $281,000  de- 
posit and  a  $2,200  monthly  fee,  is 
less  than  two-thirds  full.  Another 
"  home-care  company,  Comsn,  also 
is  going  through  growing  pains.  It  ex- 
pects to  lose  $94  million  this  quarter. 

But  Japanese  companies  still  hope  to 
cash  in,  setbacks  or  no.  And  more  and 
more  exotic  high-tech  devices  are  show- 
ing up  in  the  geriatric  ward.  Among 
Matsushita  Electric's  2,000  products  is  a 
$95,000  Care  Wet  Call  wireless  diaper 
system  that  alerts  staff  when  residents' 
adult  diapers  need  changing.  The  com- 
pany also  makes  a  $190,000  virtual  horse 
that  allows  riders  to  view  a  large  screen 
showing  various  scenes  while  the  horse 
exercises  back,  side,  and  leg  muscles. 
Matsushita  uses  nais  Care  Owada  to 
try  out  most  of  these  products  before 
taking  them  nationwide.  Shizue  Ozasa 
doesn't  seem  to  mind  trying  new  things. 
"It's  a  very  warm  place,"  she  says.  "I 
feel  right  at  home."  That's  what  the 
makers  of  elder  products  are  hoping. 
By  Ken  Belson  in  Osaka 
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MINING 


A  PIT 


OF  TROUBLE 

Can  Freeport-McMoRan  make  peace 
with  critics  of  its  Indonesian  mine? 


-  inTHjHejia 


Gabrielle  K.  McDonald  is  the 
first  African  American  woman 
to  serve  as  a  U.S.  District 
Court  judge.  For  six  years,  she 
served  on  the  Bosnia  war- 
crimes  tribunal  at  The  Hague. 
She's  the  last  person  you  would  expect  to 
meet  on  a  jungle  airstrip  in  West 
Papua — Indonesia's  half  of  the  island  of 
New  Guinea.  But  on  a  steamy  June  day, 
here  is  McDonald,  in  one  of  the  remotest 
spots  on  earth.  And 
she's  here  on  busi- 
ness. In  November, 
McDonald  was  named 
special  counsel  on  hu- 
man rights  by  Free- 
port-McMoRan  Cop- 
per &  Gold  Inc.,  the 
New  Orleans  compa- 
ny mining  the  world's 
largest  deposits  of  re- 
coverable gold  in  this 
mountainous  region. 
She's  here  to  figure 
out  how  Freeport  can 
make  its  peace  with 
the  150,000  Papuans 
who  live  and  work 
around  the  mine, 
Freeport's  most  valu- 
able asset. 

McDonald's  pres- 
ence speaks  volumes 
about  the  changes 
that  have  come  to  In- 
donesia— and  to  Free- 
port  itself.  James  R. 
"Jim  Bob"  Moffett, 
Freeport's  combative 
chairman  and  CEO, 
knew  how  to  protect 
the  lucrative  Free- 
port  concession  dur- 
ing the  three  decades 
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when  Suharto  ruled  Indonesia.  But 
Suharto  no  longer  rules:  He's  a  disgraced 
old  man  fighting  a  government  investi- 
gation into  allegations  that  he  pilfered 
billions  from  the  country.  An  unstable 
democracy  clings  to  power  in  Jakarta. 
Much  of  the  rest  of  the  archipelago  is 
rocked  by  secessionist  movements  and 
ethnic  unrest.  Suddenly,  foreign  compa- 
nies that  had  negotiated  cozy  contracts 
decades  ago  are  finding  themselves  sub- 
ject to  new  demands, 
public  scrutiny,  and 
calls  for  change. 

The  shifting  cli- 
mate is  threatening 
Freeport's  $4  billion 
investment  in  West 
Papua,  formerly  Irian 
Jaya.  Freeport  has  40 
years  left  in  its  con- 
tract to  recover  gold 
from  its  mammoth 
Grasberg  mine  and 
any  additional  de- 
posits it  might  find. 
But  it  stands  accused 
by  tribal  leaders  and 
Western  activists  of 
polluting  the  environ- 
ment, of  not  sharing 
enough  wealth  with 
the  indigenous  people, 
and  of  abetting  the 
Indonesian  military's 
suppression  of  a  Pa- 
puan independence 
campaign.  Foreign  in- 
vestors are  watching 
to  see  how  Freeport 
will  fare  as  it  negoti- 
ates its  future  in  In- 
donesia. "Freeport  is 
definitely  considered 
a  bellwether  for  for- 
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eign  investment  prospects,"  says  J 
Castle,  president  of  the  American 
ber  of  Commerce  in  Indonesia. 

No  wonder  Freeport  is  campaij  jg 
hard  to  improve  its  image.  Free]  | 
strategy  is  to  convince  local  resit 
and  Western  activists  that  it  is  adc 
ing  their  concerns.  Moffett  even  vo 
cut    the    Papuans    a    bigger   piec 
Freeport's  $1.9  billion  in  annual  reve  | 
"It's  our  responsibility  to  ensure  ths 
local  people  benefit  from  our  prese  itfr 
said  Moffett,  who  agreed  only  to  pr 
written  answers  to  questions.  "Our 
rations  are  to  develop  relationships  1 
on  honesty,  equality,  and  justice." 

But  many  Papuans  say  Freeportjnt: 
tempts  so  far  to  rectify  past  wrong 
too  little,  too  late.  Tribal  leaders  say 
want  more  financial  compensation, 
protection  of  their  rights,  and  mor 
vironmental  guarantees.  Leaders  o 
Papuan  separatist  movement  even 
Freeport's  backing  for  their  attem 
create  an  independent  nation.  These 
ers  accuse  Freeport  of  merely 
policy  without  implementing  it. 
going  on  in  conversations  and  what's 
pening  in  the  field  are  two 
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rtWiluces  200,000  tons  of  silt  each  day 


McDonald's 
visit  is 
part  of 
Freeport's 

forts 
vo  improve 

s  standing.  Clakj  &. 

to  safeguard  the  company's  $4 
billion  investment  in  Indonesia 


sa  -  hi  s,"  said  Janes  Natkime,  one  of  four 
ion  Clt  nized  leaders  of  the  locally  domi- 
ia  ,  Amungme  tribe,  during  a  recent 
I  ss  WEEK  visit  to  Papua  at  the  in- 
Freepjon  of  Freeport.  The  Amungme  have 
Jresidh  to  the  land  where  Freeport  oper- 
andi! Natkime  says  the  company  should 
rtnvofy  50-50  with  "the  people  of  Papua" 
r  nieci  million  ounces  of  gold  it  produces 
i<i  illy.  Freeport,  however,  just  report- 
meWsecond-quarter  loss  of  $18.6  million 

ver  gold  and  copper  shipments. 
v  t,.  pro   the  end  of  this  year,  local  leaders 
|  "Ouri  et  more  say  than  ever.  That's  when 
a>hips  b  i v  law  giving  greater  power  to  re- 
tire"   1  governments  is  to  go  into  effect. 
import!  iclear  whether  Freeport's  old  agree- 
with   Jakarta   will   be   affected, 
lort  never  had  a  contract  with  the 
jjtion.iwiment  in  the  provincial  capital  Jaya- 
ocated  2S0  mountainous  miles  away 
the  mine.  Also  unclear  is  the  status 
-  cport's     1974     pact     with     the 
.■■didigme,  which  granted  the  company 
to  mine  on  its  land  in  exchange  for 
bunity-development  programs.  Ac- 
■  to  Moffett,  Freeporl  is  not  con- 
■  ng  any  renegotiation  of  its  contract 
as  been  assured  by  statements  from 


the  President  and  other  Jakarta  officials 
that  it  won't  have  to.  But  ahead  of  that 
date,  Freeport  is  discussing  with  local 
leaders  "an  agreement  for  significant  ad- 
ditional compensation,"  says  Moffett. 
TRUST  FUND.  Papuans  say  Freeport's  de- 
velopment efforts  so  far  have  been  in- 
sufficient. After  Papuans  rioted  against  a 
military  crackdown  in  1996,  Freeport  in- 
creased its  spending  on  such  projects  to 
1%  of  annual  net  revenues — $16  million 
last  year.  Among  other  projects,  it  has 
built  five  health-care  facilities,  three 
schools,  12  places  of  worship,  a  relocation 
camp  for  people  displaced  in  a  local  con- 
flict, and  houses  to  replace  those  de- 
stroyed in  a  May  accident  that  also  killed 
four  Freeport  contractors.  Freeport  also 
set  aside  an  equity  stake  in  its  local  sub- 
sidiary, Freeport  Indonesia.  The  divi- 
dends from  those  shares  are  supposed 
to  go  into  a  trust  fund  for  Amungme 
elders.  So  far,  the  fund  hasn't  been  sot 
up,' says  Leroy  Hollenbeck,  Freeport's 
local  community-development  manager. 

In  addition,  the  Free  Papua  Move- 
ment, known  by  its  Indonesian  acronym 
0PM,  wants  Freeport's  support.  "We  lost 
the  gold  from  our  land,"  says  OPM  Major 


General  Viktus  Wangmang,  wTho  goes  by 
"Semal,"  his  worn  de  guerre.  "To  repay 
the  debt,  Freeport  and  America  should 
support  our  struggle  for  independence." 
In  an  interview  at  a  secret  location  out- 
side Timika,  he  admitted  that  the  OPM 
was  responsible  for  the  murder  of  a 
Papuan  Freeport  employee  by  a  sniper  in 
1994 — and  defended  it  on  grounds  that 
the  victim  was  "a  spy  of  Indonesia." 

With  so  many  years  of  fractiousness, 
Freeport  has  a  lot  of  animosity  to  over- 
come. In  February,  1999,  it  instituted  a 
human  rights  policy  requiring  Freeport's 
6,000  employees  in  Papua  to  refi-ain  from 
participating  in  human  rights  abuses  and 
to  report  any  violations  they  might  wit- 
ness. Then  in  November,  Moffett  ap- 
pointed McDonald,  a  seven-year  mem- 
ber of  Freeport's  board  of  directors,  to  be 
his  human  rights  troubleshooter  in  In- 
donesia. Moffett  said  he  told  her:  "Gaby, 
you  have  full  rein.  You  make  recommen- 
dations, and  I'll  take  them." 

Seven  months  later,  McDonald  Hew  to 
Indonesia  for  a  two-week  visit.  She  met 
with  human  lights  groups  in  Jakarta  and 
held  nearly  a  dozen  meetings  with  local 
leaders  in  West  Papua.  She  also  met  with 
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Freeport's  local  managers,  to  impress 
upon  them  that  the  company's  15-month- 
old  human  rights  policy  wasn't  just  a 
piece  of  paper  issued  from  headquarters. 
"They  are  told  that  they  must  not  violate 
a  person's  human  rights  and  to  report 
any  violation,"  says  McDonald. 
DEPORTED.  But  the  human  rights  viola- 
tions that  taint  Freeport  primarily  in- 
volve the  Indonesian  military's  suppres- 
sion of  the  Amungme-led  secessionist 
campaign,  not  Freeport's  employees. 
Freeport's  contract  with  Jakarta  requires 
it  to  "provide  infrastructure"  for  Indone- 


sian government  officials,  including  the 
military.  So  Freeport  has  provided  the 
Indonesian  army  with  helicopters  and 
vehicles  to  transport  troops  and  with 
funds  to  construct  barracks  and  office 
buildings.  "The  concern  has  been  the  re- 
lationship between  the  company  and  the 
military,"  says  Abigail  Abrush,  a  visiting 
fellow  at  Harvard  Law  School  who  was 
asked  by  Freeport's  board  in  1998  to 
make  an  independent  human  rights  as- 
sessment, in  conjunction  with  the  Robert 
F.  Kennedy  Memorial  Center  for  Human 
Rights.  Her  first  attempt  to  investigate 


was  thwarted  by  local  p 
who  ordered  her  depc 
soon  after  she  arrived 
port  says  it  is  cooperatin 
ly  with  the  center  to  con 
the  audit. 

Interviews  with  Frei 
employees  also  indicate 
the  human  rights  policy  i 
ing  only  partially  impler 
ed.  Freeport's  Papuan 
compliance  officer,  Dani 
Ajamiseba,  says  he  do 
have  enough  time  eve 
count  the  bundles  of  f 
that  pour  into  his  office, 
less  study  them,  becaus 
has  more  important  di 
"This  is  10%  of  my  ti 
says  Ajamiseba  "All  of  u 
stretched  so  thin."  Twc 
puan  employees,  one  a  i 
driver  at  the  Grasberg 
who  says  he  is  illiterate 
the  other  a  civil  enginee 
ucated  at  the  Universi' 
New  Orleans  by  the  com 
say  they  are  unaware 
Freeport  has  a  human  r 
policy.  The  truck  driver,  Masmus  Tip 
19,  says  he  once  witnessed  Freepoi 
curity  guards  beat  a  man  severe! 
playing  cards  in  the  street  of  the  hi| 
titude  mining  town  of  Tembagapura 
he  says  he  did  not  report  it  becau 
wasn't  aware  he  was  supposed  to. 
fett  responds  that  "those  employees 
directly  in  contact  with  local  people 
had  human  rights  training."  All  em 
ees  also  have  been  given  publication 
plaining  the  policy,  he  adds. 

The  policy  has  resulted  in  at  leas 
concrete  action,  following  an  incide 


Freeport's  Checkered  Record 


HUMAN  RIGHTS 


PROBLEM  Human  rights  groups  and 
locals  accuse  Freeport  of  complicity 
with  the  Indones  an  army's  torture, 
detention,  and  murder  of  civilians. 

RESPONSE  Freeport  requires 
employees  to  report  any  abuses  and 
to  verify  that  they  have  not  seen  or 
participated  in  violations.  Freeport 
has  commissioned  an  outside  audit 
and  appointed  a  human  rights  expert 
as  special  counsel.  But  the  audit  was 
delayed,  and  local  Freeport  officials 
don't  have  time  to  assure  compliance. 


ENVIRONMENT 


PROBLEM  Freeport  dumps  200,000 
tons  of  silt  into  local  rivers  every 
day,  turning  a  90-square-mile  area 
into  a  gray,  treeless  desert. 

RESPONSE  Freeport  built  levees 
to  prevent  spills  and  pledged  to 
replant  185  acres  a  year  through 
2015,  when  the  mine  will  be    • 
depleted.  Environmentalists  assert 
that  the  company  isn't  doing  enough 
and  that  vast  areas  will  remain  con- 
taminated. But  Freeport  says  that  re- 
maining land  can  be  used  for  farming 


DISTRIBUTION  OF  WEALTH 


PROBLEM  The  Amungme,  who  have 
traditional  claim  to  the  area,  say  th 
Freeport  doesn't  share  enough  rev- 
enues and  employs  too  few  locals. 

RESPONSE  In  1996,  Freeport  begai 
spending  1%  of  net  revenues  a  year, 
about  $16  million,  on  community  d< 
velopment.  In  addition,  it  named  a 
tribal  chief  to  the  board  of  its  Indoi 
sia  subsidiary.  In  response  to 
Amungme  demands  for  a  50-50  spli 
of  revenues,  Freeport  is  negotiating 
provide  more  compensation. 
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which  Indonesian  security  forces  opened 
fire  on  civilians  within  Freeport's  project 
area.  Sixteen  were  injured  by  gunshots, 
and  a  further  80  were  beaten  on  Dec.  2 
when  secessionists  tried  to  raise  their 
flag  of  independence,  according  to  a  Hu- 
man Rights  Watch  report.  After  a  Pa- 
puan employee  was  beaten  by  soldiers 
for  attempting  to  assist  the  victims, 
Freeport  filed  a  complaint  with  Indone- 
sia's National  Commission  on  Human 
Rights.  It's  the  first  time  Freeport  has 
complained  about  abuses  on  behalf  of  the 
people  who  populate  its  area  of  opera- 
tions. "It's  the  beginning  of  Freeport  try- 
ing to  do  the  right  thing,"  says  Arvind 
Ganesan,  a  program  director  at  Human 
Rights  Watch.  "But  it's  only  a  first  step," 
he  adds.  "It's  way  too  early  to  say 
Freeport  has  turned  over  a  new  leaf." 
GRAY,  GRAY.  Another  obstacle  to  mend- 
ing fences  is  environmental  degradation. 
Five  years  ago,  the  Grasberg  mine  was  a 
13,450-foot  mountain.  Today,  it's  a  hole 
in  the  ground  producing  220,000  tons  of 
ore  per  day — 97%  of  which  is  the  gray 
silt,  or  "tailings,"  dumped  into  the  nearby 
river  system.  The  tailings  have  turned  a 
90-square-mile  lowland  delta  into  a  gray 
desert  of  dead  trees.  The  company  is  re- 
planting only  185  acres — less  than  half  a 


square  mile — per  year.  Freeport  says  it 
will  turn  the  remaining  area  into  "the 
most  productive  agricultural  land"  in 
West  Papua,  producing  up  to  $100  million 
worth  of  crops  a  year. 

Freeport  also  has  tried  to  address 
Amungme  concerns  that  its  people  have 


Activists  charge  that 
Freeport  has  abetted 
human  rights  abuses, 
polluted  the  environ- 
ment, and  kept  the 
wealth  for  itself 


no  voice  in  the  company  and  that  only 
3%  of  employees  come  from  the  tribe. 
This  year,  Freeport  put  an  Amungme 
chief,  Tom  Beanal,  on  the  board  of  Free- 
port  Indonesia,  the  subsidiary  operating 
the  mine.  Beanal  had  earlier  brought  an 
unsuccessful  $6  billion  class  action  against 
Freeport  on  behalf  of  the  Amungme  in  a 
U.  S.  court.  Now,  other  Amungme  leaders 


say  they  no  longer  trust  Beanal.  Hel 
clined  to  be  interviewed  for  this  stun 

If  Freeport  does  end  up  having  to| 
gotiate  a  new  deal  in  West  Papu; 
would  have  difficulty  deciding  who 
parties  to  any  agreement  would  be. 
unclear  whether  the  local  governrr 
consists  of  the  bureaucrats  in  far  a 
Jayapura  or  the  fractious  tribal  cour 
where  Freeport  operates.  "There  is 
cohesive  local  elite  to  negotiate  wi 
says  Bruce  Gale,  a  Singapore  politi 
risk  consultant  who  recently  conduct 
survey  in  the  province  for  a  multinat 
al  client.  "You  could  easily  get  into  a 
uation  where  you  have  a  deal  with 
elders  of  a  tribe,  only  to  find  that  bl 
tribes  don't  respect  it  or  the  next  gei 
ation  won't  respect  it."  Indeed,  1 
tribes  honor  deals  only  as  long  as 
person  who  made  them  is  alive. 

Even  after  Indonesia's  new  local 
tonomy  rules  go  into  effect,  the  quar 
between  the  tribes  and  Freeport  are 
ly  to  go  on.  The  wounds  run  too  dee 
heal  soon.  And  multinationals  operatin 
Indonesia  will  experience  more  such 
mult  as  the  archipelago  lurches  thro 
its  painful  transition. 

By  Micliael  Sfiari  in  West  Papua, 
dcmesia,  with  Sheri  Prasso  in  New  3 


Get  your  business 
online  or  this  might 
as  well  say  "Bye  Now. 


No  matter  what  business  you're  in,  no  matter  hov 
big  your  company  is,  becoming  "e"  is  essential  t( 
staying  competitive  and  quite  soon,  staying  i 
business.  But  how  do  you  take  your  company  frort 
brick  and  mortar  to  the  Web?  It's  not  as  difficult  a 
you  might  think.  Navision  Web  Shop,  the  e 
business  tool  from  Navision  Software,  integrate 
your  back  office  processing  with  Web  ordering- 
the  first  step  in  getting  your  company  on  line. 

Web  Shop  lets  you  set  up  and  maintain  you 
storefront  directly  from  Navision  Financials 
Navision's  proven  business  management  solutioi 
for  mid-market  businesses.  No  need  to  call  in  i 
team  of  technical  experts  every  time  you  want  t< 
add  a  new  service  or  change  a  price.  No  need  to  re 
enter  information  from  your  web  orders  to  you 
order  processing  system.  Navision  Web  Shop  give 
you  an  affordable,  fast  way  to  go  on  line. 

Navision  Web  Shop.  Fast,  affordable 
integrated  "e". 

Navision  Software  US,  Inc 

1-800-552-847J 
www.navision-us.corr 
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get  the  best  personal  finance  advice  and  up-to-the-minute  market  data  from  one  of  the  most 
trusted  names  on  Wall  Street. 

Activate  your  FREE  online  subscription  today  and  put  the  power  of  Business  Week  Online 
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he  many  imaging  solutions 


evelopments  to  Watch 


TED  BY  CATHERINE  ARNST 


CK  HERE 

IPEED 

IETIC  SCIENCE 

NO   SECRET   THAT   MANY 

rders,  such  as  coronary 
ry  disease  and  early-on- 
Parkinson's,  have  a  ge- 
!  component.  But  figur- 
out  which  genes  are 
onsible  has  been  difficult, 
use  doctors  can't  collect 
i  samples  from  enough 
»le  to  be  able  to  link 
atoms  to  disease-causing 
:s.  Dr.  Hugh  Y.  Rienhoff 
rounder  and  chief  execu- 
officer  of  biotech  com- 
'  DNA  Sciences,  based  in 
ntain  View,  Calif.,  thinks 
an  remedy  that  by  using 
Web  to  speed  up  patient 
litment. 

[  the  end  of  July,  the  pri- 
company    expects    to 
:h  the  Gene  Trust  Proj- 
br  consumers.  It  corre- 
disease  symptoms  with 
ific   genetic   variations, 
icipating  in  the  project 
be  easy — just  log  on  to 
company's    Web    site, 
:om.  Once  logged  on,  pa- 
s  who  suffer  from  any  of 
fferent  diseases  can  vol- 
?r  to  donate  a  blood  sam- 
or  analysis  by  the  com- 
.  To  participate,  a  patient 
first  complete  a  profile 
includes  information  both 
t  his  or  her  health  and 
of  family  members.  If 
patient  is  eligible,  DNA 
ices  arranges  for  the  per- 
blood  to  be  drawn  at  a 
doctor's  office, 
enhoff  believes  the  pay- 
or medical  research — and 
ompany — could  be  huge, 
.'xpects  the  research  ef- 
to  yield  new  and  better 
ictive    tests    for    many 
non  diseases.  Down  the 
Rienhoff  says,  the  find- 
could  also  be  used  to  de- 
>  novel  treatments.  Be- 
these   benefits   can   be 
■d,  however,  the  company 
lave  to  convince  the  pub- 
at  it  has  adequate  secu- 
ind  privacy  measures  in 
Ellen  Licking 


NOW,  MRI  CAN 

DETECT 

LAND  MINES,  TOO 

LAND  MINES  CONTINUE  TO  BE 

a  humanitarian  nightmare. 
The  U.N.  estimates  that 
there  are  more  than  100  mil- 
lion land  mines  buried  around 
the  world  and  one  explodes 
every  20  minutes — usually 
killing  or  maiming  a  civilian 
or  animal.  Now,  a  new  detec- 
tion method  that  makes  use 
of  a  form  of  magnetic  reso- 
nance imaging  (mri)  may  help 
solve  the  problem. 

InVision  Technologies  Inc. 
of  Newark,  Calif.,  licensed  the 
technology,  called  nuclear 
quadruple  resonance,  from 
the  Navy.  The  system  uses  a 
radio-frequency      magnetic 


AFTERMATH: 

Civilian  land 
mine  victims 

pulse.  When  the 
pulse  is  aimed  at 
the  ground,  it  ex- 
cites the  mole- 
cules of  any  ex- 
plosives present, 
generating  a  re- 
sponse that  can  be  measured 
and  identified  by  the  system. 
In  a  field  test  reported  earli- 
er this  year,  the  Defense  Ad- 
vanced Research  Projects 
Agency  (darpa)  reported  that 
a  prototype  system  detected 
100%  of  a  variety  of  differ- 
ent field  mines  containing 
TNT,  with  no  false  alarms. 
"We  finally  have  a  viable  so- 
lution to  a  problem  that  has 
indiscriminately  plagued  sol- 
diers and  civilians  for  more 
than  six  decades,"  darpa  said 
at  the  conclusion  of  the  tests. 
InVision  recently  received 
a  $13.4  million  contract  from 
the  U.  S.  Army  to  develop  its 
system  and  an  additional  $2.6 
million  in  funding  from  darpa, 
bringing  its  total  land  mine 
detection  development  purse 
to  more  than  $26  million.      □ 


HOW  ABOUT  A  CIRCUIT  BOARD  SANDWICH? 

THE  ORDERLY  PRINTED  CIRCUIT  BOARDS  INSIDE  PCS  AND 

other  electronic  products  bear  a  striking  resemblance  to 
sprawling  Los  Angeles  from  the  air.  But  if  Dense-Pac 
Microsystems  Inc.  of  Garden  Grove,  Calif.,  has  its  way, 
printed  circuit  boards  will  start  looking  a  lot  more  like 
vertical  New  York. 

The  19-year-old  company  was  a  pioneer  in  technolo- 
gy to  stack  multiple  memory  chips  one  on  top  of  the 
other,  rather  than  side  by  side.  Such  arrangements 
save  precious  space  inside  computers,  just  as  skyscrap- 
ers pack  more  people  into  Manhattan.  They  can  even 
cost  less:  A  PC  maker  can,  for  instance,  use  four  inex- 
pensive 256-megabit  chips  in  a  stack  rather  than  a 
pricier  one-gigabit  chip. 

Now,  for  the  first  time,  Dense-Pac  has  devised  a 
patented  way  to  pile  up  nonmemory  devices  such  as  dig- 
ital signal  processors  and  custom  logic  chips,  as  well  as 
memory,  into  stacks  as  high  as  eight  layers.  That  avoids 
the  need  to*  create  costly  and  complex  integrated  chips 
and  speeds  product  development.  Dense-Pac  ceo  Ted 
Bruce  expects  the  new  technology  to  go  into  mass  pro- 
duction next  fall  and  hopes  it  will  be  popular  in  space- 
conscious  communications  gear.  Andy  Reinkardt 


SETTING  HORSES 
FREE  FROM  AN 
OLD  PARASITE 

AMERICAN  HORSES  CAN 
breathe  a  little  easier.  The 
U.S.  Agricultural  Research 
Service  (ars)  has  developed  a 
faster,  more  accurate  test  for 
two  dreaded  parasites  that 
can  cause  piroplasmosis,  a 
tick-borne  equine  disease  not 
normally  found  in  the  U.  S. 
This  disease  is  not  dangerous 
in  animals  routinely  exposed 
to  the  parasites,  but  if  an 
American  horse  becomes  in- 
fected, it  can  become  very  ill 
or  die.  Consequently,  all  hors- 
es that  enter  the  U.S.  must 
be  declared  free  of  piroplas- 
mosis, and  American  horses 
that  travel  to  foreign  coun- 
tries must  be  retested  before 
they  return  home. 


The  current  test  for  the 
disease  is  far  from  satisfac- 
tory. The  process  can  take 
several  days  and  often  gives 
false  negative  or  positive 
readings.  It  also  requires  the 
horse  to  be  injected  with 
antigens  to  the  disease  ob- 
tained from  infected  horses. 

To  avoid  using  diseased 
horses,  ARS  veterinarian  Don- 
ald P.  Knowles  and  his  team 
replicated  the  genetic  mater- 
ial of  the  two  parasites  in 
bacteria.  The  team  then  de- 
veloped antibodies  that  can 
detect  the  disease  much  more 
accurately.  The  new  test 
is  currently  awaiting  final 
approval  from  the  U.S.  Na- 
tional Veterinary  Services 
Laboratory  and  could  be  com- 
mercially available  in  two 
years,  says  Knowles. 
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STILL  THE  BENCHMARK 
TO  BET  ON? 


Ithasbeenadiffta.1^^ 


high-tech  hits 


It    may    have    been    the    best    six 
months  any  investment  firm  ever 
had.  On  June  27,  1997,  a  little-known 
venture-capital  firm  called  Bench- 
mark Capital  invested  $5  million  m  eBay 
Inc.    a  fledgling  Internet  auction  site. 
Through  the  rest  of  1997,  Benchmark 
took  stakes  in  six  other  startups,  in- 
cluding software  insurgent  Ariba  and 
online  grocer  Webvan  Group.  By  last 
year,  when  many  of  Benchmarks  com- 
panies started  going  public,  the  tech 
world  stood  amazed  at  the  firm's  Midas 
touch.  Benchmark's  eBay  stake,  for  ex- 
ample,  ended   up   worth   $4.2  billiom 
Overall,  the  upstart  firm  turned  its  first 
$85  million  investment  fund  into  about 
$7.8  billion— a  jaw-dropping   ninety- 
twofold  increase.  "The  very  best  funds 
in  the  business  do  20  [times]  or  so 
says  James  W.  Breyer,  a  partner  at  rival 
Accel  Partners.  "Anything  over  10  is 
extraordinary." 

These  days,  however,  Benchmark  is 
looking  much  more  ordinary.  After  its 
scorching  start,  the  firm  has  seen  sev- 
eral of  its  investments  turn  into  high- 
profile  clunkers.  Flower-and-gift  site 
1-800-Flowers.com  Inc.  has  been  pum- 
meled  so  badly  that  Benchmark  ac- 
knowledges its  $36  million  investment  is 
now  worth  about  $20  million.  The  online 
pharmacy  PlanetRx.com  Inc   teetered 
on  the  edge  of  bankruptcy  before  an- 
nouncing a  $50  million  equity  infusion  on 
July  25  Shares  of  Webvan,  Net  lender 
E-Loan,  and  online  jeweler  Ashfordxom 
have  tumbled  by  more  than  80%  from 
their  peaks-and  are  worth  even  less 
than  what  the  last  round  of  private  in- 
vestors paid  for  their  shares  before  the 
companies  went  public.  _ 

NEARSIGHTED.  Just  as  damaging,  Bench- 
mark largely  missed  the  hottest  trend  in 
this  year's  initial  public  offering  mar- 
ket-optical networking.  The  soaring 
ipos  of  optical-gear  companies  such  as 
oni  Systems  Corp.  have  brought  enor- 
mous riches  to  rival  venture  firms,  no- 
tably Kleiner  Perkins  Caufield  &  By- 
ers,    that    began    investing    in    such 
companies  in  1997  and  1998.  Benchmark, 
in  contrast,  didn't  start  putting  money 
into  optics  until  last  fall.  That's  a  big 
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BENCHMARKERS:  Critics  s 


reason  the  firm  has  had  only  two  ipos  in 
2000  compared  with  15  last  year. 
*  Certainly,  this  is  all  quite  a  come- 
down for  a  firm  so  recently  considered 
the  hottest  in  the  country.  Last  year, 
Benchmark  was  the  industry  s  prodigy. 
Although  it  had  just  been  founded  m 


ihnolooy  trend? 


1995,  its  only  real  peers  appeared 
longtime  venture  titans  such  as  Kll 
Perkins  and  Sequoia  Capital.  I 
Benchmark's  partners  werent  satl 
with  that:  They  proclaimed  that 
expected  to  be  the  best  venture 
in  the  industry.  Now  punditsarej 


She's  got  the  rhythm- 


As  I  train  for  the  Olympic  Games,  I  need 
the  best  rhythm  that  can  get  me  to  the  top. 
Shaping  up  and  tuning  my  rhythm. 
And  I'm  ready  to  compete..." 


"ort,  rhythm  is  everything.  And 
sonal  trainer  -  my  Samsung 
iile  phone  -  keeps  me  groove 
>ng.  No  matter  how  many  spins, 
ips,  and  rolls  I  do,  this  92-gram 
wonder  keeps  the  music  coming, 
'een  sessions,  It  lets  me  catch 
my  biggest  fans.  Or  Just  kick 
enjoy  the  latest  MP3s.  Although 

msung.com 


my  trainer  won't  be  with  me  when  I  take 
the  floor  In  the  next  Olympic  Games,  the 
rhythm  it's  taught  me  has  already  given 
me  a  winning  edge.  Wish  me  luck... 

In  the  Olympic  Games  of  everyday  life,  the 
new  Samsung  MP3  mobile  phone  puts 
everything  you  need  to  stay  in  touch  and  in 
tune  in  your  palm,  pocket,  or  around  your  neck. 


Just  another  world- 


The  rhythm  of  the  Olympic  spirit. 
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MP3  phone  IMT-2000 


Information  Technology 


A  new  $1  billion  fund-12  times  the  size  of  its 
dazzling  first  fund-will  be  the  firm's  biggest  test 


questioning  how  good  the  firm  is.  "When 
you  look  at  Benchmark,  you  have  to 
ask  whether  it's  tailwind  or  talent  [that 
made  the  firm  successful],"  says  Jesse 
Reyes,  vice-president  of  Venture  Eco- 
nomics, a  VC  research  firm. 

Rivals  have  an  even  more  pointed 
criticism.  They  argue  that  Benchmark's 
missteps  betray  a  fundamental  problem: 
Its  partners  tend  to  pay  too  little  at- 
tention to  hardcore  technology.  They 
point  out  that  Benchmark  continued  to 
pour  money  into  simple-to-understand 
e-tailing  ventures,  such  as  the  sporting- 
goods  site  MVP.com,  even  after  other 
vcs  began  to  realize  that  the  field  was 
growing  overcrowded.  At  the  same 
time,  they  didn't  seem  to  grasp  the  sig- 
nificance of  key  technology  trends,  like 
the  move  to  optical  communications 
gear.  "Benchmark  really  has  nothing  on 
the  technical  side,"  says  Mark  D. 
Kvamme,  a  partner  at  Sequoia  Capital. 

If  only.  Competitors  may  wish  that 
Benchmark's  early  success  was  simply 
beginner's  luck.  But  that  just  isn't  the 
case.  A  close  look  at  Benchmark's  in- 
vestments, as  well  as  interviews  with 
the  firm's  investors,  suggest  that  Bench- 
mark is  going  to  remain  among  the  top 
venture  firms  for  the  foreseeable  fu- 
ture. Sure,  some  of  its  deals  are  turning 
out  to  be  losers  and  its  most  troubled 
fund,  Benchmark  III,  may  only  have 
average  returns  because  it  invested 
heavily  in  online  retailing.  But  after  the 
firm's  spectacular  start,  it  has  the  brand- 
name  recognition  to  attract  the  hottest 
deals.  And  institutions  are  impressed 
enough  that  they  have  no  doubt  they'll 
continue  to  invest  their  money  there. 
"We'll  be  there  [in  future  Benchmark 
funds]  even  if  the  recent  funds  don't 
turn  out  as  strong,"  says  Elizabeth 
Obershaw,  chief  investment  officer  for 
Hewlett-Packard  Co.  in  Palo  Alto,  Calif., 
which  has  put  money  into  all  four 
Benchmark  funds. 

WINNING  STREAK.  Most  investors  aren't 
fretting  over  Benchmark's  technical  fo- 
cus. After  all,  it  has  a  stellar  string  of 
software  deals.  Thanks  largely  to  the 
expertise  of  partner  Kevin  Harvey,  the 
firm  has  had  sniper-like  accuracy 
in  picking  winner  after  winner, 
turning  $10  million  in  capital  into 
$2.2  billion  so  far.  And  Benchmark 
is  taking  steps  to  remedy  its  lack 
of  experience  in  other  areas. 
Earlier    this    year,    the    firm 
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brought  in  Alex  Balkanski,  the  former 
chief  executive  of  chipmaker  C-Cube 
Microsystems  Inc.,  as  a  partner  to  beef 
up  its  semiconductor  and  networking 
expertise.  Benchmark  also  paid  $25  mil- 
lion for  a  40%  stake  in  Raza  Foundries 
Inc.,  an  incubator  that  invests  in  new 
optical-networking  companies.  "Maybe 
they  missed  optical,  but  they're  smart 
enough  to  get  it  right  next  year,"  says 
Obershaw. 

Still,  Benchmark  has  a  lot  to  prove 
before  it  can  reach  its  self-proclaimed 
goal  of  being  the  venture  industry's  top 
dog.  The  biggest  question:  whether 
Benchmark  has  the  best  investment  ap- 
proach. Established  venture  power- 
houses such  as  Kleiner  Perkins  try  to 
anticipate  where  the  technology  industry 
is  going  and  bet  on  technology  trends. 
Benchmark  takes  the  opposite  tack.  It 
backs  hotshot  entrepreneurs  it  believes 
in.  "We're  probably  the  most  tactical 
group  you're  going  to  come  across,  as 


opposed  to  strategic,"  says  general 
ner  Andy  S.  Rachleff.  "We  follow 
entrepreneurs,  and  sometimes  the> 
us  to  interesting  things."  That  app 
worked  like  a  charm  in  the  early 
but  it  led  to  mistakes  last  ye< 
Benchmark  backed  execs  who  want 
start  e-tailing  sites  in  niches  sui 
furniture  and  art. 

The  true  test  for  Benchmark 
come  in  the  next  couple  years  as 
vests  its  latest  fund.  While  the  fin 
lected  just  $85  million  from  inve 
for  its  first  fund,  its  most  recent 
Benchmark  IV,  is  $1  billion.  Putti 
times  as  much  money  to  work  wit! 
seven  U.S.  partners  won't  be  ea.' 
the  past,  Benchmark's  partners  ty 
ly  invested  $5  million  or  less  into 
startup  very  early  on  in  their  de\ 
ment.  The  challenge  going  forwg 
that  the  firm  will  have  to  increas 
size  of  its  investments.  That  will 
the  potential  for  outsize  returns 


Benchmark's  Performance,  Fund  by  Fui 

Benchmark  lived  up  to  its  name  by  setting  the  standard  for  venture  investing  with  the  fi 
fund  it  raised  in  1995.  Here's  a  look  at  the  four  funds  the  firm  has  raised  since  its  foundi 


FUND  (YEAR): 

AMOUNT  RAISED 

KEY  INVESTMENTS 

BENCHMARK  1 

eBay 

(1995) 

Ariba 

$85  MILLION 

Webvan 

Kana  Communications 

BENCHMARK  II 

Scient 

(1997) 

Critical  Path 

$125  MILLION 

Turnstone  Systems 

Red  Hat 

Handspring 

BENCHMARK  III 

1-800  Flowers.com 

(1998) 

Living.com 

$175  MILLION 

Guild.com 

epimons 

BENCHMARK  IV 

CoreExpress 
Raza  Foundries 

(1999) 
$1  BILLION 


MVP.com 

Tellme 

Juniper  Financial 


ANALYSIS: 

An  all-around  epic  fund  that  competitors  sa 
may  never  be  matched.  The  firm  turned  the 
original  $85  million  into  about  $7.8  billion. 
That's  a  ninety-twofold  increase — far  bette 
than  the  tenfold  increases  very  good  firms  de 

Another  sparkling  fund.  Benchmark  used  sha 
technical  investing  to  turn  investors'  origin 
stake  into  about  $2.5  billion.  There  was  a 
bit  of  luck  involved:  Two  of  the  fund's  bigge 
returns  came  from  Turnstone  and  Juniper 
Networks,  deals  led  by  other  venture  firms. 

Because  it  includes  many  e-tailers,  this 
fund  has  been  hurt  the  most  from  the 
drop  in  Net  stocks  this  year.  Benchmark 
is  hoping  that  its  investments  in  CoreExpre 
epinions,  and  Keen.com  will  help  bring  this 
fund's  returns  up  to  the  firm's  standards. 

After  raising  an  enormous  $1  billion, 
Benchmark  faces  the  challenge  of  putting 
all  that  money  to  work  with  only  seven  U.  S. 
partners.  It's  too  early  to  tell  whether  these 
investments  will  payoff. 


DATA:  BENCHMARK  CAPITAL,  VENTURE  ECONOMICS.  BUSINESS  WEEK 


Registering  Domain  Names 

One  by  One, ., 

Is  Like... 


[  Fortunately,  there's  a  better  way.  ] 


Still  wading  in  the  high  costs  and  hassles  ot  domain 
registration?  Get  your  fill  tor  less  with  BulkRegister.com. 
The  more  you  register,  the  more  you  save. 

BulkRegister.com 

^THE  B2B  REGISTRAR  ^^ 
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With  the  explosion  of  e-commerce,  the  old  rules 
of  competition  have  been  thrown  out  the  window.    | 
To  remain  even  one  step  ahead  today  you  need 
immediate  access  to  the  best  data  available.  And 
software  that  quickly  converts  it  into  knowledge 
you  can  act  on.  Which  is  precisely  why  98  of  the      ] 
FORTUNE  100  count  on  SAS,  the  world  leader 
in  data  mining  and  e-Intelligence.  SAS  enables     I 
you  to  capture,  integrate,  explore  and  analyze     1 
information  from  across  your  entire  enterprise.   ; 
To  recognize  and  seize  opportunities  at  the  speed 
of  the  Web.  And  to  make  competitive  decisions    J 
with  greater  confidence  than  ever  before.  To  learn    J 
more  on  how  we  can  propel  your  organization,  I 
call  1-800-727-0025  or  stop  by  www.sas.com. 


The  Power  to  Know™ 


I  e-Intelligence 


nc."     35611US-0600 


iformation  Technology 


|Another  home  run  such  as  Benchmark  had  with  eBay 
would  easily  make  up  for  the  firm's  recent  strikeouts 


its  ability  to  share  the  risks  of 
with  other  VCs.  Already,  Bench- 
es investments  are  creeping  up  in 
I  Its  Benchmark  IV  deals  include  a 
hillion  bet  on  the  online  bank  Ju- 
Financial  Corp.,  $30  million  for 
hone-commerce  startup  Tellme  Net- 
Is  Inc.,  and  $18  million  for  MVP.com, 
sporting-goods   site   that   counts 
lael  Jordan,  Wayne  Gretzky,  and 
1  Elway  as  investors  and  directors. 
|LTY.  Benchmark's  partners  have  no 
they're  up  to  the  challenge.  They 
[•ct  they're  drawing  fire  now  be- 
of  jealous  competitors.  "We  could 
on  our  heads  and  spit  wooden 
lis  right  now,  and  no  one  would 
jus  credit,"   says  partner  Dave 
\e.  And  they  haven't  backed  off  an 


who  were  once  entrepreneurs-in-resi- 
dence  at  Benchmark — a  program  in 
which  the  firm  provides  promising 
would-be  ceos  with  money  and  a  place 
to  work  so  they  can  think  up  ideas. 
Among  the  companies  hatched  by  resi- 
dent entrepreneurs:  Ariba  Inc.  and  Sci- 
ent  Corp.,  which  netted  Benchmark  $1.2 
billion  and  $625  million,  respectively. 

The  entrepreneur-coddling  culture 
also  helps  attract  top  talent.  Karl  Jacob, 
a  well-respected  former  Microsoft  Corp. 
exec,  chose  to  take  money  from  Bench- 
mark to  start  up  the  pay-for-advice  site 
Keen.com  because  of  the  partners'  loy- 
alty to  entrepreneurs.  "They  stick  with 
companies  through  thick  and  thin,  and 
I've  been  in  the  Valley  long  enough  to 
know  how  incredibly  rare  that  is,"  he 


The  Early  Money  Gets  the  Return 

Ipite  the  current  distaste  for  its  trademark  consumer  Internet  deals,  Benchmark  has  positive 
Jrns  on  almost  all  of  these  investments.  That's  because  early-stage  venture  investors  like 
ichmark  get  stock  at  extremely  low  prices.  However,  later  venture  investors  and  the  general 
lie  have  done  much  worse  in  some  of  Benchmark's  companies. 


BENCHMARK  PRICE 
(NY     (1ST  ROUND.  PER  SHARE) 

LATE  PRIVATE  PRICE 

1ST  DAY  PUBLIC 

PEAK 

NOW 

ETRX         50* 

$20.21 

$26.00 

$36.50 

$1.75 

/AN           10* 

$12.69 

$24.88 

$34.00 

$6.00 

ORD          42* 

$11.45 

$13.00 

$35.00 

$4.00 

\H             $1.23     ' 

$9.26 

$37.00 

$74.38 

$4.41 

DATA:  BUSINESS  WEEK,  SEC  FILINGS 


Ifrom  their  goal  of  becoming  the 
lventure  firm  anywhere.  "Our  ob- 
le  was  to  be  the  recognized  leader 
Inture  capital  in  a  10-year  span, 
j'e're  on  plan,"  says  general  partner 

o-founder  Robert  C.  Kagle.  "It's 
pthon,  not  a  sprint." 

striking  thing  about  Benchmark  in 
limmer  of  the  Internet  shakeout  is 
pw  much  it  has  changed  but  how 

Relatively  small,  with  only  seven 
ling  partners,  its  point  of  pride  has 
Is  been  an  intimate,  egalitarian  cul- 
jjlts  investing  partners  all  take  an 

share  of  the  firm's  profits.  There 

bne  of  the  junior  partners  or  asso- 

that  other  firms  have.  And  from 

Brt,  its  mission  was  to  make  money 
I  in.u  entrepreneurs  a  supportive  en- 
Inent  and  experienced  counsel. 
Ven  it  works,  it  works  brilliantly. 
|  nl  of  Benchmark's  biggest  scores 

from  companies  founded  by  people 


says.  Richard  W  Vague,  the  founder  of 
credit-card  powerhouse  First  USA,  went 
to  Benchmark  in  January  to  get  $20 
million  for  his  online  bank  Juniper  Fi- 
nancial because  it  was  the  only  firm 
that  spent  time  asking  him  about  his 
motivation  for  starting  over  after  selling 
First  USA  to  Bank  One.  Netscape  Com- 
munications co-founder  Marc  An- 
dreessen also  went  to  Benchmark  for 
funding  for  his  new  firm,  Web  services 
provider  Loud  cloud. 

But  the  star  system  is  a  key  reason 
Benchmark  missed  much  of  the  optical- 
equipment  boom  over  the  past  year. 
Benchmark  recruited  ex-Federal  Com- 
munications Commission  Chairman  Reed 
E.  Hundt  as  an  adviser,  and  he  helped 
convince  the  firm  that  telecommunica- 
tions deregulation  was  a  more  promising 
avenue  than  the  next  wave  of  gear.  The 
thinking  was  that  service  companies  had 
a  better  shot  at  staying  independent 


than  equipment  makers.  Big  mistake: 
Communications  equipment  has  proved 
one  of  the  most  lucrative  markets  in  all 
of  technology.  While  Benchmark  sat  on 
the  sidelines,  Kleiner  Perkins  partner 
Vinod  Khosla  correctly  anticipated  the 
development,  and  his  firm  has  made 
about  $6.5  billion  in  the  optical  compa- 
nies oni,  Siara,  Corvis,  and  Cerent. 

Benchmark's  Kagle  concedes  that  the 
firm  was  "underresourced"  in  communi- 
cations equipment.  But  Rachleff  points 
out  that  Hundt's  ideas  were  sound.  For 
example,  Benchmark  put  $12  million  into 
Equinix  Inc.,  a  Redwood  City  (Calif.) 
operator  of  high-security  Web  hosting 
centers  where  telecom  providers  share 
space  to  allow  faster,  easier  exchanges  of 
traffic.  The  company  has  filed  for  an  IPO 
that  would  make  Benchmark's  stake 
worth  about  $160  million.  Benchmark 
also  has  high  hopes  for  CoreExpress 
Inc.,  a  provider  of  network-management 
tools  that  counts  Hundt  and  Rachleff  as 
directors.  A  home  run  on  CoreExpress 
could  easily  make  up  for  strike- 
outs on  e-tailers  in  the  firm's 
laggard  Benchmark  III.  "Ven- 
ture capital  is  a  slugging  per- 
centage business,"  says  Gurley. 
MISSTEPS.  In  the  end,  that's 
why  Benchmark's  missteps  al- 
most certainly  won't  keep  it 
from  raising  more  money  in 
the  future.  After  all,  one  eBay 
that  turns  into  more  than  $4  billion 
wipes  out  any  number  of  $5  million  in- 
vestments that  disappear.  John  G.  Mor- 
ris, a  vice-president  at  HarbourVest 
Partners  in  Boston,  which  chooses  ven- 
ture funds  for  institutions,  says  venture 
capital  is  a  very  attractive  investment 
compared  to  such  alternatives  as  putting 
money  into  publicly  traded  stocks.  "If 
you  cut  their  returns  in  half,  it's  still 
extraordinary,"  Morris  says.  "Cut  them 
in  half  again,  and  they're  excellent.  Do  it 
again,  and  they're  still  pretty  good." 

Still,  pretty  good  isn't  the  goal  for  a 
young  firm  that  had  the  audacity  to 
name  itself  Benchmark.  The  firm's  stum- 
bles show  that  even  smart  venture  in- 
vestors can  fall  for  the  hype  of  a  fa- 
vored sector  such  as  online  retailing. 
While  those  missteps  are  hardly  fatal, 
they  could  stop  Benchmark  from  be- 
coming the  recognized  leader  in  ven- 
ture capital  anytime  soon. 

By  Timothy  ,/.  Mullaney  in  Menlo 
Park,  Calif. 
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[  -uli  morning,  on  the  willow  Linker]  rivers 
of  England,  a  quiet  ritual  takes  place.  For  more 
than  a  hundred  years,  teams  of  college  rowers 
have  broken  the  stillness  of  the  river  waters 
with  the  synchronized  pull  of  their  oars.  To  the 
traveler,  it's  a  quintessential^  English  scene, 
^oM  •nwuf.eluri,,, 


E C HNOLOGY 


Derbyshire,    U*< 


dignified  and  serene,  as  if  torn  from  the  pages  of 
a  novel  by  Waugh  or  Forster. 

Indeed.  However,  down  on  the  water,  the 
rowers  themselves  may  be  taking  a  very  different 
view  of  the  action.  Today's  teams  use  computers 
to  maximize  their  stroke  and  space-age  materials 
to  improve  the  performance  of  their  boats.  Team 
pride  is  everything.  And  competition  is  fierce. 

Perhaps  this  unique  combination  of  tradition, 
teamwork  and  forward-thinking  is  one  of  the 
reasons  behind  the  success  of  our  Derbyshire 
manufacturing  operations.  Where,  since  1992, 
local  team  members  have  produced  more  than 
one  million  Toyota  vehicles  for  markets  within  the 
UK  and  Europe. 

In  26  countries  around  the  world,  local  people 
are  the  real  strength  behind  the  production  of 
quality  Toyota  cars  and  trucks.  Here  in  America, 
Toyota  vehicles  are  produced  using  many  U.S. 
parts.  And  the  talents  of  more  than  27,000  local 
men  and  women  have  helped  Toyota  become  the 
fourth-largest  automaker  in  America. 

Toyota  recognizes  that  our  success  as  a 
global  automaker  depends  on  our  commitment 
to  creating  successful  local  partnerships. 

It  takes  teamwork  to  move  forward.  Just  ask 
any  rower. 


TOYOTA  People  Drive  Us 


Information  Technology 


COMMENTARY 


By  Dennis  K.  Berman 


WHY  NAPSTER  IS  GOOD  NEWS 


Record  company  executives  have 
been  likened  to  everything  from 
sharks  to  street  urchins.  So  per- 
haps it's  fair  game  to  suggest  that 
when  it  comes  to  Napster  Inc.  and 
digital  distribution,  they  could  learn 
something  from  that  '80s  operator:  the 
crack  dealer. 

Stop  snickering.  There's  a  lesson 
here.  During  the  '80s,  crack  dealers 
liberally  doled  out  free  samples  to 
prospective  customers.  It  was,  of 
course,  a  fine  investment:  Users 
eventually  ponied  up,  because  the 
product  was  profoundly  addictive. 
So,  it  seems,  is  Napster,  which  has 
been  known  to  suck  hours — if  not 
semesters — from  Gen  Xers  and 
college  students  who  use  it  to 
swap  thousands  of  songs 
for  free,  everything 
from  Metallica  to 
Mahler. 

Record  compa 
nies  have,  under- 
standably, been 
horrified  by 
what  amounts  to 
a  global  ripoff 
scheme.  But  if  ^ 

they  were  to  take 
a  longer  view,  they 
might  recognize  that 
Napster  is  doing  them  a 
favor:  Overnight,  this  con- 
troversial upstart  is  conditioning 
millions  to  begin  digitally  download- 
ing music.  That's  important  because 
long-term,  digital  downloads  could  be 
far  more  profitable  for  record  labels 
than  traditional  CD  sales. 
FINICKY  LOT.  In  fact,  a  Billboard 
breakdown  of  a  typical  $17  CD  shows 
that  distribution,  shipping,  and  store 
markup  account  for  more  than  $9.50 
of  the  retail  price.  The  cost  to  send  a 
song  directly  over  the  Net  is  $1  and 
dropping  rapidly,  to  close  to  zero,  ac- 
cording to  Yankee  Group.  If  labels 
claimed  just  half  of  that  $9.50  them- 
selves, they  would  clear  nearly  eight 
times  their  current  profit — now  just 
59$  per  album,  according  to  Billboard. 

Historically,  technok  gy  buyers  have 
proved  to  be  an  incorrigible  lot. 
They're  finicky  about  new  formats. 
(Would  users  of  the  miniDise,  Digital 
Compact  Cassette,  and  8-track  tape 


please  raise  your  hands?)  Even  tech- 
nologies that  do  take  off  require  ex- 
pensive marketing  dollars  to  change 
day-to-day  behavior.  It  took  10  years 
for  CDs  to  penetrate  more  than  50%  of 
U.  S.  households,  according  to  the 
Consumer  Electronics  Assn.  Sony 
Corp.  has  tried  to  resuscitate  its  Mini- 
Disc  format  two  times,  most  recently 
with  a  failed  $30  million  campaign 
pitifully  branding  1998  "The 

Year  of  the  Mini-  ^ 


^v 


Thus  the  beauty  of  Napster:  It's! 
not  costing  record  companies  a  perJ 
to  change  users'  habits.  More  than  I 
million  Netheads  are  estimated  to  ) 
now  use  the  software.  That's  up  frci 
1  million  a  year  ago.  And  more  tha 
million  users  are  joining  each  monfci 
"We  see  piracy  as  being  a  huge  mal 
ket  enabler.  Piracy  hi 
created  the  market  |) 
portable  music 
players,"  says 
Gene  Hoffman, 
of  eMusic,  a  Web 
music  company  t 
sells  MP3s.  Befor 
Napster,  says  Hoffma 
most  music  downloaders  w 
members  of  a  small  group 
hardcore  aficionados  an< 
pirates.  Now,  he  say 
"more  customers 
ready,  willing,  ai 
able  to  downloa 
Indeed,  the  nu] 
ber  of  adults  g 
ing  online  to  g 
music  content 
jumped  48%  fr 
December,  199£ 
and  March,  2000 
cording  to  resean 
firm  CyberDialogue 
Sure,  record  compai 
may  be  foresaking  some 
short-term  profits.  And  none 


TURN-ON 


Digital  music  downloads  are  a 
potential  gold  mine  for  the  record  companie 
and  Napster  and  its  ilk  are  leading  millions  c 
consumers  straight  to  the  new  format 


Disc."  When  Thomson  Consumer 
Electronics  Inc.  launched  its  success- 
ful RCA  DirecTV  satellite  service  in 
1995,  it  had  to  earmark  $200  million 
for  marketing,  says  Tricia  Parks  of 
Dallas  consultancy  Parks  Associates, 
which  studies  emerging  consumer 
technologies.  Retraining  consumers 
takes  "time  and  money,"  says  Parks. 
"New  systems  require  whole  new 
ways  of  thinking.  It's  a  hard  process." 


this  helps  them  a  whit  unless  the; 
velop  the  technology  that  prevent 
the  rampant  free  distribution  of  n  i 
once  its  sold.  Already,  some  labels 
getting  comfortable  with  the  cone  I 
of  a  flat-fee  subscription  service,  h 
now  at  least,  they  should  considei 
Napster  the  best  product  market:  j 
that  money  didn't  have  to  buy. 


Berman  covers  the  Internet. 
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Qualify  for  TT©6 

online  trading 


American  Express  Brokerage -a 
new  standard  in  online  brokerage. 

As  an  American  Express  Brokerage  customer, 
you  can  qualify  for  FREE  ONLINE  TRADING. 
Customers  with  account  assets  of  $25K  buy 
stocks  online  for  free.  Customers  with  $100K 
in  account  assets  buy  and  sell  stocks  online 
for  free*  Apply  online  now  and  you  could  be 
trading  in  minutes.  Plus,  you  can  take  advan- 
tage of  our  powerful  online  planning  tools, 
professional  research  and  exceptional  customer 
service  around  the  clock.  And  you  have  the 
option  of  meeting  with  our  skilled  financial 
advisors  in  person.  It's  all  available  from 
American  Express,  the  financial  leader  that 
can  help  you  do  more  with  your  investments. 


nline  trading        advice  &  planning        online  banking         1-800-297-8004  americanexpress.com/trade 


,,f  p:  p  to  3,000  shares  per  trade.  Add  $.03  per  share  for  each  share  purchased  over  3,000.  Free  online  stock  buys  and  sells  with  $100,000  or  mor  i  ai  count  assets.  Online 
-■lis  are  priced  at  $14.95  it  there  is  a  same-day  buy  execution  of  the  same  stock.  Free  online  stock  buys  with  $25,000  or  more  in  account  as^  s  (sells  are  just  $14.95). 
'nline  stock  trades  cost  $14.95  at  lower  asset  levels.  Additional  fees  may  be  charged  for  day  trading  and  other  extreme  trading  activity.  Account  assets  (defined  as  cash, 
loney  market  funds,  mutual  funds,  stocks,  options  and  bonds)  are  reviewed  periodically  to  determine  commission  rates.  All  commiscon  rates  and  fees  are  subject  to 
hange  Other  fees  may  apply.  Market  volume  and  volatility  may  cause  delays  in  system  access  and  trade  execution.  Investments  are  not  insured  by  the  FDIC,  are  not 
eposits  or  obligations  of  or  guaranteed  by  a  financial  institution,  involve  investment  risks  including  possible  loss  of  principal  All  de;  ,'oducts  and  services  are  offered 
y  American  Express  Centurion  Bank,  a  federally  insured  financial  institution.  American  Express  Financial  Advisors  Inc.  Membe  NASD  ana  SI  '  American  Express 
ompany  is  separate  from  American  Express  Financial  Advisors  Inc  and  is  not  a  broker-dealer  ©2000  American  Express  Fit  .nci.il  Corpora!       All  rights  reserved. 


MACHINE 


By  Otis  Port 

The  trouble  with  engineers,  says  Andrew  J.  Keane,  a 
mechanical  engineer  at  Britain's  University  of 
Southampton,  "is  that  we  are  trained  to  think  with 
regular  geometry — straight  lines,  circles,  and  45-de- 
gree  angles.  But  take  a  look  at  nature.  How  many 
bones  in  the  human  body  have  straight  edges?" 
Answer:  none.  And  when  it  comes  to  manufacturing,  it 
pays  to  take  a  cue  from  Mother  Nature.  That's  why  Keane 
has  joined  a  growing  band  of  evangelists  for  so-called  evolu- 
tionary computation.  This  refers  to  a  potful  of  biologically  in- 
spired techniques  for  creating  new  products,  more  efficient 
factories,  and  better  business  processes. 

What  you  are  really  looking  at,  though,  is  artificial  intelli- 
gence dressed  up  in  fancy  new  garb.  Many  researchers  would 
rather  not  mention  Al.  It  conjures  up  shattered  dreams  of  ma- 
chines as  smart  as  people.  But  Al  is  back,  with  all  its  myste- 
rious and  nonlin- 

r»I3HRMi(3iX»IMl  r^t" 

pressive  results  in 
manufacturing,  "ai 
was  really  over- 
hyped  15  years  ago,"  notes  William  S.  Mark,  vice-president  for 
computer  science  at  SRI  International,  Silicon  Valley's  vener- 
able think  tank.  Some  of  the  early  pioneers  disappeared,  he 
says,  "but  not  the  technology.  It's  far  better  than  ever,  and 
more  prevalent." 

QUICK  STUDY.  In  fact,  peek  under  the  wraps  of  new  software 
tools  for  manufacturing,  and  you'll  often  find  Al,  probably 
sporting  some  other  name.  At  Honeywell  International  Inc., 
a  leading  maker  of  factory  control  systems,  it's  called  auto- 
mated reasoning.  Industry  watcher  AMR  Research  Inc.  in 
Boston  estimates  that  up  to  40%  of  all  new  manufacturing-re- 
lated software  now  incorporates  some  form  of  Al. 

Unlike  traditional  AI,  which  tried  to  imbue  computers  with 
top-down  intelligence,  the  new  approaches  let  systems  develop 
their  own  smarts,  from  the  bottom  up.  The  field  has  some  col- 
orful characters,  such  as  intelligent  agents,  brain-like  neural  net- 
works, and  Darwinian  genetic  algorithms  (page  80).  Some- 
times, evolutionary  techniques  can  find  answers  that  elude 
conventional  problem-solving  methods.  General  Electric  Co.'s 
energy-efficient  halogen  light  bulb  is  a  good  example  (page  80). 
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After  years  of  hype 
and  letdowns,  computers 
are  starting  to  acquire 
real  factory  smarts 


I 


! 


Other  times,  the  new  software  can  generate  startling  n 
that  open  the  eyes  of  engineers. 

Southampton's  Keane,  for  example,  used  3  genetic 
rithm  to  design  a  support  arm  on  satellites,  called  a  tru 
produced  a  novel  shape  that  human  engineers  might  1 
consider  (page  84).  "When  we  found  what  the  final  dt 
looked  like,  we  rethought  how  these  things  work,  and  m 
see  the  logic,"  says  Keane.  The  main  goal  he  set:  preve 
brations  from  being  transmitted  along  the  truss  so  ultr 
sitive  instruments  mounted  at  the  far  end  would  not  1 
fected  by  vibrations  from,  say,  the  satellite's  naviga 
rockets.  The  software  discovered  on  its  own  that  by  cha 
the  angles  at  every  joint  between  crossbars  and  edge  h 
vibrations  could  be  progressively  reduced  to  next  to  no 

While  Al  technology  has  made  substantial  progress,  e 
thing  isn't  hunky-dory  yet  (page  86).  For  example,  engi 
complain  that  they  have  trouble  using  some  of  the  gt 
tools  aimed  at  optimizing  manufacturing  processes.  One 
with  them  is  that  the  number  of  calculations  require 
creases  geometrically  with  each  additional  variable.  Fi: 
the  best  combination  of  just  six  variables  would  requii 
alyzing  720  possible  combinations.  But  with  12  variable: 
possibilities  explode  to  479  million.  Industrial  problems  | 
involve  scores  of  variables,  so  even  supercomputers  can 
away  for  days,  weeks,  or  years  before  coming  up  with  tl 
timum  answer. 

The  aerospace  industry  is  notorious  for  the  complex: 
its  optimization  puzzles.  Only  recently  has  it  become  fe; 
to  refine  a  plane's  design  by  repetitively  simulating  tl 
flowing  around  an  entire  airframe.  Before,  that  took  so  1 
was  done  just  as  a  final  check.  And  at  least  a  montl 
needed  even  for  many  a  seemingly  simple  jobs,  like  sin 
ing  the  firing  of  the  braking  jets  on  the  Space  Shuttle 
comes  in  to  dock  with  the  Space  Station,  says  John 


LET  THERE  BE  MORE  LIG 

Evolutionary  design  helped  GEs 

Israel  engineer  a  light  bulb  4<" 

brighter  than  standard  halogen  h 
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Dong,  head  of  multidisciplinary  optimization  at  Boeing  Co.'s 
Reusable  Space  Systems  unit. 

But  evolutionary  computing  has  some  magic  up  its  sleeve. 
Because  the  weak  solutions  from  each  generation  aren't  per- 
mitted to  procreate,  not  every  possible  combination  gets 
evaluated.  So  the  problem  shrinks  dramatically,  as  does  the 
execution  time.  Now,  Dong  gets  his  Shuttle-braking  opti- 
mizations back  in  a  couple  of  days. 

Of  course,  as  the  technology  grows  more  powerful,  ex- 
pectations rise,  and  people  like  Ren-Jye  Yang  end  up  feeling 
impatient.  He's  a  Ford  Motor  Co.  engineer  who  uses  opti- 
mization to  hunt  for 
ways  to  improve  vehi- 
cle safety,  and  his  com- 
puter models  of  crash 
tests  generally  have  10 
to  20  variables.  Yang  says  each  simulation  takes  an  hour  on  a 
Cray  supercomputer  or  a  week  on  a  high-end  computer  from 
Silicon  Graphics  Inc. — "and  we  have  to  run  40  simulations  to 
get  each  optimization." 

Even  after  all  that,  the  result  probably  won't  be  the  theo- 
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SOURCE:  GCNERAL  ELECTRIC  CO. 

retical  optimum.  "There  are  no 
rithms  that  can  guarantee  you' 
the  one  global  optimum,"  says  Be 
Dong.  "So  in  industry,  optimum 
means  a  much  better  solution." 

In  any  case,  finding  the  one  ab; 
best  solution  might  not  be  so  great 
Lawrence  J.  Fogel,  president  of  'IS 
al  Selection  Inc.  in  La  Jolla,  Cali 
might  turn  out  to  have  unforeseei 
effects  that  you  didn't  count  on, 
too  expensive — and  then  you'd  hs 
run  the  whole  problem  again,"  he 
"So  what  you  want  are  the  best  f 
FAMILY  AFFAIR.  Fogel  is  a  pione 
evolutionary  computing.  He  began 
lishing  his  ideas  in  scientific  journ 
the  early  1960s.  But  his  theories 
largely  ignored  until  1992,  when 
were  revived  and  embellished  b 
son,  David  B.  Fogel,  chief  scientist  of  Natural  Selection, 
same  year,  a  similar  technique,  called  genetic  programming 
unveiled  by  John  R.  Koza,  a  researcher  at  Stanford  Univ< 
Koza  insists  that  evolutionary  methods  will  soon  evolv 
systems  that  discover  new  ideas  and  inventions.  In  fa< 
has  compiled  a  list  of  two  dozen  examples  of  .where  g 
programs  already  have  created  algorithms  and  product 
match  or  improve  on  inventions  covered  by  existing  pal 
And  in  two  instances,  the  results  of  evolutionary  comp 
were  actually  awarded  a  patent:  an  antenna  (U.S.  P 
5,719,794)  and  an  unusually  shaped  airplane  wing  (D036J 
This  facility  of  genetic  design  really  shouldn't  be  surpr 
Koza  says:  "Evolution  proves  how  good  it  is  at  desij; 
around  us." 

Maybe.  But  that  doesn't  mean  people  will  cotton  to  th 
uation.  Two  years  ago,  for  example,  when  software 
Computer  Associates  International  Inc.  (ca)  came  up 
Neugents,  a  hybrid  neural  network  and  intelligent  a 
one  of  the  first  applications  was  to  stand  guard  over 
worldwide  computer  network.  The  Neugents  monitor 
data  points  every  five  seconds,  looking  for  patterns  in  the 


A  OUiCK  PRIMER 

EVOLUTIONARY  COMPUTATION  A 

catch-all  term  for  biologically  in- 
spired Al  technology,  including  ge- 
netic algorithms  and  neural  networks. 

EXPERT  SYSTEM  A  group  of  rules 
that  prescribe  a  cause-and-effect 
reasoning  process.  Typically  the 
rules  cover  some  nar-ow  specialty, 
such  as  operating  a  piece  of  indus- 
trial equipment. 


GENETIC  ALGORITHM  A  formula 
for  using  Darwinian  principles  of 
mutation  to  breed  solutions.  The 
problem  is  divided  into  two  or  more 
segments,  or  genes,  and  these  are 
linked  together  in  different  ways, 
breeding  new  "child"  solutions.  Af- 
ter many  generations,  GA  may  pro- 
duce results  superior  to  anything  de- 
vised by  humans. 

INTELLIGENT  AGENT  Autonomous 
software  entities  programmed  to 
perform  a  specific  task.  Today's 


Webbots  seek  out  prices  or  bid  in 
Web  auctions.  Tomorrow,  multiage 
systems  may  handle  most  manufa 
turing-related  chores. 


NEURAL  NETWORK  An  electronic 
circuit,  usually  simulated,  modele 
on  the  massively  parallel  structure 
of  neurons  in  the  brain.  It  learns 
looking  at  examples,  such  as  ima 
of  labels  or  collections  of  operatin 
data  on  factory  equipment.  It  can 
spot  relationships  that  have  escap 
human  notice. 
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bluetooth 


the  revolution 
has  begun 


Bluetooth  is  about  to  revolutionize 
the  way  you  live,  work  and  think. 

Pioneered  by  Ericsson, 

this  cutting-edge  new  technology  will 

virtually  eliminate  wires  from  your  life 

yet  keep  you  more  connected  than  ever. 

Imagine  no  wires  to  untangle  when  you 

move  your  stereo  speakers. 

No  cables  to  worry  about  when  you 

buy  a  new  computer  system. 

No  special  attachments  necessary  when 

you  e-mail  from  your  hotel  room. 

Want  to  join  the  Bluetooth  revolution? 
Just  give  us  a  call. 


••  *. 


-800-Ericsson 
'ww.ericsson.com 


ERICSSON  £? 


TROUBLESHOOTER 

Thanks  to  Sandia's  Leslie 
Cumiford,  joining  ceramic 
and  metal  parts  is  no 
longer  such  a  crapshoot 


that  coincide  with  events  that 
led  to  past  computer  crashes. 
"The  software  can  predict 
when  the  system  is  likely  to 
crash  within  the  next  45  min- 
utes," says  Gary  E.  Layton, 
marketing  vice-president  for 
interBiz  Solutions,  a  new  division  of  ca.  "But  the  guys  here 
didn't  believe  this  kind  of  thing  could  work,  so  they  ignored 
the  first  warning.  Sure  enough,  the  system  crashed,  just  like 
the  software  said  it  would." 

RAINMAKER.  CA  has  bigger  plans  for  the  technology,  howev- 
er— along  the  lines  of  Koza's  invention  machine.  With  Biz- 
Works,  a  new  software  suite  marketed  by  interBiz,  "we're 
trying  to  apply  this  predictive  capability  to  business  oppor- 
tunities, not  just  warnings  of  failure,"  says  Layton.  "We 
want  the  software  to  sift  through  large  volumes  of  data  and 
find  proactive  positives — opportunities  that  we  would  proba- 
bly spot  later  on  down  the  road,  but  not  for  a  while." 

To  make  tons  of 
money,  however,  you 
don't  need  to  probe 
the  actual  future,  says 
Steven  A.  Chien,  tech- 
at  NASA's  Jet  Propulsion 
If  you're  operating  your 
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nical  supervisor  of  the  Al  group 
Laboratory  in  Pasadena,  Calif.:  ' 
business  on  data  that's  only  five  days  old,  but  all  your  com- 
petitors are  using  30-day-old  data,  you're  effectively  predict- 
ing the  future  as  far  as  they  are  concerned." 

Chien's  specialty  is  automated  planning  and  scheduling  to 
maximize  return  on  NASA's  investments  in  space  facilities  and 
the  logistics  maze  that  surrounds  a  blast-off.  But  the  principles 
also  apply  to  manufacturers,  especially  - 
build-to-order  companies  such  as   Dell 
Computer  Corp.  "Just  bringing  together 
all  the  different  parts  and  materials  you 
need  to  fill  thousands  of  orders  isn't  that 
hard,"  says  Chien.  "What's  hard  is  mini- 
mizing your  inventory  costs." 

That's  the  problem  at  the  root  of  the 
explosion  in  shop-floor  scheduling  sys- 
tems and  supply-chain  management  tools. 


/ 


C( 


A  flock  of  vendors  already  offer  manufacturing  e 
systems  and  enterprise  resource  planning  (erp)  softwan 
pen   Technology,   Camstar,    Datasweep,   i2   Technok 
Manugistics,  Oracle,  and  Wonderware,  to  name  just  i 
This  represents  just  the  tip  of  a  brewing  supply-chain 
lution,  says  NASA's  Chien.  Soon,  even  tiny  job  shops  w 
exploiting  the  new  capabilities.  "It'll  be  like  compute 
payroll  systems,"  he  says.  "At  first,  only  big  companies 


PUNT  MANAGER  IN  A  BOX 


w 


NO  SKEPTICS 

With  BizWorks,  says  Weiner,  the 
shop  floor  asks  "what  else  it  can  do" 
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hen  it  comes  to  management 
foisting  new  technology  on 
factories,  "the  plant-floor  guys 
normally  look  at  each  other  and  roll 
their  eyes,"  says  Andrew 
J.  Weiner,  chief  informa- 
tion officer  at  Myers  In- 
dustries Inc.  in  Akron. 
But  not  last  year,  when 
he  visited  the  Dawson 
Springs  (Ky.)  plant  of 
Myers'  Buckhorn  Inc. 
unit.  "Five  minutes  into 
the  meeting,"  he  recalls, 
"they  all  started  asking 
questions  about  what 
else  it  can  do." 

"It"  is,  in  this  case, 
BizWorks,  new  software 
from  the  interBiz  Solu- 
tions Div.  of  Computer 
Associates  International 
Inc.  It  harnesses  intelli- 
gent agents,  neural  net- 
works, and  expert  sys- 
tems to  tackle  thorny 
problems,  such  as  mak- 
ing sense  of  all  the  data  gathered  by 
factory  sensors.  The  first  application 
involves  predicting  when  big  injec- 


tion-molding machines  at  Dawson 
Springs  are  about  to  turn  out  defe 
tive  products.  After  training  neura 
network  watchdogs  with  past  pro- 
duction data,  the  engineers  put 
BizWorks  to  work  early  this  year, 
monitors  data  coming  from  the  ma 
chines,  looking  for  conditions  simik 
to  those  that  resulted  in  bad  parts 
PAGER  ALERT.  Buckhorn  is  also  tes 
ing  a  link  to  customer  service  and 
sales.  When  BizWorks  spots  a  loor 
ing  problem,  it  checks  to  see  whicri 
customers  ordered  the  products  thl 
machine  is  scheduled  to  make.  If  tl 
problem  threatens  delivery  to  a  ke  ( 
customer,  the  sales  and  customer-S' 
vice  managers  get  a  pager  alert. 

Eventually,  Weiner  sees  BizWorlh 
uniting  the  different  computer  sys- 
tems at  Myers'  65  branches.  "It  cai ,c 
really  create  new  business  opportu  t; 
ties  by  putting  management  back 
top  of  the  technology  horse.  We'll  H " 
able  to  decide  what  information  we  uis:= 
want,  and  tailor  BizWorks  to  provi  ^ 


;s 

"I 
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it,  instead  of  tailoring  management 

practices  to  the  software."  That  w? 

just  a  dream  yesterday,  Weiner  sa> 

By  Otis  Pi 
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Companies  are  spending  millions  on  e-procurement. 


ke  Commerce  gives  you  rapid  e-procurement  savings  with  no  significant  upfront  capital  investment. 


ne's  talking  about  e-procurement.  So 

en't  the  savings  pouring  in? 

lple.  E-procurement  isn't  easy.  And  it 
rtui  more  than  technology  to  make  it  work. 
'J'lCG  Commerce,  we  can  get  your 

jrement  savings  flowing  right  away.  How? 
ivi  ig  advanced,  Internet-based  technology 

quires  no  major  upfront  capital  investment 


or  software  installation.  At  the  same  time,  our 
experienced  purchasing  professionals  work  to 
rapidly  uncover  real  cost  savings. 

With  our  comprehensive  strategies  and  tools, 
including  catalog  purchases,  spot  buys,  portals 
and  exchanges,  aggregated  buys,  forward  and 
reverse  auctions,  and  eRFQs/eRFPs,  no  one  offers 
you  more  ways  to  save.  And  no  one  does  a 


better  job  of  integrating  e-procurement  into 
your  existing  systems— without  turning  your 
current  organization  upside  down. 

ICG  Commerce  is  making  e-procurement 
work  for  companies  around  the  globe.  Shouldn't 
we  make  it  work  for  you? 


iCGCommerce 

The  Promise  of  e-Procurement  Made  Real' 


icgcommerce.  com 

Iphia     Atlanta     Boston     Chicago 


Cleveland     Dallas     Denver     Hong  Kong      London     Los  Angeles     Mexico  City 


Call  toll  free:  877.93S.ICGC 
New  York      San  Francisco      Toronto 


able  to  buy  them.  Now,  they're  in  every  small  business." 
In  addition,  as  managers  get  comfortable  with  evolution- 
ary computation,  these  programs  will  gradually  become  just 

another  everyday 
technique  for  analyz- 
ing options  and  im- 
proving individual  fac- 
tory operations.  At 
Sandia  National  Laboratories,  researcher  Leslie  D.  Cumiford 
took  two  years  to  develop  a  software  agent  for  controlling  a 
brazing  oven,  which  is  used  to  solder  ceramic  parts  to  met- 
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al  parts  at  high  temperatures.  That's  a  big-time  i 
ment,  but  Cumiford  was  breaking  new  ground.  As  cc 
ers  gain  more  horsepower  and  the  software  improves 
ufacturers  will  routinely  run  genetic  programs  to  help 
return-on-investment  decisions — not  just  on  major  pi 
such  as  building  a  new  factory  but  also  on  the  me: 
individual  products.  Production  lines  will  be  conti 
analyzed  to  improve  flexibility  and  trim  product  cl 
over  times. 

Not  far  down  the  road,  manufacturing  will  become 
digitized  and  thus  more  amenable  to  evolutionary 


SOFTWARE  THAT  PLOWS  THROUGH  POSSIBILITIES 


Evolutionary  design  was  a 
revolutionary  notion  when 
Rajasingh  S.  Israel  first 
heard  about  it  back  in  the  late 
1980s.  But  Israel,  an  engineer 
with  General  Electric  Co.'s 
Lighting  Technology  Div.  in 
Cleveland,  decided  to  give  it  a 
whirl.  After  all,  the  new  soft- 
ware had  been  created  at  ge's 
research  and  development  cen- 
ter. And  Israel  needed  some- 
thing radical:  His  task  was  to 
dramatically  improve  the  energy 
efficiency  of  the  halogen  light 
bulbs  popular  in  retail  stores. 

"Ordinary  halogen  bulbs  are  ex- 
tremely inefficient,"  says  Israel. 
"Only  about  10%  of  the  energy  you 
put  in  comes  out  as  light.  The  other 
90%  comes  out  as  heat."  For  com- 
mercial users,  that  can  mean  tens  of 
thousands  of  dollars  are  squandered 
every  year. 

What  Israel  wanted  was  a  trans- 
parent coating  on  the  bulb  that  would 
reflect  the  infrared  rays,  or  heat,  back 
into  the  bulb — without  interfering 
with  the  visible-light  rays.  That  would 
help  keep  the  filament  hot  and  glow- 
ing, so  less  electricity  would  be  need- 
ed to  produce  light.  Designing  such  a 
coating  was  only  half  the  job,  though. 


SPACED  OUT:  Space  Station  support  beams — normal  and  radically  better 


DOUBLE  TAKE:  Keane  doubted  the  solution 


Israel  also  had  to  develop  a  method 
for  applying  it  cheaply.  And  the  inter- 
play between  coating  formulation  and 
the  manufacturing  process  made  the 
task  complicated.  Every  tweak  of  the 
coating  would  require  a  change  in  the 
manufacturing  process — and  vice  ver- 
sa. "The  coating  has  a  very  complex 
structure,"  Israel  explains.  "It's  about 
one-twentieth  as  thin  as  a  hair,  and 
within  that  thickness  we  have  multi- 
ple layers  of  different  materials." 
A  BETTER  WAY.  Israel  slaved  for  sev- 
eral years  with  no  luck.  Then  he 
cranked  up  ge's  new  evolutionary-de- 
sign software,  dubbed  Engineous.  In 
a  few  months,  Israel  had  his  answer. 
ge  unveiled  its  Halogen  energy-sav- 
ing bulb  in  1991. 

Engineous  is  basically  a 
framework  for  finding  opti- 
mum solutions.  Using  genetic 
algorithms  and  neural  net- 
works, it  takes  various  ele- 
ments of  good  solutions,  then 
reshuffles  them  in  myriad 
ways  to  "breed"  thousands  of 
alternative  solutions — until  it 
finds  the  best  answer.  Re- 
named iSight,  the  software 
has  been  available  outside  GE 
since  1995,  after  ge  re- 
searchers founded  Engineous 
Software  Inc.  in  Morrisville, 
N.C. 

Now,  evolutionary  design  is 


getting  hot.  Genetic  algorithms 
neural  nets  are  helping  to  create  II 
ter  designs  for  all  kinds  of  producl 
from  silicon  chips  to  robots  and 
bridges.  At  the  University  of  Wis 
consin  in  Madison,  researchers  re- 
cently "bred"  a  new  diesel  engine 
that  promises  to  slash  emissions  o: 
nitrous  oxides  and  soot  by  50%  or 
more.  It  also  consumes  15%  less  fi 

Sometimes  the  evolutionary  ap- 
proach yields  novel  and  surprising 
designs — like  the  satellite  truss,  oi 
support  boom,  developed  by  re 
searcher  Andy  J.  Keane  at  Britain 
University  of  Southampton.  Typicz 
such  trusses  have  straight  sides,  li 
the  tall  TV-antenna  towers  commoi 
in  rural  areas.  But  when  genetic  a 
gorithms  were  told  to  minimize  th< 
transmission  of  vibrations  along  th 
truss,  they  surprised  everyone.  Af 
evolving  progressively  better  solu 
tions  over  18  generations,  Keane 
ended  up,  two  weeks  later,  with  a 
truss  worthy  of  a  sculpture  garden  } 
Its  geometry  is  so  counter-intuitivt  \ 
that  he  built  a  scale  model  of  one 
side  to  double-check  the  computer. 
Sure  enough,  the  odd-looking  shapi 
reduces  vibrations  to  almost  zero. 

No  doubt  more  surprises  are  in 
store,  as  engineers  launch  evolutio 
ary-design  techniques  into  still  une 
plored  realms. 

By  Otis  P\ 
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Are  youiseeing  the  whole  picture? 
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niques.  Israel's  Tecnomatix  Technologies  Ltd.,  for  one,  has 
software  that  captures  a  detailed  computer  model  of  an  entire 
factory.  And  supply-chain  management  and  erp  suppliers  are 

starting  to  revamp 
their  "software  into 
smart  modules,  or  so- 
called  object-oriented 
components,  that  talk 
to  each  other.  "At  the  plant  level,  a  lot  of  devices  now  showing 
up  have  embedded  Web  servers,"  says  Kevin  E.  Prouty,  re- 
search director  of  AMR  Research.  They  can  relay  shop-floor  data 


Special  Report 


SMART    MANUFACTURING 


to  any  computer  with  a  Net  connection.  "Now,  you  havt' 
to  information  that  people  once  only  dreamed  of." 

Ultimately,  predict  the  seers,  every  piece  of  factory 
ment  will  have  intelligent  agents  hovering  within.  Mos 
operations  will  also  have  associated  software  agents 
sales  and  purchasing  to  customer  service  and  shipping, 
these  agents  will  jabber  among  themselves  to  evolv 
duction  and  delivery  schedules.  Almost  every  AI  Is 
manufacturing  research  center  is  working  toward  this 
agent  future,  amr's  Prouty  probably  speaks  for  many 
engineers  when  he  proclaims:  "Nirvana  is  coming." 


ItTiGIE! 


1 


AGENTS  OF  CHANGE  ON  THE  FACTORY  FLOOR 


In  theory,  a  modern  auto- 
mated factory  is  a  marvel 
of  efficiency.  As  robots 
churn  out  auto  parts,  for  in- 
stance, they  drill,  cut,  and 
weld  in  an  intricate  dance. 
But  in  the  real  world,  the 
dance  sputters  to  a  halt  all 
too  often.  A  key  worker 
doesn't  show  up,  or  a  ma- 
chine breaks  down.  "All  hell 
breaks  loose,"  says  research 
scientist  Katia  Sycara  at 
Carnegie  Mellon  University's 
Center  for  Integrated  Manu- 
facturing Decision  Systems. 
Suddenly,  running  the  facto- 
ry "goes  from  the  super- 
mathematical  to  the  ad  hoc." 

Soon,  however,  harried 
plant  managers  may  get 
some  help  from  so-called  in- 
telligent agents — software  emissaries 
to  cyberspace.  Equipped  with  just 
enough  smarts  and  knowledge  to  car- 
ry out  assigned  tasks,  such  virtual 
aides  have  already  been  harnessed 
for  such  simple  things  as  enabling 
Amazon.com  Inc.  to  suggest  new 
books  based  on  a  person's  purchases. 
ZIPPING  AROUND.  In  manufacturing, 
however,  agents  offer  remarkable 
benefits.  "If  you  structure  them  cor- 
rectly, they  can  do  lots  of  neat 
things,"  says  engineer  Howell 
Mitchell  of  Flavors  Technology  Inc. 
in  Manchester,  N.  H.  For  instance, 
Mitchell  thinks  agents  could  one  day 
spiff  up  production  lines.  The  basic- 
idea:  Equip  each  factory  robot  with  a 
software  agent.  Then,  if  the  robot 
conks  out,  the  agent  zips  around  the 
plant's  intranet  to  find  another  ma- 
chine that  can  take  over  the  task. 
When  it  does,  it  triggers  a  repro- 
gramming  of  the  assembly  line — and 
production  hums  along. 

The  agents  could  also  be  given 
bigger  tasks.  Venturing  out  into  the 
larger  world  of  cyberspace,  they 
could  automatically  seek  out  suppli- 
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Trouble-shooting 
"intelligent  agents" 

may  one  day  make 
assembly  lines  hum 


ers,  buying  parts  and  raw  materials 
precisely  when  needed.  They  would 
even  be  made  "smart"  enough  to  do 
such  things  as  pick  the  supplier  with 
the  fastest  delivery  time  in  an  emer- 
gency. Indeed,  programmers  foresee 
that  there  will  be  whole  menageries 
of  agents — production  line  agents, 
buyers  and  sellers,  "middle"  agents 
to  facilitate  transactions,  even  "repu- 
tation" agents  to  help  rank  suppliers 
by  quality.  "A  great  deal  of  business 
will  be  mediated  automatically  by 
billions  of  software  agents  doing  the 
same  kinds  of  transactions  humans 
do  now,"  says  Steve  White,  a  senior 
manager  at  IBM  Research. 

With  more  agile  assembly  lines, 
proponents  predict  improvements  in 


1 


i 


plant  efficiency  of  up  to  30' 
Parts  and  materials  costs 
should  drop  because  agents 
can  find  suppliers  all  over  t 
world,  not  just  the  handful 
the  procurement  manager's 
Rolodex.  And  with  agent-as 
sisted  factories  able  to  reco 
figure  production  lines  on  t 
fly,  "we  should  see  drastica 
reduced  cycle  times  and  mc 
mass  customization,"  says 
Christopher,  program  mana 
at  the  National  Institute  of" 
Standards  &  Technology. 
That's  why  everyone  from 
Boeing  and  General  Motors 
Intel  and  Deere  is  explorin 
the  use  of  agents  at  varioi 
levels  of  manufacturing. 
"UNCHARTED  WATERS."  Do 
expect  intelligent  agents  t< 
revolutionize  manufacturing  just  y< 
Flavors'  Mitchell  learned  that  age 
aren't  yet  capable  of  rearranging 
assembly  line  to  walk  around  a  br 
ken  robot,  for  instance — the  repro 
gramming  is  too  difficult.  Martin 
head  of  e-business  development  in 
Britain  for  Sweden's  Intentia  Inte: 
national,  points  out  that  agents  re; 
aren't  very  adaptive.  They  may  be 
clever  enough  to  pick  a  supplier  w 
the  best  price,  but  they  don't  yet 
have  the  brains  to  spot  those  that 
fer  innovative  solutions.  "There,  th^r, 
idea  breaks  down  a  bit,"  he  says 

What's  more,  an  industry  in  whic|n 
decisions  are  made  by  millions  of 
pieces  of  software  'Is  exciting,  but  i  J 
totally  uncharted  waters,"  says 
Michael  Jeng-Ping  Shaw,  a  business 


professor  of  the  University  of  Illinoi  i- 
When  White  and  others  at  IBM  had 
agents  compete  to  sell  goods,  they   h> 
created  a  never-ending  cycle  of  wide  it 
fluctuating  prices.  "That's  not  a  grea  c 
solution  for  consumers,"  says  White. 
For  now,  intelligent  agents  have  a  k 
of  potential — but  also  a  lot  to  prove. 
By  John  Carey  in  Washingtt 
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LURRY  SALES  PICTURE 

company  is  chasing  new  growth  markets,  but  investors  are  losing  patience 
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r.  Michael  Shapiro,  an  ophthalmic 
surgeon  in  Madison,  Wis.,  couldn't 
wait  to  get  his  hands  on  Bausch 
&  Lomb  Inc.'s  hot  new  laser.  The 
nv  got  U.S.  approval  in  February 

Technolas  217  laser,  a  device  well 
l  overseas.  It  uses  a  scalpel-like 
3eam  that  works  on  a  bigger  por- 
f  the  cornea,  leaving  it  smoother 
older  machines.  That  cuts  the 
•s  of  winding  up  with  blurry  night 
— a  common  post-surgery  com- 

The  excitement  has  even  reached 
it.s,  wlio  call  asking:  "Are  you  the 
ith  the  flying  spot  laser'.'" 
•h  enthusiasm  is  in  short  supply, 
.•or,  when  it  comes  to  Rochester 
hbased  Bausch  &  Lomb  these 
Chief  Executive  William  M.  Car- 

r  has  been  banking  (in  hot  new 
•ssos   like   lasers   to  juice   up  the 


CEO  Carpenter  was 
gaining  fans  until 

investors  saw 

an  earnings  report 

they  didn't  like 


company's  results.  But  while  Carpen- 
ter's recent  moves  to  rejuvenate  Bausch 
&  Bomb  were  gaining  support  on  Wall 
Street,  investors  got  a  nasty  reminder 
on  July  1!'  that  the  company  is  far  from 
transformed.  Although  Bausch  &  Lomb 
had  been  targeting  sales  growth  in  the 
upper  single  digits  for  2000,  second- 


quarter  revenue  growth  was 
flat.  The  numbers  made  it 
painfully  clear  that  while  Car- 
penter has  been  busy  chasing 
new  growth  markets  like  lasers, 
the  company's  biggest  business, 
contact  lenses  and  lens-care 
products,  remains  a  major  drag. 
The  bottom  line:  Sales  in 
2000  are  expected  to  be  up  just 
5%  this  year,  to  $1.84  billion, 
according  to  McDonald  Invest- 
ments Inc.  analyst  Hans  von 
der  Luft.  And  while  net  income 
from  continuing  operations  is 
expected  to  jump  28%,  to 
$169.8  million,  much  of  that 
hike  is  due  to  lower  interest 
expense  following  major  cuts 
in  the  company's  debt.  "People 
were  reminded  there's  a  long 
time  before  the  growth  kicks 
in,"  says  sg  Cowen  Securities 
Corp.  analyst  Peter  Bye. 
CREDIBILITY  GAP.  Already,  Car- 
penter is  seeing  support  erode 
among  analysts  and  investors. 
The  stock  dove  nearly  22%  on 
the  earnings  news,  to  61%.  Part 
of  the  reason  for  that  steep 
slide  was  that  many  investors 
feel  management  misled  them  about  the 
company's  weak  sales  growth  when  it 
gave  a  glowing  mid-quarter  briefing  to 
Wall  Street.  "The  company  lost  some 
credibility  with  the  quarterly  results." 
says  Lehman  Brothers  analyst  David 
Gruber,  who  downgraded  the  stock  on 
the  earnings  news.  Carpenter  insists 
the  extent  of  the  problems,  which  in- 
clude wTeak  sales  in  lens  solutions,  only 
became  apparent  late  in  the  quarter. 
Equally  disturbing  was  Carpenter's  plan 
to  buy  a  promising  ophthalmic  drug 
business,  a  deal  that  will  depress  earn- 
ings through  2001.  "I  don't  like  dilutive 
acquisitions  unless  there's  a  very  good 
reason,"  says  John  Doney,  co-manager  of 
the  Oppenheimer  Total  Return  Fund, 
which  owns  150,000  Bausch  &  Lomb 
shares. 

1'ntil  recently,  Carpenter  got  high 
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marks  for  bringing  order  to  a  company 
roiled  by  scandal.  He  took  over  in  1997, 
two  years  after  former  ceo  Daniel  E. 
Gill  retired  under  a  cloud.  Under  Gill, 
the  company  resorted  to  questionable 
accounting  to  meet  double-digit  growth 
targets.  Among  the  practices  revealed 
by  a  1995  business  week  cover  story 
was  the  shipping  of  unwanted  lenses  to 
distributors  at  the  end  of  1993  with  the 
promise  that  those  customers 
wouldn't  have  to  pay  until  the 
lenses  were  sold.  A  Securities  & 
Exchange  Commission  investiga- 
tion followed,  with  the  agency  de- 
termining that  the  company  had 
overstated  1993  net  income.  The 
sec  issued  a  1997  cease  and  desist 
order  to  bar  Bausch  &  Lomb  from 
any  future  earnings  misstatements. 
Under  the  terms  of  the  settle- 
ment, Bausch  &  Lomb  did  not  ad- 
mit or  deny  the  agency's  findings. 
ROOTS  REVIVAL?  Carpenter,  a  14- 
year  Johnson  &  Johnson  veteran 
who  earned  his  stripes  overseeing 
that  company's  response  to  the 
1982  Tylenol  poisonings,  set  out  to 
return  the  company  to  its  eye-care 
roots.  He  raised  $1  billion  last  year 
by  selling  off  slow-growing  and 
noncore  businesses  like  Ray-Ban 
sunglasses.  And  he  pushed  into 
faster-growing  businesses,  includ- 
ing the  1997  acquisition  of  Chiron 
Vision  Corp.  Chiron  had  developed 
a  new  generation  laser,  already 
the  market  leader  in  Europe,  and 
new  technology  for  delivering  eye 
medications. 

But  even  before  the  fallout  from 
the  accounting  debacle  of  the  mid- 
'90s,  Bausch  &  Lomb  was  falling 
behind  in  the  core  contact  lens 
business.  Contact  lenses  and  lens 


the  high-margin  lens-solution  business 
remained  weak.  The  company  says  the 
weakness  is  a  short-term  problem  stem- 
ming from  the  move  by  drugstore 
chains  and  mass  merchandisers  to  cut 
lens-solution  inventory  to  increase  shelf 
space  for  more  popular  items  like  vita- 
mins. But  analysts  are  wondering  if  the 
weakness  in  lens  solutions  is  a  sign  that 
the  rising  popularity  of  disposable  lens- 


Still  Out  of  Focus 

Bausch  &  Lomb  shares  plunged  22%  recently 

when  the  company  announced  disappointing 

second-quarter  results.  Here  are  the  company's 

biggest  challenges: 

LOWER  PROFITS  IN  CORE  OPERATION  High 
costs  for  launching  new  contact  lenses  have 


es  is  seriously  eroding  that  bu 
Carpenter  insists  he's  fixing  th 
lems.  In  addition  to  launching  fo 
lenses  in  two  years,  he  cut  $30 
annual  costs  from  the  lens  busine 
year,  in  part  by  streamlining  m 
turing.  One  setback:  Carpenter 
earlier  this  year  in  his  hostile 
Wesley  Jessen  VisionCare  Inc.,  m 
more  profitable  specialty  produc 
color  contacts. 
HIGH  HOPES.  The  recent  pus 
the  fast-growing  laser  mar 
one  of  the  few  bright  spots 
eye  surgery  has  seen  expor 
growth,  with  some  1.4  millio 
pie  expected  to  undergo  th 
cedure  this  year,  up  frorr 
344,000  in  1996.  In  addition 
technology  edge  with  its  new 
analysts  say  Bausch  &  Lorn 
benefit  by  being  able  to 
that  product  with  other  ite 
its  broad  eye-care  portfolio. 
That's  why  although  Bau 
Lomb  is  coming  late  to  the1 
ket,   analysts   have   high 
About  65%  of  vision-correcti 
erations  are  performed  o 
chines  from  Visx  Inc.,  of 
Clara,  Calif.  But  investors 
Bausch   &  Lomb  to  grab 
quickly — laser  surgery,  jus 
of  sales  today,  should  hit  2' 
three  years.  "Ophthalmologis 
more    receptive    to    Baus 
Lomb's  laser  than  Visx's,"  a| 
Michael  Yellen,  senior  po 
manager   of  aim   Funds, 
holds    700,000    Bausch    & 
shares. 

Perhaps  even  more  pro 
is  Carpenter's  push  into  ph 
ceuticals.  In  2003,  the  comp; 
expected  to  roll  out  revoluti 


care  products  account  for  nearly      eaten  into  profits.  implants  that  would  deliver 


60%  of  sales.  But  while  Bausch  & 
Lomb  had  been  the  market  leader 
in  contact  lenses  back  in  the  '80s, 
it  now  trails  Johnson  &  Johnson, 
which  beat  it  to  the  market  with 
disposable  lenses.  Recently,  new 
lens  launches  have  hurt  margins. 
And  in  the  second  quarter,  Bausch 
&  Lomb  saw  weaker-than-expect- 
ed  growth  in  Japan.  The  reason? 
Johnson  &  Johnson  came  out  with 
a  two-week  disposable  lens  that 
analysts  say  is  easier  to  put  in 
and  performs  better  than  Bausch 
&  Lomb's  product.  "There's  no 
doubt  they'll  lose  market  share" 
to  j&j,  predicts  SG  Cowen's  Bye. 

The  popularity  of  disposable 
lenses  may  also  pose  a  long-term 
problem.  In  the  recent  quarter, 
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WEAKNESS  IN  KEY  OVERSEAS  MARKET 

Bausch  &  Lomb  is  under  attack  from  Johnson  & 
Johnson  in  Japan,  the  second-largest  contact 
lens  market  behind  the  U.S. 

WEAK  OUTLOOK  FOR  SOLUTION  BUSINESS 

High-margin  lens-solution  products  are  being 
squeezed  off  drugstore  shelves  in  favor  of 
better-selling  items  such  as  vitamins.  Also, 
sales  could  be  hurt  as  disposable  lenses 
increase  in  popularity. 

DAMAGED  CREDIBILITY  ON  WALL  STREET 

Analysts  say  they  were  blindsided  following 
the  recent  second-quarter  results,  charging 
that  Carpenter  misled  them  in  a  mid-quarter 
briefing. 

DATA:  BW,  COMPANY  REPORTS 


to  control  diseases  like  age-rq 
macular  degeneration.  Sue! 
ditions  affect  about  6  millior 
pie  worldwide  and  can  cause 
ness.  The  company's  announce 
on  July  21  that  it  would  pay 
million  for  French  ophthalmic 
company    Groupe    Chauvin 
aimed  in  part  at  expanding  it 
ropean  distribution  network  i  1 
ticipation  of  the  new  eye-dru  tt 
livery  system. 

While  the  deal  may  have 
over  the  long  term,  it's  comi 
a  steep  price.  The  acquisiti 
expected  to  shave  12(2  to  14 
earnings  per  share  this  yeai 
another  10(2  next  year.  No 
der  investors  are  seeing  red. 
By  Rochelle  Sharpe  in  Bt 
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Ilirgen  E.  Schrempp  is  exasperated.  The  athletic 
CEO  of  DaimlerChrysler  is  a  risk-taker  who  always 
trusts  his  instincts — in  the  African  hush  or  in  the 
boardroom.  To  him,  the  need  for  bold  moves  is  so 
evident  that  it's  annoying  when  investors  question 
his  strategy.  So  when  asked  by  reporters  why  he 
didn't  stick  to  the  high-margin  luxury  segment 
|r  knows  best — powerful  Mercedes-Benz  cars — he 
out  of  his  chair  to  explain.  On  a  blackboard,  he  draws 
ectangle  that  represents  the  luxury-car  market  and 
•gins:  "Let's  say  you  only  made  Mercedes  S-  or  E-Class 
ith  very  high  margins.  And  there  you  would  live 
illy  forever  because  no  one  would  attack  you?  What 
se!  Everyone's  moving  into  that  segment.  Everyone." 
le  explains,  is  why  he  bought  Chrysler:  to  outflank  his 
lefore  they  outflanked  him. 

H9  days,  however,  Schrempp  must  spend  much  of  his 
jfending  himself  and  his  aggressive  expansion  strategy. 
Daimler-Benz  merged  with  Chrysler  in  November, 
he  stock  has  plunged  from  a  high  of  103  to  53  and 
on  July  26.  That's  a  wipeout  of  more  than  $49  billion 
ket  value.  While  the  luxury  Mercedes-Benz  Div.  is 
ng  along — on  July  26  it  announced  a  profit  jump  of  22% 
second  quarter — Chrysler  is  experiencing  one  set- 
ter another.  Chrysler's  12%  quarterly  earnings  drop  is 
ing  operating  profit  for  the  whole  company,  which 
have  close  to  $160  billion  in  sales  this  year.  Worse,  the 
ly  issued  a  profit  warning  for  the  third  quarter. 
DISCOUNTS.  That's  not  what  investors  had  in  mind 
hey  endorsed  the  merger.  They  wanted 
payoffs  from  synergy,  runaway  hit  mod- 
i  a  supremely  capable  management  from 
rman-American  fusion.  Instead,  they've 
Chrysler  that's  discounting  like  crazy  just 
e  the  metal.  Meanwhile,  Schrempp's  new 
se  partner,  Mitsubishi  Motors  Corp.,  is 
money  hand  over  fist,  while  Hyundai  Mo- 
South  Korea,  Schrempp's  newest  auto  al- 
is  wracked  by  family  feuds, 
just  two  years  ago,  Schrempp  was  flying 
dmost  single-handedly,  he  engineered  the 
t  industrial  merger  ever  when  his  Daim- 
nz  swallowed   No. 3   U.S.   auto  maker 
er  Corp.  The  watershed  deal  set  off  a 
f  consolidation  in  the  automotive  industry 
maled  that  German  companies  were  pre- 
to  play  aggressively  on  the  world  stage.  Inside  Ger- 
it  marked  the  beginnings  of  a  shift  from  traditional  bu- 
atic  capitalism  to  market-based  competition, 
'empp  epitomized  the  changes.  He  had  transformed 
ir-Benz  from  a  money-losing  mess  when  he  took  the 
i  in  1995  to  a  company  with  $5.7  billion  in  profits  in 
rle  liked  to  test  his  top  deputies'  allegiance  to  share- 
value  by  quizzing  them  without  warning  on  the  corn- 
share  price.  In  an  early  spot  check,  eight  of  the 
;ers  he  phoned  couldn't  even  offer  an  answer,  and 
>t  it  wrong. 

■ly,  the  same  guys  would  get  it  right.  But  nobody — not 

npp,  his  managers,  or  his  shareholders — is  happy  with 

ISWer.  .Schrempp  complains  that  investors  just  don't 

"The  merger  is  judged  on  the  basis  of  the  stock  price, 

1  appreciate  is  not  where  it  should  be.  But  that's  not 

int.  The  point  is,  we  are  a  solid  company." 

a  message  that's  not  getting  through.  Since  the  $36 

Chrysler  merger,  Schrempp  has  articulated  a  grand 

for  the  group  to  compete  in  every  segment  of  every 

market.   And  he's  well  on  his  way  to  putting  the 

in  place. 

ing  downmarket   into  small  and  midsize  cars  is  at  the 
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heart  of  Schrempp's  strategy.  He  is  committed  to  the  tiny 

Smart  car.  This  year,  lie  established  a  foothold  in  Asia  bj 
quiring  stakes  in  .Japan's  Mitsubishi  Motors  and  Kor< 

Hyundai  Motor  for  $2.1  billion.  Next  he  wants  to  expand 
into  auto  insurance  and  other  services.  "We  have  the  whole 
spectrum  of  products,  and  we're  the  mosl  technologically  in- 
tensive car  company  in  the  world,"  Schrempp  says. 

Schrempp  flogs  this  vision  to  investors  tirelessly.  One 
former  insider  recounts  how  Schrempp  rehearsed  for  two 
days  for  the 
first  Daimler- 
Chrysler  an- 
nual meeting. 
"Nothing  he 
does  is  by  accident,"  says  this  former  executive. 

But  with  each  deal,  Schrempp  has  further  alienated  in- 
vestors. "The  falling  share  price  tells  you  what  the  market 
thinks  of:  first,  Chrysler;  second,  Mitsubishi;  and  third, 
Hyundai,"  says  car  analyst  Christopher  Will  at  Lehman 
Brothers.  Adds  Klaus  Martini,  director  of  European  equi- 
ties at  dws  Investment,  one  of  the  largest  German  institu- 
tional investors  in  DaimlerChrysler:  "It's  a  well-run  company. 
But  we  don't  understand  their  strategy  to  go  from  high- 
margin  businesses  to  the  small-car  segment." 

The  big  question:  Can  Schrempp  the  dealmaker  earn  his 
stripes  as  Schrempp  the  manager?  The  55-year-old  native  of 
Freiburg  rose  through  the  Daimler  ranks  buying,  closing, 
or  selling  businesses  based  on  his  gut  instincts.  But  it's  one 
thing  to  put  four  carmakers  together,  and  another  to  run 

SCHREMPPS  SCOREBOARD 

DAIMLER-BENZ  STOCK  AT  FIRST  SOARED  UNDER  HIS  WATCH-BUT  TANKED 
FOLLOWING  THE  MERGER  WITH  CHRYSLER 
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them.  BMW  gave  up  this  year  on  its  six-year-old  British  ac- 
quisition, Rover,  and  dumped  it.  It  took  Ford  Motor  Co.  a 
decade  to  get  Jaguar  in  shape. 

Schrempp's  idea  is  to  win  by  leveraging  DaimlerChrysler's 
excellent  but  costly  technology  across  a  much  larger  range  of 
products.  "Everything  that  you  see  in  technology  in  cars 
has  been  invented  here — everything,"  he  says.  Daimler-Benz' 
recent  innovations  include  night-vision  and  anticollision  radar 
systems  but  it's  fuel-cell  engines  that  Schrempp  sees  as  the 
next  big  thing.  Fuel-cell  cars  are  powered  by  electric  engines 
that  can  run  on  clean  fuels  such  as  hydrogen.  The  shift  to  hy- 
drogen will  take  decades,  but  Schrempp  and  his  team  figure 
the  mammoth  costs  involved  will  completely  vindicate  the  log- 
ic of  the  DaimlerChrysler  merger. 

ROCKY.  But  has  it  really  been  a  merger  in  the  full  sense?  The 
promise  of  the  deal  was  to  save  nearly  $3  billion  a  year 
from  achieving  huge  efficiencies  in  purchasing  and  technology 
sharing — everything  a  global  company  can  do.  But  right  now, 
a  real,  synergy-producing  merger  between  the  two  giant 
companies  seems  to  have  stalled. 

The  Daimler-Chrysler  marriage  has  been  rocky  from  the 
start.  Cultural  differences  between  the  Germans  and  Ameri- 
cans proved  difficult  to  overcome.  Little  wonder,  then,  that  in 
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September,  1999,  Schrempp  decided  it  was  best  to  let 
Chrysler  and  Mercedes  operate  as  separate  business  units. 
That  may  have  smoothed  ruffled  feathers,  but  it  suddenly  di- 
luted the  benefits  of  the  merger.  Says  the  ex-president  of  the 
U.  S.  operation,  Thomas  T.  Stallkamp,  himself  a  casualty  of  the 
culture  wars:  "Obviously,  when  you  run  a  company  as  [sepa- 
rate] business  units,  you  do  redundant  things,  and  you  can't 
run  as  efficiently  as  when  you  put  things  together." 

That's  why  the 
company  is  focusing 
on  cost  cuts.  Having 
rejected  the  classic 
merger  model,  where  operations  are  combined  to  achieve 
efficiencies,  DaimlerChrysler  plans  to  cut  costs  by  about 
$6  billion  over  the  next  three  years.  That  includes  $2  billion 
that  Chrysler  President  James  Holden  wants  his  troops  to 
squeeze  out  of  Chrysler's  operations. 

Insiders  say  big  synergies  will  come  with  time.  "You  don't 
just  instantly  have  everything  combined,"  says  Holden. 
"There's  a  lot  going  on  behind  the  scenes."  Through  a  joint 
Automotive  Council,  engineers  are  already  collaborating. 
They  meet  quarterly  to  compare  product  designs  and  look  for 
components  that  could  be  shared.  "That  is  where  the  money 
lies,  and  [it's]  how  you  should  run  a  company,"  says  Schrempp. 

Schrempp  also  already  has  a  model  for  global  integration: 
the  Mercedes  truck  division,  which  has  increased  its  margins 
despite  harsh  market  conditions.  Mercedes'  Freightliner  unit 
has  skillfully  absorbed  Ford's  heavy-truck  business,  with 
Stuttgart  coordinating  the  sharing  of  engines,  transmissions, 
and  axles.  "The  important  thing  is  to  integrate  activities 
around  the  world,"  says  truck  boss  Dieter  Zetsche. 

Schrempp's  executives  have  made  a  start  at  duplicating 
Zetsche's  efforts.  Chrysler  and  Mercedes  have  started  com- 
bining their  research  and  development  operations  for  key 
technologies  such  as  fuel  cells.  Last  year,  Mercedes  began 
building  its  M-Class  sport-utility  vehicle  in  Chrysler's  plant  in 
Graz,  Austria.  Still,  achieving  synergies  will  take  time.  "Many 
things  you  can  only  implement  in  one  generation  of  products, 
which  takes  four  to  five  years,"  says  Schrempp. 
TOO  PRICEY?Yet  investors  gripe  that  Schrempp  is  not  forth- 
coming enough  about  the  merger's  synergies.  After  an- 
nouncing that  DaimlerChrysler  had  saved  $1.4  billion  in  1999, 
the  first  full  year  of  the  merger,  through  joint  purchasing  of 
steel  and  other  commodities,  Schrempp  says  he  will  no  longer 
disclose  any  information  on  synergies  because  it  is  now  one 
company.  "DaimlerChrysler's  unwilling- 
ness to  break  out  synergies  creates  the 
impression  that  they're  not  coming 
through  at  the  anticipated  rate,"  says 
Christian  Breitsprecher,  an  auto  analyst  at 
Deutsche  Bank. 

The  friction  of  the  merger  has  certain- 
ly sent  many  Chrysler  middle  managers 
fleeing.  Most  senior  executives  retired 
shortly  after  the  merger  anyway,  but 
what  really  hurt  was  the  defection  of  sev- 


eral highly  regarded  engineers  and  manufacturing 
tives.  The  latest  executive  preparing  to  leave:  Tre 
Thomas  Capo.  Yet  Holden  says  the  atmosphere  has  im] 
lately.  "The  fear  of  the  Germans  is  gone."  Schrempp  h 
at  Holden's  request,  is  regularly  holding  "town  hall"  m< 
with  Chrysler  employees. 

One  question  still  hanging  over  the  merger  is  w 
Schrempp  overpaid.  "They  bought  [Chrysler]  at  the  t 
its  earnings  and  model  cycle.  Now,  they  have  to 
through  the  hard  times,"  says  Breitsprecher.  Chrysl 
ecutives  accept  the  blame  for  holding  back  earning 
they  say  it's  temporary.  The  Chrysler  unit's  sales  fell 
June,  compared  with  the  year  before.  Many  of  Chr 
most  popular  models,  such  as  the  Dodge  Caravan  mit 
are  losing  ground  to  competitors. 

A  series  of  hits  would  do  plenty  to  wipe  away  the  a 
about  the  merger.  The  red-hot  PT  Cruiser  is  a  good  star 
this  fall,  Chrysler  will  release  a  stream  of  new  cai 

i 

Daimler-Chrysler's  I 
World  I 

Jtirgen  Schrempp's  globe-girdling 
strategy  has  U.S.,  European,  and 
Asian  components.  There's  also  an 
old  Daimler  and  a  new  Daimler.  The 
old  Daimler-luxury  Mercedes  sedans 
and  big  Mercedes  trucks-continues 
to  do  well.  The  new  Daimler-the 
Chrysler  investment  and  alliances 
with  Mitsubishi  and  Hyundai-is 
struggling  or  unproven. 
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It's  Chrysler's  game:  Minivans,  sport- 
utes,  hot  cars  such  as  the  PT  Cruiser. 
Unfortunately,  a  dearth  of  new  models 
is  creating  an  earnings  scare.  Only 
a  raft  of  new  vehicles  can 
reverse  the  trend. 


CHRYSLER'S 
TOWN  &  COUN- 
TRY LIMITED 
2000  MINIVAN 
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,  including  a  new  generation  of  minivana  and  a  new 

Of  midsize  sedans  and  coupes.  "The  pipeline  is  still  so 

;it  their  lineup  will  remain  one  of  the  freshest  on  the 

,"  says  John  ( 'asesa,  an  analyst  at  Morrill  Lynch  &  Co. 

fog  Chrysler's  performance  on  a  par  with  the  Mercedes 

ii  would  boost   profits  tremendously.  Mercedes  sedans 

ring  a  strong  year,  especially  in  the  U.S.  Worldwide 

up  K)'  i  in  the  first  half  of  2000.  The  redesigned  C- 

sedan  is  proving  a  hit,  with  its  moderate  price  of 

Chrji  13  and  cutting-edge  technology  such  as  integrated  nav- 

arniif  L  phone,  and  voice-activated  audio  system.  The  product 

has  widened  from  four  core  models  in  1995,  when 

t'Cki  npp  took  over,  to  eight,  including  more  sports  cars 

PVs.  A  C-Class  hatchback  is  in  the  works.  Unlike 

ler,  Mercedes  has  no  problem  with  aging  models. 

c    UN.  But  Schrempp  worries  that  rivals  will  attack  Daimler- 

ers  luxury  niche.  While  Schrempp  has  been  busy  trying 

ch  Ford's  and  Volkswagen's  global  reach,  the  two  giants 

plan  to  put  out  a 

HEADQUARTERS  ranEe     of    luxurr 

IN  STUTTGART  sedans.  Ford  alone 

has  a  stable  that 
includes  Lincoln, 
Jaguar,  Aston  Mar- 
tin, Volvo,  and 
Land  Rover.  "We 
take  the  competi- 
tion seriously,"  says 
Jurgen  Hunger,  a 
Mercedes  dealer 
outside  Stuttgart. 

And  Mercedes 
has  struggled  in 
executing  some  car 
launches.  Small-car 
manufacturers  in 
Europe  tensed  up 
when  Mercedes- 
Benz  started  work- 
ing on  minicars  in 
the  early  1990s. 
But  their  anxiety 
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This  is  the  core  German  company.  Its  top-selling  C-Class 
sedan  is  powering  Mercedes  sales  ahead,  while  the 
A-Class  Mercedes  and  Smart  car  are  bold 
forays  outside  of  the  classic 
Mercedes  franchise. 


disappeared  when  fust  the  A-Clasa  compact  and  then  the 

Smart    two  scaler  rolled  over  during  a  BtrenUOUS  road  h 
The  $15,000  A  Class  car  is  starting  to  sell,  but  the  cost  of  fix- 
ing the  rollover  problem  has  sent    production  CO  I       oaring. 
DaimlerChrysler  is  losing  money  OH  the  Smart. 

Despite  these  problems,  the  company  persists  with  its 
small-car  plans.  The  reason:  With  the  U.S.  and  European 
markets  close  to  saturation,  the  next  big  sales  surge  will 
take  place  in  emerging  markets,  where  drivers  still  want  to 
buy  small,  affordable  cars.  The  deals  with  Mitsubishi  and 
Hyundai  are  Schrempp's  way  of  getting  in  on  the  action. 
He  agreed  in  March  to  buy  34%  of  Mitsubishi  for  $1.97 
billion.  The  Japanese  company  is  deeply  in  debt,  but  it 
makes  excellent  small  engines  and  transmissions.  The  part- 
ners will  produce  a  platform  that  will  serve  as  the  skeleton 
for  a  small  Mitsubishi  car  and  for  the  next  generation  of 
Smart  cars. 

Korea  plays  a  role,  too.  "Hyundai  is  interested  in  buying 
the  [Mitsubishi-DaimlerChrysler]  platform,  and  it  would  in- 
crease the  economies  of  scale  if  they  also  bought  compo- 
nents," says  Jurgen  Hubbert,  a  management  board  member  in 
charge  of  Mercedes  and  Smart  cars.  DaimlerChrysler  agreed 
in  June  to  buy  a  10%  stake  in  Hyundai  for  $428  million. 
Chrysler  may  market  Hyundai's  fuel-efficient  Atoz  as  a  Dodge 
in  the  Mexican  market.  Small-car  production  will  be  shifted 
away  from  Mercedes  so  as  not  to  tarnish  the  brand. 

DaimlerChrysler  has  little  flags  in  all  the  right  places — the 
U.  S.,  Europe,  and  Asia.  But  managing  its  Asian  partner- 
ships will  be  tricky.  Mitsubishi  President  Katsuhiko  Kawasoe 
insists  on  running  his  operations  independently,  while  Daim- 
lerChrysler has  three  board  members  and  only  two  senior 
management  posts.  Schrempp  does  not,  he  says,  want  to 
trigger  the  same  "fears  and  anxieties"  at  Mitsubishi  that 
were  aroused  at  Chrysler. 

Handling  Chrysler,  cajoling  Asian  partners,  developing 
a  new  engine  technology,  building  a  world-beating  small  car: 
These  tasks  would  tax  the  best  manager  in  the  world. 
Schrempp  manages  this  raft  of  tasks  in  this  way:  communi- 
cation, confrontation,  and  competition.  He  values  personal 
contact  with  senior  managers,  logging  600  hours  of  flight 
time  last  year.  A  former  Daimler  executive  says  Schrempp 
likes  to  play  people  off  each  other:  "For  almost  everything, 
there's  a  red  team  and  a  green  team — with  the  guys  com- 
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The  newest  and  least  tested  part  of  the  empire. 
Investments  in  Hyundai  and  Mitsubishi  are 
supposed  to  provide  small-car  knowhow  and 
access  to  Asian  dealerships.  Yet  Mitsubishi  Motors 
is  bleeding  red  ink,  and  Hyundai  is  in  turmoil. 


THE  MERCEDES 
C-CLASS  SPINS 
FAT  PROFITS 
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A  MITSUBISHI 
TOKYO  PLANT 
MAKES  DIESEL 
TRUCK  ENGINES 


peting  against  each  other.  That  can  drive  you  crazy." 
To  date,  no  one  has  used  the  stock's  tumble  and  Chrysler's 
woes  to  challenge  Schrempp.  He  still  seems  to  have  the  sup- 
port of  the  supervisory  board.  "There's  probably  no  other 
company  in  the  car  industry  that  performs  as  well  and  is  rat- 
ed so  badly  in  the  stock  market  as  DaimlerCmysler,"  says  one 
supervisory  board  member.  The  question  persists,  though: 
How  many  operations  can  he  actually  merge? 
TOO  CAUTIOUS.  Schrempp  has  drawn  a  clear  boundary  around 
Mercedes.  So  far,  there  are  no  plans  for  platform-sharing  be- 
tween Mercedes  and  Chrysler  vehicles.  After  all,  no  one  would 
buy  a  $35,000  Mercedes  E-Class  if  he  could  get  practically  the 
same  car  under  the  Chrysler  brand  for  thousands  less. 

Yet  if  taken  to  extremes,  the  fear  of  infecting  Mercedes 
limits  the  potential  of  the  merger.  D.  Garel  Rhys,  professor  of 
motor  industry  economics  at  the  University  of  Wales  in 


Cardiff,  says  that  if  DaimlerChrysler  doesn't  share  plat 
and  manufacturing,  the  company  will  have  ignored  the  b: 
reason  for  a  merger.  "They're  erring  too  much  on  the  s 
caution,"  he  says.  If  they  continue  to  operate  as  separate 
panies,  says  Rhys,  they  won't  achieve  the  same  kind  of 
al  reach  as  Ford,  which  shares  some  pails  among  its  u; 
brands  with  the  lower-cost  Ford  brand. 

For  his  part,  though,  Schrempp  has  no  doubts:  "Our  mt 
will  change  the  market's  perception  into  the  right  one . 
lerChrysler  is  a  unique  company,  uniquely  positic 
Supremely  confident,  as  always.  But  if  Jiirgen  Schrempj. 
he  will  be  remembered  as  the  man  who  mangled  the  w 
most  prestigious  carmaker  and  a  cherished  American  bi 

By  Christine  Tiemey,  Matt  Karnitschnig,  and 
Midler,  with  Rafael  Mrowczynski  in  Stuttgart,  Ken  Belt 
Tokyo,  Moon  Ihlwan  in  Seoul,  and  bureau  reports 


'THE  POINT  IS,  WE  ARE  A  SOLID  COMPANY' 


Investors  on  both  sides  of  the  At- 
lantic are  wondering:  Does  Jiir- 
gen E.  Schrempp  know  how  to 
manage  DaimlerChrysler  effective- 
ly? Yet  Schrempp  is  supremely  con- 
fident that  this  merger  will  prove  a 
winner.  He  spoke  to  BUSINESS  WEEK 
correspondents  Christine  Tiemey, 
Matt  Karnitschnig,  and  Joann 
M u Her  in  his  headquarters  office  in 
Stuttgart  on  July  19. 

Q:  Wliy  is  DaimlerChrysler's  share 
price  so  low,  and  when  will  it  im- 
prove? 

A:  When?  Well,  I  don't  know. ...  I'm 
very  impatient.  We  have  a  multiple 
like  Ford  or  GM,  8  or  9.  This  doesn't 
reflect  our  potential.  Look  at  our  prof- 
it contribution  coming  from  two  sides 
of  the  Atlantic The  other  compa- 
nies don't  have  that.  [But] . . .  I'm  not 
worried  at  all. 

Q:  But  w)vat  can  you  offer  investors  to 
reassure  them? 

A:  We  have  a  structure  where  we  are 
now  able  to  cover  the  world,  and  we 
have  the  whole  spectrum  of  products, 
and  we  are  the  most  technologically 
intensive  car  company 
in  the  world.  I  have 
no  doubt  that 
eventually  the 
markets  will  re- 
alize . . .  Daimler- 
Chrysler is  a 


unique  company  uniquely  positioned. 

Q:  Hon-  do  you  convince  the  analysts 
who  complain  that  you're  not  doing 
enough  to  cut  costs? 
A:  I'm  amazed  that  analysts  only  talk 
about  cost  and  efficiency.  I'm  talking 
about  product  innovation.  Look  at  the 
new  C-Class  car.  It's  the  best  car  in 
the  world,  and  its  innovations  give  us 

the  margins That's  the  problem  I 

always  have  with  people  who  think 
efficiency  and  cost  is  everything.  [You 
can]  build  a  heap  of  crap  at  low  cost 
and  sell  it,  too,  but  you  won't  make 
money. 

Q:  What's  the  logic  of  moving  into 
small  cars  and  not  concentrating  on 
luxury  cars? 

A:  This  turf  must  be  defended,  and 
we  have  to  accept  that  competition  is 
becoming  fiercer  [in  the  luxury  seg- 
ment], so  we  have  to  cover  the  whole 
field.  So  when  an  analyst  says,  "Why 
didn't  they  just  stay  in  a  high-margin 
business?"  I  say,  "Where  in  this  world 
can  you  peacefully  stay  in  a  high-mar- 
gin business  if  you  are  not  going  to 
defend  yourself?" 

Q:  Wfiat  does  your  stake  in  Mit- 
subishi Corp.  give  DaimlerChrysler? 
A:  It  gives  us  a 
tremendous 
opening  to  Asia. 
It  gives  us  ac- 
cess to  what  we 
need — small-car 

FORTITUDE 

h  Schrempp  says 
he  expects  the 
stock  to  come 
back 


competence.  Just  imagine:  We  are 
opening  up  the  sales  network  of 
Chrysler  to  sell  Mitsubishi  product; 
and  you  could  overnight  have  a 
tremendous  positive  impact. 

Q:  It's  been  two  years  since  the  met 
er  with  Chrysler.  What's  your  asse, 
ment? 

A:  We  are  now  one  company.  It's 
working  well.  It  will  be  proven  tha 
not  only  the  preparation  for  that 
merger  but  also  the  implementatior 
of  that  merger. . .  will  be  the  best 
ever.  At  present,  the  merger  is 
judged  on  the  basis  of  the  stock, 
which  I  appreciate  is  not  where  it 
should  be.  But  that's  not  the  point 
The  point  is,  we  are  a  solid  compari 

Q:  Yes,  but  how  do  you  respond  to 
criticism  that  you're  too  futrd  on 
Chrysler? 

A:  I'm  running  one  company.  I'm  m 
ning  a  company  in  South  Africa,  Ai 
tralia,  in  Germany,  the  U.  S.,  Brazil 
Nobody  asks  me  what  [cost-cutting 
means  for  Brazil. 

Q:  What  will  Daimler  look  like  in 
years? 

A:  Within  the  next  5  to  10  years,  w 
will  have  implemented  what  I've  to 
you.  Secondly,  we  will  be  increasing 
our  service  content  in  terms  of  per- 
centage of  revenue,  which  is  very 
profitable.  And  thirdly,  we  will  pro1! 
to  the  world . . .  that  there  is  not  a  s 
aration  between  the  Old  and  New 
Economy.  It's  just  that  the  Old  Ecc 
omy,  as  people  stamp  us,  has  taker 
little  while  to  understand  that  it 
needs  those  New  Economy  tools,  t< 
We  will  be  applying  them  rapidly, 
five  years,  this  company  will  be  cor] 
sidered  a  New  Economy  company. 
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C.  Joseph  Iacobucci  is 
no  techie,  but  he 
counts  himself  as  one 
of  the  New  Econo- 
my's winners.  The  50- 
year-old     Lakewood 


I 


THE  ELECTORATE 

(Ohio)  financial  consultant  confides  that 
nowadays  his  clients  "have  so  much 
money  to  invest  [that]  it  has  become  a 
problem  to  choose  the  right  strategy 
for  them."  Not  that  much  of  a  problem, 
though.  Iacobucci,  a  former  hospital  ad- 
ministrator, says  the  booming  market 
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has  sent  his  earnings  soaring  "beyond 
any  reasonable  expectations." 

The  Presidential  campaign?  Like 
many  New  Economy  voters,  Iacobucci  is 
undecided.  A  classic  swing  voter  who 
describes  himself  as  "a  fiscal  conserva- 
tive [who's]  tolerant  on  social  issues" 
such  as  abortion  and  gun  control,  he 
has  cast  ballots  for  Ronald  Reagan  and 
Bill  Clinton.  He  used  to  vote  on  pocket- 
book  concerns  but  now  feels  "the  most 
important  issue  is  education."  As  for 
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social  spending,  Iacobucci  thinks  it 
should  be  a  higher  priority.  "There's  so 
much  tax  money  because  of  the  great 
economy,  we  should  use  part  of  it  to 
help  people  who  are  less  well  off." 

So  who  will  it  be,  Joe — Republican 
George  W.  Bush  or  Democrat  Al  Gore? 
Iacobucci  says  he'll  watch  intently  dur- 
ing the  conventions  and  debates,  then 
will  "vote  for  whoever  I  think  is  the 
smartest.  I  don't  care  whether  I  agree 
with  them  on  everything." 

With  New  Economy  issues  percolat- 
ing throughout  American  society, 
politicians  of  all  stripes  are  strug- 
gling to  tune  in  to  this  kind  of  hy- 
per-pragmatism. Increasingly,  the 
major  parties  are  reshaping  their 
doctrine  to  appeal  to  Digital  Age  work- 
ers, many  of  them  economically  conser- 
vative, socially  tolerant  swing  voters 
who  live  in  suburbia.  According  to  the 
Pew  Research  Center  for  the  People  & 
the  Press,  affluent  "new  prosperity" 
workers  now  account  for  one-third  of 
all  registered  voters — a  rapidly  growing 
slice  of  the  electorate. 

What's  more,  the  confluence  of  two 
trends — the  Information  Age  produc- 
tivity revolution  and  the  record  nine- 


THE  NEW  ECONOMY 


Both  Bush  and  Gore  are  hustling  to  appeal 
to  a  new  class  of  upwardly  mobile  voters 
whose  views  are  colored  by  the  sizzling 
economy.  Which  one  has  the  right  stuff 
to  keep  the  boom  going? 

, ■  j 
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,  GRAPHICS  Cofnprises  one- 
prs,  most  likely  under  age  50, 
:ated,  upwardly  mobile, 
|igly  white. 

Trades  stocks,  exercises,  goes 
lently,  follows  public  affairs, 
her  work.  Not  likely  to  smoke. 

I/ALUES  Less  partisan,  pro- 
p-environment, and  pro-choice. 

Education  and  the  econo- 
1  &  2,  but  also  favors 
Icontrols,  campaign-finance 
Igher  minimum  wage,  and  less 
r.ration  laws. 

hryone  has  it  within  his  or  her 
|:o  succeed. 

1996  Majority  favored 
Dole. 

2000  Majority  favors  Bush 
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year  stretch  of  prosperity  it  has 
spawned — have  transformed  Campaign 
2000.  Far  from  being  a  typical  horse 
race,  the  contest  looms  as  arguably  the 
first  New  Economy  election.  Tax  cuts 
and  culture  wars  have  receded  as  is- 
sues. Education,  health  care,  and  con- 
cerns about  keeping  the  high-tech  boom 
chugging  along  have  zoomed  to  the  top 
(business  WEEK/Harris  Poll,  page  101). 

Unfolding  amid  a  burst  of  wealth  cre- 
ation not  seen  since  the  Gilded  Age,  the 
election  has  become  less  a  clash  of  vivid 
party  ideologies  than  a  referendum  on  a 
government  spending  binge  that  may 
dwarf  the  New  Deal  and  the  Great  So- 
ciety. If  surpluses  keep  piling  up,  "the 
spending  we  will  get  over  the  next 
decade  will  eclipse  anything  seen  be- 
fore," predicts  Stephen  Moore,  president 
of  the  Club  for  Growth,  a  group  that 
funds  conservative  candidates.  "Both 
sides  will  get  the  tax  cuts  and  spending 
they  want — and  that's  not  so  bad." 

As  long  as  the  two  parties  meet 
somewhere  in  the  middle  on  spending, 
Moore  may  be  right.  But  there's  still  a 
gulf  between  Bushonomics  and  Gore's 
Clinton-Plus  program.  Bush  deserves 
credil  I'm-  addressing  the  need  to  over- 


haul Social  Security  by  boosting  invest- 
ment returns.  But  by  promising  to  slash 
$1.7  trillion  in  taxes,  he  could  dissipate 
much  of  the  projected  10-year  surplus — 
leaving  no  margin  for  fiscal  error. 

The  Vice-President,  for  his  part,  seems 
to  be  generally  plodding  in  the  right  di- 
rection. His  primary  focus  on  paying  off 
the  national  debt  is  in  sync  with  Federal 
Reserve  Chairman  Alan  Greenspan's 
view  that  debt-reduction  equals  lower 
interest  rates.  And  Gore's  strong  backing 
for  education  and  health  care  reflects  the 
priorities  of  New  Economy  voters.  Trou- 
ble is,  Gore  is  also  doing  back-flips  to 
appease  his  base,  mostly  in  the  form  of 
new  social  programs  whose  costs  could 
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IN  THE  NEW  ECONOMY,  EDUCATION  HAS  BECOME  AN  ECONOMIC  ISSUE,  AND  BUSH  AND  GORE  TAKE  DIFFERENT  PATHS  TO  REFOfl 
WANTS  TO  GIVE  LOCAL  DISTRICTS  MORE  FLEXIBILITY  BUT  WOULD  IMPOSE  FEDERAL  STANDARDS  AND  EXPERIMENT  WITH  V0UC1- 
PREFERS  TO  EARMARK  $1 1 5  BILLION  FOR  A  MASSIVE  PROGRAM  DEVOTED  EXCLUSIVELY  TO  SHORING  UP  PUBLIC  SCHOOLS 


spin  out  of  control.  The  upshot:  Neither 
candidate  has  the  precise  platform  New 
Economy  workers  want. 

Making  matters  more  confusing,  both 
campaigns  are  sounding  eerily  similar, 
with  Bush's  market-oriented  "prosperity 
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with  a  purpose"  agenda  up  against 
Gore's  activist  "prosperity  and  progress" 
crusade.  That's  no  coincidence:  Both  par- 
ties hope  to  shape  a  message  that  rec- 
ognizes the  new  social  mobility — with 
an  echo  of  the  Progressive  policies 
championed  by  Theodore  Roosevelt. 
SEA  CHANGE.  Although  the  analogy  can 
be  overdrawn,  parallels  between  the  In- 
dustrial Age  and  the  Information  Age 
are  striking.  Then  as  now,  the  country 
was  roiled  by  a  sea  change  in  produc- 
tivity, waves  of  immigration,  and  a  huge 
and  unevenly  distributed  spurt  of  wealth 
creation.  The  result:  the  Progressive  re- 
forms of  1901-1917,  which  put  limits  on 
unchecked  capitalism  with  new  worker 
protections,  trust-busting,  resource  con- 
servation, and  a  drive  to  improve  public 
education. 

"Both  Bush  and  Gore  are  trying  to 
be  New  Progressives,"  says  gop  strate- 
gist Rich  Galen.  He  believes  that  pros- 
perity politics — the  quest  for  voters  like 
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Iacobucci — will  eventually  "drive  the 
parties  closer  together  in  the  search  for 
ways  to  spread  New  Economy  wealth  to 
a  broader  swath  of  society." 

As  Republicans  and  Democrats  gin- 
gerly begin  to  meld  ideas,  their  ideo- 
logical fringes — Pat  Buchanan's  Reform 
Party  populist-conservatives  and  Ralph 
Nader's  Green  Party  dissidents — are  at- 
tempting to  attract  voters  with  stark 
choices.  Buchanan  is  rallying  the  Old 
Right  under  the  banner  of  rabid  Amer- 
ica Firstism.  Nader  hopes  to  build  an  al- 
liance of  environmentalists,  anti-global- 
ists,  and  idealistic  students  united  in 
their  rejection  of  the  corporate  ethic. 

"Prosperity  is  producing  two  major 


parties  so  intent  on  a  slightly  diflj™^ 
slicing-up  of  the  economic  pie ! "%' 
they're  not  presenting  voters  wS'"' 
choice,"  grouses  University  of  Maricail>| 
historian  James  MacGregor  Burns.|  H-  ^ 
the  worship  of  centrism." 

Another  hallmark  of  Campaign  P-ar« 
is  the  disappearance  of  any  semblai  » a  f 
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Old  Economy  political  dialogue 
are  fights  over  workers'  job-sec 
protections  vs.  business  tax  br  ,n 
Muted,  too,  is  the  traditional  battle  »g  tfe 
guns  vs.  butter  spending.  Guns  anc  Jl'  a 
ter  is  more  like  it. 

According  to  Democratic  po 
Stanley  B.  Greenberg,  "wealth  has 
people  less  materialistic,  less  angrj 
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THE  CANDIDATES  ARE  BLITZING  VOTERS 
WITH  TAX-BREAK  PLANS,  LIKE 
ELIMINATING  THE  MARRIAGE  PENALTY 

illing  to  do  things  for  the  good  of 
untry."  According  to  the  new 
:ss  WEEK/Harris  Poll,  67%  of 
Sans  feel  that  with  the  economy 
ng,  more  money  should  be  di- 
to  the  poor.  With  voters  feeling 
,ic — and  politicians  holding  buck- 
er  a  gusher  of  tax  revenues — the 
dustrial  agenda'  will  concentrate 
dismembering  government  and 
n  using  its  riches. 
>ng  the  new  debates:  how  to 
Jup  a  surplus  that  the  Congres- 
Budget  Office  (cbo)  projects  will 
I  trillion  in  10  years;  what  role 
ment  should  play  at  a  time  when 
.  ask  less  of  Washington  and  care 


WITH  MORE  AMERICANS  PLAYING  THE  MARKET,  PREVIOUSLY  UNTHINKABLE 
POLICIES,  SUCH  AS  CUTTING  THE  INHERITANCE  TAX  OR  INVESTING  SOCIAL 
SECURITY  MONEY  IN  STOCKS,  GAIN  MORE  SUPPORT 


f  MORE  SPENDING 


little  about  partisan  politics;  and  what 
should  be  done  to  help  workers  whose 
wages  have  stagnated  during  a  decade 
of  mind-boggling  prosperity. 

To  grasp  just  how  nouveau  riche  the 
nation  has  become,  consider  that  in  1990 
the  federal  government  took  in  $1  tril- 
lion. This  year,  the  take  will  be  $2  tril- 
lion. And  in  2010,  according  to  official 
estimates,  the  hoard  could  grow  to  $3 
trillion.  That  means  Treasury  expects 
to  collect  more  cash  in  one  year,  2010, 
than  was  raised  from  the  first  Conti- 
nental Congress  until  1972. 

"Just  as  [at]  the  turn  of  the  20th 
Century,  we  could  be  at  another  'hinge 
in  history,' "  says  Rutgers  University 
political  scientist  Ross  K.  Baker.  "The 
common  denominator  is  rapid  techno- 
logical change."  But  unlike  the  turmoil 
that  marked  the  advent  of  the  Industrial 
Age,  today's  prosperity  debates  are  not 
being  played  out  amid  smoldering  dis- 
content over  the  plight  of  exploited  la- 
borers or  amid  the  gunpowder  scent  of 
incipient  revolt.  University  of  Michigan 
social  researcher  Raymond  F.  Inglehart 
describes  the  current  mood  as  "post- 
materialism,"  a  time  when  the  children 
of  affluence  look  beyond  pay-stub  issues 
to  broader  quality-of-life  concerns. 

Another  consequence  of  Info  Age 
empathy,  according  to  Ohio  State  po- 
litical scientist  Paul  Beck,  is  the  rekin- 


dling of  the  reformist  ideal.  "The  Pro- 
gressive reforms  [of  Roosevelt  and 
Woodrow  Wilson]  were  in  part  an  egal- 
itarian drive  to  control  excesses  of  the 
great  wealth  'created  in  the  Gilded 
Age,"  he  notes.  "We  may  be  seeing 
something  like  that  now  in  the  interest 
in  campaign-finance  reform." 

And  politicians  are  starting  to  see 
the  digital  handwriting  <n  the  wall. 
"Both  parties  are  trying  to  figure  out 
what  to  do  at  a  time  of  abundance," 
says  Heritage  Foundati  n  scholar  Mar- 
shall Wittmann.  "Bush  and  Gore  are  go- 
ing around  saying,  'Man  does  not  live  by 
bread  alone.'  You  see  New  Democrats 
and  New  Republicans  converging." 
"LITTLE  GUY."  Not,  however,  when  it 
comes  to  the  argument  about  which  can- 
didate best  captures  the  reform  spirit. 
Sitting  in  an  Austin  office  decorated 
with  two  photos  of  T.  R.,  Bush  uber- 
strategist  Karl  Rove  claims  that,  like 
Teddy,  DuH  i  "is  an  activist  reformer 
with  an  ut  erstanding  that  the  coun- 
try is  in  n    >v  circumstances." 

Back  u  the  Yeep's  Nashville  head- 
quarter-. Deputy  Campaign  Manager 
Tad  Devine  says  it's  his  man  who  em- 
bodies the  Progressive  ideal.  "Gore  is 
the  heir  to  that  tradition.  He  cares 
about  the  environment  and  says.  'I'M 
stand  up  for  the  little  guy.'" 

Political  scientist  Baker  finds  the  tus^ 
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TAX  WAR 


The  candidates  are  locked  in  a  fierce  competition  over 
American  pocketbooks,  with  tax  credits  the  weapon  of  choice 


sle  over  Teddy  amusing.  "I  have  a  hard 
time  seeing  either  Bush  or  Gore  refer- 
ring to  capitalists  as  'malefactors  of 
great  wealth,'  a  term  Roosevelt  used." 
In  reality,  both  Bush  and  Gore  are 
embracing  some  reformist  ideas  that  are 
at  odds  with  their  parties'  past.  Case  in 
point:  revamping  education.  The  gop  has 
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joined  the  Democrats  to  make  improving 
literacy,  math  and  science  education,  and 
teacher  accountability  their  top  domestic 
thrust — expanding  the  federal  role  in  an 
area  dominated  by  states.  That's  based 
on  the  belief  that  in  the  Info  Age,  edu- 
cation is  the  best  ticket  to  income  secu- 
rity. "Education  [has  been]  transformed" 
from  a  mere  social  issue,  says  Karlyn 
Bowman,  a  demographer  with  the 
American  Enterprise  Institute.  "Now 
it's  an  economic  issue." 

Bush  and  Gore,  however,  take  differ- 
ent paths  to  reform.  Bush  wants  to  give 
states  and  local  school  districts  more 
flexibility  to  experiment — but  would  im- 
pose federal  accountability  standards. 
For  districts  that  fail  to  boost  poor  kids' 
test  scores,  Bush  proposes  a  radical 
step — giving  low-income  parents  the  op- 
tion of  using  public  money  to  shift  their 
children  to  private  or  religious  schools. 
Bush  also  favors  tax  breaks  to  help  par- 
ents subsidize  tuition  for  both  colleges 
and  private  K-12  education. 

Gore  prefers  to  devote  $115  billion 
to  a  massive  program  devoted  exclu- 
sively to  shoring  up  public  schools.  He 
would  boost  school 
construction,  hire  more 
teachers,  reduce  class 
size,  and  expand  com- 
puterized learning.  In 
contrast  to  GOP  vouch- 
er plans,  the  Veep 
prefers  experimenting 
with  privately  run 
charter  schools  and 
giving  parents  more 
leeway  to  choose 
among  public  schools. 
He'd  also  fund  a  uni- 
versal pre-school  pro- 
gram and  provide  gen- 
erous tax  incentives 
for  college. 

Who  gets  the  top 
grades?  Gore  scores 
highest  for  putting  his 
money  where  his 
mouth  is.  But  the 
Veep    still    seems    in 
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thrall  to  the  bureaucratic  system  cham- 
pioned by  teachers'  unions.  By  giving 
states  more  leeway  to  experiment  with 
schooling,  Bush  may  be  closer  to  the 
public's  "we'll  try  anything"  view  of 
public  schools.  Give  him  an  A  for  bold- 
ness, a  gentleman's  C  for  dissembling 
about  his  fondness  for  vouchers. 

Bush  and  Gore  are  also  locked  in  a 
fierce  competition  over  who  would  be 
best  for  Americans'  pocketbooks,  with 
the  tax  credit  a  key  weapon  of  choice. 
"We  have  a  war  of  tax  credits,"  says 
Bruce  Buchanan,  a  University  of  Texas 
political  scientist.  "It's  an  artifact  of 
'spend-the-surplus'  politics." 

Overall,  Bush  would  slash  taxes  by 
$1.7  trillion  over  10  years.  His  plan  re- 
duces the  39.6%  and  36%  top  brackets 
to  33%  and  trims  the  31%  and  28% 
brackets  to  25%.  There  is  a  new  10% 
bracket  for  the  lowest-income  taxpayers. 
Veering  from  Reaganesque  across-the- 
board  rate  reductions  by  trimming  rates 
more  at  the  bottom  permits  Bush  to 
claim  that  he's  a  different  kind  of  sup- 
ply-sider:  a  tax-cutter  with  a  heart. 

But  while  Republican  base  voters  love 
big  marginal  rate  cuts,  voters  at  large 
are  yawning.  In  1979,  the  Gallup  Poll 
found  that  62%  of  Americans  cared  a 
lot  about  slashing  taxes.  By  August, 
1999,  the  number  dipped  to  21%.  Bush  is 
plowing  ahead,  but  the  only  buzz  he's 
generating  on  the  tax  front  is  over  his 
fistful  of  "compassionate"  tax  breaks. 
He's  proposed  at  least  a  half-dozen,  in- 
cluding incentives  for  education,  health 
care,  and  child  care,  plus  breaks  for 
some  heirs  and  married  couples.  He  also 


THE  INVESTOR  ETHOS  EXTOLS  ENTREPRENEURSHIP  BUT  DISTRUSTS 
BIGNESS.  GORE  WOULD  CONTINUE  CLINTON'S  TOUGH  ANTITRUST 
POLICIES.  AND  BUSH  MIGHT  NOT  BE  A  PUSHOVER,  EITHER 
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has  new  incentives  to  encourage  c 
table  giving. 

Gore  skips  rate  cuts  in  favor 
geted  breaks  that  amount  to  $500  \ 
over  10  years — bigger  than  any 
proposed  by  the  Administration 
promises  tax  relief  for  low-income  '  r 
ers,  married  couples,  and  heirs.  H<  it 
ates  two  new  tax-advantaged  sa 
accounts,  two  write-offs  for  educ  i 
and  other  preferences  for  every  p 
from  buying  health  insurance  to 
ing  fuel-efficient  cars.  He  has  a  tax 
it  for  child  care  and  another  for  B[f| 
school  expenses. 

"TAX  CANDY."  What's  novel  abou 
Bush-Gore  tax-credit  duel  is  how 
veers  from  the  underpinnings  o 
sweeping  1986  tax  revisions.  The  tL 
behind  reform  was  that  by  knocldri 
small  breaks,  the  tax  code  wou 
simpler  and  more  efficient — thus 
moting  more  savings  and  lower  n 
"The  one  thing  everyone  agrees 
that  the  code  is  too  complicated,' 
Brookings  Institution  economist  W  g 
G.  Gale.  "Both  [Bush  and  Gore 
making  it  more  complex.  This  is  tl  %$ 
doing  of  tax  reform,  with  a  venge; 
Adds  Kevin  Hassett,  an  America]  % 
terprise  Institute  economist:  "Bi 
using  these  little  goodies  to  shov 
compassionate.  Gore  just  flat  loves 
It's  tax  candy."  » 

Another  New  Economy  confe 
the  trend  toward  new  middle-clajer 
cial  programs.  To  the  distress  of 
economists,  many  are  cast  as  er 
ments — programs  that  guarantee 
entire  groups  without  regard  to  f 
costs.  "We  are 
a   new   entitle! 
era,"    frets    if" 
Institute  econ 
Rudolph  G.  Penr 
Both  Gore  and 
would    expand 
benefits   for  retf1 
But  Gore  goes 
further.    He 
broaden  the  ex  tin 
Medicare  prograi  ^ . 
quiring     modesi 
creases  in  cost-sl 
by  the  elderly.  B 
trast,  Bush  reli 
private  insurance 
partially    subsi 
with  tax  dollars 
And  Gore  wo 
stop  there.  He 
to  give  new  gra 
the  working  po 
expanding  the  E 
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VOTERS:  OPTIMISTIC,  YET  SKEPTICAL 


|eorge  W.  Bush  declares  he  is  a  "differ- 

Ient  kind"  of  Republican.  Al  Gore  says 
he's  a  New  Democrat.  But  on  the  eve  of      j 
party  conventions,  a  large  proportion  of 
■  sricans  is  not  convinced  that  either  man 
'hat  he  claims  to  be,  according  to  a 
5INESS  WEEK/Harris  Poll  conducted  July 
24.  At  least  voters  have  confidence  in  the  economy 
ontrast  to  four  years  ago,  a  majority  confirm  from 
r  personal  experience  that  the  economy  is  growing. 


Most  Americans  feel  better  off  than  a  year 
ago  and  expect  to  be  even  better  off  a  year 
from  now.  Gore  gets  little  credit  for  the  pros- 
perity. By  a  wide  margin,  respondents  say 
Bush  would  do  a  better  job  of  keeping  the 
economy  strong.  Gore  and  Bush  are  in  a  vir- 
tual dead  heat  on  the  No.  1  issue:  preparing 
the  education  system  for  the  Information  Age.  The  silver 
lining  for  Gore:  He's  the  public's  choice  on  health  care, 
and  many  people  have  not  made  up  their  minds  yet. 


PLE  FEEL  BETTER  OFF  AND  OPTIMISTIC 

Id  you  say  that  the  economy  is  growing  fast,  growing  slowly, 
nking,  or  staying  about  the  same? 

JULY  2000  APRIL  1996 

wing  (includes  fast/slowly) 59% 32% 

owing  fast 43% Not  asked 

owing  slowly 16% Not  asked 

nking 8% 28% 

'ing  about  the  same 28% 39% 

sure 4% 1% 

Id  you  say  your  family  is  better  off  financially,  the  same,  or 
U  se  off  now  than  it  was  12  months  ago? 

JULY  2000  FEBRUARY  1 999       SEPTEMBER  1 997 

eroff 45% 35% 34% 

same 41% 47% 45% 

a|seoff 13% 18% 19% 

sure 1% -- 1% 


ijure 


"Bi 


aw  i 
ititle 
ts  0 


ou  expect  your  family  to  be  better  off  financially,  the  same, 
orse  off  financiallyl2  months  from  now? 

JULY2000  FEBRUARY  1999       SEPTEMBER  1997 

er  off 56% 48% 50% 

same 32% 38% 36% 

;e  off , 7% 11% 10% 

sure 5% 3% 3% 
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ISSUES  ARE  THE  TWO  E'S:  EDUCATION,  ECONOMY 

ie  upcoming  Presidential  election,  please  tell  me  how 
)rtant  each  of  the  following  issues  will  be  in  determining 
J  you  will  vote  for  for  President. 

VERY     SOMEWHAT  NOT  VERY   NOT  AT  ALL 
IMPORTANT  IMPORTANT  IMPORTANT  IMPORTANT 

oving  education 84% 12% 2% 1% 

)ing  economy  strong 81% 15% 1% 1% 

-oving  health  care 78% 17% 3% 2% 

ting  crime 76% 18% 3% 1% 

igthening  Social  Security 

Medicare 72% 21% 4% 2% 

acting  the  environment.. 63% 30% 5% 2% 
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ancing  privacy 

2ction 60% 


.29% 
.28% 


.6% 
.8% 


2% 
4% 


ing  taxes 59% 

oving  America's  defenses 
»'o  strengthening  its 

n  the  world 50% 36% 9% 4% 

■'■"  ng  down  the 
" hnal  debt 49% 38% 7% 4% 


BUSH  WINS  THE  ECONOMY,  EDUCATION  A  VIRTUAL  DRAW 

For  each  of  the  following  issues,  please  tell  me  which  of  the 
two  major  candidates  for  President,  Al  Gore  or  George  W.  Bush, 
you  think  would  do  a  better  job: 

AL       GEORGE W.  NOT 

GORE  BUSH         SURE 

Keeping  the  economy  strong 33% 51% 13% 

Preparing  the  education  system 

for  the  Information  Age 43% 41% 13% 

Assuring  the  financial  solvency  of 

Social  Security  and  Medicare 40% 43% 14% 

Making  sure  that  prescription 

drugs  are  affordable 45% 36% 17% 

Promoting  new  business  formation  ..29% 53% 16% 

Assuring  that  people  are  protected  from  monopolies  and 

other  abuses  of  corporate  power 41% 39% 17% 

Making  necessary  reforms 

in  government 34% 48% 14% 

Substantially  reducing  the  role  of  the  federal  government  in 
order  to  increase  state  and  local  responsibility  for  social 

programs 30% 53% 14% 

Ensuring  that  the  government  and  political  process  are  not 
unduly  affected  by  special  interests  .34% 43% 18% 

George  Bush  says  he  is  a  new  kind  of  Republican  who  will 
promote  compassionate  policies — such  as  tax  credits  for 
working  mothers — to  help  sti-uggling  workers  and  the  middle 
class.  Do  you  believe  him,  or  not? 

Yes,  believe  George  Bush  50% 

No,  do  not  believe  George  Bush 40% 

Not  sure 9% 

Al  Gore  says  he  is  a  New  Democrat  who  believes  in  fiscal 
responsibility,  paying  down  the  national  debt,  and  targeted 
spending  for  middle-class  benefits.  Do  you  believe  him,  or  not? 

Yes,  believe  Al  Gore 45% 

No,  do  not  believe  Al  Gore 45% 

Not  sure 10% 

NOTE:  Does  not  include  refusals  to  answer.  Some  results  do  not  add  to  100%  because  of  round- 
ing.This  Business  Week/Harris  Poll  was  conducted  by  telephone  within  the  United  States  between 
July  21-23,  2000,  among  a  nationwide  cross  section  of  1,008  adults.  Margin  of  e-or  +  oi 


BusinessWeek  online 


For  complete  results  of  this  poll  with  an  analytical  commentary, 
go  to  www.businessweek.com 
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Do  you  want  to  believe  in 


yourself?  Feel  like  a  winner? 


Fulfill  your  potential?  If  you 


answered  'yes'  to  any  of  these 


questions,  yon  need  to  get  an 


Aceord  V-6  Sedan  and  follow 


these  three  important  steps. 


1.  Always  park  where  yon  can 


see  the  snnny  Accord  and  be 


inspired  by  it.  2.  Go  ahead,  be 
pampered  in  the  comfortable 

Sedan.  You  deserve  it,  friend! 

THE   ACCORD   SEDAN. 
3.  When  you  are  faced  with 

IT'S  ONE  POWERFUL  CAR. 

an  obstacle,  imagine  you  have 


the  Accord's  suspension  and 


V-6  engine.  You  can  aim  that 


oc 


bstacle  into  an  opportunity! 
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Fbtvo/uaM  information  on  all  ofdte  Vccord 
www.honda.cora  or  1-800-33-HONI 


Income  Tax  Credit  by 
up  to  $24  billion.  He  is 
also  calling  for  a  new 
$200  billion  savings 
plan  to  supplement  So- 
cial Security.  Dubbed 
Retirement  Security 
Plus,  it  would  not  only 
give  workers  a  tax 
break  for  saving  but 
also  requires  the  gov- 
ernment to  provide  a 
cash  match  for  low- 
and  middle-income 
wage  earners. 

To  the  Bushies, 
reentitlement  smacks 
of  Big  Government. 
Bush  "wants  to  pro- 
vide tools  that  allow 
Americans  to  empower 
themselves,  not  the  old 
entitlement  tools,"  says 
former  Indianapolis 
Mayor  Stephen  Gold- 
smith, the  Texan's  top 
domestic  adviser. 

Confronted  by  this  charge,  Gore  has  a 
ready  answer:  After  a  nine-year  boom, 
it's  time  to  use  the  surplus  to  help  the 
economically  stressed,  among  them  sin- 
gle working  moms  and  seniors  strug- 
gling with  soaring  prescription-drug 
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prices.  "We'll  deepen  prosperity,"  Gore 
said  on  June  13,  "and  extend  it  to  the 
homes  and  hearts  of  every  family." 

Although  the  campaigns  differ  on  ap- 
proaches, both  acknowledge  that  the 
government  has  a  role  to  play  in  ex- 
tending prosperity  to  more  citizens.  For 
Republicans,  this  is  a  big  step  away 
from  Ronald  Reagan's  ringing  1981  dec- 
laration that  "government  isn't  the  so- 
lution— government  is  the  problem." 
Trinity  University  political  scientist  Di- 


:  TREND  TOWARD  MIDDLE-CLASS  SOCIAL 
PROGRAMS  ALARMS  SOME  ECONOMISTS.  BOTH  BUSH 
AND  GORE  SUPPORT  DRUG  BENEFITS  FOR  RETIREES 


ana  Evans  says  that  while  there  is  con- 
tinued skepticism  about  government  ef- 
ficacy, "people  [still]  want  government  to 
solve  problems." 

But  there  is  a  price  for  activism  on 
autopilot.  Less  than  a  quarter  of  enti- 
tlements are  means-tested,  a  way  of 
phasing  out  benefits  for  the  well-off. 
Once  automatic  benefits  are  codified  into 
law,  long-range  budget  discipline  be- 
comes extremely  difficult. 
RISING  TIDE.  Current  entitlements — 
largely  Social  Security,  Medicare,  and 
the  nursing-home  portion  of  Medicaid — 
eat  up  an  ever-greater  share  of  spend- 
ing. In  1970,  entitlements  made  up 
about  a  third  of  the  budget.  This  year,  it 
will  be  more  than  half.  And  in  10  years, 
the  cbo  estimates  the  figure  will  ex- 
ceed 70%.  Robert  L.  Bixby,  executive 
director  of  the  Concord  Coalition,  a  bud- 
get-reform group,  calls  the  trend  "alarm- 


ing. We  have: 
out  how  to  pay  1 
ones   we   have, 
we're    adding 
ones." 

While  the  Goi 
and  Bushies  du 
out  over  the  best 
to  social  advance 
there  is  far  moi 
cord  in  the  two 
over  another 
Economy  phenon 
the  rising  influer 
the  investor 
With  more  Ame: 
playing  the  m 
pro-investment  p 
are  being  shoved 
er  on  the  pdl 
agenda. 

In  1989,  only  3 
U.  S.  families  c 
stock,  according 
Fed.  The  figure 
to  nearly  49%  by 
The  investor  m( 
ty  has  transformed  the  Social  Se 
debate  from  an  inflammatory  issu 
a  dialogue  about  which  party  hi 
best  plan  for  private  investments 
would  use  the  market  to  bolste 
system's  anemic  returns. 

Bush  would  allow  wage-earn* 
divert  about  16%  of  payroll  taxe 
private  accounts.  Gore  wants  to 
the  existing  Social  Security  syste: 
would  add  a  new  tax-advantagec 
ings  plan  to  supplement  it.  In  the 
swell  idea,  and  one  that  can  boos 
ings.  But  by  adding  on  to  the  ci 
rickety  system  without  tackling  i 
lying  reforms,  Gore  is  really  sid 
ping  an  issue  New  Economy  \ '.] 
claim  they  care  a  lot  about:  makin  i  i 
damental  changes  to  assure  that  ! 
generations'  retirement  is  more  s 
Republicans  think  their  plan  is  i 
ner  because  young  knowledge-ecc 


HOW  THE  TOP  ISSUES  HAVE  CHANGED 


"I  QQ"T  When  the  cold  war  raged 
I  vO  I   and  the  market  crashed, 
voters  worried  about  international  af- 
fairs, unemployment,  and  budget 
deficits,  not  education  and  health  care. 


1  QQA  Newt  Gingrich's  GOP  came 
I  vv4  to  power,  Hillary  Clinton's 
health  proposal  failed,  crime  topped  the 
list,  followed  by  health  care,  unemploy- 
ment, moral  values. 


TODAY 


and  the  economy  to 
voters'  lists  of  concerns.  Worries  o 
crime,  unemployment,  moral  value 
and  the  deficit  have  dropped  way  i 
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\\  Call  it  a  gift.  But  when  disaster 
strikes,  I'm  always  around.  Whether 
it's  a  hurricane,  fire  or  any  other 
catastrophic  event,  I'm  there  to  help 
my  customers  when  they  need  it 
most.  That's  because  I  get  to  know 
each  business  from  the  ground  up, 
so  I  understand  what  it  takes  to  keep 
them  running  when  something  goes 
wrong.  I  help  prepare  for  storms.  I 
arrange  for  backup  production  facilities 
when  plants  go  down.  It's  all  about 
anticipating  my  customers'  concerns. 
Some  might  say  my  life  is  one  disaster 
after  another.  But  if  it  helps  my 
customers,  it's  OK  by  me.  // 


Our  "Severe  Weather  Alert 
System"  provides  our  customers  with  warnings  of  incoming 
storms  and  step-by-step  checklists  on  how  to  prepare  for  them. 


LIBERTY 
MUTUAL 


CENTERED 


The  New  Economy  reduces  the  Religious  Right's  influence 
the  GOP  and  distances  the  Democrats  from  the  business-bashing  Left 


workers  are  more  comfortable  with  in- 
vesting and  less  risk-averse  than  their 
parents.  "People  are  more  sophisticated 
now  because  they  manage  their  own  fi- 
nances," says  Lawrence  B.  Lindsey, 
Bush's  economic  guru.  Lindsey  sees  this 
as  validating  Bush's  private  Social  Se- 
curity accounts.   Treasury  Secretary 
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Lawrence  H.  Summers  agrees  that 
"people  are  more  deeply  connected  to 
the  financial  system  than  ever  before" 
but  thinks  that  means  they'll  favor 
Gore's  debt-reduction  efforts. 
MARKET  MAVENS.  The  public's  pro-in- 
vestment bias  may  account  for  the 
broad  support  for  repealing  the  inheri- 
tance tax — a  levy  that  applies  to  only 
2%  of  the  richest  estates.  "What's  wrong 
with  being  a  millionaire  in  America?" 
asks  Senate  Banking  Committee  Chair- 
man Phil  Gramm  (R-Tex.). 

Investors'  clout  plays  out  in  several 
ways.  For  Republicans,  it  shifts  power 
from  religious  conservatives  toward  a 
more  socially  tolerant  entrepreneurial 
class.  For  Democrats,  it  pushes  the  par- 
ty further  from  the  remnants  of  a  busi- 
ness-bashing Left.  Says  the  gop's  Galen: 
"The  New  Economy  reduces  the  influ- 
ence of  both  fringes." 

As  moderate  Democratic  ranks  grow 
in  Congress,  class-warfare  appeals  are 
waning.  "My  people  used  to  pick  up  the 
sports  pages  first,"  says  top  Gore  polit- 
ical operative  Michael  Whouley,  whose 
roots  are  in  the  blue-collar  politics  of 
Dorchester,  Mass.  "Now  they  read  the 
stock  tables.  New  Economy  issues  are 
kitchen-table  issues." 

Although  investors 
enshrine  entrepre- 
neurship,  they're  not 
willing  to  give  busi- 
ness a  free  ride  in  the 
Digital  Age.  The  peri- 
od's record  wave  of 
mergers  arouses  the 
public's  traditional  sus- 
picions of  bigness.  The 
business  WEEK/Harris 
Poll  found  that  by 
58%  to  29%,  Ameri- 
cans favor  tougher  an- 
titrust enforcement. 

The  Administration's 
response  has  been  to 
launch  spirited  an- 
titrust action  against 
companies  deemed  to 
be  stifling  competition 
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or  engaging  in  predatory  behavior.  The 
push  was  capped  by  the  stunning  ver- 
dict to  break  up  Microsoft. 

It's  no  surprise  that  Gore  would  con- 
tinue this  thrust.  What's  interesting  is 
that  Bush  isn't  calling  for  a  Reagan- 
style  rollback.  With  the  exception  of  the 
Microsoft  case — which  some  Bush  aides 
think  was  a  stretch — the  Texan  seems 
within  the  moderate  gop  tradition  of 
antitrust  vigilance.  "Bush  is  a  small- 
businessman  through  and  through  and  is 
an  adamant  anti-Big  Business  guy,"  in- 
sists Lindsey.  "A  Bush  Administration 
would  very  much  focus  on  checking 
mergers,  which  is  an  appropriate  role 
for  antitrust." 

Trust-busting  harkens  back  to  Ted- 
dy Roosevelt's  Progressives.  But  the 
Info  Economy  requires  new  forms  of 
consumer  protection.  An  emerging  fron- 
tier: Internet  privacy  and  Web  fraud. 
According  to  a  June  7-8  Fox  News/ 
Opinion  Dynamics  poll,  69%  of  Ameri- 
cans are  "very  concerned"  about  the 
ability  to  keep  sensitive  personal  infor- 
mation confidential  on  the  Net. 

The  Federal  Trade  Commission  is 
pushing  for  new  online-privacy  rules, 
with  Bush  backing  tough  protections. 
Gore,  by  contrast,  leans  toward  industry 
self-regulation.  "Bush  is  talking  about 
much  more  meaningful  protection,"  says 
David  Sobel,  general  counsel  of  the  non- 
partisan Electronic  Privacy  Information 
Center.  Former  White  House  Internet 
czar  Ira  C.  Magaziner  disagrees.  "In 
the  industrial  economy,  you  created 
agencies  to  regulate,"  he  says.  "In  the 
Net  economy,  you  empower  consumers 
to  decide  how  much  privacy  they  want 
or  how  much  porn  to  filter.  People  vote 


BOTH  DEMOCRATS  AND  THE  GOP  HOPE  TO  WOO  VOTERS  WITH 
QUALITY-OF-LIFE  POLICIES.  GORE  FOCUSES  ON  PARKS  AND 
I  SPRAWL.  BUSH  FAVORS  LOCAL  CONTROL 
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with  their  fingers.  Regulators  ai 
backup  protection." 

Of  all  the  New  Prosperity  el 
the  trend  toward  micro-politics 
the  most  agreement.  With  Washii 
based  10-point  plans  less  relev£ 
voters,  national  politicians  are  re 
to  offering  bite-size  policy  mors* 
is  the  era  of  the  teeny  tax  cred: 
the  state-run  pilot  project.  "Bill 
ton  and  [ex-political  guru]  Dick  J 
perfected  the  art  of  the  policy 
ture,"  says  former  Labor  Seer 
Robert  B.  Reich,  a  Brandeis  Univ 
scholar.  "Now,  everyone  is  doing 
Gore,  for  instance,  has  develo 
"livability  agenda"  that  focuses  oi 
backyard  concerns  as  suburban  s 
traffic  snarls,  and  the  need  for 
green  spaces.  Bush  promises  to  a<  njj  n 
ate  cleanup  of  toxic  waste  sites  bu 
matching  his  rival  park  for  park, 
fie  congestion  is  an  irritant,  but  i 
something  voters  think  is  going 
solved,"    says    Bush    media    ac 
Matthew  Dowd. 

While  New  Republicans  and 
Democrats  vie  to  craft  new  issu 
prosperous  times — some  grand, 
minimalist — economists  caution  th 
current  debate  fails  to  even  hint  tl 
day's  techno-boom  could  become  t 
row's  techno-bust.  Even  a  New  E 
my  booster  like  Greenspan  feels 
productivity  gains  from  the  new 
nological  revolution  will  taper  off. 
they  do,  the  economy  will  slow,  ai 
revenue-gusher  will,  too. 

As  the  Asian  economic  meltdo 
the  recent  oil-price  spike  showe 
U.S.  also  remains  vulnerable  to  e: 
shocks  that  could  trigger  a  rec< 
That's  why  som 
Economy    thi 
view  pols'  talk  o 
tional  spending 
with  alarm.  "Ent 
neurial  compani 
in   a   world   of 
says  Patrick  Vor 
gen,  executive  di 
of  the  National 
mission  on  Enti 
neurship.  "They 
need    additional 
from   a   big-spe 
government.  The 
sure  from  New 
omy  companies 
be    to    maintaii 
surpluses." 

If  that's  te 
hope,  they  shoul 
get  it.  Bush,  Gor 


Ever  seen  a  computer  deliver  anything?  Close 
a  deal?  Go  with  its  gut?  It's  people  -  your 
customers,  employees,  and  suppliers  -  that 
run  your  company.  And  we've  designed 
PeopleSoft's  new  generation  of  e-business 
applications  to  help  your  people  turn 
e-business  into  e-profits. 
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their  more  hyperactive  congressional 
brethren  are  preparing  to  spend  like 
drunken  New  Economy  sailors  on  tax 


Cover  Story 


plans  and  expanded  social  programs. 
"It's  like  the  [early]  1960s,"  sighs  econ- 
omist Penner.  "We  have  a  peace  divi- 


dend, a  burst  of  growth,  surpluses  pil- 
ing up,  and  people  thinking  it  will  nev- 
er end." 

For  now,  such  warnings  are  far  from 
the_  candidates'  minds.  With  the  same 
unquenchable  optimism  that  sees  tech- 
stock  traders  ride  the  zigs-zags  of  the 
New  Economy  boom.  Republicans  and 
Democrats  are  spinning  agendas  based 
on  surpluses  that  may  prove  illusory. 


They  are  designing  new  incen 
dreaming  up  new  programs,  and  st 
your  vote  with  the  huckster's  cry 
host  Regis  Philbin:  "Who  wants  t( 
millionaire?" 

By  Lee  Walczak,  Richard  S. 
ham,  ct)id  Howard  Gleckman,  with 
Miller,  Lorraine  Woellert,  Amy  B 
and  Paula  Dwyer,  in  Washingto 
with  Ann  Therese  Palmer  in  Chi 


Until  recently,  Nanticia 
McKinney's  resume  was 
about  as  New  Economy 
as  a  push  broom:  The  21- 
year-old's  work  experience 
consisted  of  stints  on  the 
night  shift  at  a  Kentucky 
Fried  Chicken  and  a  wash- 
and-fold  gig  at  a  coin  laun- 
dry in  a  rough-and-tumble 
section  of  Indianapolis.  With 
two  kids  to  take  care  of — 
and  a  husband  doing  time 
on  drug  charges — she  soon 
found  herself  on  welfare 
and  food  stamps,  stuck,  as 
she  says,  in  a  "hood-bound 
area,  seeing  the  same  thing 
and  not  learning  much." 

Now  she's  learning  plen- 
ty— about  the  strike  prices 
on  her  stock  options,  the 
value  of  her  401  (k)  plan,  her 
health  insurance,  and  profit 
sharing.  In  April,  1998,  a 
welfare-to-work  program 
gave  her  the  chance  to  get 
a  high  school  general  equiv- 
alency degree.  Soon,  she 
also  had  a  wardrobe  of  do- 
nated business  suits  and 
enough  computer  skills  to 
enter  a  Xerox  Corp.  job- 
training  program.  And  moving  at  In- 
ternet speed,  McKinney  has  already 
been  given  her  first  promotion,  to  ac- 
count associate  for  document  pro- 
cessing. "With  these  stock  options," 
she  says,  "maybe  my  kids  will  be  go- 
ing on  to  college." 
GREAT  DIVIDE.  Before  this  wave  of 
good  fortune,  McKinney  was  worrying 
about  empty  cupboards  and  a  husband 
who  was  "running  the  streets  like  his 
head  was  cut  off."  There  wasn't  a  lot 
of  room  left  in  her  own  head  to  think 
about  politics.  But  two  months  ago, 
for  the  first  time  in  her  life,  she  start- 
ed tuning  in  to  politics  and  registered 
to  vote  as  an  independent.  "For  me, 
it's  not  a  Democratic  or  Republican 
thing,"  she  says,  echoing  the  increas- 
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ALTHOUGH  THEY  LIVE 
IN  VASTLY  DIFFERENT 
WORLDS, 

INDEPENDENT  VOTERS 
LIKE  THE  MARTINS 
AND  McKINNEY  SHARE 
A  BELIEF  IN  THE 
POWER  OF 
EDUCATION— IN  THE 
IMPORTANCE  OF 
EQUIPPING  OLD 
ECONOMY  WORKERS 
WITH  NEW  ECONOMY 
SKILLS 


ingly  nonideological  bent  of  New 
Economy  voters  who  now  make  up 
33%  of  the  electorate. 

McKinney  is  sandwiched  between 
disaffected  independents  who  have 
been  largely  bypassed  by  the  econom- 
ic boom  and  prosperity  independents 
reaping  windfalls — like  Silicon  Valley 
ceo  Scott  A.  Martin  of  diCarta  Inc., 
an  online  contract  processor.  McKin- 
ney and  Martin  don't  have  a  lot  in 
common.  She  drives  a  1985  Oldsmo- 
bile  Cutlass — "when  it  works". — and 
lives  in  an  apartment  in  the  projects; 
he  tools  around  in  a  Jaguar  and  lives 
in  a  modern  4,000-square-foot  house 
with  panoramic  views  of  the  Valley. 
Her  biggest  concern  is  having  Social 
Security  go  bankrupt  by  the  time 


she's  retired;  he  has  alrea< 
made  enough  to  live  on  fo: 
life. 

But  the  New  Economy 
has  voters  like  Martin  thi; 
ing  a  lot  more  about  peo 
like  McKinney.  Although 
Martin  is  a  longtime  Gor 
backer,  he's  leery  of  any 
entitlements  that  would  c: 
ate  cash-hemorrhaging  b 
reaucracies.  And  he  think 
that  "tax  cuts  are  comple 
ly  unnecessary  in  today's 
economy."  Still,  Martin  an| 
his  wife,  Christie,  a  Repu 
can,  share  a  belief  in  equi 
ping  low- wage  Old  Econo: 
workers  such  as  McKinne 
with  higher-paying  New 
Economy  skills. 

"Hundreds  of  thousand 
of  Americans  are*  taking 
minimum-wage  jobs  at 
Burger  King  while  we  bri 
in  people  from  India  to  ta 
high-tech  jobs,"  says  Marl 
"As  Americans,  we've  dor 
a  poor  job  of  educating  ot 
own  workforce  to  retool 
they  can  take  advantage  c 
this  dramatic  shift." 
McKinney  couldn't  agre 
more.  A  substantia]  tax  cut  would 
help  her  enormously  but  she  woul< 
rather  see  the  money  spent  on  bot 
strap  programs.  "If  I  hadn't  had  tl 
career  development  center  prograi 
I  would  just  be  working  another 
$5.25-an-hour  job,"  she  says. 

Nanticia  McKinney,  Scott  and 
Christie  Martin,  and  more  and  mo 
New  Economy  voters  have  one  otl 
thing  in  common:  They  are  thinkin 
as  pragmatic  centrists,  surfing  the 
election  debate  to  pick  and  choose 
among  the  issues  like  finicky  e-con 
merce  shoppers.  And  right  now,  tl 
message  is  this:  Neither  contender 
has  closed  the  sale  with  this  cruris 
constituency. 

By  Michelle  Conlin  in  New  Y> 


PeopleSoft  Customer  Relationship  Management  is  about  knowing  what  your  customers 
want  -  even  before  they  do.  By  tracking  your  customers'  behavior  and  history,  PeopleSoft's  new 
generation  of  e-business  applications  gets  information  into  the  hands  of  the  people  in  your 
company  who  need  it,  when  they  need  it.  Now,  armed  with  Vantive's  best  of  breed  CRM  technology, 
everyone  can  proactively  forge  and  develop  profitable  customer  relationships  like  never  before. 
Which  is  exactly  the  competitive  advantage  your  people  need  to  successfully  lead  your  business. 


PeopleSoft  CRM  powered  by 
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People  power  the  internet. 
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combines  all  of 
handheld  application, 
chips. 


In  a  few  years  we'll  all  look 
back  and  laugh.  At  computers  with 
wires,  telephones  with  cables,  an 
Internet  confined  to  a  box  connected 
to  a  wall.  The  age  of  genuine  wire- 
less  communication,  of  true  freedom 
of  movement  coupled  with  reliable 
high-speed  data  exchange  has  now 
(at  last)  begun.  And  guided  by  our 
advanced  wireless  solutions,  it's 
here  to  stay  and  prosper. 

We  produce  performance 
semiconductors  that  enable  wire- 
less connectivity  in  all  its  forms. 
From  UMTS  to  Bluetooth,  our  chips 
and  expertise  play  a  leading  role  in 
this  field.  So  come  and  talk  to  us  — 
no  strings  attached. 


—      www.infineon.com 
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Finance 


TURNAROUNDS 


DO  YOU  BELIEVE 
IN  MAGIC? 

Gary  Wendt  built  GE  Capital.  But  can  he  rebuild  Conseco? 


From  the  shaded  poolside  of  his 
Greenwich  (Conn.)  home,  Gary  C. 
Wendt  launches  into  his  view  of 
the  troubled  financial-services  com- 
pany he  has  just  been  paid  $45  million 
up  front  to  rescue.  He  produces  a  one- 
page  chart  that  sums  up  his  view  of 
Conseco  Inc.,  a  former  Wall  Street  dar- 
ling that  in  June  pinned  its  survival  on 
the  former  superstar  of  ge  Capital  Ser- 
vices Inc.  One  box  reads:  "Very  nice  in- 
surance company."  Another:  "Very  nice 
finance  company."  And  a  third  hints  at 
the  complex  challenges  that  Wendt,  58, 
now  faces:  "Not  so  very  nice  holding 
company." 

Not  so  nice,  indeed.  Conseco — 
through  a  series  of  rapid,  costly  acqui- 
sitions, a  pileup  of  $10.9  billion  of  debt, 
and  questionable  accounting  practices — 
was  nearly  brought  to  its  knees  before 
the  sudden  resignation  in  April  of  its 
freewheeling,  free-spending  former  chief 
executive,  Stephen  C.  Hilbert. 

The  problems  are  so  many  and  so 
thorny  that  even  ardent  Wendt  fans 
wonder  if  he  can  fathom — much  less 
fix — the  mess.  Wendt,  who  built  Stam- 


ford (Conn.)-based  ge  Capital  into  Gen- 
eral Electric  Co.'s  largest  and  most  prof- 
itable business,  spent  the  past  two  years 
mostly  sidelined  after  resigning  from 
ge  in  December,  1998.  He  says  it  was  30 
days  from  the  first  phone  call  from  Con- 
seco (he  said  no  initially)  to  the  mo- 
ment he  agreed  to  sign  on.  He  landed  at 
the  company's  Carmel  (Ind.)  headquar- 
ters on  June  29.  And  already,  he  says  he 
is  confident  that  Conseco's  elaborate, 
debt-laden  holding  company  can't  over- 
whelm the  underlying  businesses  of  life 
insurance  and  financing  mobile-home  and 
home-equity  loans.  Says  Wendt:  "That's 
my  assessment." 

"NO  FIRE  SALES."  While  he  hasn't  been 
at  Conseco  long  enough  to  have  a  de- 
tailed rescue  plan,  Wendt  sketches  out 
the  framework  for  what  he  has  in  mind: 
restructure  the  holding  company,  sell 
assets,  realign  management  and  busi- 
nesses, reenergize  the  company's  17,000 
employees.  But  he  cautions  not  to  ex- 
pect him  to  unload  assets  just  to  raise 
quick  cash:  "At  GE,  I  learned  to  buy 
properties  at  low  prices;  I  didn't  learn  to 
sell  at  low  prices.  We're  not  going  to  sell 


HOW  WENDT  PLANS  TO  RESCUE  CONSECO 

Saddled  with  huge  debt,  Conseco  faces  a  number  of  pressing  problems. 

Wendt  says  he  doesn't  have  a  complete  overhaul  plan  yet  but  is 

confident  he  can  find  fixes. 


PROBLEM 


WENDT'S  RESPONSE 


•  Conseco's  elaborate,  leveraged 
holding  company's  structure 
masks  many  of  the  company's 
weaknesses. 


•  Restructure  holding  company; 
realign  business  and  manage- 
ment; sell  assets;  reenergize 
staff. 


•  $1.3  billion  in  bank  debt  due 
in  September. 


•  Work  out  a  long  list  of 
disposals  to  raise  cash, 
but  "no  fire  sales." 


Critics  say  that  consumer  finance     •  Critics  are  wrong:  This  is  one 
unit's  credit  quality  is  deteriorating     of  the  best  credit-quality 
and  market  conditions  weakening.      companies  in  the  business. 


DATA:  BUSINESS  WEEK,  GARY  WENDT 
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WENDT'S  NEGOTIATING 
SKILLS  ARE  LEGENDARY 


things  at  low  prices.  We're  go  ite 
maximize  shareholder  value.  An 
of  the  ways  we're  going  to  do  tha  \  also 
make  sure  we  satisfy  our  crec  na  Inc.' 
There  will  be  no  fire  sales  at  Cormrance 

Although  doubts  persist  that  C  le  i 
can  cut  its  huge  debt  fast  enou 
survive,  longtime  Wendt- watcher  v 
him  a  strong  shot  at  pulling  off  a  t 
around.  "Gary's  been  through  pie  ig 
fire  in  his  career,"  says  former 
tor  and  analyst  Nicholas  P.  He^: 
at  Prudential  Securities  Inc.  "Ult  ij 
ly,  in  those  situations,  the  best  de 
nant  of  success  is  negotiating  skill  n 
possesses  exceptional  negotiating 
He  has  the  best  prospects — oi 
body — to  sort  Conseco  out." 

Wendt  has  drafted  three  close 
ates  from  ge  Capital  to  help  impl 
his  new  strategy.  Two  have  deep 
rience  in  working  out  problem 
Paul  Street,  most  recently  Wendt'*) 
ner  at  his  Global  Opportunity  Adf 
investment  fund,  and  Peter  Keenc ! 
mer  chief-credit  officer  for  GE  Ca" 
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lite  lending  business.  The  third 
I  from  ge  Capital  days,  Michael 
lotto   also  was  a  chief  financial  officer 
creJ  ia  Inc.'s  old  property-and-casu- 
Con  urance  unit.  Wendt's  first  task  is 
at  0  e  up  with  $1.3  billion  due  to 
enoi|  n  September.  Wendt  says  he  and 
7  team  are  "putting  together  a 
t  of  things  we  can  do  to  satisfy 
igations."  But  can  he  act  quickly 
—and  at  what  cost?  And  will  the 
ses  hold  up  long  enough  for  the 
y  to  shed  its  massive  debts? 
insurance  and  mobile-home  fi- 
•usinesses  are  healthy  and  prof- 
Dsista  Wendt.  Indeed,  its  Green 
inancial  Corp  unit,  a  subprime 
anufactured-homo   lender,   was 
OUgh  competitor  that  it  knocked 
tal  out  of  mobile-home  finance.  It 
ns  a  commanding  30%  market 
"Consceo's    home-equity    and 
npmvement  lending  businesses 
fltable,  ton,"  Wendt  says.  That 
an  overly  rosy  view,  however. 
lonseco  bought  Green  Tree  in 
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June,  1998,  it  has  taken  more  than  $1 
billion  in  write-offs  due  to  losses.  More- 
over, the  insurance  unit's  first-quarter 
profits  were  half  those  of  the  prior  year 
and  its  ratings  were  recently  down- 
graded by  A.M.  Best.  Analyst  Kathy 
Shanley  at  Gimme  Credit  says  Conseco 
must  find  equity  from  an  outside  in- 
vestor. But,  says  Shanley,  it's  not  a  sure 
bet  that  it  will  get  capital  from  such 
outsiders  as  private  equity  firm  Thomas 
H.  Lee  Co.,  which  invested  $500  million 
last  December.  "If  they  don't  attract 
another  outside  investor,  they  may  face 
some   serious   issues,"   says    Shanley. 
"Bankruptcy  is  certainly  a  possibility." 
Wendt,  whose  combed-back  red  hair 
and  compact  build  blend  with  an  in- 
tense, direct  manner,  quickly  takes  issue 
with  the  suggestion  that  he  might  have 
taken  an  early  exit  from  his  noncom- 
pete contract  with  GE  merely  to  shep- 
herd Conseco  into  bankruptcy.  Can  he 
avoid  it?  Says  Wendt:  "The  answer  is 
an  emphatic-  yes!  Granted,  by  taking  on 
the  challenge  at  Conseco,  I'm' also  taking 


WENDT'S  JACKPOT 

Wendt's  $45  milium  cash  signing  fee 

hil  the  headlines,  but  that's  just  the 

start  of  what  he  could  earn  for 

staying  at  Conseco: 

BONUS  of  $8  million  rising  to  $50 
million  if  Conseco  stock  is  $20  or 
more  for  20  days  before  June  30 
2002 

OPTION  lasting  10  years  to  buy  10 
million  shares  at  $5,875,  with 
protection  if  Conseco  shares 
outstanding  change 

ANNUAL  REMUNERATION 

$1  million  from  third  year  of  con- 
tract plus  bonus  of  $1.4  to  $2.8 
million,  a  restricted  stock  award  of 
$1.5  million  and  a  yearly  grant  to 
buy  500,000  shares 

DATA:  COMPANY  DOCUMENTS 

on  a  very  large  financial  risk.  I've  tack- 
led a  job  where  I  will  receive  no  salary 
or  bonus  for  two  years.  If  we  can  de- 
liver substantial  rewards  to  shareholders 
at  the  end  of  those  two  years — and  I 
believe  we  will— then  I'll  be  well-com- 
pensated for  my  efforts." 
DISINGENUOUS?  Wendt  also  argues  that 
he  may  end  up  forfeiting  tens  of  millions 
of  dollars  by  taking  the  Conseco  job, 
because  ge  was,  paying  him  $65  million 
under  his  noncompete  agreement.  But 
that  strikes  some  at  disingenuous.  "With 
an  upfront  payment  of  $45  million  in 
cash  and  3.2  million  of  restricted  shares 
which  vest  over  two  years,  and  an  an- 
nuity payment  of  $1.5  million  a  year, 
which  kicks  in  in  seven  years  for  the  re- 
mainder of  his  life,  Wendt  is  hardly  tak- 
ing on  a  lot  of  risk,"  says  Colin  Devine, 
an  insurance  analyst  at  Salomon  Smith 
Barney.  And  unlike  Jamie  Dimon,  a  for- 
mer president  at  Citigroup,  who  was 
brought  in  to  turn  around  Bank  One 
Corp.  and  immediately  invested  $57  mil- 
lion of  his  own  money,  Wendt  put  in 
none  of  his  own. 

So  what  can  Wendt  do  quickly  to 
shore  up  ailing  Conseco?  One  possibility 
is  to  issue  more  equity  to  raise  cash, 
says  one  hedge-fund  manager.  But  the 
problem  is  this:  To  sell,  say,  $2  billion  of 
equity  at  a  current  share  price  of  $7, 
the  company  would  have  to  almost  dou- 
ble the  number  of  existing  shares.  A 
secondary  offering  of  that  magnitude 
would  immediately  dilute  the  share  price 
from  $7  to  possibly  $4,  or  less.  That 
wouldn't  affect  Wendt.  however.  His 
compensation  package  ensures  his  own 
options  won't  be  diluted.  "If  you're  a 
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common  shareholder,  you're  hosed  under 
this  scenario,"  says  one  investor. 

Conseco  could  also  potentially  erase 
more  than  $2  billion  of  debt  by  using 
one  simple  strategy,  analysts  say.  The 
company  has  $2.6  billion  of  trust  pre- 
ferreds,  a  type  of  subordinated  debt, 
outstanding.  If  it  could  negotiate  to  turn 
those  into  common  equity,  the  debt  lia- 
bility would  disappear.  Failing  that, 
Conseco  could  stop  paying  interest  on 
that  debt  for  up  to  five  years,  thus  eas- 
ing the  cash  crunch. 
DESPERATE.  But  Wendt's  easiest  course 
would  seem  to  be  selling  assets.  Get- 
ting the  prices  he  wants,  though,  could 
be  hard.  Earlier  this  year,  Conseco  tried 
to  sell  Green  Tree  for  $3  billion,  but 
apparently  couldn't  find  a  buyer.  And 
First  Union  Corp.  shut  down  its  Money 
Store  Inc.  unit,  the  leading  player  in 
the  subprime  market,  after  it  couldn't 
find  a  buyer  either. 

What  about  the  insurance  side?  Last 
year,  Hartford  boutique  research  firm 
Fox-Pitt  Kelton  Inc.  estimated  Conseco's 
insurance  businesses  were  worth  $3.5 
billion.  Their  value  is  now  probably  low- 
er because  losses  have  spiked  in  all  of 
its  insurance  lines.  Besides,  lower  Best 
ratings  will  probably  crimp  Conseco's 
ability  to  write  new  business. 

Conseco's  board  has  a  lot  to  lose  if 
the  company  declares  bankruptcy,  even 
if  that  tactic  offers  the  best  route  to 
restructuring.  Board  members  are  per- 
sonally on  the  hook  for  more  than  $380 
million  used  to  buy  Conseco  shares  in 
the  mid-30s.  Those  loans  however,  are 
guaranteed  by  the  company.  If  Conseco 
were  to  go  bankrupt,  no  doubt  some  of 
the  directors  would  likely  have  to  make 
themselves  bankrupt  too. 

The  cost  of  Wendt's  package  to  Con- 
seco today  totals  about  $100  million,  in- 
cluding 10.5  million  warrants  issued  to 
ge  to  buy  Conseco's  shares  at  $5.75  each 
in  return  for  releasing  him.  Says  one 
compensation  expert,  "This  highlights 
that  the  board  believed  this  company 
was  in  desperate  shape.  This  is  a  deal 
you  negotiate  when  there's  almost  no 
chance  of  saving  the  company,  and 
you're  willing  to  pay  anything  for  a 
shot." 

Wendt,  of  course,  arrives  with  a  for- 
midable reputation  and  all  the  exper- 
tise he  amassed  building  and  fixing  busi- 
nesses at  ge  Capital.  There,  within  a 
dozen  years,  he  transformed  a  fledgling 
financial-services  division  into  a  behe- 
moth that  was  producing  40%  of  ge's 
overall  profits  when  he  left. 

His  new  job  will  be  far  tougher, 
though.  Without  the  luxury  of  ge's 
strong  balance  sheet  behind  him, 
Wendt  is  largely  on  his  own  this  time. 

By  Pamela  L.  Moore  in  Greenwich, 
Conn.,  and  Debra  Sparks  in  New  York 


FORECASTING 


Jfc 


THE  YEAR  OF 
THE  BAD  CALLS 

So  far,  many  star  stock-pickers  are  way  off  the  mark 


Picking  stocks  isn't  easy  in  any  year. 
This  year,  however,  a  volatile  mar- 
ket has  been  especially  rough  on 
the  forecasters.  To  pinpoint  just 
how  rough,  business  week  analyzed  the 
stock  choices  and  price  targets  of  major 
brokerage  and  investment  bank  analysts 
from  November,  1999,  through  January  of 
this  year  and  compared  them  with  cur- 
rent prices.  Some  of  the  worst  projections 
are  shown  in  the  table  (page  115).  Not 
only  are  these  stocks  way  off  the  rosy 
targets  forecasters  made  around  the  start 
of  the  year,  but  also  many  have  nose- 
dived by  more  than  70%. 

Despite  the  bad  calls,  many  Wall 
Street  analysts  are  hanging  tough.  They 
blame  a  market  jittery  about  technology, 
a  slowdown  in  the  economy,  or  special 
factors  that  no  one  could  have  foreseen. 
Rarely,  it  seems,  do  they  blame  them- 
selves for  poor  analysis  or  for  getting 
caught  up  in  a  market  frenzy.  "It's  all 


1G&EN 


pie  in  the  sky,"  says  Chuck  Hill,  di  t  P(ECYfl 
of  research  for  First  Call/Thoms<i 
nancial,  an  earnings-tracking  firm 
of  these  analysts  were  playing  th 
mentum  game.   It's  not  fundantll 
analysis;  it's  wishful  thinking." 
UNDETERRED.  Paine  Webber  Inc.'s  }  mwtl 
Piecyk  is  one  analyst  who  has  mai 
star  circuit.  A  poster  boy  for  tech 
his  ballyhoo  on  Qualcomm  Inc.  lal 
year  caused  a  stir  after  the  te , 
company  had  already  jumped  a 
thirtyfold  in  1999.  The  29-year-ol<  C 
lyst  boldly  predicted    in  late  De«r 
when  he  initiated  coverage  of  the     4  f 
that  Qualcomm's  stock,  trading  ai.i.Je 


ante,  T, 

si 


(adjusted  for  a  4-1  split  on  Dec 


would  hit  $250  in  a  year.  As  of  Ji 
the  stock  trades  at  68  "A.  Piecyk' 
target  is  $200,  and  he  still  rate ' 
stock  a    strong  buy. 


Clearly,  price  targets  are  a  nice  i , 
keting  tool,  says  Kent  L.  Worn;, 


Won* 


;i 
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professor  <>t'  finance  at  Darl 
mouth  College,  but  they  don't 
provide  investors  with 
much  value.    "These 
>  price  targets  are, 
frankly,  a  bunch  of 
baloney,"     he  says. 
Womack's  research 
'/fl     B^  found  that  a  stuck 
/  '        Hft  enjoj  s  a  brief  fiur 
I*  ry  after  a  buy  rec- 
ommendation,    but 
soon  "treads  water." 
What's  worse,  he  says, 
is  analysts'  lack  of  ob- 
jectivity. Some  have  a 
vested  interest  in  pumping 


$35;  Merrill  Lynch  &  Co.'s  Henry  Blod- 
get  recommended  RealNetworks  Inc., 
now  off  45%.  Both  suffered  from  in- 
vestor disenchantment  with  the  Inter- 
net. But  more  than  that,  these  compa- 
nies' underlying  business  is  not 
performing  as  strongly  as  forecasted. 

Despite  the  licking  they've  taken 
since  March,  tech  analysts  are  perhaps 
the  biggest  diehards  about  their  pro- 
jections. Analyst  Paul  L.  Merenbloom 
of  Prudential  Securities  concedes  he  is 
"sucking  Maalox,"  but  he  again  upped 
his  12-month  target  on  July  11  for  CMGI 
Inc.,  which  trades  at  $40,  to  $155,  rating 
it  a  "strong  buy."  cmgi,  down  72%  this 
year,  is  a  conglomerate  that,  in  part, 


ANALYSTS  MISS  IT  BIG 


IRM 


STOCK 


PRICE  ON  DATE 
RECOMMENDED 


12-MONTH 
TARGET 


PRICE 

7/26/00 


CHANGE  SINCE 
RECOMMENDATION 


!H  TRABUCO 

nion  Securities 
EELUNG 
in  Bros. 
EHRENS** 
Jtearns 


Ask  Jeeves 


138 
1/3/00 


230 


217,6 


-84.5% 


VA  Linux  Systems 


192 
1/3/00 


230 


34% 


-82 


FreeMarkets 


280 
12/10/99*** 


300 


5276 


-81.2 


MARHULA 

laffray 

MedicaLogic 

2876 

1/4/00 

80 

-6M« 

-78.8 

.  SKOLNICK 

son  Stephens 

Healtheon/WebMD 

65/s 
1/25/00 

100 

147 

-78 

ABRAHAMSON 
itial  Volpe 

MicroStrategy 

115/2 

1/12/00 

140* 

30 

-74 

(IGGEN 

Doubleclick 

1249/6 
12/29/99 

150* 

357/i6 

-71.5 

kj 

URNS0N** 

mbro 

Carnival 

48 
12/2/99 

58 

187/8 

-60.6 
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*  Vebber 
1 1 MEHL 
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iiii 


Qualcomm 


1647 
12/29/99 


250* 


68n/i6 


Braun  Consulting 


547 
1/4/00 


90 


247s 


Inc.  Lat. 
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nped  h  'unk  about  the  company  like  you 


Hi  the 


idinjll 

^  of  J" 

Piecykl 


isted 

;r  with  firm 


•"Date  of  IPO 


as  *  that  their  firm  has  underwritten, 
t^i  ance.  Too  often,  analysts  stick 
losing  stock  because  they  don't 
admit  they  made  a  mistake. 


DATA:  BLOOMBERG  FINANCIAL  MARKETS 


link  about  our  own  children:  We 
er  admit  that  our  children  are 
iverage,  and  neither  can  some 
;,"  Womack  says. 
rue,  some  analysts'  stock  dar- 
ive  been  derailed  by  a  change 
et  sentiment  and  some  by  eco- 
ictors.  For  instance,  DoubleClick 
.  recommended  by  Jamie  Kiggen 
Hudson,  Lufkin,  &  Jenrette  at  $124 
ionths  ago  and  now  is  trading  at 


invests  in  Internet  companies.  "Every 
analyst  will  make  a  call  that  they  wish 
they  never  made,"  explains  Merenbloom. 
"But  being  an  analyst  means  making  a 
judgment  call.  You  have  to  follow  the 
strength  of  your  convictions."  He  ex- 
plains that  CMGI  has  lost  ground  be- 
cause "the  market  doesn't  know  what  to 
do  with  it." 

Senior  Research  Analyst  Daren 
Marhula  of  U.  S.  Bancorp  Piper  Jaffray 
Inc.  has  held  on  to  his  "strong  buy"  for 
MedicaLogic/Medscape  Inc.,  a  company 
that  provides  doctors  with  online  med- 
ical records.  The  current  price  target 
is  $:W,  down  from  $80  in  January,  and 


the  stock  trades  at  $f>.  "It's  the  same 
company  it  was  six  months  ago,"  says 
Marhula — but  he's  changed  the  target 
because  of  market  sentiment. 

Some  things  are  out  of  the  analysts' 
control,  to  be  sure.  Consider  e-busu 
company  MicroStrategy  Inc.  There's 
speculation  that  the  Securities  &  Ex- 
change Commission  is  investigating 
MicroStrategy's  relationship  with  its  au- 
ditors, PricewaterhouseCoopers,  as  well 
as  charges  that  the  company  pushed  for 
accounting  systems  that  made  1999  rev- 
enues look  better  than  they  were.  That's 
news  Steve  Abrahamson,  an  analyst 
with  Prudential  Volpe  Tech  Group,  could 
not  have  known.  The  stock  plunged  62% 
on  Mar.  20  after  a  revenue 
adjustment  wras  made,  and 
Abrahamson  made  his  own 
adjustment:  He  now  thinks 
the  stock  will  hit  $40  in  12 
months,  or  $100  less  than 
his  target  six  months  ago. 
It's  trading  at  30.  Still  bull- 
ish, he  likens  MicroStrate- 
gy's woes  to  those  of  Ora- 
cle Corp.  in  the  1990s. 
"These  problems  aren't  as 
egregious,  and  Oracle  sur- 
vived," he  says. 

The  tech  rout  has  scared 
some  analysts  into  using 
more  conservative  target- 
ing tools.  In  January,  when 
Emeryville  (Calif.)  online 
research  company  Ask 
Jeeves  Inc.  was  selling  for 
$138,  one  analyst  pegged 
the  12-month  target  at 
$230.  Since  then,  the  stock 
has  fallen  almost  85%. 
Among  other  things,  the 
company's  president  and 
chief  operating  officer,  Ed- 
ward D.  Briscoe  III,  re- 
signed in  May.  "It  has  been 
a  very,  very  frustrating 
stock,  and  it's  hard  to  know 
why  it  hasn't  performed," 
says  Carolyn  Luthe  Trabuco,  an  ana- 
lyst with  First  Union  Securities.  She 
ditched  judging  the  stock  price  on  "rel- 
ative multiples,"  or  how  similar  stocks 
were  valued,  and  now  opts  for  a  more 
conservative  system:  five-year  discount- 
ed cash-flow  analysis.  Her  new  12-month 
target  is  $94,  less  than  half  her  original 
target. 

Analysts  would  do  themselves — and 
investors — a  big  favor  if  they  would 
rein  in  their  exuberance  and  think  con- 
servatively, especially  in  these  nervous 
markets. 

By  Mara  Dcr  Hovanesian 
in  New  York 
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ACROSS 

L  Normal  corporate 
practice:  Abbr. 

4.  Skyscraper  support 

8.  Fine  shirt  material 

12.  Kind  of  "meter" 
on  a  dashboard 

13.  Taj  Mahal  city 

14.  Windows  2000  choices 
16.  Get  data  from  67  Across 
18.  Battle  Creek  product 
20.  Field  of  expertise 

21  Call's  partner 

23.  Floor  model 

24.  Gets  promoted 
27.  Building  wing 


29.  Monopolize,  with  "up" 

30.  Wholesale  quantity 

32.  Expression  of  disapproval 

34.  Precious  metal,  in  Mexico 

35.  Payroll  payout 

37.  Recent  Reynolds  Metals  buyer 
4L  Clinton  aide  Panetta 
43.  Establish 

45.  Real  estate  agent's 
favorite  sign 

46.  Seiko's  headquarters 
48.  Things  to  count 

50.  Composer  Rorem 
51  Nixon  treasury  secretary 
53.  Billionaire  from  Arkansas 
55.  Windows  ancestor 


58.  Moon  lander 

59.  Former  Screen  Actors 
Guild  President 

60.  Overture  follower 

62.  Scholarship  criterion 

64.  Brewmaster's  tanks 

67.  Something  to  surf 

69.  " Luxury" 

(see  page  at  right) 

72.  Electronic  machine-control 
system 

73.  Lose  energy 

74.  Nuclear  accident 
site  of  '79:  Abbr. 

75.  Business-jet  pioneer 

76.  P.P.I.,  e.g. 

77.  Kind  of  IRA:  Abbr. 


DOWN 

1  PepsiCo  product 

2.  Air-freshener  target 

3.  Apple  laptop 

4. Harbour,  Florida 

5.  Teamwork  inhibitor 

6.  Sonic  OPEC  minister 

7.  Manufactured 

8.  Soviet  flag  symbol 

9.  Water  cooler 

10.  Beavcrbrook's  title 

11.  Hemline  locale,  at  ti: 

15.  Identical 

17.  Catch  red-handed 

19.  Bottom  price  paid 
over  a  period 

22.  Commerce  Departiru 

25.  Pork-belly  owner 

26.  Airport-board  info: 
28.  Grassy  field 
30.  Extra-caffeine  cola 
31  Best-selling  cookie 

32.  First  American-born 

33.  "Treasure  Island" 
author's  monogram 

36.  DNA  research  focus 

38.  Legal  Department  c 

39.  Butter  alternative 

40.  New  wing,ifor  examf 
Abbr. 

42.  Pataki's  domain:  Abt 

44.  Church  seating 

47.  Peanut  derivative 

49.  Japanese  honorific 

52.  Influential  supporter| 

54. Strauss 

55.  High-tech  cassette: 

56.  Onetime  New  York ' 
owner 

57.  Mill  material 
59.  Own  up  to 
61  Concerning 
63.  Has  dinner 

65.  Not  at  all  exciting 

66.  Use  scissors 
68.  Supermodel  HerzigoJ 
70.  Historical  period 
71  On  a  pension:  Abbr. 


For  answers  to  this  puzzle: 

Turn  to  page  135  in  this  week's  issue  of  Business  Week  or  visit  Mixing  Business  with  Pleasure  by  Lincoln  on 

www.businessweek.com  (URL:  www.businessweek.com/adsection/puzzlesbylincoln/index.htm) 

Puzzle  created  by:  Stanley  Newman. 
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www.lincolnvehicles.com 


tly  and  luxuriously  in  Lincoln  Navigator,  the  world's  most  powerful  full-size  luxury  SUV.  Tread  spaciously  too  Nav 

m  three  rows  of  leather-tr,mmed,eats.  Call  800-688-8898,  visit  www.lincolnvehicles.com  ^i^SS 


Lincoln  Navigator.  American  Luxury. 


Finance 


COMMENTARY 

By  Mike  McNamee 


LET  INVESTORS  KNOW  WHAT  THEY  REALLY  PAY 


Can  information,  technology,  and 
competition  fix  problems  in  stock 
trading  that  regulators  haven't 
been  able  to  crack?  Securities  &  Ex- 
change Commission  Chairman  Arthur 
Levitt  Jr.  is  betting  that  they  can — 
and  that  the  result  will  be  cheaper, 
faster  trades  for  individual  investors. 
On  July  25,  the  sec  proposed  rules 
that  would  force  brokers,  stock  ex- 


penny  and  millisecond  or  lose  cus- 
tomers. "This  will  harness  the  power 
of  the  Internet  to  help  investors  de- 
mand better  trades,"  says  Dan  Burke 
of  Gomez  Advisors,  which  will  use  the 
data  in  its  broker  rankings. 

For  investors,  the  new  data  will 
highlight  the  true  cost  of  buying 
stocks.  The  $29.95,  $14.95,  or  $9.95 
commission  an  investor  pays  a  broker 


SUNLIGHT  FOR  STOCK  TRADES 


The  SEC  is  considering  the  following  to  help  investors 
get  the  best  deals: 

BROKERS  MUST  DISCLOSE 

•  Percentage  of  orders  they  route  to  which  exchanges, 
market-makers,  or  electronic  trading  systems 

•  Payments  or  other  arrangements  the  brokerage  has 
with  the  market  center 

MARKETS  MUST  DISCLOSE 


ket-makers  of  about  $2.25  per  ordl 
to  help  hold  down  commissions.  01 
result,  Levitt  says,  is  that  85%  of  I 
ders  for  Nasdaq  stocks  go  to  dealJ 
who  haven't  posted  the  best  bid  o| 
fer.  Those  dealers  usually  match  tl 
best  price.  But  with  a  guaranteed! 
of  orders,  they  have  little  incentivj 
improve  it. 

Payment  for  order  flow  was  a' 
issue  in  a  suit  broug 
by  investors  against  | 
Charles  Schwab  & 
The  discount  broker  I 
agreed  on  July  24  to 
spend  $20  million  iml 
proving  its  order  roif 
ing.  But  outlawing  s] 
payments  wouldn't 
brokers'  conflicts  of  i 
terest:  Schwab  route 
many  Nasdaq  trades 
its  Schwab  Capital 


LEVITT:  SHAME  IS  THE  BEST 
DETERRENT 


kets  subsidiary.  "Rec 

•  Average  speed  for  trades  of  different  sizes rocal  arrangements 

•  How  often  they  miss  the  best  stock  price  available 

•  How  often  they  improve  prices  by  giving  customers 
better  prices  than  the  current  quote 

•  How  often  they  fail  to  fill  limit  orders 


changes,  and  new  electronic  markets 
to  spell  out  how  well  they  execute 
stock  trades.  They  would   also  have 
to  disclose  their  all-too-common  hid- 
den conflicts  (table).  Levitt  figures 
that  when  the  data  are  available,  an 
army  of  eager  analysts — in  the  press, 
in  online  services  that  rate  brokers, 
and  market  players  themselves — will 
spotlight  poor  trades  faster  than  the 
securities  cops  could. 
FIERCE  FRACTIONS.  Critics  charge  that 
the  SEC  is  shirking  its  job:  Brokers  al- 
ready have  a  duty  to  deliver  "best  ex- 
ecution" of  trades,  and  if  they  don't, 
the  sec  should  lower  the  boom.  But 
best  execution  is  a  slippery  concept. 
Some  investors  want  the  fastest  trade 
while  others  are  willing  to  wait  for  a 
better  price.  The  sec — long  known  for 
its  heavy-handed  rulemaking — has  fi- 
nally figured  out  that  brokers  can 
play  games  around  any  regulation 
that  the  agency  prescribes.  Better  in- 
stead to  expose  brokers'  records,  so 
they'll  be  forced  to  scrap  for  every 


DATA:  SECURITIES  &  EXCHANGE  COMMISSION,  BUSINESS  WEEK 

is  only  a  small  and  shrinking  part  of 
that  cost.  A  bad  price  can  far  out- 
weigh the  brokers  fee:  Miss  by  just 
one-sixteenth  of  a  dollar  on  a  1,000- 
share  order,  and  you're  out  $62.50. 

Securities  firms  point  out  that  99% 
of  retail  stock  orders  get  filled  at  the 
best  posted  quote.  But  the  listed  price 
contains  plenty  of  profit  for  the  dealers 
who  specialize  in  New  York  Stock  Ex- 
change or  Nasdaq  trading.  Many 
stocks  trade  with  a  12.50  spread,  so  a 
dealer  who  buys  1,000  shares  from  one 
customer  and  sells  them  to  another 
pockets  an  instant  $125.  Dealers  com- 
pete by  claiming  to  provide  "price  im- 
provement"— a  price  inside  the  spread. 
But  investors  are  hard-pressed  to 
check  those  claims,  since  fewer  than 
half  of  all  orders  get  improved. 

More  important,  customers  don't 
know  what  their  brokers'  side  deals 
are  costing  them.  Online  brokers  in 
particular  depend  heavily  on  "pay- 
ment for  order  flow" — legal  kickbacks 
to  brokers  from  exchanges  and  mar- 


come  in  so  many  fon 
that  it's  impossible  t< 
ban  them  afl,"  says  J 
nette  L.  Nazareth,  d 
tor  of  the  sec's  Marl 
Regulation  Div. 
Instead,  the  sec  is 
telling  brokers  to  'fess  up — and  pr 
duce  evidence.  Plenty  of  players  v» 
help  translate  the  data.  "Intelligen 
order  routing"  computer  program: 
now  offered  mainly  to  day  traders 
are  likely  to  spread  as  online  brok 
give  customers  more  control  over 
their  orders  are  handled.  The  attei 
tion  will  bring  enormous  pressure 
bear:  "No  market  wants  to  be  sin| 
out  as  the  worst  place  for  trades," 
says  Robert  Greifeld,  senior  vice-p 
ident  of  SunGard  Data  Systems  Ir 
which  measures  trade  quality  for  t 
dealers 

"Sunshine  is  the  best  disinfectan 
said  William  O.  Douglas,  who  serve 
as  the  sec's  first  chairman  in  the  1 
before  moving  to  the  U.  S.  Suprem 
Court.  Levitt  is  putting  that  princi] 
to  work.  Investors  who  discover  ex 
ly  what  their  stock  trades  are  costi 
them  will  be  healthier  for  it 


Senior  Correspondent  McNamei 
covers  finance  in  Washington. 
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Merchant  Card  Services* 


Payroll  Services' 


Sure,  we've  grown  quite  a  bit  over  the  years,  but  we  still 
understand  all  the  things  that  make  running  a  small  business 
easier.  And  we've  used  that  experience  to  create  our  business 
banking  portfolio,  which  includes  our  WM  Morning  Report,  a  daily  fax  or  e-mail  report  of  your 
account  activities  from  the  previous  day   {Let  US  VOOke  Q  fOH  Oilt  Of  yOU.} 
Plus,  there's  also  business  checking  accounts,  savings  plans,  payroll  services?  telephone  banking  and 
more.  So  if  you  currently  use  Washington  Mutual  for  your  personal  banking,  don't  worry.  This  won't 
change  a  thing  between  us.  But  if  you're  a  small  business  professional,  we  have  one  thing  to  say.  Welcome. 


OUU 


Washington 
.     Mutual 


Stop  by  your  nearest  Washington  Mutual  Financial  Center,  or  call  our  dedicated  Business  Banking  Line  at  1-800-374-4646.        1 1  >U    Insured 


'Services  provided  through  thinl  part)  service  providej 
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The  broadband  world  is  waiting  for  you. 
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EQUIPMENT 
SOFTWARE 
(►    SERVICES 


In  the  broadband  world,  no  one  is  an  island.  Boatloads  of  infoi 
swiftly  move  across  the  globe.  High-bandwidth  connections  are  se 
Integrated  voice,  video  and  Internet/data  solutions  are  cost-eff 
Desk  chairs  can  turn  into  beach  chairs. 

And  you  can  turn  to  ADC.  We're  the  global  leader  in  innovative  bro 
networks  and  applications  helping  to  provide  unlimited  access  tc 
mation  anytime,  anywhere  —  redefining  the  way  you  live,  work  ar 

For  more  information  about  ADC  call  us  at  +1-612-938-8080  from 
the  U.S.  or  1-800-366-3891  in  the  U.S.  or  Canada.  Or  visit  us  on  tl 
at  www.adc.com/broadbandworld  from  any  remote  corner  of  the 
We'll  be  waiting  for  you. 


The  Broadband 
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If  you  need  to  know  mobile. 
Go  Mobile. 

Hie  hottest  new  products. 

Hie  latest  trends  and  issues. 

The  only  conference  devoted 
to  all  things  mobile. 


.  « «.  ?•  „ 


gOniGun£      September  lO -12,  2000  •  The  Bellagio  •  Las  Vegas,  NV 

register  or  for  more  information:  www.mobileinsighfs.com  /  Phone  1.800.640.6497 

All  expenses  paid  for  qualified  fT  management. 
Helping  companies  with  the  selection,  acquisition,  deployment  and  support  of  mobile  products  and  services. 
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MoDih*  Computing 
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PUM4TECH        SyTC&Of 
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THER  SPONSORS:  AlterEgo,  BellSouth,  Callisto,  Everypath,  Filemaker,  Hewlett-Packard,  IBM  Voice,  iGo,  Iomega,  Mobility  Electronics, 

M  ient  Corporation,  Netmorf,  Nettech,  Novadigm,  Sybase,  Synchrologic,  Targus,  Thinque  Systems  Corporation,  Toshiba,  Upside,  Xcellent. 

: 

<    -iMn  lx,  MobtolnaijMsConlamnca.  GoMoOio  Mob*  Potspacews.  lots  Mob*  Mob*  UW.  MohloTt»,  MobWTrax  II  and  wireMsTnn  are  tredomarks  ot  Mobte  Insc/*  in  All  omw  brand  or  product  names  and  tredemvks  an  t»  property  ot  ta 


BusinessWeek 


,,j        Reports 


QDC 


RADIO  NETWORKS 

Tunc  your  radio  to 
Business  Week  Business  Reports, 
brought  to  you  by  Business  Week 
and  ABC  Radio  Networks, 
and  vet  up  to  sixteen  updates  a 
day  of  the  latest  business  news. 
Please  call  212-735-1 1 11 
for  the  station  in  your  area. 
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Regular  financial  checks 


i 


University 
of  Michigan 
Buiineti 

School 


?ht  they'd  give  me  a  few  tools. 

But  I  walked  away  with  a  shiny  new  toolbox." 

Tomas  Mathews,  V.P.  Human  Resources  -  International,  America  Online 


Today's  hyper-competitive  business 
world  demands  a  new  standard.  To 
succeed,  your  toolbox  must  contain 
not  just  a  few  ideas,  but  full-range 
knowledge.  Even  more  than  that:  your 
tools  need  to  be  action-ready  and 
results-producing. 

That's  why  Michigan  Executive 
Education  is  today's  standard-setter, 
ranked  one  of  the  two  best  in  the 
world  and  rising.  It's  part  of  a  global 
center  of  business  thinking.  ("Core 
competence"  was  co-invented  here.) 
With  a  passion  and  a  talent  for 
results-producing  application. 

It's  under  the  same  roof  as  the  MBA 
ranked  the  world's  most  innovative. 
One  of  just  five  MBAs  in  the  Business 
Week  top-ten  throughout  the  rank- 
ing's  history.  And,  top-five  in  every 
functional  area  surveyed.  Intensively 
developing  a  cadre  of  leaders  who 
meet  a  higher  standard — people  who 
not  only  know  business  but  also  how 
to  make  big  things  happen  in  today'- 
business  world. 

Join  the  new  breed  of  results- 
producing  leaders. 


r,  Hong  Kong,  Sao  Paulo,  Singapore  and  other  selected  lo 
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cific  and  public  pi 


The  National  Parki 

Funding  more  Research 
Providing  more  Services 
Creating  more  Awarenes 
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Growing  to  meet  Your  ne  |f 

42  years  ago,  a  seed  of  hop< 

planted  and  from  that  seed  gre 

"'      '  National  Parkinson  Founds 

Today,  NPF  has  many  branches  and  cont 

to  plant  seeds  of  hope  all  over  the  mT 

Help  these  seeds  of  hope  grow  into  a  I 

Call  (800)  327- 

"      f 
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"  Build  It  and  They  Will  Come. 
Build  Jt  RIGHT  and  They'll  Buy. 


(again  and  again...) 
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jlflPROVE  YOUR  WEB  SITE  USABILITY  WITH  DYNAHELP™ 

|  ate  DynaHelp  with  your  Web  site  and  watch  the  experience  for  your  customers.     DynaHelp   reduces 

Irs  start  rolling  m.  This  software  solution  provides  abandonment  rates  and  increases  revenue  for  both  B2B 

tive  customer  assistance  that  allows  even  the  least  and     B2C     transaction-based     eBusinesses  Call 

i  .et-savvy  customers  to  complete  transactions  on  1(800)645-3479  or  visit  www.ehelp.com/dynahelp  for 

J  site  self-assisted.   This  means  reduced  customer  more  information  on  how  you  can  increase  sales  and 

■  wrt    costs    for    you    and    a    better    purchasing  profitability  for  your  eBusiness.  ay 


DyNAHELP 

The  Customer-Centric  Solution  for  Dynamically  Increasing  eRevenue 


LOS  ANGELES  .  NEW  YORK  •  SAN  FRANC! 


SCO  •  SEATTLE  •  SE 
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Asiana  Airlines 

The  Jewel  o/ Asia. 


ALMATY  •  SAKHALINSK  •  SYDNEY 


Glorious.  wasn't  It?  Soaring  hack  and  for,H,  no,  a  care  in  the  world 
Which  perfectly  describes  any  Asiana  Airlines  flight.  Our  staff  won 
jus,  cater  to  you.  They'll  pamper  you.  Our  flee,  is  one  of  the  newes 
in  the  air.  with  all  the  modern  amenities,  las,  sink  hack  -  you 
seat  -  all  ,he  way  hack  ,o  »*  in  Sleeper  Firs,  Cass  -  and  en,oy 
A  rewarding  experience,  especially  since  ,he  miles  yon  fly  w„h 
can  he  credited  to  your  American  AirUnes  /^vantage   account 
Next  time,  fly  Asiana.  After  all.  why  should  kids  have  ail  the  fun 
CO,,  your  .rare,  aten,  „r  Asiana  a,  M**-**  Or  **  ,m..„yasio„a,on 

.„„.  •  HUM  •  ■««•«  '  ""■"  ■  S'""P0"E  •  VEC"°N  '  SHANGHA'  '  "J 


Just  because  your 

company's  online  doesn't 

mean  anyone's  in  line. 


How  can  you  guarantee  that  your  URL  isn't  MIA?  BusinessWeek  helps 
with  the  Marketing  Your  Dot. Com  video. 

From  Dell  to  Staples,  you'll  learn  the  strategies  that 
several  high-profile  companies  employed  to  successfully 
launch  on  the  Web.  They'll  reveal  the  secret  to  building 
and  establishing  your  brand  online  and  explain  which 
promotional  outlets  get  the  word  out  and  which 
services  bring  customers  in.  Marketing  Your  Dot. Com 
delivers  the  information  you  need  to  turn  your  virtual 
business  into  an  online  reality. 

Make  sure  your  Web  site  clicks  with  your  market, 
with  the  Marketing  Your  Dot. Com  video. 


TO  ORDER  YOUR 

fc  COPY  FOR  $150.00 

(PLUS  $6.95  FOR  S&H), 

CALL  TELETIME       < 

PRODUCTIONS  AT 

r    1-800-638-6696.   T 
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VENTURE  CAP 

FOR  WOMEN 


Funds  That 
Haven't  Lost 
Their  Zip 

TheA-list  atop  business  week's 
Mutual  Fund  Scoreboard 


BY  ANNE  TERGESEN 

With  the  bull  stumbling  after  a  five-year 
stampede,  investors  are  learning  that 
mutual-fund  statements  don't  always 
bring  good  news.  Indeed,  with  the  av- 
erage equity  fund  up  a  scant  2.3%  in 
this  year's  first  half,  even  patient,  long- 
term  sorts  may  lack  the  resources — or 
sense  of  humor — to  tolerate  laggards. 

But  don't  dump  a  lumbering  large-cap  value 
fund  for  a  rocketing  small-cap  growth  portfolio 
without  considering  the  risks  those  funds  take 
with  your  money.  If  you've  only  measured  total 
returns,  you're  not  seeing  the  entire  picture. 
Adjusted  for  risk,  that  highflier's  appeal  might 
dim,  and  the  slow  mover  just  might  be  a  keeper. 
Whether  you  are  looking  to  make  sweeping  or 
minor  changes  to  your  portfolio,  business  week's 
Mutual  Fund  Scoreboard  can 
help.  We've  rated  funds  in  the 
magazine  every  January  for  15 
years,    and    for    the    past    30 


Mutual  Funds 


months,  we've  been  doing  it  monthly  online  at 
our  Web  site  (www.businessweek.com/mutual- 
funds/mutfunds/scorebrd/index.html). 

We  rate  funds  two  ways.  The  overall  rating 
compares  each  equity  fund  to  all  equity  funds. 
The  category  ratings  compare  funds  with  similar 
investment  styles.  In  grading  bond  funds,  we 
rate  taxable  funds  and  tax-exempt  funds  sepa- 
rately, and  we  rate  them  in  such  categories  as 
high  yield  and  long-term  government.  The  rat- 
ings are  calculated  by  Morningstar. 
WHAT  RISK?  The  online  Scoreboard  goes  well 
beyond  ratings.  It  carries  performance  data  for 
the  past  month  and  for  three  months;  for  the 
year-to-date  period;  and  for  the  past  1-,  3-,  5-, 
and  10-year  periods.  There  are  data  on  fund  risk 
and  portfolio  turnover,  and  don't  forget  sales 
charges  and  expenses.  The  Scoreboard  is  inter- 
active as  well:  You  can  screen  for  funds  by  cat- 
egories, ratings,  returns,  or  the  fund's  name. 

The  Scoreboard  and  ratings  system  extend  to 
bond  funds  (table,  page  122).  In  the  rip-roaring 
equity  market  of  recent  years,  bond  funds  have 


Neutral 


been  all  but  ignored.  After  the  wild  ride 
investors  have  had  since  March,  the  rdng 
calm  of  bond  funds  may  be  more  appealin  ge,"  saj 
With  more  than  4,800 
in  its  database,  the  Scorfc 
includes  not  only  such  bigti 
known  names  as  Fidelity 
Ian  but  also  hundreds  of  undiscovered  orfe  you 
fact,   several   well- 
kept  secrets,  such  as 
$50.9  million  Buffa- 
lo USA  Global  Fund 
and    $98    million 
Meridian     Value 
Fund  (page  124),  are 
among  the  42  new 
names     that    have 
reached  the  A-list  so 
far  this  year  (table) 
and  merit   your  con- 
sideration. 

Such  pint-size 
funds  have  an  im- 
portant edge  in  to- 
day's market:  Be- 
cause they  have 
fewer  dollars  under 
management  than 
more  bloated  rivals, 
they   can   move   in 


New  A-Rati 
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of  stocks  more  easily — and  often  without 
fjig  prices.  "Being  small  is  somewhat  of  an 
je,"  says  John  Calamos,  whose  Calamos 
\ jopl Neutral  fund  is  among  the  new  stars. 
3SS  week's  top  performers  cover  a  range 
ment  styles  that  can  fill  almost  any  gap 
folio.  Need  a  large-cap  value  fund  to  re- 
e  you  unloaded  when  value  stocks  were 


punished    over    tin-    past    two 

years?  There  are  seven  new 

top  rated  ones  to  choose  from, 

including  GabellJ   Westwood 
Iv|iiity  and  Selected  Amer- 
ican Shares  (page  120).  II' 
you  want  international 
exposure,  check  out 
Tweedy        Browne 
Global  Value  or  one 
of  the  four  other  world 
funds  new  to  the  list.  In- 
vestors frightened  by  the 
market's    wild    swings 
might  gravitate  in- 
stead toward  a  do- 
mestic hybrid  fund 
that  blends  stocks, 
bonds,  and  cash.  A 
growing  number  of 
these  low-risk  offer- 
ings— which     often 
have  "balanced"  or 
"asset  allocation"  in 
their    names — now 
receive    business 
week's      highest 
grade  of  A. 

To  rate  mutual 
funds,  business 
week  measures  per- 
formance over  a  five- 
year  horizon.  Many 
other  systems  stop  there.  We  go  a 
step  further  by  adjusting  the  data  to 
reflect  risk  and  then  reranking  the 
funds.  The  top  7.5%  of  them  get  an  A, 
the  grade  for  superior  risk-adjusted  re- 
turns. The  next  12.5%  get  B+,  still  an 
admirable  rating.  Then  the  next  17.5%  of  the 
funds  earn  a  B,  and  the  next  25%  get  a  C  for  av- 
erage. On  the  way  down,  17.5%  get  C-,  12.5%  D, 
and  the  bottom  7.5%  get  an  F. 

In  addition  to  the  risk-adjusted  ratings,  the 
Scoreboard  also  categorizes  the  funds'  level  of 
risk — very  high,  high,  average,  low,  and  very 
low.  The  risk  profile  is  important:  While  acade- 


Don't  dump  that 
lumbering 
large-cap  fund 
for  some  young, 
sexy  small-cap 
charmer  without 
carefully 
measuring 
the  risk 
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H  &  INCOME  27.2% 

RESSIVE  GROWTH  419 

LOBAL  GROWTH  24.8 

l|THA  44.1 

ET  NEUTRAL  A  12.1 

I  GROWTH  &  INC.  19  3 

I  SING  GROWTH  37.4 
SELECT  EQUITY  INST.  25.6 

NATION  22.7 

ME  GROWTH  19.4 

IME  GROWTHS  INC.  14.5 

IL  RETURN  25.8 

ND  GROWTH  24.1 

CAP  STOCK  24.9 


FIDELITY  SELECT  HEALTH  CARE  26. 1 

FIRSTHAND  TECHNOLOGY  VALUE  58.3 

FUNDAMENTAL  INVESTORS  214 

GABELLI  WESTWOOD  EQUITY  21.3 

GROWTH  FUND  OF  AMERICA  28.0 

INVESCO  BLUE  CHIP  GROWTH  30.0 

INVESTMENT  CO.  OF  AMERICA  20.7 

IPS  MILLENNIUM  39.4 

JAMESTOWN  BALANCED  16  5 

MERIDIAN  VALUE  28.4 

MERRILL  LYNCH  HEALTHCARE  B  27.2 

MSDW  GLOBAL  UTILITIES  B  19  9 

MUTUAL  DISCOVERY  Z  17.9 

NEW  PERSPECTIVE  22.0 


OPPENHEIMER  CAP.  APPRECIATION  A   28.2 
PILGRIM  INTL.  SMALL  CAP  GROWTH  C  34.0 

PIONEER  FUND  A  23.1 

SEI  INST.  LARGE  CAP  GROWTH  A  29.8 

SELECTED  AMERICAN  SHARES  24.8 

STEIN  ROE  GROWTH  STOCK  28.5 

T.  ROWE  PRICE  GROWTH  STOCK  23.9 

TWEEDY  BROWNE  GLOBAL  VALUE  18.7 

VAN  KAMPEN  EQUITY-INCOME  A  17  6 

VAN  KAMPEN  UTILITY  A  19.4 

VANGUARD  GROWTH  EQUITY  33. 1 

VANGUARD  PRIMECAP  29.3 

WHITE  OAK  GROWTH  STOCK  39.8 

WPG  GROWTH  &  INCOME  23.7 


Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes 


DATA:  MORNINGSTAR.  BW 
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Mutual  Funds 


The  A-team  is  so  selective  that  most  high-flying  Internet  and  technology  fund 
don't  make  the  grade.  That's  because  they're  too  young  and  reckless 


mics  and  Wall  Street  analysts  And  it  virtually 
impossible  to  predict  an  investment's  future  per- 
formance, studies  show  that  risk  levels  tend  "to 
be  far  less  variable  and  thus  more  predictable. 

That's  not  to  say  that  A-rated  funds  are  a 
sure  thing.  In  fact,  about  a  third  of  the  A-list  has 
turned  over  since  January.  But  because  busi- 
ness week  only  rates  funds  with  five-year  per- 
formance records,  it's  rare  that  a  star  fund  will 
fall  far.  Indeed,  many  funds  demoted  since  Janu- 
ary have  landed  in  the  B+  category.  That's  what 
happened  to  the  Standard  &  Poor's  500-stock  in- 


New  A-Rated 

Bond  Funds 


Indeed,  the  10-year-old  fund — which  buys  i 
pany's  convertible  bonds  while  selling  its 
short — has  posted  fairly  steady  returns 
to  14%  per  year.  In  part  that's  because 
cushion  provided  by  the  interest  on  its  cO 
ible  bond  portfolio.  To  be  sure,  such  fun 
when  stocks  soar.  But  they  do  well  when 
ity  rises,  as  it  has  this  year.  Over  the  p 
months,  Market  Neutral  is  up  17.9%. 
VALUE  LIVES.  Value  funds  can  also  offer 
tion  in  choppy  markets.  Although  the  valui 
of  investing  in  beaten-down  stocks  has  tr; 

growth  count 


II 


business  week  rates  bond  funds,  too.  The  following  bond  funds 
have  joined  the  A-list  this  year.  Ratings  are  based  on  five-year 
risk-adjusted  total  returns.  Taxable  bond  funds  are  rated  against 
each  other  and  tax-free  funds  against  other  tax-free  funds 
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ALLIANCE  MULTI-MARKET  STRATEGY  A  8.1% 

ALLIANCE  NORTH  AMERICAN  GOVT.  INCOME  B  15.7 

DEUTSCHE  SHORT-TERM  MUNICIPAL  BOND  INSTL.  5. 1 

DEUTSCHE  SHORT-TERM  FIXED  INCOME  INSTL.  6. 1 

DREYFUS  LIFETIME  INCOME  R  8.7 

DUPREE  KENTUCKY  TAX-FREE  SHORT-MED.  3.8 

EATON  VANCE  STRATEGIC  INCOME  B  8.8 

EV  CLASSIC  SENIOR  FLOATING-RATE  6 . 6 
EVERGREEN  CAPITAL  PRESERVATION  AND  INCOME  A    5.6 

FIDELITY  SPARTAN  CALIFORNIA  MUNI.  INCOME  6.3 

FRANKLIN  ADJUSTABLE  RATE  SECURITIES  5.6 


FREMONT  CALIFORNIA  INTERMEDIATE  FREE  5.2% 

GOLDMAN  SACHS  ADJUSTABLE  RATE  GOVT.  A  5.3 

JANUS  SHORT-TERM  BOND  6.0 

NORTHERN  INCOME  EQUITY  15.0 

ONE  GROUP  ULTRA  SHORT-TERM  INCOME  A  5.6 

PARNASSUS  INCOME  CALIFORNIA  TAX-EXEMPT  6. 1 

USAA  SHORT-TERM  BOND  6.0 

VANGUARD  INTERMEDIATE  TAX-EXEMPT  5 . 1 

VICTORY  CONVERTIBLE  SECURITIES  14.4 

WPG  INTERMEDIATE  MUNICIPAL  BOND  5. 1 

"Through  June  30.  Appreciation  plus  reinvestment  of  dividends 
and  capital  gains  before  taxes 


DATA  MORNINGSTAR,  BW 


dex  funds  that  populated  the  A-list  last  year. 

The  A-team  is  so  selective  that  most  high- 
flying Internet  and  technology  funds  don't  make 
the  grade.  That's  because  even  those  old  enough 
to  have  five-year  track  records — no  Net-only 
fund  has  yet  reached  that  point — fafl  short  when 
their  performance  is  adjusted  for  risk. 

Still,  the  newcomers  include  one  tech  fund.  It's 
the  $3.3  billion  Firsthand  Technology  Value  fund, 
which  has  posted  an  average  annual  return  of 
58.3%  for  the  five-year  period  ending  June  30. 
Keep  in  mind  that  Firsthand  falls  in  the  "very 
high"  risk  category.  Still,  the  fund's  average  annual 
return  is  10%  a  year  better  than  the  next-best  of 
the  funds  in  the  highest  risk  bracket. 

At  the  opposite  end  of  the  risk  spectrum  is 
another  newcomer  to  the  A-list.  The  tiny,  $35 
million  Calamos  Market  Neutral  fund  has  a  five- 
year  annualized  record  of  12.1%.  It  makes  the  cut 
because  its  low  risk  level  makes  losses  rare.  "A 
market-neutral  posture  means  the  fund  should 
have  a  relatively  good  return,  whether  the  equi- 
ty markets  go  up  or  down,"  Calamos  explains. 
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limit  risk,  shel 
pay  a  lot  fo 
shares.  One 
natural-gas 
ration  and  pro 
company    A 
which  Byrne 


is  already  a  bargain  at  five  times  Wall 
forecast  of  $10.40  per  share  in  cash  flow 
year.  If  Apache  surprises  investors  by 
Byrne's  $11.50  target,  the  stock  should  d| 
Even  if  the  company  falls  short,  she  fig 
stock  is  cheap  enough  that  it  won't  get 

Byrne  takes  other  steps  to  insulate 
stock  portfolio  from  risk.  She  owns  sever| 
dend-paying  real  estate  investment  trusts 
and  electric  utilities.  And  she  focuses  on 
nies  that  she  believes  sell  for  a  discount 
growth  rates.  Byrne  puts  IBM,  Hewlett-P^ 
and  Compaq  in  that  camp. 

Good,  undiscovered  funds  aren't  nece 
confined  to  out-of-favor  sectors.  At  $25 
assets,  the  Eastcliff  Total  Return  fund  is  I 
cule  compared  with  most  large-cap  growtl 
folios,  which  have  soared  in  recent  yea/ 
with  an  average  annual  five-year  return  of] 
it  beats  the  s&p  by  two  percentage  poir 
outpaces  many  household  names,  includi  • 
delity  Magellan. 

When  shopping  for  stocks,  portfolio  m 
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Patti  Neverett  starts  with  sectors  that  are  likely 
to  benefit  from  broad  economic  trends.  Current 
favorites  include  telecommunications  and  tech- 
nology, which  together  claim  more  than  60%  of 
the  fund's  assets.  She  likes  market  leaders,  such 
as  emc,  Microsoft,  and  Cisco  Systems,  and  looks 
for  earnings  and  revenue  growth  of  20%  or  more. 
When  a  stock  falls,  Neverett  will  bail  out  if  a 
company's  fundamentals  have  deteriorated.  Oth- 
erwise, she'll  sit  tight,  as  she  is  doing  with  Mi- 


crosoft. "I'm  a  buy-and-hold  investor,"  sh 
Another  undiscovered  fund  in  a  top-perl 
sector  is  the  $50.9  billion  Buffalo  USA 
fund.  Co-managers  Tom  Laming  and  Bi 
nitzer  look  for  U.  S.-based  companies  thi 
erate  at  least  40%  of  their  sales  or  es 
overseas  and  have  good  long-term 
prospects.  Then,  they  use  a  discounted  ca 
analysis  to  find  stocks  that  can  rise  at  lea 
Once  a  stock  reaches  what  they  believe 


:UR0f 


It's  hard  enough  for  mu- 
tual funds  to  dodge 
bear  markets — let  alone 
thrive  when  stocks  are 
heading  down.  That's 
exactly  what  the  $98  mil- 
lion Meridian  Value  Fund 
did  over  the  past  few 
years,  even  as  the  small- 
cap  stocks  it  specializes  in 
slumped.  On  average,  the 
fund  has  returned  28.4% 
over  the  past  five  years, 
an  impressive  14  percent- 
age points  more  per  year 
than  its  benchmark,  the 
Russell  2000  index. 

It's  not  surprising  that 
business  week  awarded 
this  small-cap  blend  fund 
an  A  for  its  performance 
compared  with  others  in 
its  peer  group.  What  is 
surprising  is  that  it's  one 
of  a  few  small-cap  funds 
to  earn  an  A  when  mea- 
sured against  all  equity 
funds.  In  short,  it's  one 
of  the  best  funds  you 
never  heard  of.  And  it's  a 
no-load  fund  to  boot. 

Fund  managers  Kevin 
O'Boyle  and  Rick  Aster 
escaped  the  fate  of  many 
of  their  peers  by  avoiding 
the  high-flying  stocks  with  nosebleed 
valuations.  Instead,  they  choose 
stocks  that  have  already  been 
knocked  down.  "That  keeps  us  from 
suffering  major  losses,"  says  lead 
manager  O'Boyle,  who  is  based  in 
Larkspur,  Calif. 

Although  the  name  implies  that 
the  fund  practices  value  investing — 
buying  the  cheapest,  most  unloved 
stocks — it  actually  takes  a  more 
moderate  approach.  "We  try  to  buy 
busted  growth  stocks,"  says  O'Boyle 


Meridian's  manager 
won't  buy  a  stock  uhk 
they  can  identify  a  cal 
lyst  that  will  bolster 
ings.  In  PartnerRe's 
they  noted  that  the  r€ 
surance  industry's  pri( 
power  was  improving 
weaker  companies  left 
market  in  1999.  With 
industry  consolidating, 
PartnerRe  may  also  b 
takeover  target. 

What  counts  is  not 
change  alone  but  its  ir 

O'BOYLE:  Avoiding  hit 
fliers  "keeps  us  from 
suffering  major  lossei 


Meridian  Value 


VITAL  STATISTICS 


TICKER  SYMBOL  MVALX 

ASSETS:  $98.0  million 

CATEGORY:  Small-cap 
Blend 

EXPENSE  RATIO:  1.63% 


TOP  HOLDINGS:  PeopleSoft, 
ESC  Medical,  PartnerRe 


TOTAL  RETURN* 

YEAR  TO  DATE 

14.1% 

12-MONTH 

29.6 

3-YEAR  AVG.  ANNUAL 

24.8 

5-YEAR  AVG.  ANNUAL 

28.4 

BW  RATING 

OVERALL 

A 

pact  on  the  financials 
O'Boyle  and  Aster  est 
mate  a  company's  futu 
cash  flows.  If  the  stocl 
trades  for  less  than  th 
current  value  of  these 
29;6  ture  cash  flows,  it's  a  1 


CATEGORY 


' THROUGH  JUNE  30 


DATA  MORNINGSTAR,  BUSINESSWEEK 


In  other  words:  growth,  interrupted. 
One  Meridian  holding  is  PartnerRe, 
a  global  reinsurance  underwriter.  It 
fits  Meridian's  criteria — a  market 
leader  with  a  strong  balance  sheet 
and  a  return  on  equity  of  nearly  15%. 
Like  the  other  stocks  in  the  fund's 
portfolio,  PartnerRe  also  suffered  a 
decline  in  earnings,  from  almost  $4.50 
per  share  in  1998  to  less  than  $2  in 
'99.  "A  couple  quarters  of  disappoint- 
ing investors'  expectations,  and  the 
stock  was  hammered,"  O'Boyle  says. 


PartnerRe  has  paid  of 
Since  Meridian  purcha 
its  stake  for  about  $30 
share  in  January,  the 
stock  has  risen  some 
Typically,  Meridian 
holds  some  40  stocks  i 
several  industries,  incl 
ing  health  care,  technology,  and  fii 
cial  services.  The  fund  concentrate 
small-  and  mid-caps,  but  it's  free  t 
own  large  stocks.  One  such  holdin; 
Waste  Management,  a  stock  that  1 
fallen  $1  since  Meridian  bought  it 
an  average  of  $19  a  share. 

If  Meridian  makes  money  off 
Waste  Management,  it  will  have  s 
ceeded  where  many  others  have 
failed.  Given  the  fund's  track  reco 
that  wouldn't  be  surprising. 

Anne  Terg 
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Deutsche  Banc  Alex.  Brown 


y  promoting  the  success  of  our  clients, 
e've  leapt  ahead  of  our  competitors 


Iuromoney  Awards 
for  Excellence 

sooo 


A 


Best  bank: 

Deutsche  Bank 


M  I 


Deutsche  Bank  is  the  kind  of 

financial  counterparty  its 

corporate  and  institutional 

clients  really  want:  adept  at 

capital  markets  and 

investment  banking" 

Euromoney 


Best  foreign  exchange  bank: 

Germany 

Latin  America 

Deutsche  Bank 

Best  bank 

Best  government  bond 
trading  house: 

Deutsche  Bank 

Best  domestic  bond  house 

Deutsche  Bank 

Argentina 

Best  foreign  bond  house: 
Deutsche  Bank 

Deutsche  Bank 

Best  domestic  equities  firm: 

Chile 

Best  Eurobond  trading  house: 
Deutsche  Bank 

Deutsche  Bank 

Best  domestic  M&A  advisor: 

Best  foreign  equity  house: 
Deutsche  Bank 

Deutsche  Bank 

Mexico 

Eurozone 

Portugal 

Best  foreign  equity  house: 

Best  foreign  bond  house: 

Deutsche  Bank 

Best  domestic  bank: 

Deutsche  Bank 

Deutsche  Bank 

South  Africa 

Best  bond  firm: 

Non-Eurozone  Europe 

Best  foreign  securities  house: 

Deutsche  Bank 

Switzerland 

Deutsche  Bank 

Best  equities  firm: 

Best  foreign  bank: 

Deutsche  Bank 

Deutsche  Bank 

Asia 

Austria 

Best  foreign  bond  house: 

Best  foreign  bank: 

Deutsche  Bank 

Malaysia 

Deutsche  Bank 

Best  foreign  equity  house: 

Best  foreign  bond  house: 

Deutsche  Bank 

Deutsche  Bank 

Best  foreign  equities  firm: 

Deutsche  Bank 

UK 

Korea 

France 

Best  foreign  bank: 

Best  foreign  bank: 
Deutsche  Bank 

Best  foreign  bank: 
Deutsche  Bank 

Deutsche  Bank 

Best  foreign  securities  house: 

Best  foreign  bond  house: 

USA 

Deutsche  Bank 

Deutsche  Bank 

Best  foreign  equities  house: 

Italy 

Deutsche  Banc  Alex.  Brown 

New  Zealand 

Best  foreign  bank: 

Best  foreign  M&A  house: 

Best  foreign  bond  house: 

Deutsche  Bank 

Deutsche  Banc  Alex.  Brown 

Deutsche  Bank 

Investment  banking  performance  is 


We've  always  believed  that  if  we  put  our 
customers  first,  we  would  come  out  on  top 
in  global  investment  banking. 

It's  another  reason  why  Deutsche  Bank  is 
leading  to  results. 
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leading  to  results" 


Deutsche  Bank 
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true  value,  the  managers  sell.  One  recent  ex- 
ample is  Applied  Micro  Circuits.  "We've  done 
pretty  well  with  technology  this  year  compared 
with  an  average  tech  fund  because  we  look  at 
what  a  stock  is  actually  worth,"  Laming  says. 

Don't  overlook  bond  funds.  In  the  first  half  of 
the  year,  they  have  surpassed  their  equity  coun- 
terparts, rising  3.02%  on  average,  vs.  2.3%  for 
stock  funds.  The  list  of  A-rated  bond  funds  in- 
cludes numerous  municipal  portfolios,  where'in- 


terest  income  is  tax-free.  A  few  short-ter 
also  make  the  cut — not  surprising  sine 
were  able  to  move  quickly  to  take  advan| 
rate  hikes  earlier  this  year. 

History  shows  that  over  long  periods, 
beat  bonds.  But  not  all  equity  funds  do 
equally  well.  By  identifying  those  funds 
liver  the  most  reward  for  the  least  risk,  til 
NESS  WEEK  Mutual  Fund  Scoreboard  ca 
you  make  the  most  of  your  investments. 


A  VALUE  FUND  THAT'S  BEATING  THE  ODDS 


In  recent  years,  most 
mutual  funds  special- 
izing in  beaten-down 
value  stocks  have 
taken  beatings  them- 
selves. In  fact,  only 
eight  value-style  funds 
have  managed  to  beat 
the  Standard  &  Poor's 
500-stock  index  over 
the  past  five  years.  The 
$4.8  billion  Selected 
American  Fund,  with  a 
24.8%  average  annual 
return,  is  one  of  them. 
It  also  is  one  of  the  few 
funds  specializing  in 
large-cap  value  stocks 
to  earn  a  spot  on  busi- 
ness week's  fist  of 
top — or  A-rated — funds. 

One  reason  for  the 
fund's  success  is  that 
unlike  many  of  its  val- 
ue counterparts,  Select- 
ed American  does  not 
shy  away  from  technol- 
ogy stocks.  In  fact, 
about  one-fifth  of  its  as- 
sets are  in  tech  compa- 
nies such  as  Hewlett- 
Packard,  IBM,  and  Intel. 
"We  tend  to  own 
nonglamorous,  work- 
horse-type companies 
that  we  are  able  to  buy 
at  reasonable  prices," 
says  Christopher  Davis, 
who  co-manages  the  portfolio  with 
Kenneth  Charles  Feinberg. 

To  screen  stocks,  the  managers 
start  with  companies  with  returns  on 
invested  capital  of  10%  to  15%.  To  ar- 
rive at  this  figure,  they  divide  earn- 
ings by  assets  (minus  cash  and  cur- 
rent liabilities).  Rather  than  simply 
accepting  earnings  as  companies  re- 
port them,  the  managers  make  adjust 


:iv^~- 
as| 


Selected  American 


debt  and  competiti 
advantages,  such 
mous  brands,  paten 
protection,  or  poweij 
house  research  and  i 
velopment.  Another 
quirement:  a  steadyi 
growth  rate  of  8%  l| 
15%. 

Of  course,  becaus 
the  fund  practices  : 
value-style  investinj  [ 
the  price  also  has  tc  ^ 
right.  The  two  calcu 
what  a  stock  is  wori 
by  forecasting  a  con  | 

FEINBERG  AND  DAVI 

Their  other  funds 
loads,  so  this  is  a  d\ 


ny's  future  earning 
discounting  them  to| 
rive  at  a  present  vi 
The  flip  side  is  a 
sell  discipline.  Altho 
YEAR  TO  DATE  6.7% Davis  and  Feinberg 

1 2-MONTH  1 0 . 5  loyal— portfolio  turn] 

is  a  low  21% — they 
dump  stocks  when  t! 

5-YEAR  AVG.  ANNUAL  24.8  think  they're  overv 

That  happened  earl; 
year  when  semicom 

TOP  HOLDINGS  American  Express,       OVERALL  tra^mj^App 

„...  ..     .  „  n    .      .  «.T».««1>w  a  Materials  hit  $110  a 

Citigroup,  Hewlett-Packard  CATEGORY  A  share,  up  from  abou 

DATA:  MORNINGSTAR,  BUSINESS  WEEK        l*1   1998.  "If  We  Can  t 

make  the  math  worl 
ments  that  they  deem  important.  For      can't  own  the  stock,"  says  Davis 
instance,  while  accounting  rules  do  not         Davis,  Feinberg,  and  their  ass 
require  companies  to  deduct  the  cost 
of  employee  stock  options,  Davis  sub- 
tracts them.  "Companies  pay  people 
options,  yet  those  don't  get  reflected 
in  the  income  statement." 

A  high  return  on  capital  is  a  start, 
but  it's  not  enough.  Davis  and  Fein- 
berg also  favor  companies  with  low 


VITAL  STATISTICS 


TICKER  SYMBOL  SLASX 
ASSETS  $4.8  billion 
CATEGORY  Large-cap  value 
EXPENSE  RATIO  0.93% 


' THROUGH  JUNE  30 


TOTAL  RETURN* 


3-YEAR  AVG.  ANNUAL  19.4 


BW  RATING 


ates  also  run  the  Davis  Funds,  w 
are  load  funds  sold  by  brokers  ai 
nancial  planners  with  sales  charg 
as  high  as  4.75%.  Selected  Amer 
lets  you  tap  the  Davis  talent  wit 
paying  a  load.  Any  value  investo 
can  see  that's  a  good  deal. 

Anne  Ti 
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Never  underestimate  the  importance  of  people. 
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A  friendly  reminder  from  the  people  who  can  get  the  best  out  of  yours.  llCWltt 


Improving  Business  Results  Through  People 


Hers 


BY  TOODI  GUTNER 


Mi 


A  SPRINGBOARD 
FOR  ENTREPRENEURS 

ary  Naylor  paced  rapidly  back  and  forth, 
wringing  her  hands  just  moments  before 
.stepping  in  front  of  225  venture  capitalists 
to  ask  for  $20  million.  The  scene:  the  America 
Online  Conference  Center  in  Dulles,  Va.,  in  mid- 
July.  "This  will  be  fun,"  she  said  in  an  effort  to 
psyche  herself.  Naylor,  37,  was  one  of  40  women 
chief  executives  who  pitched  for  funding  at 
Springboard  2000,  the  only  venture-capital  fo- 
rum to  focus  on  female  entrepreneurs. 

Why  is  such  a  conference  necessary?  Most  fe- 
male business  owners  simply  don't  have  ties  or 
exposure  to  the  venture-capital  community.  Even 
if  they  do,  they  often  don't  know  the  rules  of  the 
financing  game.  Women  have  been  launching 
businesses  at  nearly  twice  the  rate  of  men,  but 
according  to  San  Francisco  research  firm  Ven- 
tureOne,  women  received  only  12.7%  of  the 


event  in  Dulles  were  chosen  from  300  ap 
in  the  Mid-Atlantic  region,  based  chiefly  | 
business  plans,  and  industries.  The  first  i 
devoted  to  16  companies  looking  for  seed 
to  launch  their  businesses.  The  follo\ 
27  companies  pitched  for  the  big  buJ 
expansion.  Among  the  presenters  wd 
wave.com,  a  developer  of  video-compressi 
ware,  and  Webservant,  a  business-to-b 
provider  of  voice-access  technologies. 

Once  she  made  the  cut,  Naylor  attendee 
day  "boot  camp,"  where  she  was  grilled 
venture  capitalists,  then  coached  on  refin 
presentation.  She  has  a  lot  of  what  ventu 
talists  like:  a  successful  track  record,  stror 
agement,  and  attractive  alliances.  Her  ne 
ness,  vipdesk.com,  grew  out  of  an' 
successful  company,  Capitol  Concierge, 
tion  with  $6  million  in  sales  that  she  sta 
$2,000  in  1987.  Capitol  Concierge  provid 
vices  to  Washingtonians  who  are  too  busj 
up  their  dry  cleaning,  plan  a  bachelorette 
stand  in  line  at  the  Motor  Vehicles  Dejl 
will  do  anything  that  is  legal  and  mora 
Naylor.  Rather  than  market  to  individt 


I've  shown  up  at  so  many  networking  and  venture-capital  events  that  people  ask  me  if  I  have 

clone,"  says  Mary  Naylor,  who  has  been  trying  to  raise 
$20  million  for  VIPdesk.com  since  May 


record  $17.8  billion  in 
venture  funds  disbursed 
in  the  first  quarter  of  this 
year.  That's  up  from  1.7% 
in  1995,  but  it's  still  a 
meager  share. 

The  mid-July  confer- 
ence was  the  second  of 
three  Springboard  2000 
forums  scheduled  for 
this  year  (www.spring- 
board2000.org).  At  the 
first,  in  San  Mateo,  Calif., 
in  January,  22  companies 
received  a  total  of  $180 
million.  "The  fact  that 
these  conferences  have 
been  so  successful  clearly 
shows  women  entrepre- 
neurs can  use  a  boost," 
says  Steve  Walker,  a  ven- 
ture capitalist  in  Glen- 
wood,  Md.  The  third  forum  will  be  in  Boston  in 
November,  and  more  are  scheduled  for  next  year. 
"We  need  to  create  a  network  of  our  own  so 
that  when  the  economy  turns  down,  women 
aren't  turned  out,"  says  Kay  Koplovitz.  It  was 
Koplovitz  who,  as  chairwoman  of  the  National 
Women's  Business  Council,  created  Springboard. 
The  presenting  companies  at  the  two-day 


sold  her  concept  to  office  and  apartment  b 
that  then  provide  the  service  to  tenants 

With  the  Web,  Naylor  saw  the  oppo 
to  go  nationwide.  She  turned  over 
Concierge's  operations  to  a  longtime  empl 
she  could  start  vipdesk.com.  She's  par 
with  corporate  clients  such  as  aol's  Digit 
MasterCard,  and  Paine  Webber,  which 
the  concierge  services  to  their  customers 

Last  fall,  Naylor  raised  $3.75  million 
few  venture-capital  groups  after  she  ] 
viPdesk.com  at  the  Mid-Atlantic  Venturi 
conference.  Of  the  75  companies  chosen 
sent,  vipdesk.com  was  one  of  only  tw 
women  owners.  "I've  shown  up  at  so  ma 
working  and  venture-capital  events  that"IMl1" 
ask  me  if  I  have  a  clone,"  says  Naylor,  v 
been  busy  raising  money  since  May.  H 
rent  investors  have  so  far  committed  $5 
and  she's  now  in  a  round  of  meetings  wiC0:. 
eral  more  investors  from  the  Springboa 
ference.  If  they  kick  in  some  funding, 
company  ought  to  be  ready  to  fly — which 
how  springboards  are  supposed  to  work 


BusinessWeek  online 


For  more  on  raising  capital  or  to  join 
a  discussion  in  our  forum,  see  hers.online 
www.businessweek.com/investor/ 
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QUESTIONS?  COMMENTS?  E-mail  hers@businessweek.com  or  fax  (212)  512-2538 
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Bookmarks 


myday-trade.com 

buy-selloptions.com 

stock-hot.com 

mktresearchonline.com 

now-retire.com 


Some  of  your  employees  do  so  well  with  their  day  trading 
that  they  only  work  part  of  the  time. 


ill  Internet  activity  at  the  office  is  work-related.  Your  company's  productivity,  bandwidth  and  legal  liability 
npacted  when  employees  trade  stocks  or  shop  online,  play  video  games,  or  download  music  or  pornography.  That  s 
!  N2H2  comes  in.  We  manage,  filter  and  report  Internet  content  usage  through  proprietary  interactive  solutions 
rombine  the  latest  technology  and  human  review.  In  fact,  with  12  million  users,  no  one  manages  more  Internet 
ty  than  we  do.  N2H2 :  Delivering  the  Web  you  want.  To  see  how  we  can  help  your  company,  visit  n2h2.com/enterprise6 


NBHB 


Internet  Usaqe  Management  1  Monitoring  1  Reporting  1  Filtering 
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The  Barker  Portfolio 


TOO  MUCH  OF  A 
DELUXE  THING? 


BY  ROBERT  BARKER 


Life  with  Louis,  so  the  story  goes,  had  Marie 
Antoinette  stressed  to  the  max.  Then. the 
Sultan  of  Morocco  showed  up  at  court.  He 
rescued  her  with  a  "Four  Hands  Massage,"  ad- 
ministered by  two  eunuchs  from  his  harem. 
Sound  good?  Soon,  you  can  be  like  Marie  at  the 
new  Ritz-Carlton,  New  Orleans.  "Two  trained 
therapists  perform  a  symphony  of  movements 
in  synchronization,"  hotel  promoters  say.  Next 
come  "hot  oils,  mixed  with  essential  oils,  plant 
and  flower  extracts." 

That  strikes  me  as  way,  way  over  the  top — 
which  makes  me  way,  way  out  of  it.  "Baby 
boomers  rank  a  luxury  vacation  with  eating  and 
paying  the  mortgage.  It's  a  birthright,"  observes 
Bjorn  Hanson,  a  PricewaterhouseCoopers  partner 
who  has  studied  the  lodging  biz  since  1973.  That's 
why  profits  on  ritzy  travel  are  spurting  like  the 

fountains  of  Ver- 
sailles. It's  also 
why  your  broker 
may  soon  be  pitch- 
ing you  on  an  ini- 
tial public  offering 
in  Orient-Express 
Hotels. 


Express'  Second-Class  Deal 


Besides  the  lux- 
ury train,  the  com- 
pany owns  such 
upscale  oases  as 
Hotel  Cipriani  in 
Venice,  the  Co- 
pacabana  Palace 
Hotel  in  Rio  de 
Janeiro,  and  Man- 
hattan's '21'  Club. 
These  choice  spots 
and  many  more 
have  been  collect- 
ed since  1976  by  Sea  Containers,  a  Bermuda 
shipping  and  ferry  company.  It  now  aims  to  spin 
off  the  properties,  under  the  Orient-Express 
name,  in  two  steps.  In  the  ipo,  set  for  early  Au- 
gust, it  plans  to  sell  10  million  shares,  about 
one-third  of  the  business.  Sea  Containers  then 
intends,  next  year,  to  hand  out  the  remaining 


1999  RESULTS                ORIENT-EXPRESS 
(0EH.A) 

FOUR  SEASONS 
(FS) 

REVENUES                    $242  million 

$189  million 

OPERATING  MARGIN       26% 

32% 

CASH  FLOW                  $42  million 

$73  million 

DEBT-EQUITY  RATIO*      0.67 

0.32 

TOTAL  MARKET  VALUE**  $665  million** 

$2.4  billion 

*As  of  Mar.  31,  2000;  Orient-Express  ratio  is  as  if  it  were  al 
"Estimate  for  Orient-Express;  as  of  July  21  for  Four  Season: 

ready  a  public  company 

DATA:  COMPANY  REPORTS 

Orient-Express    shares    to    its    stockh 
IPOs  are  cooler  this  summer  than  1 
this  deal  could  prove  hot.  Orient-Express 
a  record  $35  million  in  1999.  Through  Ju 
year,  it  saw  profits  grow  another  20%.  Sq 
Four  Seasons  Hotels,  its  nearest  analog, 
ting  highs.  By  contrast,  Orient-Express 
cheap.  At  the  expected  ipo  price  of  $20j 
Orient-Express  would  go  for  half  the 
cash  flow  commanded  by  Four  Seasons. 
Just  the  same,  I  think  there  are  tr 
reasons  you  should  consider  sitting  out 

■  The  RC  Cola  Syndrome.  After  Coke  con 
si,  and  after  Pepsi  comes . . .  what?  Four 
and  Ritz-Carlton,  a  unit  of  Marriott  Inte 
al,  lead  the  luxury  lodging  industry,  withl 
Express  and  Mandarin  Oriental  behind 
As  all  four  strive  to  grow,  the  leaders 
advantage  in  luring  developers  with  t\ 
sites.  They  also  have  a  financial  edge, 
plain  when  Orient-Express  is  compare 
Four  Seasons  (table).  Although  smaller 
enue,  Four  Seasons  enjoys  fatter  profit 
and  greater  cash  flow,  and  is  less  in  debfl 

■  The  Inside  Game.  Like  Sea  Containers, 
Express  will  have  two  classes  of  stocB 
will  help  founder  James  Sherwood  and 
year-old  stepson,  Simon,  who  has  run  tl: 
unit  since  1994,  stay  in  control.  NeitheJ 
wood  is  talking,  but  a  spokesman  told  m| 
have  a  founder-entrepreneur  personality 
helm.  [Two  classes  of  stock]  is  not  too  urj 
Yet  others  tell  me  outsiders  run  a  risk.l 

wood  runs  it  like 
little  fiefdom,"  said 
Barner,  a  SunTrust| 
money  manager 
longtime  stake  in  Sd 
tainers.  One  exampll 
rities  filings  note  tha" 
wood  owns  an  aparti 
Hotel  Cipriani.  Whl 
away  and  a  guest  t| 
he  gets  half  the  rooj 
In  1999,  that  paid  him  $125,000. 

■  When  More  Is  Too  Much.  Analysts  rema 
ish  on  luxury  hotels.  But  I  have  to 
When  do  we  hit  luxe  glut?  Even  as  Orid 
press  aims  to  expand,  Mandarin  Oriental  f 
its  sights  on  growing  from  7,000  rooms  toj 
Four  Seasons,  which  now  runs  48  hotels,| 
in  development.  Ritz-Carlton,  with  35, 
more  coming.  Meantime,  Pricewaterhouse^ 
sees  inflation-adjusted  growth  in  rever 
"upper  upscale"  room  tapering  off  from 
1999  to  1.4%  in  2000  and  0.5%  in  2001. 

Is  there  still  money  to  be  made  on 
travel?  Sure.  But,  as  Marie  Antoinette) 
lavish  living  can  come  to  a  sudden  end. 


BusinessWeek  online 


For  barker.online,  go  to  www.businessweek.com/ij 
or  AOL  keyword:  BW  Daily 
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Sarah's  Insurance  Agent 


. 


■5 


Sarah  loves  saving  time  and  money. 
Oddly  enough,  so  does  her  insurance  agent. 


nine  auto  insurance  in  minutes.  No  agent  required. 

bte  it.  Buy  it.  Print  it.  Esurance  puts  you  in  control  of  the  entire 
b  insurance  process,  so  you  save  time  and  money.  You'll  find 
exact  coverage  you  need,  get  a  great  price,  even  print  your  own 
bf  of  insurance  card.  Visit  esurance.com  or  call  800-926-6012. 


R  esurance 

Insurance.  Only  Better." 


esurance.com 


In  as  little 
as  ten  days 
from  now, 
you  could 
be  running 
your  own 
B2B  Internet 
auctions. 

I  j 

You  captain  of 
e- commerce  you. 


\ 


nu* 


COMMERCE  ONE  AUCTION  SERVICES 

It's  your  way,  right  away:  Your  own  B2B  Internet  auctions,  up  and  running  in  as  little 
days.  No  equipment  to  buy,  no  systems  to  install  or  support.  A  fully-hosted  solution 
gives  companies  like  Borden  Foods,  Compaq,  EventSource.com,  GM,  Shell  and  their  pa 
control  of  every  transaction  within  their  own  B2B  auction  sites  or  portals.  And  browser- 
based,  point-and-click  functionality  that  has  helped  our  customers  run  over  4,000  auctions  in 
the  last  eight  months  alone.  Saving  literally  millions  of  dollars  through  real-time  dynamic 
pricing  for  sourcing  and  liquidation.  In  fact,  no  other  company  can  help  you  harness  the 
power  of  B2B  Internet  auctions  faster,  simpler,  or  more  completely.  And  unlike  other  solu- 
tions around,  we're  ready  to  do  it  now.  At  your  command. 


See  for  yourself  with  our  online  demo: 
www.commerceone.com/auctions/bw3 
or  call:  877.261.8516 


COMMERCE 
ONE 
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otorola  (mot),  the  world's  No.  2  mobile- 
phone  maker,  hasn't  been  top  of  the  list 
this  year  among  institutional  investors. 
Better-than-expected  second-quarter  results  jolt- 
ed the  stock  from  33  to  39,  but  it  has  eased  to 
36 — way  below  the  61  it  hit  in  March.  Motorola 
is  at  a  50%  discount  to  European  peers  Nokia 
and  Ericsson,  based  on  2001  estimates.  An  earn- 
ings shortfall  in  the  first  quarter  and  a  write-off 
of  more  than  $2  billion  related  to  its  stake  in  the 
Iridium  satellite  system  soured  investor  interest 
in  Motorola.  Time  to  jettison  Motorola  for  good? 
Definitely  not,  argue  some,  who  think  it's  on 
the  road  to  recovery.  Oper- 
ating margins  in  its  per- 
sonal communications  seg- 
ment weakened  in  the  first 
quarter  but  rose  to  4%  in 
the  second  quarter,  mainly 
because  of  cell  phones. 
They  see  Motorola  upping 
output  of  handsets  with 
new  designs  and  features. 
"A  lot  of  investors 
haven't  been  up  to  speed 
on  Motorola,"  says  Robert  Lyon  of  Institutional 
Capital,  which  manages  $13  billion.  "They  are 
ignoring  the  valuable  assets  that  Motorola 
owns" — including  a  major  stake  in  Next  Level 
Communications,  worth  $6  billion;  10%  of  Nextel 
Communications,  worth  $5  billion;  and  7%  of 
Broadcom,  $2  billion.  All  told,  they're  worth  $7  a 
share  in  Motorola  stock.  Subtracting  their  value, 
Motorola  really  sells  at  29.  Motorola  also  owns 
f  cable  company  General  Instrument. 

Lyon  says  Motorola  may  unload  these  assets, 
as  it  is  doing  with  Propel,  a  company  it  formed 
to  package  Motorola's  holdings  in  companies  that 
provide  wireless  services  overseas.  Motorola  will 
sell  20%  of  Propel 's  stock  in  a  $500  million  initial 
public  offering.  Lyon  thinks  the  ipo  will  highlight 
the  value  of  Motorola's  other  assets.  Not  counting 
those  assets,  Lyon  sees  Motorola  earning  $1.07  a 
share  in  2000  and  $1.60  in  2001. 

WESTVACO  WATCHES 
FOR  A  WINDFALL 


MOTOROLA 
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s  consolidation  rips  through  the 
industry,  papermakers  are  gear- 
ing up  to  cope  with  a  tougher 
market.  One  company  that  is  reshaping 
itself  is  Westvaco  (w),  one  of  the  top 
U.S.  makers  of  paper,  packaging 
boards,  and  specialty  chemicals. 

Westvaco  is  focusing  on  becoming  a 
global  packaging  producer  and  an  im- 
portant player  in  specialty  chemicals," 
says  Lise  Shonfield,  a  paper  maven  at 
investment  firm  abn  Amro.  Westvaco 


has  become  an  enticing  asset-value  play,  Bhe 
says,  because  it  will  have  to  sell  certain  proper 
ties  outside  of  packaging  material  and  chemicals 
to  attain  its  restructuring  goals.  So  far,  We 
co  has  purchased  $1.3  billion  worth  of  assel 
beef  up  its  packaging  and  chemicals  operations. 
Westvaco  stock,  at  27,  is  trading  below  the  in- 
trinsic value  of  its  assets,  which  she  puts  at  $43 
a  share.  Shonfield  expects  Westvaco  will  sell  its 
coated  paper  and  envelope  business,  as  well  as 
some  timberland  holdings.  She  estimates  the  val- 
ue of  the  coated  paper  and  envelope  operations 
alone  at  $1.5  billion,  or  $9  a  share,  based  on  re- 
cent deals.  Shonfield  says  likely  buyers  include 
UPM-Kymmene,  Stora  Enso,  or  Mead,  all  inter- 
ested in  expanding  their  coated-paper  businesses. 
The  company  also  plans  to  unlock  the  value  of  its 
1.5  million  acres  of  timberland  by  selling  a  small 
part  of  it.  She  figures  its  timberland  assets  are 
worth  $1.3  billion.  Not  counting  asset  sales,  Shon- 
field sees  Westvaco  earning  $2.52  a  share  in  2000 
and  $3.54  in  2001,  up  from  1999's  $1.45. 

eFUNDS:  AN  IPO  WORTH 
A  SECOND  LOOK? 

An  example  of  a  2000  ipo  that  has  headed 
nowhere  but  down  is  eFunds,  which  went 
public  on  June  26  at  13.  It  is  now  at  9Yz. 
No,  eFunds  isn't  a  no-revenue,  no-earnings  dot- 
com. A  provider  of  payment-transaction  pro- 
cessing and  risk-management  services,  eFunds  is 
expected  to  earn  23(2  a  share  in  2000  and  800  in 
2001,  up  from  100  last  year.  And  revenues  are 
expected  to  total  $411  million  this  year  and  $510 
million  next,  up  from  1999's  $306.6  million. 
Among  its  customers:  Citibank,  Bank  of  Ameri- 
ca, Wells  Fargo,  Wal-Mart  Stores,  J.C.  Penney, 
and  Kmart.  So  why  did  the  eFunds  IPO  bomb? 

"It  was  largely  bad  timing:  Investors  were 
wary  of  new  issues  then,"  says  Joel  Krasner  of 
First  Albany.  "The  compa- 
ny participates  in  the 
fastest-growing  sector  of 
the  electronic  payment  in- 
dustry," says  Krasner,  who 
rates  the  stock  a  "strong 
buy,"  with  a  12-month  tar- 
get of  18. 

Krasner  says  eFunds 
should  become  a  leading 
facilitator  of  Web-based 
transactions.  It  is  one  of 
the  big  third-party  processors  of  debit  transac- 
tions at  automated  teller  machines  and  point-of- 
sale  terminals.  He  adds  that  eFunds  will  benefit 
particularly  from  the  emerging  use  of  electronic 
checks,  direct-deposit  and  direct-payment  trans- 
actions, and  debit  cards  over  the  Web. 


Busi  nessWeek  on  line 


Watch  for  Gene  Marcial's  Inside  Wall  Street  Online 
column  every  Tuesday  afternoon  at 
www.businessweek.com/today.htm 
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Figures  of  the  Week 


■  STOCKS 

S&P  500 

iuly    Jan.    July  July 20-26 

1570  i i 1525 


U.S.  MARKETS 


July  26 


%  change 

Year  to    Last  12 
Week      date    months 


GLOBAL  MARKETS 


1500 


1475 


t-1452.4 


1425 


COMMENTARY 

A  desultory  week  in  the  world  financial 
markets,  which  continued  to  be  troubled 
by  corporate  earnings  shortfalls.  The 
U.  S.  markets  fell  for  the  fifth  day  out  of 
seven  on  July  26,  with  earnings  re- 
ports for  Xerox  and  BMC  Software  lead- 
ing the  decline.  Fears  of  rising  interest 
rates  also  hurt  the  markets.  Drug 
stocks  fell  on  July  25,  after  Pfizer  re- 
ported slower  earnings  growth. 

Data:  8loomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


S&P  500  1452.4  -2.0  -1.1  7.8 

Dow  Jones  Industrials  10,516.5  -1.7  -8.5  -3.2 

Nasdaq  Composite  3987.7  -1.7  -2.0  52.3 

S&P  MidCap  400  496.4  -1.9  11.6  21.6 

S&P  SmaJICap  600  209.8  -2.4  6.1  15.1 

Wilshire  5000  13,600.8  -2.1  -1.5  10.4 

SECTORS 

Business  Week  50*  1256.9  -1.9  -3.4  25.5 

BusinessWeek  Info  Tech  100**    961.9  -1.4  NA  NA 

S&P/BARRA  Growth  889.5  -2.5  0.2  18.0 

S&P/BARRA  Value  592.6  -1.4  -3.0  -3.5 

S&P  Energy  812.7  -4.6  -2.6  -3.3 

S&P  Financials  143.0  1.9  7.5  1.0 

S&P  REIT  86.3  3.5  17.2  4.8 

S&P  Transportation  608.7  -0.7  2.0  -15.5 

S&P  Utilities  273.0  -1.7  20.1  5.3 

GSTI  Internet  441.8  -4.2  -38.0  3.7 

PSE  Technology  1065.2  -3.6  9.6  83.5 
"Mar  19,  1999=1000       '"Feb.  7,  2000=1000 


July  26      Wee 


S&P  Euro  Plus  (U.S.  Dollar) 
London  (FT-SE  100) 
Paris  (CAC  40) 
Frankfurt  (DAX) 
Tokyo  (NIKKEI  225) 
Hong  Kong  (Hang  Seng) 
Toronto  (TSE  300) 
Mexico  City  (IPC) 
FUNDAMENTALS 


1537.9 

6387.1 

6493.0 

7302.1 
16,502.6 
17,620.2 
10,916.1 

6748.5 
July  25 


S&P  500  Dividend  Yield  1.08% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  30.0 
S&P  500  P/E  Ratio  (Next  1 2  mos.)*  23.4 
First  Call  Earnings  Surprise*  4.04% 

"First  Call  Corp. 
TECHNICAL  INDICATORS       July  25      V 


S&P  500  200-day  average  1421.9 
Stocks  above  200-day  average  57.0% 

Options:  Put/call  ratio  0.53 

Insiders:  Vickers  Sell/buy  ratio  1.51 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 
GROUPS  month  % 


Defense  Electronics 
Semiconductors 
Communications  Equip. 
Invest.  Bankmg/Brkrge. 
Health-Care  Services 


92.2  Leisure  Time  23.3 

90.7  Shoes  21.4 
83.6  Specialty  Appar.  Retailers  15.6 

49.8  Airlines  14.3 
45.0  Transportation  Services  13.8 


Office  Equip.  &  Supplies  -61.5  Instrumentati 

Toys  -51.5  Oil  &  Gas  Drill 

Furnishings  &  Appliances  -50.4  Toys 

Metal  &  Glass  Containers  -44.6  Office  Equip.  I 

Pollution  Control  -43.2  Regional  Telei 


[tain 


■  MUTUAL  FUNDS 

Week  ending  July  25 
■  S&P  500  ■  U.S.  Diversified  ■  All  Equity 
4-week  total  return 


%       1 


Week  ending  July  25 
■  S&P  500  ■  U.S.  Diversified  BAN  Equity 
52-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return  %      52-week  total  return 

Leaders 

Financial  5.7 

Technology  5.0 

Latin  America  4.6 

Mid-cap  Growth  4.3 

Laggards 

Japan  -8.5 

Natural  Resources  -6.4 

Diversified  Pacific/Asia  -4.6 

Precious  Metals  -4.0 


Leaders 

Technology 
Health 

Mid-cap  Growth 
Small-cap  Growth 
Laggards 
Precious  Metals 
Large-cap  Value 
Miscellaneous 
Financial 


EQUITY  FUNDS 

4-week  total  return 


%      52-week  total  return 


91.1 
65.5 
56.8 
56.5 

-9.4 
-1.8 
-1.3 
-1.2 


% 


%       5        10       15      20      25      30 
Data:  Standard  &  Poor's 


Leaders 

Van  Wagoner  Emerging  Gr.  26.7 

Van  Wagoner  Post  Venture  20.4 

Van  Wagoner  Technology  20.0 

Van  Wagoner  Mid  Cap  Gr.  18.8 
Laggards 

American  Heritage  A  -15.4 

Warburg  Pincus  Jap.  Sm.  Co.  -12.4 

Credit  Suisse  Inst.  Jap.  Gr.  -11.9 

Warburg  Pincus  Japan  Gr.  -11.6 


Leaders 

PBHG  Select  Equity  244.6 

Oresdner  RCM  Biotech.  N  223.9 

PBHG  New  Opportunities  223.6 

Red  Oak  Technology  Select  202.8 
Laggards 

ProFunds  Ultrashort  OTC  -79.2 

Potomac  OTC  Short  -49.8 

Calvert  New  Africa  A  -31.3 

Apex  Mid  Cap  Growth  -29.0 


■  INTEREST  RATES 

I 

ogies 

KEY  RATES 

July  26 

Weel  it 

MONEY  MARKET  FUNDS 

6.15% 

6.1 

90-DAY  TREASURY  BILLS 

6.17 

« 

6.1 

1-YEAR  TREASURY  BILLS 

6.02 

6.1 

j 

10-YEAR  TREASURY  NOTES 

6.03 

6.1 

30-YEAR  TREASURY  BONDS 

5.81 

5.< 

m 

30-YEAR  FIXED  MORTGAGE! 

8.19 

8.2 

tBanxQuote,  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENT 

Taxable  equivalent  yields  on  AAA-rated,  tax-excite 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.bon 


GENERAL  OBLIGATIONS 
TAXABLE  EQUIVALENT 


4.89% 


7.09 


INSURED  REVENUE  BONDS 
TAXABLE  EQUIVALENT 


5.04 
7.30 


I  THE  WEEK  AHEAD 


PERSONAL  INCOME  Tuesday,  Aug.  1,  8:30 
a.m.  edt>-  Personal  income  probably  in- 
creased 0.4%  in  June,  the  same  gain 
posted  in  May.  That's  the  median  fore- 
cast of  economists  surveyed  by  Standard 
&  Poor's  mms,  a  division  of  The  McGraw- 
Hill  Companies.  Consumer  spending  like- 
ly also  rose  0.4%  in  June,  after  a  smaller 
0.2%  advance  in  May. 

PURCHASING  MANAGERS'  INDEX  Tuesday,  Aug. 
1,  10  a.m.  edt>-  The  National  Associa- 
tion of  Purchasing  Management's  index 


probably  edged  up  to  52%  in  July,  from 
51.8%  in  June. 

CONSTRUCTION  SPENDING  Tuesday,  Aug.  1, 
10  a.m.  edt>-  Outlays  for  building  proj- 
ects likely  increased  0.3%  in  June,  says 
the  s&p  mms  forecast.  That  follows  a 
0.1%  advance  in  May. 

NEW  SINGLE-FAMILY  HOME  SALES  Wednesday, 
Aug.  2,  10  a.m.  edt>-  New  homes  proba- 
bly sold  at  an  annual  rate  of  870,000  in 
June,  down  from  875,000  in  May. 


LEADING  INDICATORS  Wednesday, 
10  a.m.  edt>-  The  Conference 
leading  index  probably  fell  0.: 
after  slipping  0.1%  in  May. 


1 


B 


EMPLOYMENT  Friday,  Aug.  4,  8. 
►  The  s&p  mms  median  foreca 
a  gain  of  just  100,000  new  n 
in  July.  That  follows  a  weak  1 
crease  in  June  payrolls.  The  J 
ployment  rate  likely  stayed  at  J'' 
hourly  wages  probably  rose  0.;\ 
of  a  0.4%  rise  in  June. 
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1.9%,  underperforming  most  of  the  major  market  indices.  Disappointing  earnings  sent  sev- 
lto  a  tailspin.  The  worst  decliner  was  Citrix,  which  fell  28.5%  after  the  company  posted  a 
iting  earnings.  Lucent  was  hammered  when  the  company  signalled  lower-than-expected  eam- 
he  third  big  loser,  falling  when  its  second-quarter  earnings  came  in  below  expectations. 
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19.9 
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<  increased  during  the  latest  week. 
f  the  four-week  moving  average, 
i  strongly,  rising  to  175.6,  after 
;  previous  week,  which  included  the 
lj]|)liday.  After  seasonal  adjustment, 
autos,  trucks,  and  lumber  rose 
r  output  and  rail-freight  traffic  also 
le-oil  refining,  and  coal  production 
i  previous  week's  output, 
le  index  components  is  at  www  business- 
index  Copyright  2000  by  The  McGraw-Hill 
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Editorials 


A  PLATFORM  FOR  PROSPERITY 


Once  or  twice  a  century,  a  Presidential  election  teaches 
America  something  new  about  itself.  This  is  one  of 
those  times.  Beneath  the  patina  of  two-party  politics  as  usu- 
al, a  fast-paced  New  Economy  is  churning  up  society,  gener- 
ating new  kinds  of  voters,  different  issues,  and  surprising  con- 
flicts. The  longest  economic  expansion,  the  greatest  creation  of 
wealth,  and  the  biggest  budget  surplus  in  U.S.  history  are 
changing  the  rules  of  the  political  game.  Presidential  candi- 
dates George  W.  Bush  and  Al  Gore  are  trying  their  best  to 
reshape  their  parties'  platforms  for  the  digital  age.  So  far, 
their  efforts  are  lame.  Sure,  there  is  talk  of  paying  down 
some  debt,  but  the  Democrats  still  want  to  spend  the  surplus 
in  a  thousand  different  ways.  And  the  gop  wants  to  use  it  for 
enormous  tax  cuts.  It's  not  just  predictably  boring  but  a 
threat  to  continued  prosperity.  The  campaign  ought  to  be  a 
clash  between  competing  visions  of  how  best  to  encourage  a 
high-growth,  entrepreneurial,  information-based  New  Econo- 
my that  generates  income  and  wealth  for  everyone.  With 
the  conventions  approaching,  it's  clear  that  we  don't  have 
them  yet. 

THE  NEW  ECONOMY  VOTER 

What  is  new  in  this  first  Presidential  election  of  the  21st 
century?  The  electorate,  for  starters.  An  investor  class  is 
elbowing  itself  into  the  political  game.  Half  of  U.  S.  families 
now  own  stock,  and  almost  any  trip  to  the  gym  or  the  corner 
bistro  reveals  a  TV  that  is  playing  cnbc  rather  than  a  sports 
channel.  Thanks  largely  to  the  stock  market,  there  are  now 
5  million  millionaire  households,  up  60%  in  the  past  decade. 
The  "rich,"  once  a  tiny  and  sometimes  reviled  elite,  have 
plenty  of  company  these  days,  which  explains  the  widespread 
popularity  of  the  gop  plan  to  end  estate  taxes  (page  96). 

But  they  are  not  the  only  new  winners  in  the  New  Econ- 
omy. Thanks  to  fast  growth,  unemployment  is  at  a  near- 
record  low,  and  minorities  who  had  difficulty  entering  the  la- 
bor market  for  decades  are  now  part  of  the  economy. 
Welfare  as  we  knew  it  has  mostly  ended,  integrating  many 
more  into  the  economy.  Immigrants,  too,  find  themselves  in 
huge  demand.  These  groups  also  have  a  stake  in  the  politics 
of  prosperity  but  their  interests  are  often  very  different 
from  the  investor  class.  Greater  government  funding  for 
education  and  training,  the  paths  to  upward  mobility,  are 
probably  more  important  to  these  potential  voters  than 
cutting  estate  taxes. 

A  new  band  of  prosperity  protesters  are  on  the  political 
scene  as  well.  The  anti-globalization  troops  that  stormed  the 
World  Trade  Organization  conference  in  Seattle  and  the  anti- 
Nike  demonstrators  on  campus  are,  for  the  most  part,  chil- 
dren of  the  investor  class.  Despite  their  small  numbers,  they 
are  players  in  this  election.  Their  anti-Big  Business  ideology 
is  reflected  by  Ralph  Nader,  and  their  votes  for  him  could  tip 
the  election  away  from  Gore.  The  prosperity  protesters'  anti- 
corporate  rhetoric  resonates — some  77%  of  Americans  feel 


that  too  much  power  is  concentrated  in  the  hands 
large  companies,  according  to  a  1999  Pew  poll. 

GenY  grew  up  in  the  great  prosperity  of  the  '90s 
begin  to  exercise  power  in  this  election.  These  twer 
things  obsess  about  their  stock  portfolios,  envy  friends 
come  Internet  IPO  millionaires,  job-hop  as  a  matter  oi| 
and  dislike  Social  Security  because  they  feel  it  will  not 
for  them.  GenYers  worship  digital  entrepreneurs  sucl| 
Gates,  not  corporate  chieftains  such  as  Jack  Welch. 

TRIM  THE  DEBT  FIRST 

America  is  in  transition  to  an  information-based 
The  danger  is  that  this  transition  will  stall  and  serious 
will  arise  unless  the  polity  focuses  on  nurturing  tec! 
driven  growth  rather  than  fighting  old  partisan  war 
the  size  of  government.  Class  and  generation  battl 
mute,  could  easily  erupt  in  the  near  future. 

A  business  week  campaign  platform  for  the  New 
my  would  begin  by  using  the  surplus  to  pay  down  the 
debt.  Big  tax  cuts  or  spending  programs  in  the  neai 
would  only  increase  consumer  demand  at  a  time  w 
Federal  Reserve  is  trying  mightily  to  curb  it.  Bette 
duce  the  debt,  as  Fed  Chairman  Alan  Greenspan 
peatedly  suggested,  lowering  interest  rates  across  t 
omy,  promoting  investment  and  growth. 

If  taxes  are  to  be  changed,  it  is  better  to  simplify 
er  marginal  rates  across  the  board  than  dole  out  a  mul 
breaks  to  political  constituencies.  Economic  growth,  n 
engineering,  should  be  the  goal  of  a  New  Economy  tea 

The  New  Economy  also  demands  a  more  active  govt 
in  some  specific  areas.  Federal  funding  of  pure  resea 
development,  which  has  been  declining,  should  be  ex] 
(Lest  we  forget,  the  Internet  began  as  a  Defense  Dept, 
to  link  universities.)  College  scholarships  should  be  in  i, 
for  engineering,  computer  science,  and  other  high-tec 
that  aren't  attracting  U.  S.  students.  Money  should  ak 
charter  schools  and  vouchers  for  public  schools.  If  the 
is  to  be  spent,  it  should  not  all  go  for  the  elderly  o 
boomers.  And  entitlements,  including  Medicare  drug  t 
should  be  means-tested,  with  the  well-off  paying  th< 
way.  As  it  stands  now,  an  overwhelming  percentage  of  j 
eral  budget  will  go  to  the  elderly  by  2010  through  entit  )fc  / 
like  Medicare  and  Social  Security.  What  about  the  yoi 

The  government  must  be  active  in  protecting  priv 
guaranteeing  open  markets.  After  years  of  failure,  it 
that  the  Internet  itself  cannot  come  up  with  a  worka  ^ 
vacy  policy  and  Washington  must  do  the  job.  It  must 
active  in  antitrust.  Information  industries  appear  to 
tendency  toward  monopoly,  thanks  to  network  effects 
ward  size.  And  monopoly  kills  innovation. 

Democrats  and  Republicans  in  this  political  year  ar 
ing  a  game  of  spend  the  national  bounty.  Instead,  they 
be  seeking  new  ways  to  expand  it. 
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as  exacting  as  the  technology  they  work  with,  they  have  to  be.  the  web  is 
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path  from  you  to  your  customers  in  over  40  countries,  because  in  the  surge 
economy,  there  are  no  coffee  breaks,  to  take  the  first  step,  visit  us  online  or  call 
1-877-320-2662.  fweb  hosting  for  the  surge  economy  ->  intelonlineservices.com/infoj 
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actually  make  a  difference, 
say  antismoking  advocates. 

Earlier  this  year  in 
Casper,  Wyo.,  for  instance, 
Philip  Morris  and  other  com- 
panies helped  fund  an  osten- 
sibly local  group  that  over- 
turned a  ban  on  smoking  in 


public  places.  The  industry 
is  also  taking  aim  at  similar 
policies  in  Anchorage  and 
Philadelphia,  among  other 
cities.  The  tobacco  companies 
argue  that  new,  improved 
ventilation  systems  can  keep 
air  clean  enough  to  allow  in- 
door smoking.  Big  Tobacco 
also  wants  to  make  it  illegal 
for  minors  to  buy  or 
possess  tobacco — which 
takes  the  heat  off  re- 
tailed who  sell  to  kids. 
Congress  will  vote  lat- 
er on  such  a  measure, 
attached  to  the  appro- 
priations bill  for  the 
District  of  Columbia. 
A  Philip  Morris 
spokesman  says  that  his  com- 
pany is  indeed  against  youth 
smoking  and  only  for  adults' 
freedom  of  choice.  That  line 
carries  little  weight  with  anti- 
smoking  activists,  who  point 
to  a  new  U.  N.  report  showing 
how  Big  Tobacco  has  tried  to 
derail  international  tobacco 
control  efforts.      John  Carey 


PRODUCT  PEEK 

NOW  YOUR  ARTERIES 
CAN  ACCEPT  PLASTIC 


PLASTIC,    IT  TURNS   OUT,    MAY 

be  the  best  thing  for  your 
heart  next  to  exercise  and  a 
healthy  diet — especially  if 
your  arteries  are  clogged. 

How  so?  Well,  narrowed 
blood  vessels  around  the  heart 
are  the  kiss  of  death.  The 
1986  invention  of  stents,  small 
wire  tubes  that  restore  blood 
flow,  were  a  breakthrough. 
But  up  to  30%  of  patients 
with  wire  stents  suffer  inflam- 
mation, which  recloses  the 
artery.  So  researchers  led  by 
Dr.  Hideo  Tamai  of  Shiga 
Medical  Center  for  Adults  in 
Shiga,  Japan,  have  developed 
a  plastic  stent  that  may  solve 
that  problem.  The  biodegrad- 


able plastic  used  is  absorbed 
into  the  body  after  two 
years — by  which  time  the 
vessel  has  reopened.  A  recent 
study  found  inflammation 
in  only  10%  of  those  using 
plastic  stents. 

Plastic  stents,  say  the  re- 
searchers, may  do  less  damage 


[  MAIN  ARTERY 

BIG  PLUS:  Less  inflamed 

because  they  expand  slowly 
after  inplantation.  A  larger 
U.S.  study  is  now  planned. 
Igaki  Medical  Planning  in  Ky- 
oto, meanwhile,  hopes  to  mar- 
ket the  new  stent  within  a 
few  years.  Ellen  Licking 


TALK  SHOW  ((I'll  have  coffee  in  the  morning  watchinj 
and  the  next  bimbo." 

— Kathie  Lee  Gifford  to  Regis  Philbin,  at  her  farewell  broadc\ 
o/Live!  With  Regis 


PETROL  PATROL 

FOR  SALE:  AMOCO 
SIGNS,  CHEAP 

WHEN  BRITISH  PETROLEUM'S 
merger  with  Amoco  was  still 
fresh,  the  joke  around  Amo- 
co's  Chicago  headquarters 
was:  How  do  you  pronounce 
the  new  entity's  compound 
name?  The  punch  line:  Just 
call  it  "rp."  The  "Amoco"  is 
silent. 

Soon,  Amoco  will  be  virtu- 
ally invisible,  too.  Starting 
late  this  year,  RP  Amoco  will 
begin  rebranding  Amoco  gas 
stations  in  Cleveland  and  In- 
dianapolis, doing  the  same  in 
Chicago  next  year,  and  finally 
erasing  the  Amoco  name 
from  all  9,000  U.S.  stations. 
Gone  will  be  the  74-year-old 
Amoco  torch  and  its  red, 
white,  and  blue  signage.  In 
its  place:  a  new,  lower-case 


BP    logo    and    an    IS 
green-and-yellow  su 
remodeling  of  all  19 
stations  worldwide 
its  1,725  recently 
Arco   outlets — could 
cost  up  to  $4.5 
billion      over 
four  years. 
Yahool's 
BP     Amoco 
chat  room  is 
biimming 
with  slaps  at 
Chief  Executive 
Sir  John  Browne 
over  the  name  change, 
Austin  Powers'  ads  for 
far  behind?"  one  writer 
ters.   "Picture  it.   'Sir 
Browne.  The  guy  who  si 
me.'"    More  reason  to 
gry?    At  the  Apr.  18 
meeting  next  year,  shai 
ers    will  formally  reel 
the   London-based   coi 
just  plain  BP     Micliael 


Tabic 


THE  LIST   DEALS  OF  THE  CENTURY 


Samuel  Hayes  III,  an  emer- 
itus investment-banking  pro- 
fessor at  Harvard,  asked  50 
Wall  Street  legends — like 
John  Gutfreund  of  Salomon 
Brothers,  John  Whitehead 
of  Goldman  Sachs,  and 
Richard  Jenrette  of  Donald- 
son, Lufkin  &  Jenrette — to 
name  the  most  significant 
financial  transactions  of  the 
20th  century.  Here  are 
highlights  from  Hayes's  list: 

1900-01  J. P.  Morgan  engi- 
neers the  purchase  of 
Carnegie  Steel  from  Andrew  Carnegie.  U.S.  Steel  is 
born  and  goes  on  to  dominate  the  market. 


MORGAN:  Kicked  thine 


1956  Ford  Motor's  IPO  uses  a  record  722  underwri 
ers;  family  retains  control  with  separate  voting  stocl 


1975  PaineWebber's  acquisition  of  floundering 
Mitchell  Hutchins  epitomizes  the  fallout  on  Wall 
Street  from  the  end  of  fixed  commissions. 


1983  .Gibson  Greeting  Cards'  IPO  brings  dramatic 
attention  to  the  potential  of  LBOs. 


1984  Drexel  Burnham  Lambert's  $1  billion  offering 
for  MCI  kicks  off  the  junk-bond  boom. 

1998  Long-Term  Capital  Management  is  bailed  out 
a  Goldman  Sachs-led  consortium  of  investment  ban 
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Table  for  two.  Courtesy  of  Nextel. 
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WIRELESS   INTERNET  SERVICES 

You  receive  a  two-way  text  message  from  your  broker  saying,  "Stock  doubled. 
Congratulations."  After  a  short  preprogrammed  reply  of  "Wow,"  you  go  to  your 
MSN  Hotmail  account  and  email  friends, "Can't  make  the  game,  somethings  come  up. 


NEXTEL   DIRECT  CONNECT® 

Using  the  digital,  two-way  radio  feature,  you  ask  your  assistant  to  cal 
Roberto  and  reserve  the  best  table  in  the  house. 


DIGITAL  CELLULAR 

You  call  your  wife  and  invite  her  to  celebrate. 


"if 


stock 


ntroducing 

NEXTE1 
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BUSINESS  JUST  GOT  EASIER.  THANKS  TO  NEXTEL'S  NEW  WIRELESS  INTERNET  SERVICES,  YOU  HAVE  EVEN  MORE 
WAYS  TO  KEEP  YOU  CONNECTED  TO  THE  CRITICAL  INFORMATION  YOU  NEED  TO  DO  BUSINESS  BETTER  AND  FASTER. 

Nextel  phones  are  manufactured  by  Motorola,  Inc. 


NEXTEL  How  business  gets  done.  1 -800- N  EXTE  L9     nextel.com 


"f  or  Nextel  Online  availability  in  your  area.  To  sign  up  for  Nextel  Online  services,  you  must  also  have  Nextel  digital  cellular  service.  Some  restrictions  may  apply. 
1 )  Nextel  Communications,  Inc.  All  rights  reserved  Nextel,  the  Nextel  logo,  Nextel  Direct  Connect,  Nextel  Online  and  How  business  gets  done  are  registered 
1  marks  and/or  service  marks  of  Nextel  Communications.  ^Motorola  andilOOOplus  are  trademarks  and/or  registered  trademarks  of  Motorola,  Inc  MSN,  MSN 
J  Mobile  and  Hotmail  and/or  other  Microsoft  products  referenced  herein  are  either  trademarks  or  registered  trademarks  of  Microsoft  Corporation. 
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A  DIFFERENT  TUNE 
AT  MARIMBA 

KIM  POLESE,  34,  DIDN'T  SET 

out  to  relinquish  the  ceo  spot 
at  Marimba,  the  company  she 
started  four  years  ago.  But 
Silicon  Valley's  onetime 
"It"  girl — hailed  for 
brains,  beauty,  and  ^ 
ambition — did  just 
that:  In  Bill  Gates 

POLESE:  Stepping  down 

style,  she  gave  up  her  job  to 
become  chairman.  But  in 
Polese's  case,  she  found  that 
the  people  she  wanted  to  run 
Marimba  also  wanted  her  job. 
Marimba  specializes  in 
"push"  technology,  which  au- 
tomatically sends  information 
and  software  updates  to  PCs 
over   the    Net.    Once,    that 


technology  promised  to  be 
huge.  Now  it's  not — although 
Marimba  found  a  niche:  help- 
ing companies  update  soft- 
ware on  employees'  PCs. 
Marimba  reported  its  first 
profit  on  July  25,  the  same 
day  Polese  quit  as  CEO. 

She  named  herself  chair- 
man and  chief  strategy 
officer,  then  tapped 
John  Olsen,  an  exec 
,  from  software 
maker  Cadence  De- 
sign System,  as  ceo. 
Polese  had  wanted  a 
chief  operating  officer,  but 
all  the  top  prospects  wanted 
to  be  ceo.  Polese  says  she 
didn't  want  titles  to  "get  in 
the  way"  of  luring  manageri- 
al talent.  Push  may  yet  meet 
its  early  promise.  Wireless 
Net  devices  are  its  new  fron- 
tier. But  the  cautious  Polese 
won't  even  use  the  "p"  word 
now.  Steve  Hamm 


LITIGATION  NATION 

CHASING  AN  AD 

UP  A  TREE 

JULIA   "BUTTERFLY"   HILL 

became  the  environmentalists' 
poster  girl  after  she  spent 
two  years  perched  in  a  200- 
foot  California  redwood.  Her 
protest  against  Pacific  Lum- 
ber's logging  of 
old-growth  forests 
has  now  branched 


out  to  telephones. 

On  July  3,  Hill  sued  wire- 
less provider  OmniSky,  its 
carrier  AT&T  Wireless,  and  ad 
agency    TBWA/Chiat/Day    in 


federal  court  in  California  for 
misappropriating  her  image 
in  ads.  Those  ads,  which  ran 
in  Vanity  Fair,  Newsweek, 
and  other  places,  depict  a  Hill 
lookalike  in  a  tree,  using  a 
cell  phone  (as  Hill  did),  and  a 
rep  from  "Sponge-Bath.com" 
gazing  upwards  with  the 
words:  "Whatever  you  need 
is  on  the  Internet." 

Hill  was  not 
amused.  "The 
very  concept  [of 
the  ad]  degraded 
the  sacrifices  Ms. 
Hill  had  made," 
says  her  com- 
plaint. OmniSky 
says  it  has  pulled 
the  ads.  But 
Y/  -  'I  Stephen  Barnett, 
-  J*  I  a  law  professor 
at  the  University 
of  California  at 
Berkeley,  thinks 
Hill  should  be 
"laughed  out  of 
court."  He  argues  that  paro- 
dy is  protected  speech,  even 
in  a  commercial  context.  Case 
law  is  not  yet  definitive.  But 
Hill,  says  Barnett,  "does  not 
have  a  monopoly  on  living  in 
a  tree."  Joan  Oleck 


POWER  SURGE 

THE  NEW  ECONOMY: 
AN  ENERGY  HOG? 

THE  TECHNOLOGY  REVOLUTION 

may  be  juicing  up  U.S.  busi- 
ness, but  the  government 
wonders  how  the  New  Econ- 
omy may  impact  electricity 
supplies. 

Fax  machines,  printers,  PCs, 
and  the  like  already  account 
for  up  to  10%  of  commercial 
electric  use,  according  to  esti- 
mates, and  office-equipment 
use  is  growing.  The  Environ- 
mental Protection  Agency 
says  103  million  pieces  of  such 
gear  were  shipped  last  year, 
vs.  56  million  in  1995.  An  en- 
ergy-inefficient PC  with  moni- 
tor typically  uses  500  kilowatt- 
hours  per  year;  a  fax  machine, 
307  kwh.  (One  kwh  will  power 
a  100-watt  lightbulb  for  10 
hours.)  No  wonder,  then,  that 
Mark  Mills,  co-author  of  The 


Huber-Mills  Digital  I 
Report,  foresees  big  hii 
electricity  consumption 
future  "driven  by  silicoi 
the  Net." 

U.S.  Energy  Secretar 
Richardson,    however, 

BUSINESS     WEEK     that 


HUMMING  WIRES:  PCs  a 


counting  on  energy-eff 
"smart"  machines  to  cut 
on  power  use:  They'll 
when  to  cut  themselv* 
when  not  in  use,  for  insi 
Look  for  answers  in  th 
when  the  Office  of  Energ 
ficiency  reports  on  the  h 
of  the  Internet.    Olga  I 


THE  BIG  PICTURE 


ILL  TAKE  LEATHER  SEATS  AND  A  CD' 

Internet  surveys  are  letting  car 
buyers  "drive"  the  industry's  array 
of  auto  options.  Consumers  soon 
may  no  longer  have  to  settle  for 
what  is  available  on  a  dealer's  lot. 
Manufacturers  should  take  note. 
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FOOTNOTES  Chief  information  officers  who  call  infrastructure  security  their  most  pressing  concern:  1997,  59%;  2000,  92% 
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Lycos  Network  Chooses 
the  Microsoft  Web 
Platform  and  Intel-based 
Servers  to  Build  Its 
Next-Generation 
Internet  Portal 

By  Gregory  J-  Erickson 

Business  Edition  Staff  Writfr 

""'•j-aJaQdniark  announcement     the  Lycos  Network  reyealed 
.  today,     that  it  has  already  begun  using 
a  new  platform  for  all  of  its 


When  great  companies  choose  your  solutions,  what  else  is  there  to  say? 


Microsoft  ((•))  intgl 


www.microsoft.com/ecommerce 


)0  Microsoft  Corporation  and  Intel  Corporation  All  rights  reserved  Microsoft  is  a  registered  trademark  ot  Microsoft  Corporation  in  the  United  States  and/or  other  countries  Intel  is  a  registered  trademark  of  Intel 
jralion  Lycos  (www  lycos  com)  is  a  registered  trademark  ot  Lycos.  Inc. 
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rt-a^5  made  real. 


mice.  But  can  it  download  a  jpeg? 

nologies  from  Agilent  are  helping 

jiniaturize  the  next  generation  in 

less  communication.  So  you  can 


headset.  Streaming  video  on  your 
iset.  And  all  kinds  of  data  right  there 


ur  wrist.  Including  the  time  of  day. 


Agilent  Technologies 

Innovating  the  HP  Way 

Agilent  Technologies  is  a  new  company 
composed  of  the  former  Hewlett-Packard 
test  and  measurement,  chemical  analysis, 
semiconductor  components  and  medical 
products  businesses   www.agilent.com 
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QUALCOMM'S  PROSPECTS 

AREN'T  SO  SHRUNKEN 

Perhaps  I  should  be  pleased  with 
"Hanging  up  on  Qualcomm"  (News: 
Analysis  &  Commentary,  July  24),  since 
it  is  a  mark  of  the  success  of  cdma  that 
many    now   claim    to    be    its    parent. 
w-cdma,  the  so-called  European  stan- 
dard, is  in  fact  based  on  Qualcomm's 
inventions  and  is  a  revolutionary  change 
from  the  TDMA  technology  used  in  GSM 
in  Europe.  Qualcomm  Inc.  has  a  large 
and  growing  pool  of  cdma  patents,  ap- 
plicable to  voice  and  the  increasingly 
important  business  of  wireless  Inter- 
net access. 

Although  others  have  expended 
considerable  efforts  to  work  around  a 
small  number  of  our  patent  claims, 
with  a  measurable  negative  impact 
on  performance,  our  patent  coverage 
of  the  standard  is  ubiquitous,  and 
w-cdma  manufacturers  will  need  a 
license  from  us.  We  are  extending 
our  licenses  to  w-cdma  with  the 
same  royalty  rate  that  applies  to 
CDMAOne    and    CDMA2000.    Many 
leading  manufacturers  have  al- 
ready signed  up,  and  more  will  be  an- 
nounced soon. 

South  Korea  has  been  and  remains  a 
crucial  market  for  Qualcomm.  cdma  re- 
mains an  important  product  to  Korea 
since  it  is  now  a  major  export  for  Ko- 
rean manufacturers.  Korea  will  be  the 
first  nation  in  the  world  to  field  a  com- 
mercial third-generation  system.  The 
reference  to  "dumping  of  Qualcomm 
technology"  refers  to  the  technology 
choice  for  new  spectrum  yet  to  be  li- 
censed. I  doubt  that  there  is  any  intent 
to  use  TDMA  or  another  "xdma"  in  Ko- 
rea's third-generation  systems.  Thus,  no 
dumping  will  occur,  and  users  of  the 
new  spectrum  will  also  benefit  from 
Qualcomm  technology. 


Rather  than  concern  about 
"prospects  around  the  globe  lookin; 
creasingly  shrunken,"  I  am  kept  av  E 
nights  by  concern  that  w-cdma  wi. 
delayed  or  not  work  well,  and  thus 
upgrading  of  the  whole  world  to  c: 
whichever  flavor,  might  be  dels  ' 
where  CDMA2000  is  not  selected. 

Irwin  M.  Ja 
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Don't  get  con- 
fused by  the  recent  "noise"  from 
Korea  regarding  CDMA2000  and  w-c 
The  carriers  are  talking  about  usin 
cdma  for  new  spectrum  that  has  y< 
be  auctioned  off.  The  media  are  rej 
ing  this  as  "Korea  switching  from  C  jci 
comm  technology  to  the  European 
dard."  No  one  is  switching. 

Many  involved  in  the  negotiat 
agree  Korea  will  probably  end  up 
both  CDMA2000  and  w-CDMA  netwojuj  it  I, . 
The  fact  that  two  Korean  carriers 
begin  service  on  their  CDMA2000  netw  L«  .^ 
this  fall  is  proof  that  Qualcomm's  t  hit; 
nology  will  exist  in  Korea  for  many  y  \  l 
to  come.  In  fact,  the  real  question  is 
Korea  would  even  need  new  specti 
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SECTIONS  &  CLARIFICATIONS 

pple"  (Cover  Story,  July  31),  Kevin  A. 
'thy,  an  analyst  at  Donaldson,  Lufkin 
rette,  was  incorrectly  reterred  to  as 
McDonald. 

hL 

t  be  tooled  by  this  low  profile"  (In- 
ition  Technology,  June  19)  misstated 
venue  ot  AMS  Services  Inc.  The  figures 
r  ij  j  appeared  were  tor  American  Manage- 
Systems,  an  unrelated  public  com- 
AMS,  a  privately  held  firm,  declined  to 
I  its  1999  revenues. 


nan  an 

laleomi 
San  I 


3untry  is  60%  saturated,  therefore 
■ice  capacity  would  cover  every  hu- 
j  ja  Korea  and  a  few  pets  as  well. 

Anatole  Raif 
Carlsbad,  Calif. 

IOKS 
MERIT  E-AWARDS 


I  'Story  of  E"  (e.biz,  July  24),  Diane 
'3r  stated  that  the  National  Book 
dilation  "won't  add  an  e-book  catego- 
I  the  National  Book  Awards  (which 
~|  varded  annually  in  the  categories  of 
:l ,  nonfiction,  poetry,  and  young  peo- 
yiterature).  That  statement  does  not 
:     I  itely  reflect  the  foundation's  position. 
y,  i-ci  jundation's  board  is  actively  study- 
it  isin  ?velopments  in  e-publishing  and  e- 
has y<  .  While  our  foui -category  structure 
arHe[  imain  in  place  for  the  2000  Awards, 
from!  remature  to  say  that  the  foundation 
ipeanilt"  recognize  e-books  in  the  future, 
ave  added  and  changed  categories 
jgotiat  genres  several  ( times  during  the 
]{\  up  i  ids'  50-year  history. 
newold  it  is  wrong  to  characterize  the 
irriers  nt  policy  as  a  "snub."  Our  mission 
onetf  oring  the  joys  of  books  and  authors 
omit  ults  and  children  throughout  the 
nam')' l "l.  E-books  clearly  appeal  to  a  wide 
ion  is'  :,  and  if  they  can  be  used  to  fur- 
i!  >ur  mission,  our  board  of  directors 
— —  |  ndeavor  to  find  an  appropriate  way 
ibrace  this  new  technology. 

Neil  Baldwin 

Executive  Director 

National  Book  Foundation 

New  York 
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F  LUNCHES  ARE 

A  REVOLUTIONARY  IDEA 


laughed  when  I  read  how  some 
j*om  CEO  started  holding  lunches 
I  small  groups  of  employees  to 
•i-  their  frank  input  ("The  fight  for 
val,"  e.biz,  July  24).  Just  one  more 
at  ion  of  how  inexperienced  so 
,  dot-com  "leaders"  are.  I  was 
ing  with  employees  over  lunch 
t  20  years  ago  when  running  my 
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tiist   company.  And  the  "park-your- 
brain-at-the-door"  style  of  management 

became  obsolete  long  ago.  The  people 
who  do  the  work  in  most  companies 

usually  have  the  best  ideas. 

Young,  energetic  founders  have  great 
motives  and  personal  enthusiasm,  but 
running  an  enterprise  made  up  of  peo- 
ple who  expect  to  be  led  doesn't  pur- 
tend  well.  I  guess  experienced  leaders 
can  teach  young  dogs  some  tricks. 

Jim  Alampi 
Novi,  Mich. 


PROSPERITY  FIGHTS  CRIME 
BETTER  THAN  THE  POLICE  DO 


In  "Tough  justice  It  saving  our  inner 
cities"  (Economic  Viewpoint,  July  17), 
Gary  Becker  argues  that  police  and 
court  procedures  that  put  a  dispropor- 
tionate number  of  young  minority  men 
in  prison  make  inner  cities  safer,  caus- 
ing businesses  to  move  in  and  create 
jobs. 

Excusing  "lamentable"  racially  bi- 
ased police  practices  and  courts  so  that 


"There  are  fledgling  companies  out  there  with 

urgent  need  of  reliable  energy,  Vera.  And  thanks 

to  Williams,  we'll  be  able  to  provide." 

Feed  any  need.  Call  Williams  Energy.  In  electricity's  deregulated 
marketplace,  we're  helping  build  and  refurbish  power  plants.  And  from 
innovative  financing  packages  to  intelligent  tolling  agreements,  we're 
also  providing  electricity  more  efficiently.  Making  customers  very  happy. 


Williams 
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Buy  the  complete  version  of 
Adobe  Acrobat  and  discover 
features  you  never  knew  existed. 

Sure,  Acrobat  Reader"  has  solved  many 
of  the  difficulties  you  had  opening  docu- 
ments. It's  definitely  a  handy  tool.  But 
Acrobat  Reader  is  just  a  small  part  of  an 
even  more  powerful  program  —  Adobe 
Acrobat.  With  the  full  version  of  Adobe 
Acrobat  you  too  can  make  your  own 
Adobe  PDF  files,  creating 
attachments  that  will  open 
and  print  easily.  Fonts,  colors, 
graphics  —  everything  you 
send  will  appear  just  as  you 
intended.  And  its  brilliance 
doesn't  end  there.  With  Adobe 
Acrobat  you  have  the  ability 
to  add  comments  to  Adobe 
PDF  files  while  the  originals 
remain  intact.  Additionally  you  can  pass- 
word protect  and  add  digital  signatures 
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How  $10,000  Invested  9/30/87 
Would  Have  Grown  vs.  Competitors 


T.  Rowe  Price  Science  8  Technology  Fund  (PRSCX)  invests  primarily 
in  stocks  of  companies  that  seek 
scientific  or  technological  advances. 
Since  its  inception  it  has  successfully 
identified  many  dynamic  opportunities, 
outperforming  its  Lipper  Category 
Average  and  the  S&P  500.  Despite  this 
outstanding  record,  investors  should  be 
aware  that  the  fund's  short-term  per- 
formance is  highly  unusual  and  can- 
not be  sustained.  Past  performance 
cannot  guarantee  future  results. 
No  sales  charges. 
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49.49%,  30.81%,  and  27.43%  are  the  fund's  average  annual  total  returns  for  the  1-,  5-,  and  10-year 
periods  ended  6/30/00,  respectively.  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain 
distributions.  Investment  return  and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at  redemption  than 
at  original  purchase.  (Source  for  Upper  data:  Lipper  Inc.)  The  S&P  500  is  an  unmanaged  index  that  tracks  the  stocks  of 
500  U.S.  companies.  For  more  information,  including  fees  and  expenses,  read  the  prospectus  carefully  before  investing. 
T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  STF0553S3 
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employers  will  move  into  inner 
and   hire   minority   workers   igi 
a  more  direct  solution:  labor  m 
policies. 

There  is  strong  evidence  that,  d 
the  1990s,  the  prolonged  economi 
pansion — specifically,  sustained  loi 
employment — played  a  substantia 
in  reducing  crime.  Policy  tools 
promote  full  employment,  b 
education  and  training,  and  work 
ports  are  better  choices  for  redi 
crime  and  bringing  jobs  back  tc 
inner  city. 

Ellen  Hoi   • 
Labor  Econt  1 
Economic  Policy  Inst 


GENE  MARCIAL: 
REDOING  THE  MATH 


Washir  i 


In  computing  the  results  for 
Marcial:  How's  he  doing?"  (Fin; 
July  24),  you  must  subtract  first 
gains,  since  most  of  this  is  incl 
when    the    stocks    start    trading 
Friday. 

You  also  have  to  take  into  cons 
ation  brokers'  charges  on  buying 
selling  155  securities,  which  are  gr< 
than  what  you  would  pay  for  a  s: 
index. 

Donald  Si 
New 
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THING  NEW  UNDER  THE  SUN 

vironmental  History  of  the  Twentieth-Century  World 

\.  McNeill 
T421pp.  $29.95 
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11  too  often,  news  concerning  the 
environment  is  calamitous.  The 
Lozone   hole  is  growing,  global 
ung  is  worsening,  more  and  more 
es  are  threatened  with  extinction, 
ain  forests  are  being  destroyed, 
the  message  conveyed  is  that  there 
le  that  can  be  done  to  halt,  much 
reverse,  these  worrisome  trends, 
sionally,  a  dissident  voice  pierces 
loom  and  serves  up  an  improbably 
;*y  view  of  how  everything  will 
out.  But  where  is  the  middle 
li  id?  What's  needed  is  some  per- 
ive,  some  dispassionate  analysis 
sheds  new  light  and  understand- 
n  these  thorny  issues. 
mething  New  Under  the  Sun:  An 
me  jn  ■ronmental  History  of  the  Twentieth 
wry  World,  by  Georgetown  Uni- 
ty historian  J.  R.  McNeill,  provides 
perspective.      "Environmental 
■jes  usually  are  good  for  some  peo- 
nd  bad  for  others,"  he  explains  in 
reface,  inviting  readers  to  make 

■  own  evaluations  of  the  environ- 
al  alterations  he  discusses.  Then,  in 
eeping  but  highly  accessible  sur- 
McNeill  pulls  together  disparate 
ints  and  data  on  everything  from 
;rosion  to  the  hydrological  experi- 
I  of  giant  dam  construction.  He 
ers  nothing  less  than  a  history  of 
entire  biosphere,  giving  a  view 

rich  in  both  anecdotes  and  data, 
lis  book  is  especially  noteworthy 
s  look  at  recent  times  from  an  un- 
I  vantage  point.  The  ideological, 
Dmic,  and  technological  upheavals 
marked  the  20th  century  have  been 
y  documented  in  numerous  stud- 
But  the  changes  that  have  been 
ght  on  the  earth  itself  have  been 
inted  far  less  often.  McNeill  (ills 
void  gracefully. 

fo   themes    inform    his    analysis. 
,  and  most  important,  McNeill  ar- 

that  in  the  20th  century,  humans 


have  been  moving  earth,  redirecting 
water,  polluting  the  atmosphere,  and 
affecting  populations  of  all  living 
species  on  a  scale  unprecedented  in  hu- 
man history.  There's  a  positive  side  to 
this,  the  author  notes.  Much  of  the 
change  results  from  economic  develop- 
ment and  projects  that  have  improved 
human  living  standards.  For  instance, 
"artificial  fertilizers  allow  perhaps  an 
extra  2  billion  people  to  eat,"  he  ob- 
serves. And  the  author  grants  that 
technological  change  has  eased  pres- 
sure on  some  resources.  But 
the  scale  of  ecological  dis- 
ruption that  McNeill  de- 
scribes is  striking:  We  don't 
know  the  limits  to  the 
growth  of  human  societies, 
but  we  must  eventually 
bump  up  against  them. 

Second,  McNeill  places  his 
environmental  history  in  a 
social,  economic,  and  politi- 
cal context.  During  the 
1920s,  for  example,  New 
Caledonia  was  the  world's 
leading  nickel  producer.  Mining  efforts  in 
the  French  territory  uprooted  people, 
destroyed  homes,  shifted  land,  and, 
when  smelting  was  introduced,  poured 
smoke  and  noxious  gases  into  the  at- 
mosphere. It  took  sixty  years,  but  in 
time,  the  devastation  played  a  part  in 
fanning  political  unrest,  contributing  to 
an  independence  struggle  and  political 
violence  in  the  1980s.  The  author  also 
tells  how,  in  the  early  1970s,  overfishing 
was  partially  responsible  for  the  disap- 
pearance of  Peru's  anchovy  catch.  Since 
the  fish,  converted  into  meal  and  oil, 
provided  a  third  of  Peru's  foreign  ex- 
change, the  seemingly  inconsequential 
development  hammered  that  land's  econ- 
omy, leading  to  political  tumult  and  the 
rise  of  violent  revolutionary  groups. 

There  are  numerous  other  historical 
nuggets.  We  learn,  for  instance,  that 


ETHING 
NEW  UNDER 
THE  SUN 

AN  ENVIRONMENTAL  HISTORY  OF  THE 
TWENTIETH-CENTURY  WORID 


McNeill 


the  growth  of  U.S.  railroads,  wh 
wooden  crot  hi     had  to  In-  replaced 
.-  few  years,  threatened  to  chew 
up  America's  forests  al  the  turn  of  the 

20th  century.  It  was  this  threat  that 
prompted  President  Theodore  Roose- 
velt's preservationist  efforts,  including 
the  National  Forest  Service.  Per  capita 
timber  use  peaked  in  the  U.S.  in  1907, 
and,  as  in  other  temperate  lands,  forest. 
areas  are  now  maintained  at  a  stable 
level.  But  in  considerable  measure,  it  is 
this  very  achievement  that  has  prompt- 
ed the  deforestation  of  the  tropics. 

The  author  points  out  that  environ- 
mental stresses  earlier  in  the  century 
often  were  far  worse  than  they  are  to- 
day. London's  notorious  fog  was  in  large 
measure  coal-fed,  and  in  December  of 
1952,  cold  weather  and  stagnant  air 
held  chimney  smoke  over  the  streets 
of  London  for  a  week,  killing  4,000  peo- 
ple. In  Germany,  industry  released 
heavy  metals  and  chemicals  into  the 
Rhine  for  most  of  the  20th  century, 
killing  off  fish — or  lacing 
them  with  so  many  chemi- 
cals that  they  were  unsafe 
to  eat.  Cleanup  efforts  be- 
gan in  the  1970s  but  took 
on  greater  urgency  after  a 
fire  at  a  chemical  warehouse 
in  1986  released  pesticides, 
herbicides,  and  fungicides 
into  the  river.  By  1992, 
salmon  were  once  again  be- 
ing caught  in  the  Rhine. 

Although  McNeill's  writ- 
ing is  generally  very  good, 
and  well  grounded  in  good  footnotes, 
his  discussion  is  a  bit  wooden  in  places. 
The  section  on  population  growth 
seems  especially  flat.  And  some  topics 
that  McNeill  touches — his  history  of 
the  development  of  antibiotics  and  dis- 
ease control,  for  instance — seem  overly 
long. 

But  these  are  small  criticisms.  On 
balance,  McNeill  has  done  a  great  ser- 
vice to  current  environmental  debates 
by  reviewing  the  recent  past.  Neither 
Cassandra  nor  Pollyanna,  the  author 
provides  the  reader  with  both  fresh  in- 
formation and  analysis.  Something  New 
Under  the  Sun  proves  to  be  just  that — 
an  unusual  look  at  a  period  we  thought 
we  knew  very  well. 

BY  KAREN  PENNAR 
Pennar  has  covered  for 
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Sarah's  work  fakes  her  everywhere  the 
wind  blows  She  works  for  an  aeroelectnc 
power  company,  and  work  is  rarely  ©the 
office.  But  now  she  can  do  business 
anywhere.  With  the  Mobile  Internet 
Lucent  is  helping  to  create,  anyone  on 
the  go  can  have  the  full  power  of  the 

Internet,  right  at  their  fingertips. 

Wherever  they  are.  No  wires,  no  outlets, 

no  desks.  When  you  change  the  way 

people  communicate,  you  change 

the  way  they  do  business.  Lucent 

Technologies.  We  make  the  things  that 

make  communications  work.' 
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tech&yo  u@businessweek.com 


A  PICTURE-PERFECT 
DIGITAL  CAMERA 


STUNNER:  The  new 

Maviea  retains  the 
old's  appeal:  Photos 
go  straight  to  a  disk 


BusinessWeek  online 


FOR  SAMPLE  PICTURES 

taken  with  the  new 
Maviea,  go  to 
Technology  &  You  in  the 
Aug.  14  issue  online  at 
www.businessweek.com 


Three  years  ago,  Sony  revolutionized  the 
digital  camera  business  with  its  digital 
Maviea.  Compared  with  other  sleek, 
brushed-metal  models  that  could  readily  slip  into 
a  shirt  pocket,  the  Maviea  was  more  like  a  vin- 
tage Brownie.  It  was  a  big,  ugly,  plastic  box, 
ungainly  to  hold  and  tote.  But  it  boasted  one 
convenience  that  none  of  the  others  had:  It 
stored  pictures  on  ordinary  3^-in.  floppy  disks 
that  could  be  read  by  any  computer. 

Back  then,  I  tactfully  called  the  Maviea  "a 
bit  bulky."  That  didn't  matter  to  the  legions  of 
consumers  who  raced  out  to  buy  the  Maviea. 
They  were  interested  in  digital  photography  but 
unwilling  to  put  up  with  the  hassles  of 
loading  special  software  and  running 
cables  from  camera  to  computer  just 
to  look  at  snapshots.   U.S.  con- 
sumers will  buy  more  than  4 
million  digital  cameras  cost- 
ing more  than  $50  this  year, 
and  40%  will  be  Mavicas — 
double  the  market  share  of 
No.  2  Olympus. 

Now,  Sony  has  surprised  me 
again.    I    thought    the    Maviea 
would  be  left  behind  by  technology  be- 
cause today's  2-  and  3-megapixel  image 
sensors  produce  pictures  so  detailed  that  only 
three  or  four  will  fit  on  a  1.44-megabyte  floppy 
disk.  But  the  new  mvc-cdiooo,  which  lists  for 
$1,299,  is  a  stunning  update  that  retains  the 
universal  appeal  of  the  original.  Sony  has  in- 
tegrated a  CD-recordable  (cd-r)  drive  into  the 
body  of  its  top-of-the-line   Maviea,   a  2.1- 
megapixel  camera.  The  three-inch  disks 
are  smaller  than  what  you're  accus- 
tomed to,  but  they're  designed  around 
the  industry  standard.  That  means  they 
will  run  in  any  computer  with  a  CD-  or 
dvd-rom  drive.  Almost  all  new  comput- 
ers feature  such  drives.  Each  write-once 
disk,  about  $4,  will  store  160  high-resolu- 
tion photos.  That's  cheaper  than  the  equiv- 
alent of  four  rolls  of  35mm  film,  and  you 
don't  have  to  pay  for  processing. 
NICE  TOUCHES.  The  new  model  won't  hit  dealers' 
shelves  until  shortly  after  Labor  Day,  but  I've 
been  carrying  an  early  production  model  around 
for  a  few  weeks  now.  Sure,  it's  a  bit  bulky.  But  I 
was  surprised  at  how  lightweight  it  is.  At  a  tad 
over  two  pounds,  the  Maviea  is  a  third  lighter 
and  much  easier  to  handle  than  my  conventional 
35mm  Olympus  OM-2  with  a  35mm-to-200mm 


zoom  lens  attached  that  I  carried  for  compa 
And  the  Maviea  includes  a  10X  zoom  lens 
can  be  the  equivalent  of  a  400mm  telephoto 
The  CD  Maviea  fetches  a  $300  premium  ove 
floppy-disk  version. 

Like  virtually  all  digital  cameras,  Sony's* 
Maviea  is  designed  for  fully  automatic  point] 
shoot  operation.  But  there  are  loads  of  fea 
for  the  photo  enthusiast,  too.  The  most  cor 
ones,  such  as  flash  controls,  manual  focus, 
macro  mode  for  extreme  closeups,  can  be 
ated  with  buttons  and  switches  on  the  lef 
and  back  of  the  camera.  Others  require  chi 
in  settings  using  an  easily  mastered  menu 
cessible  both  on  the  2/4-in.  LCD  viewer  a| 
the  through-the-lens  viewfinder. 

There  is  no  full-manual  mode,  but  you  c<j 
the  aperture  to  control 
the  depth  of  the       ^^^^^ 


SONY  MAVICA  MVC-CD1000 

[> Coming  in  September,  $1,300 

D> Stores  160  high-resolution  images 
(1600  x  1200  pixels)  on  a  3-in.  disk 

D> Takes  or  displays  about  1,000  pictures  o| 
a  single  battery  charge 

O  Focuses  from  0.8  in.  to  infinity 

focus  field,  or  set  the  shutter  speed  to 
fast-moving  subjects.  Especially  nice  toud 
There's  a  position  sensor  so  that  photos  snaj 
when  the  camera  is  held  vertically  are  recoi 
in  that  position,  and  there's  an  image  stabilize 
the  type  found  on  camcorders  that  correct^ 
accidental  camera  shake.  The  Maviea  can 
record  audio,  and  as  many  as  85  15-se<j 
movies,  on  the  disks. 

This  isn't  the  camera  for  you  if  you're  loo| 
for  something  to  carry  around  in  your  p 
even  your  coat  pocket.  But  if  you're  sei 
about  photography,  this  new  Maviea  will  do 
more  than  most  digital  cameras.  And,  hey,  | 
can  always  hang  it  around  your  neck. 

Steve  Wildstrom  is  on  vacai 
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How?  By  leveraging 
supplier  relationships 
for  bottom-line  savings 
of  up  to  15%  (or  more).  , 


What  are  you  buying  from  which  suppliers — and  at  what  risk?' Do  those  purchases 
reflect  your  corporate  goals,  values  ancU-strategies?  With  the  SAS  solution  for 
supplier  relationship  management,  you'll  see  B2B  relationships  in  a  whole  new 
light  —  one  that's  heavily  weighted  in  your  favor.  And  we've  combined  the 
expertise  of  Dun  &  Bradstreet  to  make  our  software  even  more  powerful.  So 
you  can  be  even  more  profitable.  A  quick  demo  awaits  you  at  www.sas.com/leverage 


phone:  800.727.0025 
E-mail:  bw@sas.com 
wwu.sas.com/leverage 
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Income  Protection 
and  Return  to  Work: 


BUSINESS  SOLUTIONS  FOR  A  TIGHT  LABOR  MARK 


Unum. 

Protecting  everything 
you  work  for 


Blue  Sapphire  Technologies,  an  Internet  business 
applications  provider,  learned  in  July  that  their  lead 
designer,  44-year-old  Tom  Christian,  would  have  to 
undergo  open-heart  surgery,  an  operation  that 
could  keep  him  out  of  the  office  for  months.  In  the 
hyper-competitive  Silicon  Valley  labor  market,  it 
was  a  potentially  devastating  blow-but  one  that 
Blue  Sapphire  skillfully  surmounted. 

Paul  Silvercreek,  Christian's  manager,  immediately 
began  working  with  Blue  Sapphire's  income  pro- 
tection provider  to  ensure  that  the  designer  would 
have  the  income  needed  to  support  his  family  dur- 
ing his  operation  and  recovery.  Equally  important, 
Christian's  home  was  equipped  with  all  the  computer 
hardware  and  software  the  designer  needed,  a  move 
that  will  allow  Christian  to  return  to  work,  remotely, 
within  just  a  few  weeks. 

"Tom  is  an  essential  part  of  our  business,"  notes 
Silvercreek.  "We  would  be  hard-pressed  to  survive 
without  him."' 

A  $200  Billion  Challenge 

Blue  Sapphire  is  hardly  alone  in  facing  the  challenges 
occasioned  by  the  sudden  disability  of  key  employ- 
ees. The  National  Association  of  Life  Underwriters 
projects  that  30°/o  of  working  people  will  become 
disabled  for  at  least  90  days  between  ages  35  and 
65— two-thirds  of  these  for  five  years  or  more. 

And  the  personal  toll  is  only  part  of  the  cost.  The 
Washington  Business  Group  on  Health  discovered  that 
lost  time  due  to  disability  costs  employers  as  much  as 
10%  of  the  value  of  the  company  payroll.  When  more 
subtle  costs,  like  re-training  and  the  loss  of  an  employ- 
ee's knowledge  and  experience,  are  added  in  the  total 
cost  to  the  economy  approaches  $200  billion. 

Reducing  the  Costs  of  Disability 

At  one  time,  it  was  common  practice  to  encourage 
someone  with  a  disability  to  permanently  leave  the 
work  force.  No  longer.  Because  of  the  effect  of  dis- 
ability on  productivity,  the  U.S.  Social  Security 
Administration  observes,  "the  private  sector  has 
begun  to  implement  strategies  for  helping  disabled 
workers  to  return  to  work  as  quickly  as  possible." 
UnumProvident  Corporation,  based  in  Portland, 
Maine,  and  Chattanooga,  Tennessee,  the  world 


leader  in  integrated  disability  management,  is  a 
vanguard  of  promoting  return-to-work  policie 
formal  return-to-work  program  covering 
occupational  and  non-occupational  disabili 
probably  the  most  basic  step  toward  producti 
enhancing  disability  policies,"  says  Dr.  Ken 
Mitchell,  UnumProvident's  vice-president  for  ret 
to-work  programs. 

This  is  especially  the  case  in  a  tight  labor  ma 
when  employees  with  needed  skills  are  difficult  to 
As  a  result,  says  Mitchell,  "if  a  company  puts  a  v 
developed  return-to-work  program  in  place,  it 
reduce  disability  costs"— particularly  those  asso< 
ed  with  lost  employee  knowledge  and  experience- 
as  much  as  35%." 

Promoting  Return  to  Work( 

Motivated  in  part  by  surveys  showing  that  n 
than  90%  of  workers  sidelined  by  a  disability  v 
to  return  to  work  as  quickly  as  possible,  UnumP 
ident  has  established  the  most  comprehensive 
of  income  protection  and  return-to-work  offer 
in  the  industry,  including: 

•  An  integrated  disability  management  modi 
addressing  the  full  range  of  workplace 
absence  issues 

•  A  state-of-the-art  Customer  Care  Center  th 
assigns  claims  based  on  severity  and  type  of 
impairment,  rather  than  on  geography  or 
policy  type,  allowing  more  targeted  return-t 
work  support 

•  A  new  LifeBalance  program  that  boosts 
productivity  by  helping  employees  to  bette 
balance  their  work  and  home  lives 

•  Family-focused  benefits  that  can  extend  disat 
protection  beyond  the  employee 

•  Internet-based  disability  reporting  and  analysis  1 


UnumProvident's  objective:  to  treat  each  disa 
worker  as  the  individually  valuable  employee 
he  or  she  is.  "We  share  the  common  goals," 
chairman  and  CEO  J.  Harold  Chandler,  "of  hel| 
companies   and    individuals   protect   everytf 
they  work  for,  and  of  supporting  claimants  and  t 
families  as  they  strive  to  resume  a  fulfilling 
productive  lifestyle  as  soon  as  they  can." 

'  Names  have  been  changed  to  protect  privacy. 
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EVERY  YEAR, 
THOUSANDS  OF  EMPLOYEES  FALL  DOWN 
MANY,  RIGHT  THROUGH  THE  CRACKS. 


Unum* 


Protecting  everything 
you  work  for* 


In  the  time  it  will  take  you  to  read  this  ad,  over  one  hundred  Americans  will 
become  disabled.  And  the  total  cost  of  these  disabilities  is  expected  to  exceed 
$340  billion  this  year.(1) 

But  you  can  start  to  control  these  expenses  with  a  disability  income  protection 
insurance  plan  from  Unum  that  helps  your  company  and  your  employees.  First, 
we  help  provide  needed  income  to  a  sick  or  injured  worker.  Then  our  plans  can 
take  the  next  step  and  help  employees  get  back  to  work.  And  in  today's  tight 
labor  market,  that's  very  good  news  for  your  business. 

At  Unum,  keeping  employees  from  falling  through  the  cracks  is  our  specialty. 
And  an  important  part  of  a  comprehensive  income  protection  plan.  Protecting 
everything  employers — and  employees — work  for.  For  more  information,  please 
visit  us  at  www.unum.com. 


w  IWr,  Sptnoer'l  Rcse,u.  h  Report  00.  Employee  Benefit*-  Insurance  products  are  underwritten  by  Unum  Life  Insurance  Cor-  j  Provident  Ule 

"iirance  Company.  The  Paul  Revere  Life  Insurance  Compaq]  I       '.|ianv  (NY  only!  and  Provident  Lite  and  Casualty 

Insurance  Comp.im  i  V'  the  marketing  brand  ot  UnumProvident  Corporation.  O'.'OOO  UnumProvident  Corporation    Unum,   the  lighthouse 

logo,  and  "Protecting  everything  you  work  tor®"  are  registered  trademarks  of  UnumProi  idem  Corporanon    All  nghis  reserved. 


Economic  Viewpoint 


BY  GARY  S.  BECKER 


CRACKING  THE  GENETIC  CODE: 
COMPETITION  WAS  THE  CATALYST 


FASTER: 

Celera's 
high-speed, 
computer- 
intensive 
approach  lit 
a  fire  under 
the  govern- 
ment's own 
program  to 
map  the 
human 
genome 


Gary  S.  Becker,  the  1992 
Nobel  laureate,  teaches  at 
the  University  of  Chicago  and 
is  a  Fellow  of  the  Hoover 
Institution. 


Competition  often  stimulates  new  discover- 
ies by  inducing  extra  effort  and  by  en- 
couraging alternative  approaches  to  chal- 
lenging scientific  and  industrial  problems.  A 
telling  example  of  how  competition  can  produce 
extraordinary  results  is  provided  by  the  efforts 
during  the  past  decade  to  map  and  sequence 
the  entire  60,000  to  80,000  genes  that  make  up 
the  human  genome. 

In  1990,  the  National  Institutes  of  Health  and 
the  U.S.  Energy  Dept.  launched  the  Human 
Genome  Project  in  collaboration  with  the  British 
government  and  a  few  private  companies.  These 
public  and  private  participants  had  decided  not  to 
compete  with  each  other  but  instead  to  pool 
their  scientists  and  knowledge  into  a  joint  pro- 
gram to  solve  the  mystery  of  the  human  genome. 
The  announced  completion  date  was  2005,  al- 
though they  cautioned  that  this  tremendous  feat 
might  take  even  longer. 

On  the  surface,  one  large,  collaborative  official 
project  made  sense,  since  it  could  choose  the 
best  approach  and  avoid  the  duplication  of  effort 
and  lack  of  coordination  that  would  result  from 
competing  programs.  Yet  the  value  of  competition 
was  demonstrated  once  again  through  the  chal- 
lenge posed  by  a  somewhat  controversial  scien- 
tist, J.  Craig  Venter. 

HIGH-TECH  SPUR.  Eight  years  after  the  official 
project  began,  a  small  company  headed  by  Ven- 
ter, Celera  Genomics,  was  created  by  PE  Corp.  to 
develop  its  own  program  to  map  the  human 
genome,  in  direct  competition  with  the  govern- 
ment-sponsored project.  Venter  boasted  that  his 
group  would  finish  by  2000  or  2001,  several  years 
earlier  than  its  rival.  His  forecasts  were  dis- 
counted by  the  scientific  community  as  unrealis- 
tic and  excessively  optimistic. 

Before  long,  however,  Venter  revealed  that 
his  company  was  progressing  more  rapidly  than 
the  official  project.  Celera  took  a  computer-in- 
tensive approach  that  relied  on  sequencing  tech- 
niques developed  by  its  own  scientists  as  well  as 
the  database  produced  by  the  public  genome 
program.  Although  the  competition  between 
these  approaches  led  to  bitter  public  feuding  be- 
tween Venter  and  Dr.  Francis  S.  Collins,  head  of 
the  National  Human  Genome  Research  Insti- 
tute, Celera's  speedier  progress  appeared  to  light 
a  fire  under  the  government's  program. 

Celera  moved  quickly  by  using  300  high-speed 
dna  sequencers.  This  encouraged  the  public  proj- 
ect to  buy  about  200  of  these  machines.  Since 
they  could  now  proceed  much  faster,  the  public 
project  also  began  to  forecast  earlier  completion 


dates  for  its  program.  A  couple  month 
President  Clinton  and  the  leaders  of  bot 
grams  jointly  announced  that  they  had  i 
less  finished  the  complete  mapping 
genome.  By  speeding  up  the  process  to 
stand  the  genetic  code — the  essence  of  "lif< 
several  years,  competition  from  Celera  ma 
thousands  of  lives  through  earlier  discove 
ways  to  prevent  and  treat  deadly  disease 

Contestants  in  sports  have  known  fo 
turies  that  it  is  easier  to  run  and  swim 
and  to  achieve  record  times  when  they  ar< 
lenged  in  races  with  formidable  opponent: 
this  competitive  mapping  of  the  genom 
built  on  the  foundations  of  an  earlier  sci 
race:  to  discover  the  structure  of  dna. 
delightful  book,  The  Dcnible  Helix,  James  V 
describes  how  competition  in  the  early  195 
tween  a  team  led  by  Watson  and  Francis 
and  one  led  by  Linus  Pauling  induced  bot' 
to  work  harder  to  solve  the  mystery  o 
Watson  and  Crick  won  this  contest,  and 
quickly  awarded  a  Nobel  prize  for  their 
nificent  accomplishment,  a  prize  they  had  n 
awaited  the  winners. 

Some  government  officials  have  exp: 
concern  about  Celera's  plan  to  patent  and 
from  the  information  it  acquires,  althou 
company  has  promised  to  make  public  all  i 
sic  scientific  knowledge.  These  critics  igno: 
importance  of  providing  effective  incentive 
lure  scientists  and  companies  into  races 
breakthroughs.  Celera  would  not  have 
taken  the  task  of  mapping  the  human  ge 
and  so  would  not  have  successfully  chall 
the  public  project  to  move  faster,  had  it  n 
pected  to  gain  from  its  discoveries. 

Pharmaceutical  and  biotechnology  comj 
are  engaged  in  many  races  to  develop  new  i 
techniques,  and  procedures  to  fight  varioi 
eases.  Winners  generally  receive  patents 
allow  them  to  profit  from  exclusive  pro 
rights  for  a  while.  The  patent  system  recoj 
that  while  a  race  to  discover  new  method 
products  often  produces  some  duplication 
fort,  it  also  provides  greater  diversity  i 
proaches  and  puts  pressure  on  participai 
move  faster. 

Perhaps,  given  its  resources  and  inc< 
structure,  the  international  consortium  wa: 
to  establish  a  single  program  to  map  t' 
man  genome.  But  the  world  was  fortunat 
the  official  project  did  not  have  a  monopoly 
approaches,  since  a  small  private  company 
then  provide  powerful  competition. 
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Economic  Trends 


BY  GENE  KORET2 

GIVING  BLACK 
WEALTH  A  BOOST 

Ease  the  path  to  home  ownership 

The  New  Economy's  wealth-generat- 
ing powers  are  certainly  formidable. 
But  one  group  that  has  been  left  behind 
is  African  Americans,  whose  average 
wealth  is  still  estimated  to  be  some  80% 
lower  than  that  of  white  families. 

Why  this  huge  disparity?  One  factor 
getting  a  lot  of  attention  lately  is  home 

HOME  OWNERSHIP:  PROGRESS, 
BUT  STILL  A  BIG  RACIAL  GAP 


BLACK  FAMILIES 


WHITE  FAMILIES* 


▲  PERCENT 


-HOUSEHOLD  HEADS  AGED  22  TO  60 
DATA:  RAPHAEL  W.  BOSTIC  AND  BRIAN  J  SURETTE 


ownership.  Typically  financed  by  mort- 
gages, homes  have  long  been  the  largest 
single  asset  of  most  families,  who  have 
benefited  mightily  from  the  apprecia- 
tion of  house  prices  over  the  years.  But 
whereas  two-thirds  of  all  families  are 
homeowners,  black  home  ownership 
rates  trail  far  behind  those  of  whites. 

Fortunately,  the  gap  between  the  two 
has  narrowed,  report  Raphael  W.  Bostic 
of  the  Federal  Reserve  Board  and  Brian 
J.  Surette  of  the  Federal  Home  Loan 
Mortgage  Corp.  In  a  recent  study,  they 
looked  at  families  with  household  heads 
aged  22  to  60  and  found  that  home  own- 
ership rose  among  all  groups  during  the 
1990s,  but  most  sharply  for  blacks,  His- 
panics,  and  lower-income  families. 

While  home  ownership  rose  from 
66.5%  to  69.2%  among  white  families, 
it  jumped  from  37.7%  to  42.4%  among 
black  families.  Since  neither  changes  in 
income,  employment,  nor  family  struc- 
ture seem  to  explain  the  greater  gains 
by  blacks,  the  researchers  concluded 
that  changes  in  the  housing  market  it- 
self were  responsible.  These  included 
fair  lending  laws,  shifts  in  mortgage 
processing  and  lending  practices,  and 
the  overall  decline  in  mortgage  rates. 

Can  more  be  done  to  close  the  still- 
large  home  ownership  gap?  One  tack 
is  suggested  by  a  recent  study  by  Ker- 


win  Kofi  Charles  of  the  University  of 
Michigan  and  Erik  Hurst  of  the  Uni- 
versity of  Chicago.  Tracking  a  sample  of 
black  and  white  renters  from  1991  to 
1996,  they  found  that  30%  of  the  whites 
had  become  homeowners  by  1996,  com- 
pared with  just  12%  of  the  blacks. 

African  Americans  were  rejected  for 
mortgages  more  often  than  whites  of 
similar  creditworthiness,  and  that  played 
a  minor  role  in  this  pattern,  the  authors 
found.  However,  rejection  rates  weren't 
very  high  for  either  group.  Instead,  the 
critical  factor  seemed  to  be  the  fact  that 
blacks  were  far  less  likely  to  apply  for  a 
mortgage  in  the  first  place. 

Although  some  may  have  feared  dis- 
criminatory treatment  by  lenders,  the 
researchers  think  a  lot  more  held  back 
because  they  lacked  family  financing  as- 
sistance. Only  8%  of  African  American 
homebuyers  had  help  from  parents  and 
other  family  members  with  their  down- 
payments,  they  report,  compared  with 
27%  of  white  homebuyers. 

In  short,  coming  up  with  a  downpay- 
ment  seems  to  be  the  largest  roadblock 
to  home  ownership  by  blacks.  And  that, 
write  Charles  and  Hurst,  "suggests  that 
developing  policies  to  relax  such  con- 
straints could  help  close  the  black/white 
home  ownership  and  wealth  gaps." 


THE  INFALLIBLE 
DR.  GREENSPAN? 

A  study  lauds  Fed  staff  forecasts 

When  Alan  Greenspan  speaks,  the 
markets  listen  and  react.  And 
when  the  Federal  Reserve  steps  on  the 
monetary  brakes,  interest  rates  rise — 
often  even  for  long-term  bonds. 

The  underlying  assumption,  of  course, 
is  that,  by  their  words  and  actions,  the 
Fed's  chairman  and  policymakers  are 
giving  the  markets  new  information 
about  the  economy's  future  path.  Private 
forecasters  study  the  same  economic  data 
as  the  Fed  does,  however,  and  that  rais- 
es the  question  whether  the  faith  placed 
in  Greenspan  is  misplaced. 

Fortunately,  the  answer  suggested 
by  a  study  in  the  American  Economic 
Review  is  no.  And  the  reason  appears  to 
be  the  expertise  of  the  sizable  research 
staff  Greenspan  draws  upon.  In  the 
study,  Christina  D.  Romer  and  David 
H.  Romer  of  the  University  of  Califor- 
nia at  Berkeley  compared  the  Fed's  in- 
ternal projections  of  inflation  and  growth 
for  the  next  12  to  18  months  to  the 
consensus  views  of  private  forecasters. 
Such  staff  forecasts  are  prepared  eight 


times  a  year  for  Fed  policy  meeti 
but  remain  secret  for  five  years. 

Analyzing  the  Fed's  track  re< 
from  the  late  1960s  to  the  early  19 
the  authors  found  that  its  forec 
were  consistently  better  than  the  *" 
vate  ones.  In  fact,  its  inflation  forec  i 
were  so  good  that  private  forecast 
had  they  had  access  to  them,  w< 
have  done  better  to  ignore  their  i 
calculations  entirely.  The  Fed's  gro 
forecasts  were  nearly  as  good. 

Although  private  seers  don't  have    I 
cess  to  the  Fed's  internal  projecti 
they  do  get  a  hint  of  its  views  whe 
raises  or  lowers  interest  rates  (act     . 
that  have  scant  near-term  effect  on  I 
flation  or  growth).  And  the  fact  t  rj( 
they  usually  alter  even  their  short-t   I 
forecasts  after  the  Fed  acts  implies 
they  recognize  its  superior  wisdom. 


WHY  GERMANY'S 
OTHER  HALF  LAGf1 

Construction  woes  and  high  wag  — 


Germany  s  current  economic  pic. 
will  be  muted  in  eastern  Germ; 
for  the  next  few  years,  conclude 
Commerzbank  analysis.  From  1993 
1995,  notes  the  bank,  real  growth  in 
east  averaged  7.8%  a  year,  compa  <J 
with  0.7%  in  the  west.  But  since  ther 
has  slipped  below  the  west's  rate,  {  I 
real  output  per  capita  has  stagnatec 
56%  of  the  western  level. 

A  big  damper  to  eastern  growth  ei| 
the  continuing  decline  of  the  vas  md 
overbuilt  construction  sector,  which   it  as 
gan  shrinking  five  years  ago  and  is  i 
shedding  jobs.  However,  the  service  i 
manufacturing  sectors  are  both  on 
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AN  ABORTED 
CATCHUP? 
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upswing,  with  the  latter's  output  gr< 
ing  by  10%  a  year  since  1993. 

Another  major  hurdle  is  an  unco 
petitive  wage  structure  that,  with  Iom 
productivity,  is 
keeping  unit  labor 
costs  some  25% 
above  the  already 
high  levels  in  the 
west.  Until  its 
construction  sector 
stops  shrinking 
and  it  adopts  labor 
market  reforms, 
says  the  bank, 
eastern  Germany 
is  unlikely  to 
make  further 
progress  in  closing 
the  east-west  gap 
in  living  standards. 
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M  ECONOMY  DIDN'T  TAKE 
SPRING  BREAK  AFTER  ALL 

t  so  far,  productivity  gains  are  keeping  pressure  off  inflation 


us.  ECONOMY 


.• 


SLOWDOWN? 
WHAT  SLOWDOWN? 


Oops.  The  soft  landing  just 

hit  an  updraft.  Despite  signs 

1  the  monthly  data  that  domestic  demand  was 

ling  to  the  "go-slow"  dictates  of  the  Federal  Re- 

e,  the  latest  report  on  real  gross  domestic  product 

ved  that  the  U.S.  economy  did  not  cool  off  in  the 

;    nd  quarter.  What's  more,  the  mix  of  growth  gave 

reason  to  expect  that  the  third-quarter  pace  is 

ing  enough  to  curb  the  upward  pressure  on  labor 

3,  as  seen  in  the  latest  employment  cost  index. 

The  good  news:  As  far  as 
inflation  and  Fed  policy  are 
concerned,  none  of  this  is  ter- 
ribly dire — at  least  not  yet. 
That's  because  the  Fed's  of- 
ten-stated goal  is  to  bring  the 
growth  rate  of  demand  into 
better  balance  with  potential 
supply.  Despite  its  lack  of  suc- 
cess in  reining  in  demand,  the 
Fed  continues  to  get  plenty  of 
help  on  the  supply  side.  Pro- 
ivity  data,  to  be  released  on  Aug.  8,  will  show  an- 
r  stellar  performance  last  quarter,  a  gain  possibly 
eding  4%.  At'  that  rate,  even  the  recent  intense 
and  pressures  on  labor  costs  cannot  fuel  inflation, 
at  as  long  as  overall  demand  stays  on  the  boil,  the 
will  not  be  able  to  relax  its  efforts  to  keep  inflation 
i.  Strong  productivity  growth  reduces  the  urgency 
ike  interest  rates  further,  but  the  overwhelming 
ngth  of  the  latest  batch  of  data  strongly  argues 
the  Fed  has  more  work  to  do  in  the  second  half. 
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SECOND-QUARTER  GDP  was  a  stunner  It  jumped 
a  annual  rate  of  5.2%,  after  a  revised  4.8%  advance 
ie  first  quarter  and  a  huge  7%  average  pace  in  the 
nd  half  of  1999.  Measured  from  a  year  ago,  the 
omy  last  quarter  grew  6%,  the  fastest  four-quarter 

in  16  years.  On  that  basis,  both  real  GDP  and  over- 
emand  are  still  accelerating  (chart).  These  patterns 
hardly  in  keeping  with  the  Fed's  wishes, 
verall  demand  did  slow,  as  expected,  in  the  second 
ler,  but  not  by  as  much  as  economists  had  generally 
dpated.  Final  sales  of  goods  and  services  rose  at  a 

rate,  down  from  6.79!  in  the  Brat  quarter.  Another 
and  broad  gain  in  capital  spending  on  new  equip- 
t,  both  high-tech  and  lower-tech  gear,  boosted 

Old,  as  well  as  a  rebound  in  federal  military  spend- 


ing, which  had  fallen  sharply  in  the  first  quarter. 

Consumers  also  hit  the  brakes,  but  not  enough  to 
cause  much  rejoicing.  Real  household  spending  advanced 
by  3%,  vs.  the  first  quarter's  7.6%  surge,  when  unusually 
mild  winter  weather  and  generous  car-buying  incen- 
tives boosted  first-quarter  sales  of  autos  and  housing-re- 
lated durable  goods.  Some  of  that  demand  was  "stolen" 
from  the  second  quarter. 

Because  the  last  quarter's  slowdown  was  related  to 
the  prior  quarter's  exaggerated  strength,  an  averag- 
ing of  the  two  gives  a  clearer  picture  of  the  trend. 
That  shows  household  spending  grew  at  a  5.3%  annual 
rate  in  the  first  half,  compared  with  a  5.5%  pace  in 
the  second  half  of  1999. 

With  consumer  fundamentals  so  strong,  consumer 
spending  is  likely  to  speed  up  from  its  3%  second-quar- 
ter pace  in  this  year's  second  half.  July  weekly  retail 
surveys  already  look  stronger.  July  vehicle  sales  rose  to 
an  annual  rate  of  17.2  million,  up  from  16.9  million  in 
both  May  and  June.  On  the  softer  side,  new  home  sales 
continued  to  weaken  in  June,  falling  3.7%  from  May. 

A  MAJOR  SOURCE  of  strength  in  second-quarter  GDP 
came  from  inventories.  They  accumulated  at  a  $60.3 
billion  rate,  after  growing  by  $36.6  billion  in  the  first 
quarter.  The  faster  buildup  added  one  percentage  point 
to  overall  GDP  growth.  But  was  the  inventory  buildup  in- 
tended, in  order  to  meet  strong  demand,  or  unintended, 
because  demand  fell  short  of  expectations?  If  it  was  un- 
intentional, then  output  may  slow  in  the  months  ahead, 
boosting  the  chances  for  a  soft  landing. 

The  stockpiling,  however,  ap- 
pears to  have  been  intentional, 
since  inventory  growth  is  still 
running  far  behind  growth  in 
the  final  sales  of  goods  (chart). 
Remember  that  many  busi- 
nesses loaded  up  on  supplies 
at  the  end  of  1999,  a  huge 
$80.9  billion  increase,  in  antici- 
pation of  Y2K  computer  prob- 
lems. Those  same  companies 
ran  down  their  inventories  in 
the  first  quarter.  The  second-quarter  gain  is  close  to  the 
$60  billion  average  of  the  fourth  and  first  quarters. 

More  important,  the  first-quarter  surge  in  auto  sales 
caused  an  outright  liquidation  of  auto  inventories,  which 
had  to  be  rebuilt  in  the  second  quarter.  In  that  period. 


INVENTORY  GAINS  STILL 
LAG  BEHIND  DEMAND 
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the  swing  in  retail  stockpiles  of  vehicles  accounted  for 
$18  billion  of  the  $23.7  billion  contribution  of  inventory 
growth  to  the  gdp  advance. 

Plus,  in  light  of  June's  10%  jump  in  durable  goods  or- 
ders, it's  difficult  to  argue  that  output  will  slow  in  com- 
ing months  because  of  burdensome  inventories  or  for 
any  other  reason.  Sure,  these  bookings  are  volatile 
from  month  to  month,  but  the  June  gain  was  on  top  of 
May's  7%  advance,  making  the  largest  two-month  gain 
on  record. 

The  flood  of  newr  orders  pushed  up  the  backlog  of  un- 
filled orders  in  June,  and  its  growth  has  accelerated 
this  year.  Additionally,  the  July  purchasing  manager's'  in- 
dex held  at  its  June  level  of  51.8%,  a  reading  that  sug- 
gests continued  growth,  although  this  index  is  down  a 
bit  from  its  levels  earlier  in  the  year. 

CONTINUED  OUTPUT  GAINS  mean  the  demand  for 
skilled  workers  will  remain  strong.  So  businesses,  which 
are  already  shelling  out  more  for  labor,  will  see  wages 
and  salaries  rise  further  in  the  second  half.  The  Labor 
Dept.'s  employment  cost  index,  which  tracks  the  cost  of 
wages,  salaries,  and  benefits  for  civilian  workers,  rose 
1%  in  the  second  quarter.  Compared  with  a  year  ago, 
compensation  is  up  4.4%,  the  largest  gain  in  nine  years. 
The  acceleration  is  evident  in  both  salaries  and  ben- 
efits (chart).  Benefits  alone  have  soared  5.3%.  In  1996 
and  1997,  benefits  were  rising  less  than  2%.  Part  of 


BRAZIL 


LABOR  COSTS 
PICK  UP  STEAM 


the  long-term  acceleration  results  from  higher  cost 
health-care  insurance,  supplemental  pay,  and  paid  k 

Luckily  for  employers,  the  stellar  gains  in  produ 
ity  mean  that  extra  output  is  financing  the  bigger 
checks.  If  productivity  rose  more  than  4%  last  qua 
unit  labor  costs  were  probably  about  flat,  both  foi 
quarter  and  compared  with  the  year  before 

The  ECi  now  includes  non- 
production  bonuses  such  as 
those  for  hiring  and  referral, 
but  their  inclusion  does  not  ex- 
plain the  acceleration  in  com- 
pensation over  the  past  few 
years.  Instead,  the  demand  for 
workers  is  forcing  businesses 
to  pay  more  to  attract  and 
keep  skilled  employees.  And 
as  long  as  labor-market  condi- 
tions include  a  4%  unemploy- 
ment rate,  compensation  will  continue  to  grow  fa 

That's  why  the  race  between  productivity  and  ( 
pensation  will  heat  up  in  the  second  half.  Companies 
have  to  keep  boosting  efficiency,  so  that  bigger 
checks  will  not  translate  into  price  increases.  If 
cannot,  inflation  pressures  will  pick  up.  That's  why 
Fed  will  not  fully  relax  until  overall  demand  has  cc 
off  significantly.  Based  on  the  latest  data,  that  dot 
seem  to  be  happening. 
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STABLE  GROWTH,  FALLING  RATES 


Brazil's  recovery  is  on  track, 
amid  solid  growth  and  sur- 
prisingly low  inflation.  As  a  result, 
the  central  bank  has  cut  interest 
rates  sharply  this  summer,  and 
the  currency  remains  firm.  The 
key  trouble  spots  in 
the  outlook  are  the 
long-term  concerns 
about  Brazil's  sizable 
external  debt  and  its 
commitment  to  fiscal 
responsibility. 

Analysts  generally 
expect  4%  growth  for 
2000  and  2001,  even 
though  the  second- 
quarter  pace  appears 
to  have  slowed  from  the  robust 
7%  clip  in  the  first  quarter.  But 
household  spending  remains  de- 
pressed, since  the  economy  is  not 
growing  fast  enough  to  cut  unem- 
ployment. The  jobless  rate  fell  in 


AGGRESSIVE  CUTS 
IN  INTEREST  RATES 
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June  to  8.1%,  from  8.4%  in  May, 
not  much  below  the  previous 
year's  level,  and  consumer  confi- 
dence is  not  improving.  Growth  is 
powered  mainly  by  strong  busi- 
ness investment.  Exports  are  in- 
creasing, and  imports 
are  also  strong. 

Through  the  first 
half,  consumer  prices 
rose  only  1.6%,  vs.  4% 
in  the  same  period  in 
1999.  Prices  are  ex- 
pected to  pick  up  this 
quarter  because  of 
government-adminis- 
tered price  hikes  for 
electricity,  telecom, 
and  gasoline.  But  that  won't  jeop- 
ardize the  6%  inflation  target  for 
2000,  which  still  looks  achievable. 
Given  the  mix  of  good  growth, 
low  inflation,  and  a  stable  curren- 
cy, the  central  bank  cut  a  key 


short-term  interest  rate  by  two 
percentage  points,  to  16.5%,  froi 
June  20  to  July  20  (chart).  Fur- 
ther reductions  seem  likely,  give 
that  inflation-adjusted  rates  are 
very  high,  but  analysts  do  not  e 
pect  them  until  after  the  Octobe 
municipal  elections. 

All  this  is  improving  Brazil's  1 
cal  accounts.  Through  May,  the 
year's  primary  surplus,  which  ej 
eludes  interest  on  the  public  del 
totaled  21.9  billion  reals  ($12.4  b 
lion),  already  well  above  the  In- 
ternational Monetary  Fund's  hal 
year  target  of  16.2  billion  reals. 
But  with  the  October  municipal 
elections  looming,  some  of  that 
surplus  will  very  likely  be  spent 
especially  since  support  for  re- 
form President  Fernando  Hen- 
rique Cardoso  has  waned  after 
the  huge  1999  currency  devalua- 
tion and  high  unemployment. 


30  BUSINESS  WEEK  /  AUGUST  14,  2000 


$279,450,000 


StorageNetw   rks 

Storage  Services  lor  the  e-tconomy 


Initial  Public  Offering 

June  2000 


$103,500,000 


JJ 

Mirvell  Technology  Group  Ltd. 

Initial  Public  Offering 

June  2000 


$230,000,000 
Q  ONI 

^       System*- 


Initial  Public  Offering 


$115,000,000 


Sonus 

NETWORKS 

Initial  Public  Offering 

May  2000 


$87,975,000 


NUANCE 

Initial  Public  Offering 

April  2000 


$92,000,000 


1jt  Cabot. 

///       Microelectronics 


Initial  Public  Offering 

April  2000 


$170,000,000 


ArrowPomt 

COMMUNICATIONS 


Initial  Public  Offering 

March  2000 


$177,100,000 

Universal  Access- 


Initial  Public  Offering 
March  2000 


$100,050,000 


Initial  Public  Offering 

January  2000  » 


In  volatile  markets  there  are  two  words 
you  don't  hear  everyday.  Done  deal. 


Volatility.  Corrections.  Challenges  are  inherent  in  today's  market.  But  Goldman  Sachs 
has  proven  that  its  industry  experience,  distribution  network  and  sense  of  timing  can 
help  get  deals  done  in  even  the  most  difficult  markets.  During  the  recent  correction, 
we  successfully  brought  100%  of  all  our  deals  to  the  U.S.  market  and  were  the  lead 
underwriter  for  seven  of  the  top  ten  performing  IPOs  of  2000!  In  times  of  volatility,  look 
for  an  experienced,  strategic  advisor  to  have  on  your  side.  Look  to  Goldman  Sachs. 


oldman 
achs 


ce:  CommScan:  Equidesk.  All  data  as  of  June  30,  2000.  All  IPO  performance  data  for  all  technology  deals  that  listed  in  a  U.S.  market. 
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BUSHONOMICS: 
VOODOO  IN 
THE  NUMBERS? 

With  his  coronation  over,  Bush  will 
face  scrutiny  over  his  tax  cut  plan 
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As  George  W. 
prepared  to  clain 
party's  nominatio 
thunderous  che  foime 
Republicans  bn , 
for  the  camp;  i 
against  Democra  :ounti 
Gore,  more  united  than  they  have  \ 
in  decades.  If  the  July  31-Auj 
Philadelphia  parley  was  marked  by 
thing,  it  was  the  absence  of  snarly 
servatism  and  the  dominance  of 
big-tent  rhetoric.  Inside  the  First 
Center,  banners  proclaimed  "toget 
ness,"  and  the  GOP  faithful  tried  har 
get  with  the  mellow  new  message. 
Capped  by  an  acceptance  speech 
the  Texan  billed  as  "a  talk  from 
heart,"  Bush  outlined  an  ambitious 
da  for  renewal.  The  key  themes: 
ing  tax  rates  to  their  lowest 
more  than  a  decade,  creating  pn% 
investment  accounts  for  Social  Secujn; 
revitalizing  America's  defenses, 
swelling  the  ranks  of  the  middle  c 
with  education  initiatives  that  stiei 
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One  question 
Bush  will  face: 
With  the  econo- 
my sizzling,  why 
offer  what  may 
be  an  inflation- 
ary "insurance 
policy?" 

choice  and  competition. 
The  school  proposals 
would  "leave  no  child 
behind,"  Bush  was  ex- 
pected to  tell  the  con- 
vention. With  delegates 
stomping  in  synch  dur- 
ing Bush's  four-day 
love-in,  the  result  was 
just  the  kind  of  harmo- 
nious tableau  he  and 
the  party  were  seeking. 
Thanks  to  the  new 
resolve  of  conservatives 
to  go  along  with  Bush's 
"compassionate"  formu- 
la to  end  eight  years  of 
White  House  exile,  the 
convention  has  given 
Bush  momentum  for 
the  campaign's  final 
push.  And  the  corporate 
reps  who  lit  up  the 
night  with  glittering 
fundraising  soirees  are 
upbeat  (page  34).  "The 
Bush' people  have  done 
t  everything  right  so  far,"  says 
L.  Fuller,  president  of  the  Na- 
Association  of  Chain  Drug  Stores 
,  che  i  former  Reagan  White  House  aide. 
:bn  L  meantime,  is  still  getting  no  trac- 

;  mm  the  great  economy." 
Oil  ounterattack.  Even  so,  Bush's 
lt  b  command  knows  the  glow  of  the 
\ui!  *hts  will  fade.  Gore  will  counter 
n:  his  own  Hollywood  pageantry  at 
democrats'  Aug.  14-17  conclave  in 
Bu  ingeles.  That's  when  Gore  will  at- 
.  the  most  critical  strategic  moves 
campaign:  first,  to  shift  the  spot- 
from  Bill  Clinton  to  himself,  and 
d,  to  counter  Bush's  gauzy  ap- 
with  a  tougher  look  at  the  Tex- 
tecord  and  stands  on  the  issues 
35). 

...  long  the  key  questions  Bush  will 
from  Gore:  With  the  economy 
Dg  at  a  sizzling  ').'!' < ,  why  promise 
mi  isiiraiuv  policy"  in  the  form  of  a 
itially  inflationary  tax  cut?  And 
benefit  tines  the  nation  get  from  a 
itljleduction,  a   partly   privatized  So- 
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rial  Security  system,  and  a  defense 
buildup  that  could  turn  a  newfound  sur- 
plus back  into  )■!■>{  ink? 

Bush  and  Lawrence  B.  Utidsey,  the 
Texan's  chief  economic  adviser,  claim 
the  money  is  there,  especially  to  pay 
for  a  tax  cut,  which  could  cost  anywhere 
from  $1.3  trillion  to  $1.7  trillion  over  10 
years.  "There  is  more  than  ample  tax 
revenue  to  cover  this  tax  cut,"  Lindsey 
insists.  He  points  to  a  July  Congres- 
sional Budget  Office  forecast  that  pro- 
jects a  $2.2  trillion  non-Social  Security 
surplus  over  10  years. 

Other  economists  aren't  quite  so  san- 
guine, partly  because  Bush  may  be  un- 
derestimating the  cost  of  his  ini- 
tiatives and  partly  because 
budget-surplus  forecasts  are  so 
unreliable.  To  see  the  problem, 
one  need  only  examine  the  num- 
bers for  2010.  By  then,  even  a 
two-term  President  Bush  would 
be  long  gone.  But  the  full  impact 
on  revenues  of  his  tax  plan  would 
just  be  taking  hold.  In  that  year, 
the  CBO  estimates  the  suiplus  will 
be  $377  billion.  Bush's  tax  cut 
would  drain  about  $250  billion. 
Add  to  that  a  Medicare  prescrip- 
tion drug  benefit  Bush  favors.  A 
House  GOP  version  is  projected 
to  cost  $30  billion.  Suddenly  the 
surplus  is  down  to  $97  billion. 

Meanwhile,  cbo  assumes  non- 
Social  Security  spending  will 
grow  at  the  rate  of  inflation. 
Trouble  is,  the  gop  Congress  has 
been  spending  faster  than  that. 
This  year,  spending  is  likely  to 
rise  by  at  least  10%.  The  Center 
on  Budget  &  Policy  Priorities,  a 
liberal  think-tank,  calculates  that 
increasing  spending  to  account 
for  inflation  plus  the  expected  rise 
in  population  would  shrink  the 
surplus  by  $74  billion  more.  That 
leaves  a  "mere"  $23  billion.  Bush 
insists  he  can  compensate  by 
making  government  more  effi- 
cient, but  savings  from  trimming 
waste  and  abuse  have  always 
proven  elusive. 

Finally,  Bush  still  needs  to  deal  with 
Social  Security.  The  Texan  would  redi- 
rect 16%  of  taxpayer  contributions  into 
private  investment  accounts.  To  fund 
the  transition,  he  may  have  to  use  gen- 
eral revenues.  As  a  result,  the  once- 
llush  federal  balance  sheet  could  tip 
intd  deficit. 

But  while  many  of  the  economic  ef- 
fects of  the  Hush  plan  would  be  not  be 
felt  for  several  years,  one  concern  seems 

much   more   immediate:    Is  the  package 

inflationary?  Economists  worry  that  if 


the  tax  cut.-  hype  consumption  in  an  al- 
ready overheated  economy,  the  Federal 
Re  >i-ve  would  be  forced  to  raise  inter 
est  rates.  Says  Harvard  University 
economist  Benjamin  Friedman:  "The 
Fed  wouldn't  let  the  economic  ,-timulus 
associated  with  these  tax  cuts  push  the 
economy  into  even  faster  growth." 
GOOD,  BAD,  UGLY.  Goldman,  Sachs  & 
Co.  researchers  have  simulated  the  im- 
pact of  the  Bush  tax  cuts  on  the  econo- 
my. The  findings:  Annual  growth  would 
increase  0.25%  to  0.5%  for  the  first  cou- 
ple of  years.  The  unemployment  rate 
would  dip  by  an  average  half-point  over 
the  life  of  the  10-year  tax  plan,  and  in- 

THE  BUSH  AGEHDA 


Bush  wants  to  cut  taxes 
by  $1.3  trillion  over  nine 
years,  including  rate  cuts 
and  new  individual  tax 
credits. 


TAXES 


SOCIAL 
SECURITY 


Bush  would  let  workers 
divert  roughly  16%  of 
the  payroll  tax  into 
private  accounts,  which 
they  could  then  invest  in 
stocks  or  bonds. 


EDUCATION 


Busli  would  allow  states 
to  experiment  with 
school  programs  and 
provide  voucher-like  tax 
credits  for  parents  whose 
kids  go  to  private  K-12 
schools. 


DEFENSE 


Bush  would  increase  de- 
fense spending,  especially 
for  research  and  salaries. 
He'd  also  build  an  ambi- 
tious Star  Wars-like  mis- 
sile-defense system. 


fiation  would  increase  by  0.75%.  "To 
forestall  that  [kind  of  inflationary 
growth],  the  Fed  would  almost  surely 
have  to  tighten"  by  more  than  a  half- 
point,  says  Goldman  Sachs  economist 
Edward  McKelvey.  "Bush's  plan  poses  a 
threat  to  the  expansion."  No  doubt 
Team  Gore — buttressed  by  heavy- 
weights such  as  ex-Treasury  Secretary 
Robert  E.  Rubin — will  pound  away  at 
that  notion. 

lindsey  recognizes  the  overheating 
potential  of  cutting  taxes  too  fast,  but 
claims     that      Fed     Chairman      Alan 
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Greenspan  can  abide  the  Bush  plan  de- 
spite his  oft-stated  preference  for  debt 
reduction.  "We  would  structure  a  pro- 
gram that  would  not  disrupt  the  Fed's 
anti-infiationary  efforts,"  says  Lindsey. 
But  he  adds:  "The  rate  of  implementa- 
tion is  something  to  think  about." 
POLICY  PUNCHING.  While  Democrats 
seek  to  undermine  the  credibility  of 
the  Bush  tax  proposals,  they'll  also  fo- 
cus on  the  other  pillar  of  the  domestic 
plan  outlined  in  Philly:  education.  Bush 
wants  to  boost  teacher  accountability 
and  give  states  more  freedom  to  ex- 
periment with  alternative  schooling. 
Plus,  he  backs  a  plan  to  provide  vouch- 
er-like tax  credits  to  parents  who  send 
their  kids  to  private  schools.  Gore  in- 
tends to  assail  the  voucher  scheme  as  a 
Trojan  Horse  bid  that  would  under- 
mine public  education.  Bush  also  claims 
his  proposals  can  be  accomplished  with- 


out boosting  federal  spending.  The 
Vice-President  will  say  that  without 
billions  in  additional  dollars  for  new 
classrooms  and  teachers,  the  Texan's 
pledge  to  stamp  out  illiteracy  is  no 
more  than  political  graffiti. 

Bush  also  devoted  an  entire  night  at 
the  convention  to  driving  home  his  con- 
tention that  under  Democrats,  America's 
defenses  have  been  allowed  to  wither 
(page  36).  Under  Bush-style  realpolitik, 
he  will  hike  military  R&D  while  deploy- 
ing a  costly  new  anti-ballistic  missile 
shield.  Gore  doesn't  want  to  appear  anti- 
defense,  but  will  blast  his  rival  for  mak- 
ing budget-busting  promises.  The  Re- 
publican's beloved  Star  Wars  system, 
which  has  trouble  hitting  its  targets  in 
testing,  becomes  a  metaphor  for  a  Bush 
fiscal  strategy  that  dissipates  the  surplus 
on  blue-sky  projects. 

What's  ironic  about  this  line  of  at- 


tack is  that  the  Bush-Gore  defen 
ferences  are  modest.  Both  men,  ir 
wrant  to  hike  the  military  budget 
the  current  $300  billion  a  year, 
fense  outlays  are  going  up,"  says  f 
Representative  Vin  Weber  (R- 
"It's  a  question  of  how  much." 

To  win  on  Nov.  7,  Bush  needs  t  f 
fleet  pointed  questions  about  the  * 
inherent  in  his  tax-centric  ecor 
strategy.  To  do  that,  he  must  cor  id  u 
to  blur  the  distinctions  between  if 
Democratic  policies  and  compassi  I 
conservatism.  If  it  works,  Bush-bes  ■ 
voters  won't  care  about  the  ecor  pse.  th 
fine  print.  The  big  imponderable:  | 
Texan  wins,  will  it  be  becaus 
Bushonomics — or  in  spite  of  it? 

By  Howard  Gleckman  and  Lee 
czak,  with  Paula  Dywer  and  Amy 
rus  in  Philadelphia,  and  Rich  il  ydr 
in  Washington 


bun 


ELECTION 


WE 

THE  LOBBYISTS 


SO  THIS  DELEGATE 
WALKS  INTO  A  BAR... 

On  the  whole,  Republicans  preferred  to  party  in  Philadelphia 

It's  Day  One  of  the 
Republican  National 
Convention,  but  the  ac- 
tion isn't  on  the  con- 
vention floor.  As  dele- 
gates dutifully  perform 
for  the  TV  cameras,  thousands  of  lobby- 
ists, donors,  and  other  vips  are  taking  to 
the  city  for  a  night  of  celebrating.  But 
this  is  partying  with  a  purpose.  Amid 
free-flowing  liquor,  loud  music,  and  tons 
of  food,  the  real  "work" — the  ear-bend- 
ing, the  buttonholing,  the  arm-twisting — 
takes  place. 

The  fun  begins  at  happy  hour.  In  a 
downtown  ballroom,  Teamsters  President 
James  P.  Hoffa  basks  in  the  glow  of  the 
Republican  National  Committee,  which  is 
throwing  a  mixer  for  the  still-uncommitted 
union  chief.  RNC  Chairman  Jim  Nicholson 
gloats  that  it's  the  first  time  in  20  years 
that  the  GOP  has  honored  a  labor  boss. 
Giddy  GOPers  pose  for  snapshots  with  for- 
mer House  Speaker  Newt  Gingrich. 
"FIGHT  NIGHT."  Across  Philly,  a  dozen 
events  are  starting  to  buzz.  Arizona  Sen- 
ator John  McCain  has  taken  over  a  top 
restaurant.  A  Comedy  Central  soiree 
draws  thousands.  But  the  hottest  action 
is  under  a  tent  in  a  West  Philly  parking 
lot  that  was  once  the  sound  stage  for 
American  Bandstand.  Behind  an  iron 
fence  and  a  clutch  of  cops,  big  shots  boo- 
gie to  Chubby  Checker.  The  guest  of 


tries  to  run  from  the  press  but  has 
ble  finding  his  limo — they  all  look 
you  know.  Then,  there's  lobbyist  Ri 
S.  Kessler.  Did  he  bend  Oxleys  ear 
bills  that  could  affect  his  clients? 
solutely   not,"   Kessler  barks.   0 
couldn't  pass  up  the  chance.  "Ye  ey 
talked  shop,"  says  Thomas  Snedek  m. 
WinStar  Commumcations  Inc.  "We 
no  choice  but  to  play 
game. 

At  the  old  Navy 
the  National  Reput 
Senatorial  Committ 
treating  big   donoiTe 
"Fight      Night" 
African  American  bdennsvh 
greats  Roy  Jones  Jr.,  merica 
ry  Holmes,  and  Mi'  Hum 
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Is  that  GOP  Senator  Ben  Nighthorse 
Campbell  (left)  with  the  Teamsters'  Hoffa 
(center)?  It  must  be  happy  hour  in  Philly 


honor?  GOP  Representative  Michael  G. 
Oxley  of  Ohio,  who  could  become  House 
Commerce  Committee  chairman  next 
year.  The  hosts?  Some  two  dozen  com- 
panies with  committee  business,  including 
utilities  seeking  deregulation  and  insurer's 
fighting  health-care  reform. 

Partygoers  include  John  Hoel,  a  lob- 
byist for  Philip  Morris  Cos.,  currently 
being  sued  by  the  Justice  Dept.  Hoel 


Spinks.  Women  in  s 
tos  introduce  the 
champs  in  a  mock 
And  Democrats  sayiarp. 
publicans  aren't  sens  iputv , 
to  women  and  minor  LAOERf 

Senate  Majc 

Leader  Trent  Lott  is 
So  bored  guests  wa « 
across  the  shipyarcidj 
ward  the  tiki  torch*  mment 
the  "Survivor  Califo:  iserabi 
bash  in  honor  of  the 
ifornia  congressional 
egation.  Lockheed  Martin,  saic,  sbc 
munications,  United  Airlines,  and  otfc" 
are  picking  up  the  tab,  and  it's  a  w  | 
per.  Hula  dancers.  Steel  drums.  A 
eater  in  faux  leopard-skin  boots.  W  ill 


roast  pig  and  daiquiris  served  up  in  in 


lowed-out  pineapples.  Lobbyists 

their  laptops  and  hit  the  dance  floor. 

party  is  raging.  And  it's  only  1  a.m. 

By  Lorraine  Woellert  in  Philadel 


1] 


1 
far 


4 

et 
HI 


34  BUSINESS  WEEK  /  AUGUST  14,  2000 


>i  oi! 
■ 


\;ivv 

Repu 

ffltl 

dona 

it" 

an 

,k 

i« 
in 
the 

nock 

mi™ 
W 


COMMENTARY 

By  Richard  S.  Dunham 

THE  PERILS  OF  BUSH-WHACKING 


E  DEMOCRATS 


In  1988,  a  popular 
governor  left  his 
party's  love  fest  of  a 
Presidential  nomi- 
nating convention 
with  a  commanding 
.d  in  the  polls  against  the  sitting 
:e-President,  who  was  struggling  to 
jape  the  shadow  of  a  masterful 
t-  nmunicator  in  the  White  House.  Of 
.irse,  that  governor  was  resounding- 
rejected  by  the  voters  in  the  end. 
Al  Gore  likes  that  lesson  from  his- 
•y  a  lot.  And  as  he  strolls  the 
aches  of  the  Outer  Banks  of  North 
rolina,  how  can  he  not  indulge  in  a 
ydream  or  two  about  a  similar  fi- 
le to  the  2000  campaign?  No  doubt, 
e  parallels  are  eerie.  Twelve  years 
o,  it  was  the  senior  George  Bush 
hi  pulled  the  come-from-behind  win 
ft  er  Massachusetts  Governor  Michael 
Dukakis  by  eviscerating  the  gover- 
ns record.  GOP  strategists  focused 
0    a  half-dozen  "facts"  about  Dukakis 
"Ye  By  thought  the  electorate  should 
del  iow.  They  ranged  from  Boston  Har- 
"We  r's  pollution  problem  to  the  rape  of 
play  woman  by  convicted  murderer 
illie  Horton,  out  of  jail  on  a  Bay 
ate  furlough  program. 
Repul   Now,  Gore  will  try  to  do  the  same 
the  younger  Bush — and  his  record 
Texas  governor.  The  opportunity 
there.  A  recent  University  of 
■nnsylvania  study  shows  most 
"nericans  don't  know  the  Texan's 
|   sition  on  controversial  issues  such 
[  school  vouchers,  soft  money,  and 
in  licensing.  "When  they  learn 
ore,  their  [positive]  opinion 
anges,"  says  Mark  Fabiani,  Gore's 
•puty  campaign  manager. 
ADERSHIP  DOUBTS.  What  would 
)re  like  America  to  know  about 
aorge  W?  Among  the  highlights  of 
ij«a|e  Gore  hit  parade:  Texas'  vanishing 
tdget  surplus,  Bush's  dubious  envi- 
nmental  stewardship,  and  the  state's 
ist  Table  record  on  children's  health 
re.  "George  Bush  makes  Michael 
ukakis  look  like  one  of  the  most  suc- 
ssful  governors  in  American  histo- 
-,"  jabs  Democratic  media  consultant 
mnifer  Laszlo. 

That's  not  all.  The  Gore  campaign 
ill  warn  that  Hush  could  end  the 
invnt  prosperity  with  an  orgy  of  tax 
its,  Pentagon  spending,  and  Social 
cuiily  privatization.  To  reinforce 
at  message,  the  Democrats  have 


launched  a  17-state  ad  blitz  and  four 
anti-Bush  Web  sites. 

For  Gore  to  win,  though,  he  needs 
more  than  a  good  Bush- whacking.  So 
far,  he  has  done  a  poor  job  of  convinc- 
ing Americans  that  he  has  the 
strength  and  leadership  ability  to  con- 
tinue the  economic  good  times  of  Clin- 
ton's years.  "He's  now  got  to  tangibly 
demonstrate  to  the  American  people 
that  he's  the  top  dog  and  can  do  it  on 
his  own,"  says  Representative  Harold 
Ford  Jr.  (D-Tenn.). 

But  how?  Gore  plans  to  focus  on 
his  "fiscally  responsible"  economic  pro- 
gram, which  aims  to  eliminate  the  fed- 
eral debt  by  2012.  The  Vice-President 
will  also  use  the  Democratic  conven- 
tion to  highlight  his  central  role  in  the 
Clinton  Administration's  economic  de- 
liberations and  portray  the  election  as 
a  choice  between  the  futurist  ap- 
proach of  Clinton-Gore  and  the  failed 
Bush-Quayle  approach  of  the  past. 

An  integral  part  of  the  strategy  is 
to  pick  a  running  mate  with  strong 
New  Economy  credentials.  A  top 
prospect,  Gore  insiders  say,  is  liberal 
Massachusetts  Senator  John  Kerry,  a 
high-tech  whiz  and  decorated  Vietnam 
War  veteran  whose  youth  and  affabili- 
ty will  stand  in  sharp  contrast  to 
George  W's  very  last-century  team, 
and  particularly  his  Veep,  Richard  B. 
Cheney. 

But  the  scorched-earth  part  of 


Gore  will  warn  that  Bush 
could  kill  the  current 
prosperity,  but  the  Veep 
hasn't  convinced  voters  he 
can  keep,  good  times  rolling 

Gore's  strategy  carries  considerable 
risk.  Bush  has  made  a  good  first  im- 
pression on  most  American  voters. 
And  if  Gore  overplays  his  hand,  his 
attacks  could  come  off  as  shrill  and 
desperate.  "We  learned  with  Ronald 
Reagan  [in  1980]  how  hard  it  is  to  at- 
tack somebody  when  people  like  that 
person,"  notes  independent  pollster 
John  Zogby. 

Regardless,  Democrats  think 
throwing  the  spotlight  on  Bush's 
record  may  be  the  only  way  to  turn 
the  election  around.  "As  people  like 
me  point  out  how  poor  Mr.  Bush's 
record  has  been,"  says  Maryland  Gov- 
ernor Pan-is  W  Glendening,  "and  the 
Vice-President  points  out  his  positive 
policies  for  the  future,  I  believe  we 
will,  in  fact,  win."  Like  the  1988  Bush 
election,  such  a  campaign  won't  be 
pretty.  But  for  Al  Gore,  who's  facing  a 
double-digit  deficit  in  the  polls,  options 
are  limited.  And  winning  ugly  is  bet- 
ter than  not  winning  at  all.  Just  ask 
George  Bush — Sr.,  that  is. 

Dunham  is  covering  Election  2000 

for  BUSINESS  WEEK. 
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BUSH'S  FOREICN  POLICY:  LIKE  FATHER,  LIKE  SOH? 


ELECTION 


As  President, 
George  H.W.  Bush 
/TpTpTp^;    was  an  international- 
'^£  s  I  t  I  C  E    ist  and  pragmatist 
n  _  _  C  jJT- C    °n  matters  of  for- 
eign policy.  He  sent 
troops  to  Iraq  to  protect  oil,  but  not 
to  oust  a  repressive  regime.  His  basic 
motivation:  strategic  concerns,  not  de- 
mocratic values.  Since  his  son  has  en- 
listed many  of  his  dad's  foreign  policy 
advisers,  including  Richard  B.  Ch- 
eney, Colin  L.  Powell,  and  Condoleez- 
za  Rice — and  will  no  doubt 
get  an  earful  from  his  dad — 
it's  a  good  bet  a  Bush  II 
Administration  would  take  a 
similar  pragmatic  approach. 
But  not  a  sure  one.  There 
could  be  sharper  splits  in 
George  W.'s  foreign  policy 
than  the  cohesiveness  at  the 
party's  convention  would 
suggest.  The  reason? 
George  the  younger  has  giv- 
en key  roles  to  some  former 
Reaganites  who  put  more 
weight  on  exporting  Ameri- 
can values.  Most  influential 
is  Paul  D.  Wolfowitz,  dean 
of  Johns  Hopkins  Universi- 
ty's Paul  H.  Nitze  School  of 
Advanced  International 
Studies,  who  gives  George 
W.  "the  vision  thing."  He 
toiled  in  the  State  Dept.  for 
Reagan,  in  the  Pentagon  for 
Bush,  and  was  a  leading  ad- 
vocate for  moving  against  Serb  leader 
Slobodan  Milosevic. 
COIN  TOSS.  With  two  camps  on 
board,  George  W.  could  face  fierce  in- 
ternal battles  on  a  host  of  likely  hot 
topics,  from  the  use  of  military  force 
in  regional  conflicts  to  how  hard  to 
press  nations  such  as  China  and  Rus- 
sia on  human  rights  and  other  inter- 
nal matters.  The  outcome  is  a  coin 
toss  for  several  reasons.  Sure,  the 
two  sides  have  united  for  the  cam- 
paign to  get  Bush  elected.  But  the 
policy  battles  "are  yet  to  be  fought 
out,"  says  Robert  Kagan,  a  senior  as- 
sociate at  the  Carnegie  Endowment 
for  International  Peace. 

And  while  the  younger  Bush  may 
be  expected  to  lean  toward  a  prag- 
matic focus  on  U.S.  national  inter- 


ests, his  foreign  policy  experience  is 
too  skimpy  to  make  predictions.  The 
governor  "is  not  filled  out  with  a  jil- 
lion  facts  like  his  father  had,"  notes 
Brent  Scowcroft,  Bush  senior's  na- 
tional security  adviser. 

Of  course,  Bush  and  his  advisers 
downplay  the  divisions.  In  a  Novem- 
ber speech,  the  governor  denied 
there's  a  clash  between  American 
ideals  and  interests.  Rice,  the  cam- 
paign's top  foreign  policy  adviser,  has 
insisted  that  the  distinction  "just 


backed  using  U.S.  ground  troops  to| 
create  a  staging  ground  in  southen 
Iraq  for  that  country's  dissidents.  Ir 
contrast,  Cheney,  Powell,  and  Rice 
have  preferred  more  limited  goals  fd 
deploying  troops,  which  could  game] 
support  from  a  coalition  of  countries 
CHINA  SYNDROME.  Perhaps  the  greJJBj 
est  potential  for  conflict  in  a  Bush 
Administration  would  be  Sino-U.  S. 
relations.  Last  August,  for  example 
Wolfowitz  and  consultant  Richard 
Armitage,  another  Bush  adviser, 

|  Veteran  foreign 
policy  advisers 
Rice  and  Cheney 
confer  at  the 
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doesn't  work  in  practice." 

That's  partly  because  the  policy 
prescriptions  from  the  pragmatists 
and  the  moralists  can  overlap.  Both 
back  free  trade.  And  even  the  moral- 
ists say  trade  is  a  more  effective  tool 
than  unilateral  trade  sanctions  for 
changing  repressive  regimes.  Nor 
does  either  faction  support  Haiti-like 
humanitarian  military  missions. 

But  there  are  already  signs  of 
brewing  tensions.  Wolfowitz  recently 
took  a  shot  at  pragmatists,  writing, 
"Nothing  could  be  less  realistic  than 
the  version  of  the  'realist'  view  of 
foreign  policy  that  dismisses  human 
rights  as  an  important  tool  of  Ameri- 
can foreign  policy." 

And  there's  more.  To  help  oust 
Saddam  Hussein,  Wolfowitz  has 


Republican  Nation; 
Convention 


signed  a  statement  drafted  ■»  , 
by  conservative  foreign-po'  \  J 
cy  experts  calling  on  the 
U.  S.  to  "declare  unambigu 
ously  that  it  will  «ome  to 
Taiwan's  defense"  in  a  con- 
flict with  Beijing.  Accordin 
to  a  source  close  to  the 
Bush  camp,  Rice  helped 
draft  a  disclaimer  by  Bush, 
who  would  only  say  that  tlL 
U.  S.  would  help  Taiwan  de  0  si0", 
fend  itself. 

Rice  does  expect  George 
W  to  embrace  Wolfowitz's 
far  less  Beijing-centric  Asia  policy, 
shifting  instead  to  one  that  would  ft 
cus  more  on  regional  democratic  al 
lies.  That  could  spark  fights  over  th 
role  Japan  should  play  in  such  a  pol 
cy,  how  much  support  democratic 
Taiwan  should  get,  and  what  weight 
to  put  on  trade  links  with  China. 
"There  will  be  a  vigorous  debate," 
says  one  expert. 

That  can  be  healthy.  Unless,  of 
course,  it  evolves  into  the  land  of 
Reagan-era  infighting  between  Seen  | 
tary  of  State  George  P.  Shultz  and 
Defense  Secretary  Caspar  Weinberg  e(j  r 
er  that  often  paralyzed  that 
Administration. 


Crock  covers  national  security  i 
Washington. 
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DDENLY,  A  CHILL 
rS  JAPAN'S  BANKS 

•ing  of  bankruptcies  has  shown  how  fragile  the  recovery  is 


s  was  to  be  the  year  of  reform 
id  revival  for  the  Japanese  econo- 
y  and  its  beleaguered  banking  in- 
/.  At  the  end  of  March,  Japanese 
reported  profits  for  the  first  time 
*ee  years.  And  the  economy  be- 
d  slowly  expand  again. 
[  the  outlook  wasn't  as  rosy  as  it 
id.  Profits  were  boosted  by  unre- 
gains  from  high-flying  stocks  the 
owned,  not  by  healthier  loan  port- 
And  investors — domestic  and  for- 
-are  increasingly  aware  that  the 
.  face  few  attractive  options. 
e  need  only  look  at  the  Nikkei  to 
le  disenchantment.  From  Apr.  12, 
it    hit    a   year-to-date   high   of 
!.21,  to  July  81,  when  it  sank  to  its 
recent  bottom  of  15,727.49,  the 
ly  bank-stock-weighted  Nikkei  in- 
as  been  on  an  almost  uninterrupt- 
wnward  path.  Although  it  jumped 
Seoillightly  on  Aug.  1  and  Aug.  2,  it 
and    s  down  20.4%  in  the  fiscal  year 
•d  Apr.  1.  And  in  August,  when 
experienced  market  hands  are  on 
inn  and   trading  volume  is  light, 
is  a  higher  risk  that  a  Further 
BT could  shake  the  financial  system. 
6    Nikkei's    decline    is    a    double 
inn   for  the  hanks.  It  is  decimating 


their  own  capitalizations  and  creaming 
the  value  of  stocks  in  their  portfolios. 
Unless  the  market  recovers — which  few 
analysts  predict — banks  will  have  to 
show  those  market  losses  on  their  bal- 
ance sheets  next  spring,  when  for  the 
first  time  they'll  be  required  to  reflect 
the  current  market 
value  of  their  holdings. 
They  could  voluntari- 
ly disclose  more  about 
their  financial  condition 
this  fall  along  with 
midyear  earnings. 
That's  unlikely,  though, 
since  the  disclosure  of 
a  substantial  decline 
could  place  lenders  in 
violation  of  interna- 
tional capital  require- 
ments, forcing  further 
retrenchment. 

So  is  Japan  facing  a 
financial  crisis  similar  to  the  one  in  1998, 
which  set  off  a  full-fledged  investor  pan- 
ic? 'Probably  not.  But  the  current  liq- 
uidity squeeze  could  worsen.  Lending 
has  already  shriveled,  and  a  recent 
string  of  bankruptcies  won't  make  the 
loan  business  any  more  attractive.  Take 
the  July  12  failure  of  Sogo,  a  big  de- 
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part  merit   store  chain  with  ^17.2! 

billion  in  liabilities.  It  broughl 
calla  for  a  government  bailout, 

which  were  quickly  squelched. 
I'.ui   thai   the  topic  Wat  broached 

for  something  as  prosaic  as  a 
retailer  suggests  how  much 
deeper  the  problems  of  lenders 
really  are.  And  there  are  more 
bankruptcies  to  come:  The  mar- 
ket is  betting  that  the  next  vic- 
tims will  be  construction  con- 
glomerates Hazama  Corp.  and 
Kumagai  Gumi  Co.,  which  hold 
junk  ratings  and  are  trading 
near  record  lows. 

While  banks  have  written  off 
$460  billion  in  loans  since  1993, 
questionable  loans  are  still  on 
the  rise  and  stood  at  $280  bil- 
lion in  March.  Further  failures 
will  damage  bank  balance 
sheets,  but  at  least  it  will  elim- 
inate some  corporate  deadwood. 
"It's  like  Tokyo  in  an  earth- 
quake: When  it's  going  on,  you 
wait  for  the  shaking  to  stop  and 
see  who's  left  standing,"  says  Ian  J. 
Macdonald,  a  vice-president  at  Rowe 
Price-Fleming  International. 
SCANDAL.  Political  turmoil  is  adding  to 
the  banks'  woes.  One  of  Japan's  top  fi- 
nancial cops,  Kimitaka  Kuze,  resigned  on 
July  30  after  admitting  he  received  mil- 
lions of  dollars  from  a  bank  before  he 
became  its  regulator.  Even  worse,  Prime 
Minister  Yoshiro  Mori  knewT  about  the 
payments  and  saw  no  conflict  of  interest. 
Mori  recently' appointed  an  81 -year-old 
backbencher  with  little  interest  in  re- 
form to  replace  Kuze.  The  scandal  will 
help  party  elders  looking  to  oust  Mori, 
perhaps  as  early  as  September.  Leading 
candidates  to  replace  him  include  For- 
eign Minister  Yohei  Kono  and  former 
Prime  Minister  Ryu- 
taro  Hashimoto. 

For  banks,  there 
seems  to  be  no  quick 
fix.  They  can  try  to 
raise  cash  by  selling 
stock  in  a  depressed 
market — hardly  an  at- 
tractive choice — or 
plead  for  government 
aid.  But  with  Tokyo 
running  deficits  equal 
to  10%  of  gross  do- 
mestic product  and 
Mori's  opponents  ready 
to  pounce  on  a  bailout, 
a  rescue  seems  unlikely. 

In  the  end,  corporate  bankruptcies 
and  bank  collapses  may  be  the  only  way 
for  the  system  to  cleanse  itself.  So  in- 
vestors had  better  brace  themselves  for 
some  frightening  dips  ahead. 

By  Ken  Be/son  and  Irene  M.  Kioiii 
in  Tokyo 


BUSINESS  WEEK  /  AUGUST  14.  2000  37 


News:  Analysis  &  Commentary 


1 


REAL  ESTATE 


WHY  THIS  PROPERTY  BOOM 
LOOKS  DIFFERENT 

With  overbuilding  kept  in  check,  it  may  have  some  legs 

On  Aug.  1,  real  estate  magnate  Sam 
Zell's  Chicago-based  Equity  Office 
Properties  Trust,  the  country's 
largest  office-building  owner,  announced 
plans  to  acquire  a  midtown  Manhattan 
skyscraper  for  a  reported  $715  million, 
more  than  double  what  real  estate  in- 
vestment firm  Tishman  Speyer  Proper- 
ties and  its  partners  paid  for  it  in  1988. 
Two  weeks  earlier,  Orange  County  bil- 
lionaire developer  Donald  Bren  handed 
fellow  billionaire  Marvin  Davis  an  $80 
million  profit  on  a  700,000-square-foot 
office  complex  in  Century  City,  Calif. 
Davis  had  owned  the  building  for  less 
than  three  years,  and  still  got  a  record 
$490  a  square  foot  for  it,  twice  what 
many  Class  A  buildings  in  that  area 
were  trading  for  only  a  year  ago. 

Across  the  country,  "For  Sale"  and 
"Sold"  signs  are  popping  up  on  office 
buildings.  That  includes  landmarks  such 
as  Rockefeller  Center  and  the  World 
Trade  Center  in  Manhattan.  What's  the 
rush  to  market?  National  average  oc- 
cupancy rates  are  close  to  94%  (chart). 
Add  to  that  rents  per  square  foot  that 
in  some  cities  like  San  Francisco  are 
double  what  they  were  a  year  ago,  and 
you  get  the  picture.  Bottom  line,  it's  a 
simple  matter  of  supply  (not  enough) 
and  demand  (booming).  Sure,  Old  Econ- 
omy companies  have  been  consolidating 
and  restructuring  for  years,  and  even 
the  plethora  of  dot-coms  is  trying  to 
rationalize.  But  with  unemployment  near 
a  low  4%,  employers  are  desperate  to 
find  places  to  put  their  workers.  "I  don't 
think  we're  near  the  top,"  says  Mor- 
timer B.  Zuckerman,  chairman  of  Boston 
Properties,  one  of  the  nation's  largest  of- 
fice building  owners. 
EIGHTIES  REVISITED?  In  some  ways,  the 
euphoria  is  all  sounding  very  1980s.  Big 
sales.  Even  bigger  hype.  A  market 
cruising  for  a  bruising.  Where's  Donald 
Trump?  But  there  are  two  significant 
differences.  First,  the  underlying  econ- 
omy igniting  this  be  i  seems  struc- 
turally more  sound,  thanks  to  produc- 
tivity gains  from  capital  investment  in 
technology  and  a  more  rational  use  of 
debt  by  many  companies.  Second,  and 
perhaps  more  important,  developers  and 
lenders  have  demonstrated  a  level  of 
discipline  not  seen  in  previous  cycles. 


m 


Such  overbuilding  doomed  real 
a  decade  ago,  when  vacancies  ho\ 
around  20%  and  banks  granted  gen 
construction  loans  approaching  1 
This  time  developers  have  been  s 
from  indulging  their  worst  insti 
First,  until  the  recent  Nasdaq  del 
there  was  a  lot  more  quick  money 
made  in  tech  stocks.  But  many  lerft 
are  now  touchier  about  giving  cons  I 
tion  loans,  requiring  builders  to  pi  Ithepi 
at  least  30%  of  their  own  mone^  ifwera 
any  project.  The  tax  code  has  als<  is 
come  less  obliging,  with  fewer    prao 
writeoffs  for  bad  building  investm<  tie 

Indeed,  F.W.  Dodge,  a  busines  ik : 
search  division  of  The  McGraw  L 
Companies,  estimates  jerseei 
HOT  ITEM?  office  construction  wi  Irep 
Rockefeller  virtually  flat  this  unlit 
Center  is  compared  with  1999,  ttskei 
in  play  about  275  million  sq  [signs 

"  feet  of  new  space  coi  recent  • 
on  line.  "As  a  consequence  of  the  sedh 
hiccup  in  the  late  '80s  and  early  Wooy 
this  time  around  there's  much  moi  ircblr 
nancial  prudence  by  real  estate  d  imillw 
opers  and  financial  institutions,"  tstigati 
Stephen  F.  Blau,  a  principal  at  gmh  \wm\ 
ital  Partners,  a  real  estate  firm  in  I  >respei 
town  Square,  Pa.  "No  one's  letting  fape 
horses  run  wild."  ne  darn; 

Still,  property  owners  know  an  sed  to  i 
portunity  when  they  see  it,  and  n  L  m 
who  had  been  waiting  on'  the  side  [  rate; 
are  now  trying  to  cash  in.  This  is  1 1  the  vi 
daily  true  of  high-yield  real  estat<  jt  claim 
vestment  vehicles.  Most  purchasec  mid  be 
sets  in  the  mid-'90s  and  now  can  lo(  jfo » i 
big  gains.  Indeed,  according  to  Grs  iearchi 
Partners,  a  New  York-based  real  es  sk  Man 
investment  banking  firm,  such  in\8m,Ac 
ment  funds  put  some  $4.7  billion  w  esn't  pi 
of  office  property  on  the  block  in  r  m 
first  half  of  this  year.  In  all  of  1  it  mam 
they  sold  $2.8  billion.  fe,^ 

This  year  those  funds  weren't  al  \xm-<. 
Another  $18  billion  in  office  propei  y  ni , 
came  to  market  in  the  same  half,  up  wave 
from  the  period  last  year,  Granite   tencies 
mates.  The  flood  could  dampen  pr  n>r  B 
but  "the  confluence  of  the  strengt  mlflli 
leasing  markets  and  the  economic  Jd,,.,, 
pansion  has  truly  created  tremenc  ^  ; 
value  in  these  properties.  There's  $^i 
lots  of  cushion  [profit]  to  be  harvest  j,  ^ 
says  Granite  President  John  Lyons.  j](j?. 
At  least,  that's  what  Zell  and  Z^^ 
erman  hope.  Sources  say  they're  an  j . 
those  interested  in  a  possible  purcl  u  y ,  f 
of  Rockefeller  Center.  The  poterse 
price  tag:  up  to  $2.5  billion,  double  v  ^ 
it  sold  for  four  years  ago. 
By  StepJianie  Anderson  Forest  in  Da  be 
with  Micliael  Arndt  in  Chicago,  Rod  |0, 
Sharpe  in  Boston  and  bureau  report 
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By  Norm  Alster 

CELL  PHONES:  WE  NEED  MORE  TESTING 


ack  in  the  early  1980s,  there 
were  35  researchers  at  the  Envi- 
ronmental Protection  Agency  ex- 
ring  the  biological  effects  of  radia- 
i  from  cell  phones  and  other 
.  cm    'ices.  But  by  1987,  budget  cuts  had 
it  the  program  down.  Since  then, 
Federal  Communications  Commis- 
n  and  the  Food  &  Drug  Ad- 
listration  have  regulated 
•eless  communications  with  a 
thery  touch. 

rhis  hands-off  approach  no 
ger  seems  appropriate.  De- 
te  repeated  safety  assurances 
m  the  cell-phone  industry,  sci- 
ists  keep  turning  up  disturb- 
•  signs.  On  July  31,  a  survey 
recent  safety  studies  was  re- 
sell by  George  L.  Carlo,  a 
-hologist  and  professional  re- 
irch  administrator  who  ran  a 
>  million  industry-funded  risk 
|  estigation.  Some  studies  in 
survey — which  appeared  on 
respected  medical  Web  site 
;dscape — showed  evidence  of 
ie  damage  in  blood  cells  ex- 
sed  to  cell-phone  radiation, 
hers  indicated  heightened  tu- 
•r  rates  in  cell-phone  users, 
t  the  very  least,  the  data  say 
it  claims  of  absolute  safety 
A  >uld  be  irresponsible,"  declares 
ioisrlo,  who  now  runs  a  for-profit 
lira  search  company  called  Health 
.riisk  Management  Group. 
I  GAL  ACTION.  Carlo's  report 
tiesn't  prove  that  cell  phones 
j.jase  cancer  or  other  diseases. 
if  1  it  many  experts  echo  his  con- 
ns. Leif  G.  Salford,  a  professor  of 
i  urosurgery  at  the  University  of 

md  in  Sweden,  found  that  mi- 
lip  i  wave  radiation  at  cell-phone  fre- 
ite '  encies  can  weaken  the  blood-brain 
pn  rrier  in  rats.  In  May,  a  British  gov- 
iment  report  recommended  that 
<  ildren  not  be  exposed  to  mobile 
fiii Jones.  Italy  and  Switzerland  have 
illowed  radiation  emissions 
mi  cellular  base  stations. 
us.    Belatedly,  the  U.  S.  government  is 
io  taking  action.  In  early  June,  part 
in  response  to  recent  studies,  the 
iA  announced  it  would  help  super- 
<tt\ie  a  new  industry-sponsored  re- 
arch  program.  And  in  July,  the  in- 
stry  announced  plans  to  provide 
>els  disclosing  how  much  radiation 
ones  emit. 


But  for  an  industry  struggling  to 
boost  consumer  confidence,  these 
steps  may  be  too  little,  too  late.  It  is 
certainly  past  time  to  keep  the  issue 
from  spilling  into  the  courts.  On  Aug. 
1,  Christopher  J.  Newman,  a  41-year- 
old  neurologist  who  developed  a 
brain  tumor,  sued  Motorola  Inc.  and 
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Cell  phones  constitute 
"the  world's  largest  bio- 
logical experiment  ever" 
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several  wireless  carriers  in  state 
court  in  Baltimore.  The  suit  alleges 
that  the  companies  failed  to  disclose 
known  radiation  hazards  from  cell- 
phone use.  And  lawyer  Peter  G.  An- 
gelos,  who  helped  win  huge  settle- 
ments against  the  asbestos  and 
tobacco  industries,  told  business 
week  he  has  been  approached  by 
several  brain-tumor  victims.  He  won't 
file  suit  unless  he's  "90%  sure"  of  vic- 
tory, but  says  he  is  "very  intensively" 
studying  this  area. 

The  fda's  participation  in  a  Cooper- 
ative Research  &  Development 
Agreement  (crada)  with  the  cellular 
industry  is  an  encouraging  step.  Un- 
fortunately, the  effort  is  flawed.  It's 
troubling  that  the  industry  is  picking 
up  the  lull  and  will  choose  which  proj- 


ects receive  funding.  With  cellular 
companies  adamantly  insisting  that 
the  phones  are  safe,  only  research 
that  is  designed  and  funded  indepen- 
dently— presumably  by  the  govern- 
ment— would  have  full  credibility. 
"How  can  [the  fdaJ  claim  to  be  im- 
partial if  they  are  taking  a  lot  of  mon- 
ey from  industry  to  do  re- 
search?" asks  Dr.  W.  Ross  Adey, 
distinguished  professor  of  physi- 
ology at  the  Loma  Linda  (Calif.) 
School  of  Medicine. 

The  industry,  for  its  part, 
finds  plenty  of  fault  with  Carlo, 
the  man  fanning  the  latest 
round  of  concerns.  Some  of  the 
findings  he  posted  last  week 
have  not  yet  been  replicated. 
And  a  top  researcher  in  the 
program  he  administered  chal- 
lenges his  interpretation  of  the 
brain-tumor  data.  What's  more, 
Carlo  is  on  disputed  ground  in 
his  claim  that  low  levels  of  ra- 
diation alone — as  opposed  to 
heat  from  the  cellular  hand- 
set— could  cause  medical  prob- 
lems. Motorola  director  of  bio- 
logical research,  Dr.  Mays  L. 
Swicord,  insists  there  is  no  "re- 
peatable'or  established"  evi- 
dence of  biological  effects  from 
cell-phone  radiation. 

Henry  Lai,  research  profes- 
sor of  bioengineering  at  the 
University  of  Washington,  dis- 
agrees: Looking  at  about  200 
research  papers  published  since 
1996  on  the  impact  of  mi- 
crowave radiation,  he  found  that 
80%  of  them  reported  biological  ef- 
fects. "These  include  behavioral  ef- 
fects on  brain  function,  effects  on  the 
immune  system,  and  genetic  effects," 
he  says.  Lai  has  also  found  DNA  dam- 
age in  rats  exposed  to  microwave  ra- 
diation at  power  levels  similar  to 
those  produced  by  cell  phones. 

Who's  right?  There  isn't  enough  in- 
formation yet  to  judge.  As  Sweden's 
Salford  puts  it,  cell  phones  constitute 
"the  world's  largest  biological  experi- 
ment ever."  Only  well-designed  and 
supervised  science  will  tell  us  whether 
and  how  cell  phones  affect  human 
cells — and  calm  consumers'  increasing- 
ly frayed  nerves. 

Alster  covers  technology  for  hi  si- 
NESS  WEEK  in  Boston. 
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A  Different  Kind  of  Company. 
A   Different  Kind   of  Car. 


A  car  is  not  something 
designed  simply  to  take  you 

from  point  A  to  point  B. 
It  never  was.  But  somewhere 
ong  the  line  what  a  car  means  j 
and  what  it  costs,  seems  to 
have  gotten  out  of  hand. 
Enter  the  Saturn  L-Series. 
"hey're  bigger,  faster  and  more 
xurious  than  our  other  models, 
'hey're  also,  as  you  can  expect! 
ore  expensive.  But  when  you 
:ompare  them  to  cars  with  the 
same  features,  they're  still 
thousands  less.  You  see, 
they're  not  just  our  newest  car, 

but  a  new  kind  of  car. 
luxury  car  that's  within  reasoi 
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News;  Analysis  &  Commentary 


COMMENTARY 


By  Stephen  Baker 


NOKIA'S  COSTLY  STUMBLE 


It  had  come  to  be  a  summer  ritual 
for  executives  at  telecom  giant 
Nokia  Corp.  A  few  weeks  at  their 
Finnish  country  cottages,  then  back 
to  Helsinki  to  announce  record  sec- 
ond-quarter earnings.  But  the  July 
27  earnings  report  carried  a  nasty 
surprise:  Nokia  Chairman  Jorma 
Ollila  announced  that  the  release  of 
two  phones  in  the  coming  quarter 
would  be  delayed,  depressing  earn- 
ings by  a  couple  of  percentage 
points.  The  stock  market  responded 
with  fury,  knocking  Nokia  shares 
down  by  25%  and  chopping 
$60  billion  off  the  com 
pany's  market  cap 
of  $255  billion. 
In  the  follow 
ing  days, 
shares 
failed  to 
make  up 
the  ground. 
Is  the  be- 
hemoth teeter- 
ing? Competi- 
tion is  certainly 
picking  up.  In  Eu- 
rope and  Asia,  a 
host  of  chal- 
lengers, from 
Siemens  and 
Samsung  Co.  to 
a  revived  Mo- 
torola Inc.  are  com- 
ing out  with  cool 
phones  that  attack 
the  franchise  Nokia 
created:  the  brand- 
ed cell  phone.  In- 
deed, it's  this  com- 
petition, in  part, 
that  has  spurred 
Nokia's  rush  to  pro- 
duce new  models. 

"This  proves  what  kind  of  pace  you 
have  to  have,"  says  Ollila.  "If  you 
miss  a  beat,  it  hits  your  margin." 
CELLULAR  BACKWATER.  Nokia  holds 
one  ace.  It  has  a  towering  37%  mar- 
ket share  in  the  world's  richest  cellu- 
lar backwater:  the  U.  S.  While  the 
U.S.  has  lagged  behind  Europe  and 
Japan  in  mobile  phones,  its  tremen- 
dous growth  potential  forces  compa- 
nies with  global  ambitions  to  have  a 
presence  there.  And  although  a  host 
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Leading  the  pack 

with  37%  of  the 

cellular  market 

in  the  U.S. 


of  Asian  players  are  inching  their 
way  in,  mostly  with  cheap,  low-mar- 
gin phones,  Nokia's  only  real  global 
challenger  is  Motorola,  which  sells 
less  than  one-third  as  many  phones. 

But  competing  in  the  U.S.  is  no 
picnic.  Unlike  unified  Em-ope,  the 
U.S.  is  fractured  into  three  major 
cellular  technologies.  To  offer  all 
three  is  very  costly.  For  that  reason, 
most  of  Nokia's  European  competi- 
tors have  simply  avoided  America, 
sticking  to  home  turf  instead. 

Except  Ericsson.  Once  No.  2  in  the 
U.  S.,  the  Swedish  company 
has  seen  its  U.  S.  phone 
sales  shrivel  from  19% 
of  the  market  to 
11.5%  last  year 
alone.  This  has 
punished  profits 
and  may  well 
push  Ericsson 
to  drop  out  of 
the  U.S.  handset 
market  altogether. 

So  far,  handset  mak- 
ers in  Japan,  such  as 
Matsushita  Electric 
Industrial  Co. 
and  Sony  Corp., 
have  a  limited 
presence  in  the 
U.  S.  But  the 
plan  is  to  make  a 
splash  with  Net-surf- 
ing phones  built  for 
the  high-speed  third- 
generation  networks. 
That  threat  to  Nokia 
could  be  three  or  four 
years  away. 

In  the  meantime, 
Nokia's  profit  margins 
are  a  staggering  25%, 
and  are  unlikely  to 
fall  below  20%.  Motorola,  in  contrast, 
earns  single  digits  on  mobile  phones. 
Nokia's  profits  fuel  a  $2  billion  a  year 
research  and  development  effort  that 
produces  a  new  phone  on  average 
every  month.  It's  a  blinding  rate  that 
causes  occasional  bumps,  but  one 
that  no  competitor  can  match  yet. 

By  Steplien  Baker,  with  Inka  Resch 
in  Paris  and  Roger  O.  Crockett  in 
Chicago 


PUBLISHING 

THE  HIGH  COST 
OF  EDUCATION 

Pearson's  $2.5  billion  deal  i 
NCS  is  raising  eyebrows 


Investors  used  to  blast  Pearson 
for  lacking  direction.  But  since  Tei 
born  Marjorie  M.  Scardino  took 
helm  in  1997,  she  has  rapidly  resh 
the  London-based  giant  with  a 
paced  series  of  acquisitions  and  a 
sales.  Her  latest  move:  The  $2.5  bi' 
purchase  of  Eden  Prairie  (Minn.)-b 
National  Computer  Systems  on  Jul; 
While  the  acquisition  of  ncs,  the  1 
ing  U.  S.  commercial  supplier  of  assi 
ment  tests,  fits  Scardino's  overall  st| 
egy  of  focusing  Pearson  on  educa; 
and  proprietary  content,  the  deal 
prised  investors.  Not  only  did  the  p: 
seem  high,  but  the  method  of  finan 
the  transaction  also  is  controversial 
company  will  raise  $2.5  billion  throu 
rights  issue — a  required  procedure  wj 
a  British  company  raises  new  eq 
that  amounts  to  more  than  5%  of 
outstanding  shares.  But  existing  sb 
holders  will  be  offered  three  new  Pi 
son  shares  for  every  11  shares  t 
ownrc  at  a  deep  discount — about 
each.  That's  half  the  price  at  the  t 
the  deal  was  announced. 
"VERY  POSITIVE  VIEW."  News  of  the 
count,  and  the  26%  premium  Pean 
was  paying,  knocked  Pearson's  sti 
price  down  by  9%.  It  has  since  red 
ered  half  of  the  loss  as  investors  m 
fully  digested  the  deal.  Underwrit 
say  the  discount  was  the  cheapest  w 
to  raise  money  because  it  almost  gu 
anteed  shareholders  would  take  up 
offer.  That  meant  there  was  little  risk 
the  underwriters.  So  the  investing 
bankers  are  charging  minimal  fees 
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about  0.5%,  vs.  a  standard  2.0%. 
amounts  to  a  hybrid  stock  split  an- 
uity  issuance,"  says  David  Mayh 
partner  at  London's  Cazenove  & 
which  is  handling  the  deal  with 
man,  Sachs  &  Co. 

Scardino  wasn't  used  to  such  sk 
cism  from  the  markets.  Up  until 
she  was  cheered  for  shedding  units 
sidered  noncore  businesses,  freeing 
cash  to  fuel  the  international  expan 
of  the  Financial  Times  and  its  or 
platform.  She  also  was  able  to  sta 
business  daily  in  Germany.  And 
along,  Pearson  has  been  turning  in  c 
ible  results.  For  the  year  ended  Jun« 
operating  profits  were  up  by  32% 
$220  million,  on  sales  of  $2.3  bill 
"Shareholders  have  a  very  positive  \ 
of  [Scardino],"  says  one  London-bs 
institutional  investor. 


The  Financial  Time 
drives  earnings, 

but  Pearson's  big  be 
is  on  education 


If  there's  a  concern,  it's  that  she  ] 
overpaid  for  acquisitions.  Some  analy 
thought  the  $463  million  price  she  p 
for  British  trade  publisher  Dorli 
Kindersley  in  May  was  high, 
biggest  deal,  the  1998  purchase  of  Sin; 
&  Schuster's  education  business  for  9 
billion,  was  also  considered  pricey. 
Pearson  spokesman  says  both  com] 
nies  are  performing  above  expectatioi 

While  the  Financial  Times  is  driv 
earnings  now,  Scardino  believes  edu 
tion  is  the  company's  future.  Her 
line  plans  are  particularly  ambitio 
This  fall,  Pearson  expects  to  launch 
Learning  Network,  which  aims  toj 
the  Internet  destination  for  training  i 
education  in  the  U.  S.  And  ncs  is 
leading  U.  S.  commercial  company 
the  fast-growing  and  profitable  busin 
of  providing  tests  for  schoolchildren, 
also  furnishes  software  that  tracks 
tendance  and  monitors  school  financi 

The  NCS  purchase  is  part  of  Scat 
no's  drive  to  extend  Pearson  outs: 
Britain.  Once  the  deal  is  done,  t\ 
thirds  of  Pearson's  revenues  will  co 
from  North  America,  and  the  compa 
hopes  to  list  on  the  New  York  St< 
Exchange  soon.  Scardino  is  firmly  pla 
ed  on  both  sides  of  the  Atlantic.  £ 
wants  Pearson  to  be,  too. 

By  Stanley  Reed  in  Lono 
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WHERE  ANGELS 
DARE  TO  TREAD 

NASDAQ'S  SHAKEOUT  MADE 

the  venture-capital  well  a  lit- 
tle drier  in  the  second  quar- 
ter, but  there's  still  plenty  of 
money  out  there  to  start  the 
right  kind  of  company.  Ven- 
tureOne,  a  San  Francisco  con- 
sulting firm,  says  venture- 
backed  companies  raised 
$17.2  billion  between  April 
and  June,  down  6%  from  the 
first  three  months  of  2000. 
The  hit  was  taken  by  con- 
sumer e-commerce  companies. 
Investment  there  fell  32% 
and  accounted  for  only  3%  of 
second-quarter  Internet-re- 
lated funding.  Companies 
making  Net  infrastructure 
took  up  the  slack,  with  fund- 
ing up  29%.  Silicon  Valley  is 
betting  on  the  oldest  rule  of 


CLOSING    BELL 


DELL  DOUBTS 

What  ails  Dell  Computer? 
Maturity,  mostly.  In  January, 
the  No.  2  PC  maker  warned  it 
might  grow  by  a  relatively 
sluggish  30%  because  it  has 
become  so  large — $25  bil- 
lion in  sales  last  fiscal 
year — and  PC  market  growth 
is  slowing.  And  on  Aug.  2, 
U.S.  Bancorp  Piper  Jaffray 
analyst  Ashok  Kumar  said 
weaker  sales  of  desktop  PCs 
cast  doubt  on  Dell's  ability  to 
meet  growth  projections.  Its 
stock,  down  nearly  32%  from 
a  high  of  58K  in  March,  slid 
4.8%  to  399A. 
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Web  investing:  The  one  thing 
you  know  for  sure  about  the 
Net  is  it  needs  to  be  built. 


SEARS  DUMPS 

DR.  LAURA 

SCRATCH  SEARS  ROEBUCK  OFF 
radio  talk-show  host  Laura 
Schlessinger's  list  of  adver- 
tisers. The  retailer  became 
the  latest  to  pull  its  ads  from 
the  nationally  syndicated 
show  because  of  the  host's 
negative  views  on  gays  and 
lesbians,  whom  she  has  de- 
scribed as  sexually  deviant. 
"We  support  diversity,"  a 
Sears  spokeswoman  says.  It 
joins  big-name  advertisers 
Procter  &  Gamble,  Xerox, 
and  United  Airlines  in  drop- 
ping the  show.  Advertisers 
clearly  don't  want  to  offend 
the  gay  community,  a  power- 
ful spending  force.  Gays  and 
lesbians  are  twice  as  likely 
to  have  incomes  over  $60,000 
than  heterosexuals  and  to- 
gether spend  nearly  $450  bil- 
lion a  year,  said  Harris  In- 
teractive and  Witeck-  Combs 
Communications. 


NORTEL'S  NEW 
HELP  LINE 

CUSTOMER      SUPPORT      ISN'T 

Nortel's  forte.  Building  fiber- 
optic networks  is.  So  the 
high-flying,  Brampton  (Ont.) 
company  turned  its  computer- 
support  services  over  to 
Computer  Sciences  on  Aug. 
2.  Nortel,  the  world's  No.  2 
network-equipment  supplier, 
said  it  expects  to  move  2,000 
employees  to  the  El  Segundo 
(Calif.)  company  by  Oct.  1  as 
part  of  a  seven-year,  $3  bil- 
lion deal.  Nortel,  which 
agreed  to  pay  $7.2  billion  for 
Alteon  WebSystems  on  July 
28,  has  made  nine  acquisitions 
in  the  past  year  in  its  drive 
to  dominate  optical  network- 
ing. Execs  say  outsourcing 
computer  services  will  help 
Nortel  save  money — perhaps 
adding  more  cash  to  its  war 
chest  for  big  deals. 


HEADLINER:  JAY   S.   WALKER 


THE  PRICE  ISN'T  RIGHT,  BUT... 


Jay  Walker,  founder  of  the 
name-your-own-price  In- 
ternet phenom 
Priceline.com,  said  on 
Aug.  1  he  will  sell  a 
slug  of  his  stock 
for  $190  million 
to  Microsoft  co- 
founder  Paul 
Allen  and  cable 
mogul  John 
Malone.  But  it's 
clearly  at  a  price 
Walker  wouldn't 
have  named — Malone's 
Liberty  Media  and  Allen's 
Vulcan  Ventures  are 
scooping  up  8  million 
shares  at  a  bargain-base- 
ment $23.75  each. 

Walker  structured  the 
deal  so  the  stock,  well  off 
its  52-week  high  of  104V1, 
won't  come  under  more 
pressure.  Although  Liberty 


and  Vulcan  won't  buy  the 
shares  for  at  least  a  yeai] 
Walker  already  plans  to 
put  $125  million  into  aj 
other  brainchild, 
Priceline  Web- 
House  Club,  a  | 
name-your-oi 
price  business 
for  groceries. 
Walker,  whd 
still  owns  50  m| 
lion  Priceline 
shares,  concedes 
"this  isn't  the  greatest  til 
for  me  to  price  a  transac-l 
tion."  But,  he  says,  "I  get] 
Paul  Allen  and  John  Mal-| 
one  as  strong,  long-term 
investors."  But  that  may 
not  be  enough  for  investoj 
to  start  naming  higher 
prices  for  Priceline's  stocl 

By  Pamela  L.  Moore 
Greenwich,  Conn. 


SOFTBANK'S 
STYMIED  SPINOFF 

BELEAGUERED      SOFTBANK 

won't  be  getting  help  from  a 
planned  sale  of  shares  in  five 
of  its  subsidiaries.  The  Tokyo 
conglomerate  said  on  Aug.  1 
that  it  abandoned  the  sale  be- 
cause of  onerous  tax  conse- 
quences. But  analysts  suggest 
Softbank  was  worried  the 
spin-off  would  further  weaken 
its  stock,  off  nearly  75%  for 
the  year.  The  offering  also 
may  not  have  been  able  to 
raise  the  amount  Softbank 
needs  to  buy  bankrupt  Nip- 
pon Credit  Bank.  So  how  will 
it  pay  for  the  purchase?  Most 
likely  by  turning  to  its  rich  In- 
ternet portfolio,  which  includes 
highfliers  such  as  Yahoo! 

CAN  THE  FCC  FREE  UP 
THE  AIRWAVES? 

THE  FEDERAL  COMMUNICATIONS 

Commission  said  on  July  31 
that  it's  delaying  the  next 


round  of  airwave  auctions 
til  Mar.  6,  2001,  while  it 
up  more  space  for  wirel| 
communications.  Wireless 
riers,  fearing  scarce  spectr 
will  drive  up  prices,  are 
plauding  the  delay.  The 
waves  are  currently  occup 
by  TV  stations,  which  are  si 
posed  to  give  up  the  spj 
once  they  migrate  from 
log    to    digital    broadcast 
That's  a  slow  transition, 
regulators  face  a  tough  t^ 
getting  broadcasters  to 
up  scarce  airwaves  for 
uses.  The  delay  gives  the 
time  to  figure  out  a  strate| 

ET  CETERA . . . 

■  Biotech  company  Chiro 
second-quarter  profits  r<j 
70%,  fueled  by  vaccine  salj 

■  A     David     Stockman- 
group  will  pay  $2  billion 
metal-parts  maker  MascoT 

■  Crude-oil  inventories  fell  I 
unexpected    3.1%    for 
week  ended  July  28. 
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Bell  Atlantic 

and  GTE 

are  now  Verizon"; 


And  Ken  Kdnishi's 
global  IT  strategy 
won't  change  a  bit. 


New  name.  Same  great  business  solutions. 
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ripei,  while  assuaging 
rijing's  fears,  stays  its 
dependent  coarse 


nightmare  come  true.  That's  how 
China's  leadership  saw  the  pres- 
idential victory  of  longtime  Tai- 
Iwan  opposition  leader  and  inde- 
pendence advocate  Chen  Shui-bian  in 
March.  Chen's  elec- 


tion fanned  fears 
in  Beijing  that  the 
island,  which  it  re- 
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ly  declare  indepen-      wan  and  China 

dence    from    the      business 55 

mainland.  If  that    L. — 

happened,  China  was  prepared  to  de- 
clare war.  Since  then,  Chen  has  done 
much  to  assuage  those  fears.  He  has 
promised  not  to  formally 
declare  independence 


< 

unless  China  attacks.  He  has  practically  begged  China  to  sit 
down  and  negotiate.  Faced  with  a  growing  economic  im- 
perative for  closer  relations,  he  has  dropped  Taiwan's  refusal 
to  allow  direct  trade,  transportation,  and  postal  links  with 
China. 

At  the  same  time,  though,  he  has  kept  up  his  provocative 
rhetoric.  In  one  of  his  first  interviews  since  taking  office  in 
May,  the  49-year-old  President  declared  himself  the  leader  of 
a  "sovereign  and  independent  country."  Referring  to  China's 
attempts  to  intimidate  voters  with  threats  during  the  election 
campaign,  he  charged  that  Beijing  "does  not  understand  the 
Taiwanese  people."  Citing  70%  public  approval  for  his  policy 
of  standing  up  for  Taiwan's  sovereignty,  Chen  urged  Chi- 
nese leaders  to  "learn  from  the  election  result." 

Chen  believes  tempers  are  now  cooling  in  Beijing.  Officials 
in  Taiwan,  both  local  and  foreign,  say  both  sides  want  nego- 
tiations soon.  "They're  looking  for  an  excuse  to  talk,"  says  a 


foreign  observer.  The  next  move  could  come  after  the  Au; 
summit  of  Chinese  leaders  at  the  resort  of  Beidaihe,  wl' 
the  vexing  question  of  Taiwan  will  top  the  agenda. 

But  even  though  China  has  shown  some  signs  tha 
might  be  willing  to  talk,  any  real  easing  of  tensions  in  the 
wan  Strait  remains  far  off.  The  biggest  sticking  poin 
Chen's  steadfast  refusal  to  bow  to  Beijing's  demand  to  ace 
its  definition  of  the  One  China  policy — which  means  accept 
Beijing's  sovereignty  over  Taiwan — before  talks  can  star 
EXPECTING  A  BROADSIDE.  Chen's  planned  foreign  trave 
mid- August  won't  make  relations  any  easier.  He  has  schedi 
a  swing  through  Central  America  and  Africa,  home  to  the 
countries  that  still  grant  diplomatic  recognition  to  Taiwan 
stead  of  China,  as  well  as  a  refueling  stopover  in  Los  An  i 
les.  The  trip  will  certainly  anger  Beijing,  which  is  obses  i 
with  denying  diplomatic  recognition  to  Taiwan,  and  U.S. 
ficials  are  bracing  for  a  broadside. 


CHINA  MUST  LEARN  FROM  [MY]  ELEGTIO 


If  Beijing's  intimidation 
campaign  is  wearing  on 
Taiwan  President  Chen  Shui- 
bian,  he  keeps  it  well  hidden. 
Chi  July  27,  in  one  of  his  first 
interviews  since  taking  office, 
Chen  gave  no  quarter  to 
Beijing.  He  spoke  boldly  of 
Taiwan  as  "a  sovereign  and 
independent  country"  and  said 
China  does  not  understand  the 
island's  democracy  or  its  peo- 
ple— or  him. 

Although  Chen  repeatedly 
indicated  his  eagerness  to  talk 
with  Beijing  and  promote 
peace,  the  longtime  opposition 
politician  also  made  it  clear  he 
will  stick  to  practices  that  have 
angered  Beijing  in  the  past:  He 
intends  to  continue,  the  former 
government's  policies  of  travel- 
ing to  friendly  countries 
abroad,  to  seek  Taiwan's  repre- 
sentation in  the  U.  N.  and  oth- 
er international  bodies,  and 
support  continued  research 
into  a  U.  S.  -developed  Theater 
Missile  Defense  system.  Chen 
spoke  of  his  vision  for  Taiwan 
through  an  interpreter  with 
business  week  Asia  Regional 
Editor  Mark  L.  Clifford.  Edit- 
ed extracts  follow: 
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K 

must  also  go  out  into  th  miss 
as  the  leader  of  a  sover 
independent  country.  Th 
in  this  country  expect  tl  iii 
ernment  to  take  them  b 
the  United  Nations.  Nat  i\ 
we  face  some  difficulties 
we  must  not  give  up.  Al  id 
same  time,  we  must  try 
ticipate  in  other  interna  jjithei 

organizations We  hop  1115k, 

hance  the  substantial  re  I 
ship  between  Taiwan  an 
diplomatic  frierids. 


Q:  Aren't  you  concerned 
Beijing  will  be  enraged 
upcoming  state  visits  ab 
A:  I  believe  that  as  Pres 
a  sovereign  state,  going 
and  exchanging  meeting 
our  diplomatic  friends  is 
duty. 


CHEN:  "The  information  they  get  is  far  from  the  truth" 


Q:  Wivat  role  would  you 
U.  S.  to  play  in  the  regio  n 
A:  I  believe  that  perman  !  to  $j 
peace,  security,  and  stab 
not  only  in  the  interests 
wan  but  also  in  the  inteiijt 
the  U.  S.  I  believe  we  ca 
erate  on  this.  I  think  tht  } 
can  play  a  more  active  r 
balancer  and  stabilizer.     («'  ||; 


is  oft 
Bast' 


(it  -1: 

Is, 


m  s 


Q:  What  do  you  hope  to  accomplish  vis- 
a-vis China  during  your  term  in  office? 
A:  We  must  promote  peace  and  stability 
in  the  Taiwan  Strait.  This  is  not  only 
my  top  priority,  it  is  a  moral  obligation. 
Next,  we  need  to  clean  up  Taiwan  poli- 
tics. We  must  ensure  economic  prosper- 
ity and  progress.  I  will  work  hard  to 
terminate  "black  gold,"  or  corruption, 


siihiisinfss  wFm/ Anmivr  ^A    ?nno 


while  at  the  same  time  working  to  cre- 
ate an  improved  climate  for  investment 
and  business. 

Q:  How  will  you,  as  you  have  said,  "ex- 
pand Taiwan's  room  for  survival  in  the 
international  arena"? 
A:  In  my  inaugural  speech,  I  said  that 
"Taiwan  stands  up."  [That  means]  I 


Q:  Are  you  in  favor  of  the  propi  fcn : 
Theater  Missile  Defense  system  te1Va 
Would  you  like  to  see  it  extendi,  \  \\. 
Taiwan?  m 

A:  The  issue  of  TMD  exists  becau; 
the  deployment  of  missiles  [by  C  > 
across  the  Taiwan  Strait.  This  hi  1 
a  threat  to  the  peace  and  stabilit  1 
the  Asia-Pacific  region.  This  is  w  1] 


J^ 


nlitical  sparring  aside,  economics  plays  a  big  role  in  dri 

improved  relations.  Mainland-Taiwan  economic  ties  are 

■oaching  a  crossroads  as  both  countries  enter  the  World 

le  Organization,   probably  before  the  end  of  this  year. 

X)th  sides  implement  WTO  provisions,  they'll  have  to  end 

M  y  restrictions  and  implement  direct  trade.  Taiwan  com- 
es have  invested  about  $40  billion  in  China.  The  figure  is 
bing  sharply,  powered  by  a  wave  of"  high-lech  in  vest - 

ir>i    t.  But  Chinese  authorities  are  for  the  first  time  putting 

n  tra    sure  on  Taiwanese-founded  businesses  in  the  mainland,  es- 
lally  those  headed  by  Chen  supporters.  Such  pressure 
i   ics  might  work,  but  could  just  as  easily  trigger  an  anti- 
ing  backlash. 

Los  A    either  side's  leaders  can  ignore  domestic  politics.  Chen's 
inistration  has  made  several  missteps.  In  late  July,  he 
forced  to  sack  a  senior  official  after  live  television 
ved  four  people  swept  to  their  deaths  in  floods:  Rival 


International  Business 


government  agencies  bad  squabbled  over  rescue  effoi 

Taiwan  Vice  President  Annette  Lu  contin 

more  stridently  pro-independence  line  Mian  Chen,  provoking 

suspicions  in  Beijing  that  she  is  expressing  Chen's  real 
opinion. 

Meanwhile, 
China's  Presi- 
dent Jiang 
Zemin  refuses 
to  be  the  one  who  loses  Taiwan.  His  fear:  Taiwan  is  -tailing 
for  time,  betting  that  support  abroad,  especially  in  the  I  '.S., 
will  grow  for  Taiwan's  independence  aspirations.  Yet  if  he 
plays  the  bully,  he  risks  alienating  U.S.  public  opinion.  If  he 
does  nothing,  Taiwan  may  slip  slowly  away.  The  Portuguese 
dubbed  Taiwan  Ihla  Formosa,  or  "beautiful  island."  But  for 
China,  it  remains  one  ugly  problem. 

By  Mark  L.  Clifford  in  Taipei 


If" 

I  msidering  the  development  of 

^1  is  not  yet  fully  developed,  and 

■iarly  to  say  whether  Taiwan 

/est  in  this  project,  but  the 

bit  is  seriously  studying  this 
sove    We  know  that  tmd  is  not  ab- 
itrjT.  1    terms  of  resolving  our  prob- 

addition,  we  must  [use]  cre- 

lid  wisdom  to  improve 

ait  relations. 


1  up.  J 
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if 
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otis  with  China  seem  stuck.  Do 
my  signs  of  progress? 
rAgh  there  are  no  significant 
We  hd  ^ughs,  the  situation  has  not 

In  I. 
wan  a 

Ihina  require  radical  change 
conciliation  can  occur? 
ms  of  cross-Strait  relations,  it 
en  as  tense  right  now.  There 
a  sense  of  urgency  or  of  crisis. 
s  Pre  I  should  grasp  that  opportunity 

ieatest  issue  right  now.  We 
neetinj    sit  down  and  resume 
si  ons. 

i  only  do  that  by  offering  good- 
through  the  wisdom  of  leaders 
sides.  I  have  confidence  that  re- 
f  an  improve.  We  feel  it  is  most 
t  to  sit  down  and  talk  without 
lalf'.  We  should  put  aside  our  dif- 
and  seek  a  foundation  that  is 
,  ;;[t#le  to  both  sides. 
wee 
th  Ihina  and  Taiwan  negotiate  on 
of  the  1  <)!)■>  agreement  about 
na?  What  is  your  understand- 
ii t  agreement? 

ling  to  our  understanding,  in 
■re  was  discussion  of  a  so-called 
,1  la.  However,  there  was  a  dis- 
nt  and  no  consensus.  Most  Tai- 
ieople  cannot  accept  Taiwan 
(  r  a  second  Hong  Kong  or  a  sec- 
.k  au.  They  cannot  accept  One 
'l\vo  Systems  | the  policy  ap- 
Hong  Kong  and  Macau],  nor 


can  they  accept  the  One  China  principle 
if  it  is  interpreted  as  Taiwan  becoming 
part  of  the  prc  [People's  Republic  of 
China]. 

Q:  Wliat  can  China  learn  from  your 
election?  Do  you  expect  your  election  to 
spur  democratic  change  in  China? 
A:  First,  democracy,  freedom,  and  hu- 
man rights  are  universal  human  values. 
No  individual  political  party  or  govern- 
ment can  block  the  development  of 


"Most  Taiwanese... 
cannot  accept  Tai- 
wan becoming  a 
second  Hong  Kong 
or  a  second  Macau" 

CHEN  SHUI-BIAN 


these  values.  Neither  can  they  ignore 
public  opinion  in  Taiwan. 

Second,  as  a  democratic  country,  we 
feel  that  the  spirit  of  democracy  is  in 
the  alternation  of  power  from  one  party 
to  another  through  a  peaceful  transfer 
of  power.  A  political  party,  no  matter 
how  hard  it  tries,  cannot  govern  forev- 
er. There  will  always  be  a  time  when  it 
must  step  down  or  transfer  power. 
Third,  the  election  results  demonstrate 
that  the  leadership  in  the  PRO  does  not 
understand  the  Taiwanese  people.  Over 
the  past  two  presidential  elections,  they 
have  applied  the  same  methods  of 
threats  and  intimidation.  However,  the 
choices  of  the  people  of  Taiwan  have 
proven  them  wrong. 

Finally  the  PRC  doesn't  understand 
the  DPP  [Democratic  Progressive  Par- 


ty], nor  do  they  understand  me.  They 
believed  that  a  DPP  victory  would  bring 
a  declaration  of  independence.  Thus  far, 
my  cross-Strait  policy  has  been  sup- 
ported by  70%  of  the  people  in  this 
country.  It  represents  a  consensus  of 
the  Taiwan  people.  The  prc  leadership 
listens  to  people  who  visit  China  and 
often  misleads  them.  The  information 
they  get  is  far  from  the  truth.  This 
leads  to  miscalculations  and  misjudg- 
ments  on  their  part.  They  must  learn 
from  the  election  result.  They  need  to 
get  to  know  me,  and  they  need  to  get 
to  know  the  DPP. 

Q:  Are  you  concerned  that  China  could 
use  Taiwan's  business  community  as  a 
wedge  to  divide' Taiwan,  as  happened  in 
Hong  Kong  in  the  runup  to  Hie  1997 
handover? 

A:  We  have  noticed  that  the  prc  has 
tried  to  split  our  society.  In  the  past, 
they  have  done  this  through  selected 
businesses  or  industries.  We  have  no- 
ticed that  recently  not  only  do  they  ap- 
ply such  methods  through  businesses 
[but]  they  have  also  been  reaching  out 
to  political  parties  and  legislators.  They 
are  even  extending  their  influence  to 
representatives  of  the  government  and 
the  military  as  well  as  overseas  Tai- 
wanese groups. 

Q:  Wliat  will  you  do  to  promote  greater 
Taiwan  investment  in  the  mainland? 
A:  Promoting  cross-Strait  relations  and 
the  three  direct  [transportation,  postal, 
and  trading]  links  is  already  the  set 
policy  of  the  new  government.  To  do  so, 
we  must  sit  down  and  talk.  By  the  end 
of  this  year,  it  is  very  likely  that  both 
sides  will  be  joining  the  WTO,  and  this 
will  of  course  affect  direct  investment 
on  both  sides.  Once  both  sides  join,  the 
question  of  opening  up  direct  invest- 
ments will  have  to  be  further  examined 
and  implemented. 
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ASY  COLLABORATORS 

To  China,  Taiwan  investors  are  both  welcome  and  suspect 


Huang  Chun-che  flips  on  the  police-issue  siren  in  his 
Nissan  Cefiro  and  steps  on  the  gas.  Huang  has  just 
finished  blasting  clay  pigeons  at  the  skeet-shooting 
range  he  manages,  a  place  where  he  and  other  Tai- 
wanese businessmen  living  in  the  southern  Chinese 
city  of  Dongguan  go  to  let  off  steam.  Weaving  from  lane  to 
lane,  Huang  gripes  that  the  tangled  traffic  is  making  him  late 
for  the  next  appointment.  But  it  is  a  snarl  he  helped  create. 


In  the  last  10  years,  Huang  and  others  like  him  have  trans- 
formed this  once  sleepy  city  into  a  veritable  Taiwan  Town. 

Located  in  the  middle  of  Guangdong  province's  industrial- 
export  belt,  Dongguan  is  home  to  some  40,000  Taiwanese 
and  3,000  of  their  factories.  Their  imprint  is  everywhere— 

from  the  luxury 
villas  to  the  flashy 
karaoke  bars. 
Nearby,  what  will 
be  China's  first  Taiwan-run  school  is  nearing  completion. 
Every  other  day,  it  seems,  another  delegation  of  Taiwanese 
comes  to  meet  their  Dongguan  counterparts. 

Such  collaboration  has  flourished  across  China.  Some 
250,000  Taiwanese  living  on  the  mainland  run  companies  that 
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are  responsible  for  12%  of  China's  exports.  Taiwan  invest] 
have  pumped  an  estimated  $40  billion  into  the  mainli 
economy.  Their  real  contribution  may  be  even  greater,  sil 
many  disguise  their  activities  through  Hong  Kong  front  cij 
panies  to  avoid  antagonizing  Taipei,  which  is  leery  about  f 
coming  too  cozy  with  China. 
NEW  WAVE.  Moreover,  Taiwan  investors  are  moving  well 
yond  the  small-time  activities  of  cowboy  capitalists.  The 

wave  of  Taiwan  businessr 
made  low-end  clothing,  sh<| 
and     furniture.     The 
wave,  by  contrast,  is  dol 
nated   by  Taiwan  multil 
tionals  with  high-tech 
duction  lines  and  deals 
China's  most  powerful  p 
pie.  For  example,  Winsl 
Wang,    son    of    Taiwan* 
petrochemical  tycoon  Wa] 
Yung-ching,  plans  to  buil^ 
semiconductor      plant 
Shanghai,  according  to 
wan  sources.  His  prospect| 
partner  is  none  other  til 
Jiang  Mianheng,  son  of 
nese  President  Jiang  Zer 
But  the  March  electior 
Taiwan  President  Chen  Sh 
bian     is     sendiVig     jittd 
through  China's  Taiwanfl 
community  here.  In  the  pa 
Chen  has  backed  Taiwan's  I 
dependence  from  China] 
matter  of  grave  concern  I 
Beijing.    Taiwan    investq 
fret  that  a  diplomatic  do\ 
turn  could  derail  their  ma 
land  projects.  The  June 
appearance  of  General 
Hsi-hsien    has    heighter 
anxieties.  The  former  el 
of  personnel  at  Taiwan's 
tional  Security  Bureau  w^ 
missing  after  taking  up  a 
nior  position  with  a  Tai\ 
electronics  company  in  Dor 
guan.  Taiwanese  believe  he  was  nabbed  by  China's  Sta 
Security  Ministry.  Beijing  has  not  confirmed  the  reports. 

The  fear  is  that  Beijing  may  be  trying  to  use  TaiwJ 
businesses  on  the  mainland — especially  companies  run 
the  handful  of  executives  who  advise  Chen  on  economic  pJ 
icy — to  extract  concessions  from  his  government.  Who  bettf 
to  push  Chen  away  from  independence,  the  theory  go^ 
than  those  with  the  most  to  lose  in  China? 

Some  Taiwanese  warn  that  pressure  from  Beijing  coi 
prompt  them  to  curb  expansion  plans.  But  most  investors 
simply  hunkering  down  for  the  long  haul,  hoping  that  commf 
sense  will  prevail.  "We're  afraid,"  acknowledges  CM. 
managing  director  of  Acer  Peripherals  (Suzhou)  Inc.,  whil 
manufactures  CD-ROM  drives,  keyboards,  monitors,  and  othl 
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[Nobody  understands  me] 

I'M       YOUR       IT       SPENDING 


COMDISCO 


lot  everyone  apprec.ates  the  difficulty  of  IT  spending  decisions.  Comdisco  IT  Control  and  Predictability  Solutions  has  proven  expertise 
establishing  the  value  of  IT  to  your  business  -  in  hard  numbers.  After  years  of  managing  technology  and  finance  initiatives,  we'll 


tip  you  make  the  right  decisions  for  your  business.  1-800-272-9792.  www.comdisco.com.  Delivering  the  promise  of  technology: 
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With  mimio,  any  whiteboard  becomes  an  electronic  whiteboar 

Every  idea  should  be  this  good. 


«i 


.Ever  wish  you  couid  quickly  share  the  results  of  your  latest 

■brainstorming  session  with  co-workers  or  clients?  Now  you 

can  with  mimio.  Simply  attach  it  to  any  whiteboard  up  to 

4x8  %and  connect -it  to  a  PC.  Then  insert  a  standard 

■^i^Expo ■'-■marker  into  a  mimio  stylus  and  start 

^f:  :  .      M  writing.  The  mimio  software  captures 

*W  ,<&        .■.■:ul*.„w«,  »,„,  i  ,A/rito  nr  draw  in  color  and  in 


real  time.  Print,  fax,  e-mail,  drag  and  drop  into  anj 
Windows  application,  or  share  notes  across  thi 
Internet.  At  less  than  2.5  lbs.,  mimio  is  portable  and 
durable.  Perfect  for  travel.  And  it's  priced  at  jus 
$499  including  everything  you  need  to  turn  am* 
whiteboard  into  an  electronic  one.  For  a  demonstrat  J] 
visit  us  at  www.mimio.com  or  call  1.877.my.mimi  J 

mimio 
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rhink  it.  Shaie  it. 


mnent.  "Bui  we  still 

to  expand." 
ie  truth  is,  neither 
an  nor  China  can  al- 
to disengage.  Today's 
est  investors  in  <  hi- 
re the  likes  of  Tai- 
computer  equipment 
janies  Acer  and 
a  Electronics.  Their 
tries  are  turning  Chi- 
nto  a  major  export 
orm  for  everything 
i  monitors  to  moth- 
ards.  For  Taiwan 
panies  facing  rising 
5  at  home,  China  of- 

a   nearly   limitless 

of  cheap  labor  and 
neering  talent.  For 
ing,  the  Taiwanese 
ide  capital  and  jobs 

time  when  bloated 
B  enterprises  are  lay- 
)ff  millions.  They  also 
%  new  technology  and 
agement  systems, 
:h  Chinese  industry 
Is  as  it  prepares  for 
petition  upon  joining  the  World  Trade  Organization, 
he  hope  is  that  the  burgeoning  economic  relationship 
lead  to  a  lasting  political  thaw.  "Both  governments  and 
people  win"  with  Taiwanese  investment,  says  H.  D.  Yeh, 
rman  of  Dongguan  Primax  Electronic  Products  Ltd.,  a 
al  producer  of  computer  mice.  "We  hope  that  through  this 
lomic  cooperation,  both  governments  can  keep  the  peace." 
eijing  is  rolling  out  incentives  to  keep  Taiwan  companies 
py.  Last  December,  the  government  made  it  easier  for 
n  to  get  local  loans  and  strengthened  legal  protections.  Lo- 
governments,  meanwhile,  are  slashing  taxes  and  land- 
fees.  Guangdong's  government  has  opened  special  infor- 
ion  offices  for  Taiwan  investors  and  launched  a  Web  site 
■re  business  people  can  post  complaints  and  suggestions. 
5LED  OUT.  The  trouble  is  that  even  as  China  beckons 
1  one  hand,  it  intimidates  with  the  other.  Many  Taiwan  fac- 
•  owners  complain  of  being  targeted  in  crackdowns  by  Chi- 
?  officials  over  labor  standards  and  customs  rules.  It's 
i  to  tell  whether  Taiwanese  are  being  singled  out.  But  it 
a  seem  clear  that  companies  most  visibly  associated  with 
sident  Chen  are  most  likely  to  be  the  victims  of  cross- 
lit  politics.  "Business  leaders  who  support  Taiwan  inde- 
dence  and  have  a  bad  influence,  but  still  hope  to  benefit 
n  China's  strong  economy,  are  not  welcome,"  says  Jiang 
ingfang,  a  Guangdong  official  responsible  for  Taiwan  af- 
s.  Chinese  officials  also  have  warned  businesses  in  Hong 
lg  not  to  help  Taiwan  companies  that  back  independence. 
ivergreen  Group  Chairman  Chang  Yung-fa  is  one  Chen 
iser  who  seems  to  have  run  into  trouble.  Taiwan  busi- 
smen  in  Guangdong  say  customs  officials  are  holding  up 
*rgreen  containers  from  Hong  Kong.  As  a  result,  they  say, 
Tgreen  has  lost  business.  An  Evergreen  official  in  Taiwan 
ies  that. 

^nd  in  what  some  analysts  viewed  as  a  snub,  Chinese  of- 
ils  refused  to  see  Acer  Group  Chahman  S.tan  Shih,  another 
ai  adviser,  when  he  visited  Beijing  in  April  for  a  comput- 
ihow.  Acer  officials  in  Taipei  play  down  the  incident,  but 
lpany  execs  in  China  worry  that  Beijing  could  block  new 
Bstments.  In  the  past,  Acer  avoided  cross-Strait  politics, 
s  J.T.  Wang,  the  Taiwan-based  chairman  of  Acer  Sertek 
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Inc.,  the  group's  sales  and  marketing  arm.  "But  now  politics 
comes  to  us."  That  means,  Wang  says,  that  Acer  must  assure 
Beijing  it  opposes  independence  and  backs  its  policy  that 
Taiwan  is  part  of  China. 

Some  Taiwan  executives,  however,  are  irritated  at  their 
own  government.  After  being  urged  by  the  administration  of 
previous  President  Lee  Teng-hui  to  go  slow  in  China,  many 
had  high  hopes  that  Chen's  election  would  lead  to  a  friendlier 
climate.  During  the  campaign,  Chen  vowed  to  quickly  lift 
decades-old  restrictions  on  direct, transportation,  communica- 
tion, and  postal  links.  For  now,  though,  many  constraints 
remain.  Taipei  still  bans  investment  in  finance  and  trans- 
portation as  well  as  in  products  it  considers  technologically  ad- 
vanced, such  as  PCs  or  motherboards  containing  anything 
more  powerful  than  a  486-class  microprocessor.  Taipei  also 
caps  mainland 
investment  at 
$50  million.  "We 
do  have  a  na- 
tional security  concern,"  says  Tsai  Ing-wen,  of  the  Mainland 
Affairs  Council  in  Taipei,  which  oversees  cross-Strait  relations. 

Not  surprisingly,  Taiwan  investors  have  devised  ways  to 
skirt  the  rales.  Many  route  investment  through  companies  in 
Hong  Kong,  the  U.S.,  or  Japan.  Several  Guangdong-based 
companies  admit  they  simply  don't  tell  Taipei  how  much 
they  invest  in  China  or  disclose  what  products  they  make. 

Many  Taiwanese  just  hope  the  controversy  will  blow  over. 
There  have  been  many  stormy  episodes  in  cross-Strait  rela- 
tions, and  each  time  Beijing  has  refrained  from  seriously 
harming  commerce.  The  less  optimistic  view  is  that  the  time 
is  coming  for  Beijing  to  tighten  the  screws.  With  Hong  Kong 
and  Macau  returned  to  the  motherland.  President  Jiang  and 
other  leaders  have  made  Taiwan  a  top  priority.  Now  that 
some  of  Taiwan's  premier  companies  have  big  money  at 
stake,  Beijing  has  valuable  leverage.  Taiwan  industry  has 
long  learned  to  thrive  despite  political  ambiguity.  But  by 
putting  Taiwan  investment  at  risk,  Beijing  may  be  warning 
that  the  era  of  carefree  neutrality  is  coming  to  an  end. 

By  Dexter  Roberts  in  Dongguan,  with  Alysha  Webb  in 

Suzhou,  and  Mark  L.  Clifford  and  Brent  Hannon  in   Zl 
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FOX'S  DREAM: 

A  NORTH  AMERICAN  COMMON  MARKET 


In  his  first  foray  north  of  the  border  since  his  surprising 
election  victory  in  July,  Mexican  President-elect  Vicente 
Fox  will  head  to  Canada  to  visit  Prime  Minister  Jean 
Chretien  on  Aug.  22,  then  fly  to  Washington  for  his  first 
face-to-face  with  President  Bill  Clinton  on  Aug.  24.  The  for- 
mer Coca-Cola  Co.  exec  will  also  have  meetings  with  Presi- 
dential contenders  Al  Gore  and  George  W.  Bush. 

But  these  won't  just  be  photo  opportunities — not  if  Fox 
can  help  it.  He  wants  to  launch  an  effort  to  change  Mexican- 
U.  S.  relations  forever.  Fox's  goal:  to  present 
North  America's  political  leaders  with  a  plan  to 
bury  old  suspicions  and  build  a  common  market 
spanning  the  continent. 

A  common  market  with  Mexico?  That's  really 
bold  talk.  It  would  mean  eventually  allowing 
the  free  movement  of  labor  among  Mexico,  the 
U.S.,  and  Canada — a  situation  that  plenty  of 
Americans  could  object  to.  Clinton's  successor 
could  well  just  bat  down  any  such  proposal, 
however  alluring  as  a  free-market  proposition.  A 
State  Dept.  official  says  the  Administration  wel- 
comes Fox's  "innovative  thinking"  and  hopes 
that  it  will  lead  to  positive  changes  in  relations. 
But  his  most  radical  proposals  are  unlikely  to  be 
on  the  front  burner  in  Washington  soon. 
OPPORTUNITY.  Still,  Fox  figures  that  pushing  a 
common  market  is  worth  the  effort.  He  sees 
his  defeat  of  the  Institutional  Revolutionary  " 
Party  (pri)  after  71  years  as  a  key  opportunity  to  rebuild  the 
Mexican-American  relationship.  For  too  many  years,  bilater- 
al relations  have  centered  on  conflicts  over  drug  trafficking,  il- 
legal immigration,  and  corruption.  Although  ties  have  im- 
proved since  NAFTA  took  effect  in  1994,  Fox  hopes  for  a 
quantum  shift.  "We've  always  looked  at  short-term  solutions, 
and  we've  never  sat  down  and  thought  about  where  we  [the 
U.  S.  and  Mexico]  want  to  be  in  the  long  term,"  he  says. 

The  President-elect  envisions  transforming  NAFTA  into  a 


FOX:  Long-shot  vision 


North  American  common  market  comparable  to  the  Europ! 
Union  but  without  the  huge  bureaucracy.  That  could  eveif 
ally  mean  dollarization  of  Mexico's  economy.  It  would  also 
to  even  greater  integration  of  the  two  economies'  busir 
and  industry.  Instead  of  just  encouraging  the  flow  of  prodi 
services,  and  capital,  Fox  thinks  nafta  should  have  the 
term  objective  of  bringing  Mexican  incomes  and  living 
dards  closer  to  those  in  the  U.S.  and  Canada.  That  cc 
prove  expensive.  Raul  Hinojosa,  a  NAFTA  specialist  at 
University  of  California  at  Los  Angeles, 
mates  that  it  would  take  subsidies  or  invd 
ments  of  $240  billion  over  10  years  for  la| 
training  and  other  programs  to  reduce 
wage  differential  between  the  U.  S.  and  Mes 
from  8  to  1  to  5  to  1 — a  level  at  which  im| 
gration  pressures  would  ease. 

Fox  calls  his  idea  of  a  common  market! 
long-term  project"  that  could  happen  graduq 
over  20  to  40  years.  As  an  initial  step,  Me> 
hopes  to  persuade  the  U.  S.  to  expand  its  te 
porary-worker  program  so  that  300,000  or 
Mexicans  a  year  can  be  employed  legallyl 
industries  suffering  labor  shortages.  In  additif 
an  advisory  panel  of  20  prominent  Mexid 
and  American  academics,  labor  leaders,  exel 
tives,  and  former  diplomats  is  working  on  pi 
posals  on  immigration  that  will  be  presented! 
"  the  new  Mexican  and  U.  S.  Presidents. 
The  booming  U.  S.  economy  is  just  one  reason  Fox  thir 
nov/s  the  time  to  talk  about  a  North  American  common  n 
ket.  He  also  has  to  deliver  to  poorer  Mexicans  who  backed 
in  ousting  the  pri.  If  Fox  has  his  way,  by  the  end  of  his  fa 
in  2006,  Mexico's  economy  and  society  will  be  far  more  intj 
twined  with  its  neighbors  to  the  north.  Fox's  vision  may  sou 
improbable.  But  then,  so  was  his  election  to  the  Presidency 

By  Geri  Smith  in  Mexico  Cil 
with  Paul  Magnusson  in  Washingtl 


GLOBAL  WRAPUP 


BACK  TO  THE  POLLS  IN  ISRAEL? 

►  Even  supporters  of  Ehud  Barak 
now  believe  that  the  Israeli  Prime 
Minister  will  be  forced  to  call  new 
elections  within  the  next  six  months. 
That  appears  to  be  the  only  way  out 
of  the  impasse  facing  Barak  following 
a  round  of  political  defeats. 

The  latest  blows  came  on  Aug.  2. 
First,  Foreign  Minister  David  Levy 
resigned  from  the  government.  Levy, 
a  former  Likud  mr-mber  who  ran  in 
Barak's  One  Israel  Party  in  the  May 
1999  elections,  now  accuses  the  Israeli 


leader  of  making  too  many  conces- 
sions to  the  Palestinians  at  last 
month's  Camp  David  summit.  Next, 
the  Knesset  gave  preliminary  ap- 
proval of  a  bill  calling  for  new  elec- 
tions— just  before  breaking  for  a 
three-month  recess.  A  final  vote  won't 
be  held  until  late  October. 

Barak's  strategy  is  to  try  to  reach  a 
final  peace  agreement  with  the  Pales- 
tinians before  the  Knesset  comes  back 
into  session.  The  Israeli  Prime  Minis- 
ter also  says  he  will  form  a  new  gov- 
ernment over  the  summer.  But  most 
political  analysts  believe  he  will  have 


no  option  but  to  call  for  a  vote  as  a 
kind  of  referendum  on  any  agreement 
with  the  Palestinians. 

Barak  is  gambling  that  Israeli  vot- 
ers will  return  him  to  power.  Polls 
show  that  he  has  a  comfortable  lead 
over  Likud  leader  Ariel  Sharon  in  the 
race  for  Prime  Minister.  But  even  if  h 
can  win  another  round  at  the  ballot 
box,  Barak  is  likely  to  be  faced  with 
the  same  problem  he  has  now — 
putting  together  a  stable  coalition  that 
will  support  his  peace  moves  with  the 
Palestinians  and  Syria. 

By  Neal  Sandler  in  Jerusalem 
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Take  the  daily  commute  in  an 
entirely  different  direction. 


Drive  to  work.  Drive  back  home.  Repeat  happily  with  the  Chrysler 
Concorde  LXi.  A  premium  full-size  sedan  with  an  all-aluminum  225 
horsepower  engine  and  leather-trimmed  interior  with  automatic 
climate  control.  LX  model  starts  at  $22,830.  LXi  model  as  shown. 
|   $27.070'  Info?  Call  1800.CHRYSLER.Orvisitwww.chrysler.com. 

|  MSRPs  include  destination.  Tax  &  chrome  wheels  shown,  extra 
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APPAREL 


CAN  GAP  PUT  IT  ALL 
TOGETHER  AGAIN? 

The  retailer's  expansion  plans  have  analysts  wondering 

of  missteps.  Its  worst  headache  is  the 
quirky,  low-priced  Old  Navy  chain, 
where  recent  kid-oriented  clothing  has 
been  a  bust.  Sales  at  Old  Navy  stores 
open  at  least  a  year  declined  by  about 
8%  during  May  and  June.  But  all  across 
the  company,  performance  is  weak. 

What  went  wrong?  As  recently  as 
two  years  ago,  Gap  was  riding  a  wave 
of  khaki  popularity  to  17%  growth  in 
same-store  sales.  The  first  signs  of  a 
slowdown  emerged  last  year  when  ana- 
lysts reported  that  Old  Navy  was  steal- 
ing customers  from  the  core  Gap  stores 
with  lower  prices  for  similar  merchan- 
dise. But  this  year  the  problems  spread 
throughout  the  chain.  From  February 
through  June,  same-store  sales  for  the 
core  Gap  stores  and  both  its  offshoots 
fell  about  2%  from  a  year  earlier. 


When  Renada  Kulish  hit  Gap  last 
spring,  she  couldn't  believe  her 
eyes.  The  20-year-old  student 
went  in  expecting  the  retailer's  tradi- 
tional basic  offerings.  Instead,  she  found 
the  shelves  stocked  with  capri-length 
jeans,  complete  with  silver  studs  and 
buttons,  in  loud  oranges,  magentas,  and 
turquoise.  It  was  all  a  bit  of  a  turnoff. 
"The  colors  got  out  of  hand,  and  the 
orange  and  pink  were  just  too  bright," 
she  says. 

Kulish  isn't  the  only  Gap  Inc.  cus- 
tomer turning  up  her  nose  at  the  once- 
hip  retailer  that,  aside  from  its  name- 
sake chain,  also  includes  the  Old  Navy 
and  Banana  Republic  units.  After  bask- 
ing in  the  glow  of  the  late  '90s  rush 
toward  casual  dress,  San  Francisco- 
based  Gap  has  suffered  through  a  series 


Now,  as  the  crucial  back-to-si 
buying  season  approaches,  it's  up  to 
Chief  Executive  Millard  S.  "Mid 
Drexler  to  prove  that  he  can  right 
ship.  A  merchandising  wizard  wit 
reputation  for  keenly  appraising 
sumer  tastes,  Drexler  believes 
erred  this  time  by  trying  to  chase 
latest  youth  fashions.  Though  he 
clined  comment  for  this  story,  Dre 
recently  told  analysts  that  "when 
get  tricky  and  young  and  gimmick 
Gap,  we  lose  it."  Drexler  also  sees 
economic  climate  as  a  factor — consur 
are  spending  less  on  apparel  than 
year.  And  he's  right — same-store  ,s 
at  Gap  rival  Abercrombie  &  Fitch 
for  instance,  are  down  8%  this  yeai 
PLAIN  VANILLA.  The  fix,  Drexler  belie 
will  begin  with  a  snappy  new  line  of 
sic  jeans,  khakis,  and  shirts  that  will 
gin  rolling  out  in  August.  But  the  pi 
lem  with  Drexler's  strategy  is  tha 
represents  a  full-blown  retreat  to  G 
old  formula.  And  critics  warn  that  c< 
do  more  harm  than  good.  Gap's  apprc 
worked  when  fashion  trends  skei 
toward  plain-vanilla  clothes.  But  to 
what's  in  has  swung  back  toward  flas 
looks,  especially  among  younger  fen 
consumers  who  are  most  apt  to  buy 
wardrobes  this  fall.  And  there's  onhj 
much  fashion  that  can  be  squeezed  f 
khakis  and  t-shirts.  "This  trendy,  gi 
girl  look  is  not  a  temporary  fad," 
Christine  G.  Hansen,  executive  vice-p 
ident  of  marketing  at  Limited  Ir 
Lane  Bryant  unit.  Plus,  Drexler  i 
faces  new  competition  in  the  basics  n 
ket,  with  cut-price  outfits  like  Tar 
Corp.  and  Kmart  Corp.  increasing  tl 
khaki  offerings. 

Compounding  Gap's  predieame 
Drexler,  in  the  midst  of  this  fashion  cr 
is  charging  ahead  with  an  aggressive 
pansion  plan.  Gap  plans  to  increase 
number  of  U.  S.  stores  by  19%,  to  a  tl 
of  3,125  by  next  February.  The  chain 
told  analysts  that  there's  plenty  of  re 
for  growth,  since  thousands  of  commi 
ties  still  have  no  Gap,  Banana  Repul 
or  Old  Navy.  That  kind  of  expans 
helped  drive  profits  up  37%  in  the  m 
recent  fiscal  year,  to  $1.1  billion,  on  o\ 
all  sales  of  $11.6  billion,  a  gain  of  289 

Over  the  past  five  quarters,  howe 
the  rate  at  which  Gap  boosted  reven 
slowed  from  32%  to  20%,  while  gro\ 
in  store  space  moved  in  the  oppos 
direction — rising  from  22%  to  31%, 
expanding  at  an  excessive  rate,  es; 
daily  at  this  point  in  the  consumpt 
cycle,"  says  Kimberly  Scott,  with  in: 
tutional  investor  Waddell  &  Reed  Ii 
which  sold  its  Gap  shares  last  year. 

Still,  Drexler  has  proved  the  crit  I 
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while  reducing  IT  costs 

by  over  12%/' 

—  Steve  Adamo,  General  Manager,  Panasonic 


Microsoft 

Where  do  you  want  to  go  today?    \  4 
microsoft.com/windows2000 


HX30  Microsoft  Corporation  All  rights  reserved.  Microsoft.  Where  do  you  want  to  go  today?,  and  Windows  are  either  registered  trademarks  or  trademarks  ot  Microsoft  Corporation  in  the  United  S-. 
h  r  ,  outttrtM   The  names  of  actual  companies  and  products  mentioned  herein  may  be  the  trademarks  of  their  respective  owners. 


COMING  IN  THE 

AUGUST  21-28  ISSUE 

OF  BUSINESSWEEK 

WORLDCOM"  LAUNCHES: 


Data  and  IP 

Solutions  for 

E-Business 


Marketing 


wrong  in  the  past.  He  bailed  Gap  out  of 
another  downturn  shortly  after  taking 
over  the  ceo  spot  in  1995  by  ramping 
up  the  rollout  of  the  Old  Navy  chain 
and  by  refoeusing  Gap  stores  on  basic 
merchandise.  But  analysts  and  others 
point  out  that  Gap  is  a  much  larger  and 
more  complicated  company  today.  And  it 
doesn't  help  that  Gap's  top  executive 
ranks  have  been  thinned  by  four  defec- 
tions in  the  past  nine  months.  Wall 
Street's  skepticism  is  reflected  in  Gap's 
stock  price,  which  is  hovering  near  37, 
after  bottoming  out  at  a  52-week  low  of 
28  in  June.  It  traded  as  high  as  52><in 
early  February.  Says  one  fund  manager 
of  Drexler:  "He's  turned  around  Gap 
before,  but  I  don't  know  if  the  charm 
will  hold  again  this  time." 


campaign.  The  colorful  TV  spots  ■ 
pretty  to  watch,  but  teens  leaping 
1950s  musical  merely  "reinforced 
young  people   the  idea  that   Gap 
passe,"  says  Irma  Zandl,  president 
Zandl  Group. 
OFFICE    CASUAL.    Now,   for   betterl 
worse,  Gap  is  working  to  get  back  tol 
original  formula.  In  early  July,  it  inf 
duced  its  latest  women's  jeans  in  a 
ern  boot  cut"  style.  Gap's  e-commel 
Web  site  plugs  the  jeans  as  new  but  | 
overly  trendy — "like  our  original 
cut"  but  "updated  with  a  slimmer  fit! 
Gap  won't  discuss  details  of  merclj 
dise  for  the  upcoming  back-to-school, 
son.  But  Drexler  indicated  to  Wall  St 
that  there  will  be  more  emphasis| 
work  clothes.  The  men's  section  is 


GAPS  SALES  GROWTH 
IS  SLOWING  DOWN... 


Explore  next-generation 
products  and  services 
to  help  your  company 
meet  the  evolving  needs 
of  today's  e-conomy. 


Fashion  trends,  for  one  thing,  sure 
aren't  cooperating.  Weary  of  a  minimal- 
ist, androgynous  look,  many  teens  and 
twentysomething  women  are  opting  for 
sexier,  more  glamorous  clothing  charac- 
terized by  embroidery  on  jeans,  croco- 
dile-leather accessories,  and  halter  tops, 
according  to  New  York  trend-spotting 
outfit  Zandl  Group.  "People  are  looking 
for  fashion,  which  just  isn't  what  Gap 
does,"  says  Rick  L.  Snyder,  an  analyst 
at  Morgan  Keegan  &  Co.  in  Memphis. 

Old  Navy  and  Gap  aren't  the  only 
problems.  The  company's  obsession  with 
youth  has  also  taken  hold  at  Banana 
Republic,  which  was  conceived  as  a 
chain  serving  office  workers  age  26 
through  36.  This  spring,  many  of  those 
original  customers  were  perplexed  by 
new  fashion  items  cut  much  slimmer 
and  priced  much  higher  than  what  they 
were  used  to.  Meanwhile,  Gap  was  run- 
ning its  West  Side  Story  advertising 
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▲  PERCENT   DATA.  GAP  INC.,  ARGUS  RESEARCH  CORPJ 

to  be  beefed  up,  adding  items  such| 
woven  shirts  and  gabardine  pants, 
nana  Republic  is  expected  to  loosen  I 
fit  and  drop  some  prices.  And  Old  Na 
will  make  a  play  to  bring  back  parei 
and  other  adults  with  a  new  line  likl 
to  be  office-casual  clothes  in  solid  colj 
called  Old  Navy  Collection. 

Analysts  and  investors  aren't  c<| 
vinced.  Gap's  expansion  plans  and 
attempts  to  firm  up  prices,  they  wor 
are  coming  up  against  a  flood  of  khJ 
discounting  by  Kmart  and  Target.  Stf 
Drexler  is  confidently  increasing 
number  of  weeks  that  merchandise! 
displayed    at   full   price   before   it 
marked  down.  And  those  high  priq 
could  yet  again  turn  off  consumers  t\ 
fall.  High  prices  and  unpopular  fashic 
usually  don't  go  together  for  long.  Thd 
why  it  could  be  another  disappointi] 
season  for  Mickey  Drexler. 

By  Louise  Lee  in  San  Mateo,  Cal 
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how  do  yon  impress 
their  socks  off?  On 
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and  preferences.  Meet  customer  demands.  And  build  more  profitable 
relationships.  Leverage  the  power  of  SAS  to  profile  and  segment  target 
markets,  personalize  Web  visits,  and  create  multi-channel  campaigns  that 
have  real  impact.  On  your  customers  and  your  bottom  line.  See  what  we 
mean  at  www.sas.com/impress 
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As  Detroit  stalls,  Japan  drivel 
in  with  appealing  new  * 
hybrid  models       ** 
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It  was  a  scene  that  could  have  served 
heartwarming  advertisement  for  '-lean  air 
amadou  nervous  young  customer 

picks  up  her  new  car:  a  sleek,  66-mile  per- 
gallon,  ultra-low-emission  Honda  Insight 
As  Bhe  glides  away  from  the  dealership,  a 
throng  of  onlookers  gathers  to  wish  her  well 
and  applaud  her  noble  intentions. 

But  Jennie  Sharf,  20,  is  the  first  to  admit 
that  helping  out  the  environment  was  far  down 
the  list  when  she  made  the  big  decision  to 
plunk  down  20  grand  for  her  new  wheels.  Sure, 
as  one  of  the  first  generation  of  so-called  hy- 
brid cars  powered  by  both  a  tiny  gasoline  en- 
gine and  an  electric  motor,  the  Insight  uses 
technology  that  promises  to  help  clean 
***  the  environment  and  revolutionize  the 
auto  industry.  Sharfs  motivation, 
however,  was  far  less  lofty:  She 
loves  the  look  and  feel  of  the 
curvy  car.  As  for  helping  the 
environment,  "that's  a  bonus, 
but  it  takes  a  backseat  to 
the  coolness  factor," 
says  Sharf,  a  wire- 


It 


less-phone  designer.  "I  was 
looking  for  something  that  I  could  find 
in  a  parking  lot  without  having  a  Styro- 
foam  ball  on  the  antenna." 

Cool  and  environmentally  correct?  Now, 
HP    consumers  can  have  both.  With  Japanese 
■^       auto  makers  leading  the  push,  the  auto  in- 
*  dustry  has  launched  its  first  alternative- 
fuel  vehicles  to  the  mass  market.  The  tim- 
ing couldn't  be  better.  As  gas  prices  surge 
past  $2  per  gallon  in  some  parts  of  the 
U.S.,  the  Insight,  and  Toyota  Motor  Corp.'s 
$20,000,  five-passenger  Prius — making  its  Amer- 
ican debut  this  month — promise  to  save  about 
$500  a  year  on  fuel,  compared  with,  say,  a  Honda 
Civic.  Plus,  the  hybrids'  advanced  engines 
easily  beat  stringent  emissions  ratings  in 
smog-conscious  California.  An  Insight,  for 
example,  generates  roughly  half  the  carbon 
dioxide  and  other  greenhouse  gases  of 
small  cars  such  as  the  Toyota  Corolla  or 
Ford  Focus. 

PLAYING   CATCH-UP.  In  the  next  couple  of 
years,  the  Japanese  auto  makers  plan  to  kick 
their  eco-car  effort  into  high  gear  by  selling 
'S      '    adaptations  of  current-model  cars  and 
sport-utility  vehicles  equipped  with  hy- 
brid power  trains.  Honda  Motor 
Co.  plans  to  sell  a  hybrid  Civic 
in  Japan  next  year,  followed  by  a 
U.S.  launch  probably  in  2002. 
Toyota  is  considering  a  minivan 
and  an  SUV  within  three  years. 
Where's  Detroit?  Playing 
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Special  Report 


catch-up  again.  For  years,  U.S.  car  executives  fought  envi- 
ronmentalists' efforts  to  toughen  federal  gas-mileage  rules  and 
resisted  California  regulators'  attempts  to  mandate  cleaner 
cars.  Now,  thanks  to  then-  increasing  tilt  toward  big  suvs  and 
pickup  tracks,  U.S.  manufacturers  are  being  squeezed  by 
regulations  and  by  competitors  who  have  found  a  way  to 
sell  environmentalism.  After  borrowing  from  future  allowances 
to  meet  federal  fuel-economy  standards,  Ford  Motor  Co.  now 
must  boost  mileage  in  its  fleet  if  it's  to  avoid  millions  of  dol- 
lars in  fines.  That's  a  big  reason  why  Ford  recently  trumpeted 
plans  to  boost  by  25%  the  fuel  economy  of  its  suvs,  mostly  by 
improving  the  efficiency  of  their  gas  engines  and  making 
new  models  lighter  and  more  aerodynamic.  "By  volunteering 
to  get  ahead  of  potential  legislation,  we've  done  more  for  the 
environment  than  having  600,000  hybrid  electric  vehicles  on 
the  road  every  year,"  says  Ford  ceo  Jacques  A.  Nasser. 
HYBRID  PICKUPS.  Still,  Ford,  GM,  and  DaimlerChrysler  are 
all  scrambling  to  match  Honda  and  Toyota.  In  2003,  Ford 
plans  to  introduce  a  gas-and-electric  version  of  its  new  Es- 
cape suv  that  would  get  40  mpg,  nearly  twice  the  mileage 
of  the  gas-powered  model.  A  Ford  insider  says  the 
company  hopes  eventually  to  sell  as  many  as  20,000  of 
the  hybrid  version  annually.  General  Motors  Corp., 
after  devoting  much  of  its  clean-car  efforts  to  its  EV1 
electric  car,  just  announced  it  will  sell  a  20-mpg  hybrid 

version  of  its  hot-sell- 
ing Chevrolet  Silverado 
and  gmc  Sierra  pickup 
trucks  in  2004.  And 
DaimlerChrysler  is  working  on  a  hybrid  Durango  suv. 
American  car  executives  mostly  view  hybrids  as  an  in- 
terim technology  that  will  capture  only  a  small  slice  of  the 
overall  car  market.  GM  says  gas  engines  can  still  be  squeezed 
for  a  30%  boost  in  fuel  efficiency.  Executives  point  out  that 
Honda  and  Toyota  lose  money  on  each  Insight  or  Prius  they 
sell.  Detroit  is  betting  that  by  the  time  its  hybrids  arrive,  the 
technology  will  be  more  popular  and  Washington  will  push  it 
with  tax  incentives.  DaimlerChrysler  says  it  could  sell  80,000 
hybrid  Durangos  if  the  government  turbo-charges  the  market 
with  tax  incentives. 

That  seems  a  distant  prospect  in  today's  political  climate 
(page  70).  Meanwhile,  critics  say,  the  popularity  of  the  Honda 
and  Toyota  cars  makes  it  seem  that  U.S.  auto  makers  are 
fumbling  a  huge  opportunity.  "Detroit  has  missed  the  Amer- 
ican auto  market  in  the  past,  and  there's  a  good  possibility 
they  can  miss  it  on  this  one,"  says  Robert  F.  Bennett  (R- 
Utah),  chair  of  the  Senate  high-technology  task  force.  Adds 
Bennett,  who  recently  bought  an  Insight:  "I  would  much 
have  preferred  to  buy  an  American  car  if  there'd  been  one." 
Hybrids  may  turn  out  to  be  much  more  than  just  a  stop- 
gap solution.  Ultimately,  the  goal  is  to  make  cars  that  run  on 
fuel  cells  requiring  not  one  drop 
of  gas,  only  hydrogen.  But  car- 
makers are  learning  valuable 
lessons  with  hybrid  cars'  electric 
systems,  which  will  likely  find 
their  way  into  those  next-genera- 
tion vehicles.  "Any  company  that 
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doesn't  have  a  hybrid  misses  out  on  learning  the  technok)]<  - . 
as  well  as  consumer  reaction,"  says  Firoz  Rasul,  ceo  aimfy;.,... 
president  of  Ballard  Power  Systems  Inc.,  a  Burnaby,  B.(  ] ,  > . 
company  that's  working  on  fuel  cells  with  Ford  and  Dai)  r>:;-,,i 
lerChrysler.  ^ 

The  first  thing  consumers  find  out  when  they  test-drive  t  «i ; j 
new  eco-cars  is  that  they're  not  overpriced  experiments,    ti 
are  the  high-maintenance  electric  cars  the  industry  has  sold  ac;i  t, 
tiny  numbers  over  the  past  five  years  (page  68).  The  hui  ^j™  a] 
bling  experience  with  electrics  taught  car  marketers  that  ,a| ;,. 
they  want  to  sell  alternative-fuel  cars  in  big  numbers,  th<m;, 
can't  just  appeal  to  affluent  Sierra  Club  members  eager  ;st  ,„,, 
make  a  green  statement.  "The  Prius  is  a  real  car,"  sa;lt! 
James  Hall,  managing  director  of  AutoPacific,  an  auto  co  er[  „,.,. 
suiting  firm  in  Tustin,  Calif.  \\}, 

NO  PLUG.  Since  most  hybrids  use  an  electric  motor  to  assist  ie  [Ku 
small  traditional  gasoline  engine,  they  come  close  to  matchiiaJln„a, 
the  pickup  and  power  of  conventional  cars.  They  have  ,part0| 
striking  high-tech  look.  Batteries  are  shrinking  to  take  up  le  e  gn,  j 
space.  And  drivers  don't  have  to  find  a  special  plug     , 
recharge,  since  hybrids  refill  their  batteries  by  drawing  poU 
er  off  the  gas  engine  or  from  the  energy  of  forward  motic , 
that's  transferred  to  the  battery  as  the  car  slows  down.      )ts  j[ , 

Already,  sales  are  off  to  a  strong  start.  Honda  sold  l^^ ,,-,,. 
Insight  two-seaters  in  the  U.  S.  from  January  through  June-  s 
four  times  more  than  the  total  sales  of  gm's  evi  in  its  thr<  je  ,fr 
years  on  the  market.  Honda  expects  to  sell  7,000  to  8,000  Ltr 
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|  STARTUP 

y^    Ari  el  -ctric  motor 
gets  tlie  car  mov 

ing  on  its  own, 
drawing  power  from  the 
battery.  The  motor  also  runs 
the  car  when  it's  running  at 
low  speeds.  Anytime  the  car 
is  standing  still,  the  gas  en- 
gine shuts  down. 

CRUISING 

The  system  con- 
trols the  amount 
of  gas  or  electric 
power  to  get  the  best 
mileage.  Once  up  to  normal 
speed,  the  gas  engine  kicks 
in  more  power.  A  special  de- 
vice splits  that  gas  power 
between  the  wheels  and  a 
generator  that  runs  the 
electric  motor. 


HEAVY  LOADS 
During  full  accel- 
eration or  while 
the  <-;ir  is  pulling  a 
heavy  load,  the  g;i 
stops  running  the  generator 
and  concentrates  on  driving 
the  wheels.  The  electric  mo- 
tor pitches  in,  running  off 
the  battery. 

RECHARGING 
WA  THE  BATTERY 

F^H    When  you  hit  the 
brakes,  kinetic  en- 
ergy is  transferred  from  the 
spinning  wheels  through  the 
electric  motor,  which  func- 
tions as  a  generator,  to  the 
battery.  Also,  the  gas-driven 
generator  routes  power  to 
the  battery  when  it  is  run- 
ning low. 


<M»  s  this  year,  twice  its  original  estimate.  Toyota  has  sold 
0  Priuses  in  Japan  since  1997.  "They'll  sell  12,000  [in  the 
|,  no  problem,"  says  Rod  Lache,  auto-industry  analyst 
:  Deutsche  Bank  Securities  Inc.  in  New  York. 

at's  still  tiny  compared  with  overall  U.  S.  car  and  truck 
i  which  should  hit  about  17  million  this  year.  And  for 

there  is  no  sign  that  consumers  are  ditching  suvs  for 
^i  .act  hybrid  cars.  But  if  hybrid  technology  can  be  applied 
:isting  and  new  models  in  a  way  that  gives  them  "mass 
al  in  a  variety  of  vehicles,"  they  could  make  up  20%  of 
ft  ^[market  in  10  years,  says  Christopher  W.  Cedergren,  an 
rst  with  Nextrend  in  Thousand  Oaks,  Calif.  Gloats  Robert 
enfeld,  Honda's  marketing  manager  for  the  Insight: 
en  our  competition  comes  out  with  their  first  hybrid, 

be  coming  out  with  our  second  or  third." 
le  Insight,  with  its  distinctive  low-slung  rear  end,  already 
awing  attention  on  the  road.  Its  sleek  lines,  no  doubt,  are 
\  part  of  what  lures  prospective  buyers  eager  for  a  test 
i.  But  it's  the  Surprising  performance  and  convenience 

persuades  them  to  pull  out  the  checkbook.  "A  lot  of 
le  don't  understand  that  you  don't  have  to  plug  in  the 

says  Ernest  Bastien,  vehicle  operations  manager  for 
>ta  Motor  Sales  USA  Inc.  The  Insight  can  go  700  miles  on 
lk  of  gas,  and  the  Prius  can  make  it  500  miles.  That  sure 
s  gm's  EVl,  which  has  to  spend  hours  hooked  up  to  a  spe- 
device  after  just  130  miles.  "These  cars  work,  and 
.rics  don't,"  says  Insight  owner  John  E.  Johnson  of  Ann 


HE  THE 
RIDS 


CHEVY  SILVERADO 

DODGE  DURANGO 

2004 

Date  unknown 

Not  yet  priced 
20  mpg* 

$35,000 
18  mpg* 

Five  to  six  passengers  / 

5.3-liter  V8  gas  engine 

with  electric  motor 

Eight  passengers  / 

3.9-liter  V6  gas  engine 

with  electric  motor 

Arbor,  Mich.  Chris  Jenkins  of  Ypsilanti,  Mich.,  has  a  vanity  li- 
cense plate  on  his  Insight  that  reads:  "no  plug." 

It's  no  surprise  that  Japanese  auto  companies  jumped  on 
eco  technology  so  eagerly.  High  gas  prices  and  choking  smog 
in  their  home  market  provide  stronger  consumer  demand. 
Now,  Honda  and  Toyota  want  to  move  beyond  showcase 
cars.  They  plan  to  offer  hybrid  options  with  several  high-vol- 
ume models  within  five  years.  Already,  Toyota  has  designed 
the  Corolla  compact  and  Camry  midsize  cars  to  carry  such 
systems.  "We'll  get  to  the  point  where,  in  the  same  way 
that  you  choose  a  4-cylinder  engine,  a  6-cylinder,  and  a  V8, 
you  can  choose  between  an  internal-combustion  engine,  an 
eco-car,  and  eventually  fuel  cells,"  says  James  E.  Press,  pres- 
ident of  Toyota  Motor  Sales  USA. 

AT  A  LOSS.  In  the  U.S.,  meanwhile,  a  love  of  burly  trucks, 
mega-horsepower,  and  fully  loaded  luxury  have  made  alter- 
native drive  systems  less  attractive  to  customers — so  far. 
Delivering  that  kind  of  performance  with  hybrid  engines 
still  comes  at  a  huge  expense:  With  their  specialized  batteries 
and  electrical  systems,  hybrids  sell  at  a  loss  in  the  U.S.  An- 
alysts estimate  that  Honda  loses  $8,000  every  time  it  sells  an 
Insight.  A  spokesman  says  Honda  expects  to  break  even  "in 
a  couple  of  years"  on  the  Insight,  possibly  by  leveraging  its 
development  costs  with  a  hybrid  Civic.  Toyota  has  admitted 
that  it  is  losing  money  on  the  Prius,  and  Ford  claims  its 
hybrid  Escape  will  break  even  only  by  selling  at  a  $3,000  pre- 
mium to  gas-only  models.  "At  some  point,  these  things  have 
to  be  economically  viable,"  says  Bernard 
Robertson,  senior  vice-president  of  en- 
gineering technologies  at  Chrysler. 

That  day  may  arrive  sooner  than  U.S. 
execs  expected.  True,  the  industry  has 
succeeded  for  six  years  in  holding  off 
any  changes  to  the  federal  fuel-economy 
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standards  for  cars  and  trucks — 20.7  mpg  for  minivans  and  light 
trucks  and  27  mpg  for  cars.  But  with  every  SUV  that  re- 
places a  small  car,  auto  makers'  fuel-economy  averages  slip 
closer  to  the  red  zone.  The  Big  Three  already  would  be  pay- 
ing millions  in  fines  if  not  for  loopholes.  Starting  in  2004,  the 
federal  Clean  Air  Act  will  require  across-the-board  improve- 
ments in  emissions.  California  appears  to  be  moving  forward 
with  tough  requirements  that  10%  of  a  manufacturer's 
sales  be  zero-emission  vehicles  in  three  years.  For  now, 
four  hybrids  count  as  one  zero-emissions  vehicle. 

That's  why  Detroit  is  suddenly  trying  to 
clean  up  its  big  bruisers.  Ford's  plan  would  lift 
its  suv  fuel-economy  average  to  23  mpg.  About 
a  third  of  the  im- 
provement comes  from 
the  22-mpg  Escape 
that  will  soon  hit  the 
market.  Three  years  later,  the  hybrid  Escape  will  offer  the 
same  interior  space  and  acceleration  as  the  V6-powered  mod- 
el, while  getting  40  mpg  in  the  city.  DaimlerChrysler  says  a 
hybrid  Durango  would  get  20%  better  fuel  economy  and  be 
just  as  brawny  as  the  gas-powered  V8  version.  And  gm's 
hybrid  Silverado  and  Sierra  pickups  will  boost  mileage  by  an 
estimated  15%.  Says  GM  Vice-Chairman  Harry  J.  Pearce: 
"Because  full-size  pickups  are  significant  fuel  users,  you  get 
the  biggest  bang  for  your 
buck." 

Detroit  has  lobbied  heavily 
for  federal  incentives  to  boost 
development  of  alternative-fuel 
technologies,  but  it  can't  rely 
on  a  handout.  If  anything,  the 
mood  in  Washington  has 
swung  the  other  way.  Take  the 
"super  car"  project,  for  in- 
stance. Five  years  and  $1.25 
billion  after  Vice-President  Al 
Gore    and    Big    Three    auto 


OBSTACLE  COURSE 


Cheng  spent  an  hour 
listening  to  the  EVl's 
drawbacks  before  she 
could  drive  it  away 


IT  PAYS  TO  DRIVE  GREEN 

Hybrids  go  much  farther  and  pollute  far  less  than 

regular  cars.  Here's  how  Hondas  Insight  stacks  up 

against  some  conventional  models. 


wrhy  subsidies  won't  work.  "It  n 
well  be  precisely  because  the  f 
eral  government  has  been  sul 
dizing  certain  areas  of  innovat 
that  we're  behind  the  Japanei 
he  says. 

Carmakers  did  learn  one 
able  marketing  lesson 
electrics:  Only  the  most  committed  environmentalists 
willing  to  pay  extra  or  give  up  driving  conveniences  to 
a  clean-air  statement.  That's  backed  up  by  recent  stui 
Most  of  the  28,000  car  buyers  surveyed  by  AutoPacific 
they  wouldn't  alter  driving  habits  until  gas  hits  at  least 
per  gallon.  "Very  few  people  would  be  willing  to  pay  d 
$500  extra  for  a  clean  vehicle,"  says  George  C.  Peters 
president  of  AutoPacific. 
ALUMINUM  FOIL.  Price  hasn't  been  the  only  problem  w 
electric  cars.  Although  GM  quickly  attracted  a  hard-ci 
group  of  enthusiasts  with  its  launch  of  the  EVl  in  199(i,  I 
entire  first  generation  was  recalled  last  fall  because  of  pi 
lems  with  the  charging  socket.  The  owners  were  given  le 
es  on  new  EVls.  Honda  pulled  its  EV-Plus  from  the  mar 
last  year  but  still  has  more  than  300  on  the  road. 

Executives  admit  they  never  intended  to  sell  m; 
electrics,  gm  offered  its  EVl  only  for  lease  at  some  Sati 
dealerships,  and  customers  had  to  submit  to  two  days  of 
terviews  and  instruction  before  driving  off  with  a  car.) 
spokesman  says  gm  wanted  to  make  sure  lessees  knew  wl 
they  were  getting  into.  Margaret  Cheng,  a  53-year-old 
terns  planner  for  a  Southern  California  power  company,  rei 
an  hour-long  interview  in  which  an  EVl  specialist  stressed 
the  drawbacks  before  letting  her  drive  off.  "It's  ama: 
that  some  of  us  were  persistent  enough  to  get  the  c 
Cheng  says. 

Hybrids  are  far  from  perfect.  To  boost  performance,  the 
sight  relies  on  an  all-aluminum  body  that  weighs  just  1, 
pounds,  half  the  bulk  of  the  average  family  sedan.  The 
holds  up  in  crash  testing  but  makes  for  an  expensive  trip) 
the  body  shop.  Some  Insight  owners  say  they  live  in  fea 
not  just  collisions  but  also  door  dings  and  hail.  Anna  Ele 
Atlanta  says  her  husband  got  in  a  parking-lot  accident  wi 
Cadillac  DeVille  while  driving  her  silver  Insight.  Both  c 
were  going  slower  than  15  mph.  The  DeVille  drove  off  wit 
busted  grille  while  the  Insight  was  totaled,  says  Eley. 

New  as  they  are,  Hybrids  may  be  replaced  by  a  far  m 
promising  technology.  The  industry  has  pumped  billions  ii 

developing  fuel  cells,  which 


2000-YEAR 
CAR  MODELS 


COMBINED 

ANNUAL 

ANNUAL 

CITY/HWY 

FUEL 

EMISSIONS 

MILEAGE 

COST* 

(TONS)** 

HONDA  INSIGHT 
TOYOTA  PRIOS 


65  mpg       $374      3.0 
48  mpg       $506      4.1 


tract  electrons  from  the  che 
ical  reaction  between  hydi 
gen  and  oxygen.  The  exhai 
is  clean  water,  and  the  elect 
power  results  in  a  quieter  ri 
than  any  gasoline  engine. 

Fuel  cells  appear  much  cl< 
er  than  they  were  five  yei 
ago — but  don't  hold  yo 
breath.  Most  execs  don't  € 
pect  mass-market  vehicles  i 
10  years.  DaimlerChrysler 


uore    ana    rug     inree    auio       HONDA  CIVIC  HX                  3fi  mn0            $675  5  A  iu  years,  uaimier^nrysie. 

chiefs  committed  to  develop-       r.„..'...ir.a .?.„„.._.. ..„.'.!*.„       probably    furthest    along. 


SATURN  SL 
FORD  FOCUS 


31  mpg      ■  $784 
29  mpg $838 


6.2 
6.6 


ing  clean-burning  cars  capable 
of  80  mpg,  the  program  has 
little  to  show.  The  House  and 

John  E.  Sununu  (R-N.  H.),  who      *assumes  $1.62  regular  gas;  automatic  transmission  (except  insight); 

led  the  charge  to  slash  the      i5.ooo  miles  per  year  -"includes  all  steps  of  fuel  cycle,  from  refining  through 

project,  says  the  success  of  the 

Insight  and  Prius  demonstrates 
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DATA.  US  ENERGY  DEPT  .  US  ENVIRONMENTAL  PROTECTION  AGENCY 


committed  $1  billion  to  fuel-c 
development  and  has  a  worki 
version  of  its  Mercedes  A-Ck- 
subcompact  that  it  plans 
start  selling  in  Europe  in  fo 
years.  Honda  has  spent  $5 
million  to  develop  fuel-cell  ca 
and  wants  to  have  them  rea< 
in  three  years.  But  it  has  i 
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current  plans  to  go  to  market.  Ditto  for  Toyota 
and  GM.  "I  really  don't  see  significant  volumes — in 
the  hundreds  of  thousands  of  cars — until  the  end 
of  the  decade,"  says  Lawrence  D.  Burns,  gm's  vice- 
president  for  research  and  development. 

Even  that  assumes 
steady  progress  on  a 
whole  range  of  daunt- 
ing technical  issues. 
Supplying  hydrogen  fuel,  for  instance,  is  no  easy  trick.  The 
two  preferred  methods  are  to  store  methanol  aboard  the 
car  and  draw  hydrogen  from  the  methanol  or  to  store  the  hy- 
drogen itself.  Methanol  can  be  pumped  from  existing  gas 
stations.  But  the  onboard  hardware  to  strip  out  hydrogen 
from  methanol  would  add  $1,500  in  vehicle  costs  and  create 
maintenance  challenges.  And  hydrogen  has  to  be  stored  under 
heavy  pressure  or  at  very  low  temperatures. 


Still,  if  hybrids  really  catch  on — if  the  technology  becon 
just  another  option,  such  as  antilock  brakes — they  col 
speed  the  day  that  the  industry  ditches  fossil  fuels  altogf 
er.  "As  we  pursue  the  Holy  Grail,  existing  technology  is 
ting  cleaner,"  says  Ford  Chairman  William  C.  Ford  Jr. 
trick  is  to  put  clean  technology  into  the  cool  cars  and  truJ 
that  buyers  crave.  If  auto  makers  can  do  that,  more  buy] 
like  Jennie  Sharf  will  take  an  interest  in  green  vehicles  wif 
out  ever  thinking  about  what  is  or  isn't  sputtering  out 
tailpipe. 

By  David  Welch  in  Detroit,  with  Lorraine  Woellert\ 
Washington,  D.  C. 


BusinessWeek  online 


For  a  Q&A  with  Thomas  Elliott,  executive  vice-president  of  Americar] 
Honda  Motor  Co.,  see  the  Aug.  14  issue  online  at  www.businessweek.c 
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Rarely  do  I  worry  about  how 
much  gas  I'm  burning  while 
lead-footing  it  through  town.  But 
after  a  few  days  in  Toyota  Motor 
Corp.'s  new  Prius,  I  became  fixated, 
like  a  kid  staring  at  a  video  game,  on 
the  fuel-economy  numbers  flickering 
at  the  top  of  my  dashboard.  Soon  I 
was  poking  along  at  55 
in  a  65-mph  zone,  swel- 
tering with  my  air-con- 
ditioning purposely 
shut  off  and  the  win- 
dows rolled  up  (it  cuts 
down  wind  resistance). 
All  that  so  I  could 
nudge  my  mileage  up 
to  the  government-rat- 
ed 48  miles  per  gallon. 
Life  in  the  slow  lane 
has  never  been  so 
thrilling.  Sliding  behind 
the  wheel  of  a  fuel-sip- 
ping gas-and-electric 
powered  Prius  or  its 
only  rival,  Honda  Mo- 
tor Co.'s  Insight,  can  be 
habit-forming.  The 
Prius,  just  now  hitting 
U.S.  showrooms,  dis- 
plays average  fuel 
economy  in  real  time 
through  a  video  screen.  The  Insight, 
which  has  been  on  sale  in  the  U.  S. 
for  six  months,  also  tracks  mileage 
on  a  dashboard  display.  Owners 
strive  for  the  best  fuel-economy 
stats,  then  brag  about  them  in  Inter- 
net chat  rooms. 

THE  REAL  DEAL.  But  whereas  the  In- 
sight is  a  hip  two-seater,  the  Prius 
delivers  high  efficiency  with  real-car 
performance  and  convenience.  Its 
1.5-liter,  four-cylinder  gas  engine  and 
33-kilowatt  electric  motor  combine 
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for  114  horsepower,  vs.  73  for  the  In- 
sight. That's  no  hot  rod,  but  it 
matches  many  compacts  on  the  road. 
And  the  $20,000  Prius  comfortably 
seats  five,  so  long  as  the  three  peo- 
ple in  the  back  aren't  too  lanky.  The 
trunk  is  roomy,  offering  12  cubic  feet 
of  cargo  space. 


"OTO« 


COMPELLING  READING 


A  dashboard  display  on 
the  Prius  alternates 
between  a  diagram  of  the 
fuel  system  and  an 
estimate  of  gas  mileage 


•if  Thin 


The  most  noticeable  difference  in 
driving  a  hybrid  is  the  interaction  of 
the  electric  and  gas  power  plants.  In 
the  Prius,  the  electric  motor  gets 
you  started  smoothly,  with  a  ghostly 
silence.  The  gas  engine  shuts  down 
when  you're  stopped.  At  about  10 
miles  an  hour,  you  can  feel  the  gas 
engine  subtly  start  up  without  the 
grind  and  shudder  of  an  ignition 
start.  That  recharges  the  batteries 
while  giving  the  Prius  a  fairly  peppy 
acceleration.  It  helps  that  the  all- 


steel  body  is  a  lightweight  2,765 
pounds — more  than  the  1,800-pound 
aluminum  Insight  but  a  lot  less  than 
the  typical  3,200-pound  small  car. 
There  are  a  few  downsides.  Once 
you're  up  to  highway  speeds,  the 
Prius  does  broadcast  a  fair  amount  of  C  j . 
road  noise.  And  it  took  me  three 

days  to  get  used  to  the 
tight  brakes. 

Still,  no  one  buys  a 
hybrid  expecting 
muscle.  They're  falling 
for  the  high-tech  gad- 
getry  and  great  gas 
mileage.  For  many,  the 
Insight  has  the  same 
funky  fashion  appeal  as 
Volkswagen's  New  Bee- 
tle. That  look — especial- 
ly the  distinctive  "skirt" 
that  extends  halfway 
down  the  rear  wheels — 
is  not  for  everyone. 
When  I  took  the  Insight 
for  a  spin,  one  driver 
stopped  me  to  call  it  a 
computer  mouse  on 
wheels.  While  the  Prius 
has  a  more  conventional 
exterior,  its  interior  is 
decidedly  modern.  The 
touch-sensitive  video  screen  toggles 
between  the  fuel-use  monitor  and  a 
fun  schematic  showing  how  energy 
flows  between  the  wheels,  electric 
motor,  gas  engine,  and  battery. 

Next  up:  Ford  and  GM  are  promis- 
ing hybrid  versions  of  their  hulking 
suvs  and  pickups.  If  the  car  compa- 
nies can  transplant  this  technology 
into  their  most  popular  models,  we'll 
really  have  something  to  honk  about. 
By  David  Welch 
in  Detroit 
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COMMENTARY 


By  Paul  Raeburn 

THE  JAPANESE  ARE  MAKING  THE  RIGHT  BET  ON  HYBRIDS 


When  the  subject  of  greener 
cars  comes  up,  Detroit  always 
has  the  same  answer:  Ameri- 
cans won't  buy  them.  U.S.  motorists, 
the  industry  says,  want  the  broad- 
shouldered,  gas-hungry  hulks  that 
are  usually  shown  screaming 
across  the  landscapes  envi- 
I         ronmentalists  fight  to  pro- 
,  tect.  Besides,  carmakers 

Of 
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say,  we  can't  get  the  mileage  up  to 
where  environmentalists  want  it — 
the  technology  isn't  there. 

Uh-oh.  Here  come  a  couple  of 
cool,  high-tech  cars  that  cus- 
tomers want  to  buy.  These 
gas-electric  hybrids  not  only 
deliver  snappy  performance 
but  also  get  up  to  65  miles 
per  gallon.  When  Detroit 
was  formulating  its  de- 
nunciation of  green  cars, 
it  apparently  forgot  to 
send  the  memo  to  Japan. 
Toyota  Motor  Corp.  and 
Honda  Motor  Co.  accom- 
plished what  Detroit  said 
was  impossible.  And  envi- 
ronmentalists are  giddy. 

"It's  everything  we  can 
do  to  bite  our  tongues  and 
not  say,  'We  told  you  so,'"  says 
Daniel  F.  Becker,  director  of  the 
Sierra  Club's  global  warming  and 
energy  program.  "We're  very  en- 
thused about  hybrid  cars  and  think 
that  they  are  the  wave  of  the  pres- 
ent." The  Sierra  Club,  which  had 
never  in  its  108-year  history  honored 
a  product,  created  an  award  for  ex- 
cellence in  environmental  engineering 
and  gave  it  to  both  Honda's  Insight 
and  Toyota's  Prius. 
COSTLY  REBATES.  The  critical  issue 
for  environmentalists  is  whether  hy- 
brids can  help  reduce  the  threat  of 
global  warming.  All  gas-burning  cars 
emit  carbon  dioxide,  one  of  the  prin- 
cipal culprits.  Better  mileage  means 
fewer  emissions.  American  cars  and 
trucks  burn  120  billion  gallons  of 
gasoline  a  year,  producing  more  than 
1  billion  tons  of  carbon  dioxide,  ac- 
cording to  the  Sierra  Club.  Part  of 
the  problem  is  the  cars  Americans 
drive.  The  Sierra  Club  calculated 
that  the  colossal  Ford  Motor  Corp. 
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Excursion  sport-utility  vehicle  is  re- 
sponsible for  134  tons  of  carbon  diox- 
ide during  a  124,000-mile  lifetime.  A 
Honda  Insight  driven  the  same  dis- 
tance generates  only  25  tons. 

Hybrid  cars  offer  a  painless  way 
to  cut  carbon  dioxide  emissions.  But 
they  can't  do  it  fast  enough.  Nations 
will  be  meeting  at  The  Hague  in  No- 
vember to  consider  further  progress 
toward  reducing  carbon  dioxide  emis- 
sions. And  the  U.S.  will  be  under 
pressure  to  take  action.  But  hybrid 
vehicles  are  not  likely  to  grab  a  big 


share  of  the  U.  S.  market  for  at  least 
another  decade. 

The  reason  is  that  Honda  and  To- 
yota are  giving  consumers  a  hidden, 
costly  rebate  with  each  hybrid  car 
they  sell.  Analysts  estimate  that 
Honda  is  losing  $8,000  on  each  In- 
sight. Toyota  is  also  be- 
lieved to  be  subsidizing 
each  Prius.  The  auto 
makers  won't  make  a 
bigger  push  to  sell  hy- 
brids until  those  costs 
come  down.  "I  think 
with  luck  we  can  get  to 
a  million  or  so  vehicles 
over  a  decade,"  says 
John  M.  DeCicco,  a  me- 
chanical engineer  and 
auto-policy  specialist  at 


BACKSLIDING  ON 
FUEL  ECONOMY 


the  American  Council  for  an  Energy 
Efficient  Economy  in  Washington.  "I 
don't  see  the  costs  coming  down  fast 
enough"  to  sell  any  more  than  that. 

In  the  meantime,  if  the  U.  S.  want; 
to  cut  its  emissions,  it  must  boost  th 
fuel  efficiency  of  conventional  cars, 
minivans,  and  light  trucks.  A  gas  b 
is  one  way  to  do  that.  It  would  cut 
gasoline  use — thereby  reducing  car 
bon  dioxide  emissions.  It  would  en- 
courage moves  to  alternative  fuels, 
reduce  dependence  on  foreign  oil,  an 
make  hybrid  cars  far  more  attractive 

The  tax  could  be  offset  with  a  re- 
duction in  income  taxes,  say,  so  that 
it  would  end  up  costing  the  public 
nothing.  It's  a  rational  solution — 
the  kind  that  economists  like. 
But  it  has  no  chance  of  adop- 
tion in  Washington's  antitax 
climate. 

An  alternative  is  to 
raise  fuel-economy  stan- 
dards. This  strategy  has 
been  proven  to  work. 
The  standards  were 
tightened  in  the  early 
1980s,  and  the  actual 
fuel  economy  of  cars  an 
light  trucks  rose  to  an 
average  26  miles  per  gal 
Ion.  But  the  auto  industr; 
blocked  any  further  at- 
tempt to  change  the  stan- 
dards. And  now  the  average 
fuel  economy  of  U.  S.  cars  and 
light  trucks  has  fallen  back  to 
where  it  was  in  1980,  shortly  after 
the  system  was  established  (chart). 
U.  S.  auto  makers  are  betting  the 
can  continue  to  block  tougher  fuel- 
economy  standards  and  delay  the  ar 
rival  of  greener  cars  and  trucks. 
With  the  Insight  and  the  Prius, 
Honda  and  Toyota  are  making  a  dif- 
ferent bet.  They  are  positioning 
themselves  as  the  carmakers  of  the 
future.  They  are  get- 
ting valuable  experi- 
ence in  the  production 
of  sleek,  affordable, 
e  n  vironmentally 
friendly  cars.  That 
makes  it  easy  for  en 
vironmentalists  to 
take  sides. 
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COMMENTARY 


By  Joseph  Weber 


HOW  TO  COVER  AMERICAS  UNINSURED 


When  Tamie  Sue  Brash's  12- 
year-old  son,  Jacob,  broke  his 
leg  in  a  bicycle  spill  in  late 
June,  she  had  to  come  up  with  a 
week's  worth  of  her  wages  as  a  jani- 
tor to  pay  his  emergency-room  bill. 
She  doesn't  know  where  the  money 
will  come  from  to  provide  sorely 
needed  dental  care  for  her  8-year-old 
daughter,  Jessie.  And  when  Tamie 
Sue's  husband,  John,  a  disabled  ranch 
hand,  broke  two  fingers  a  month  ago, 
he  set  his  own  bones  rather  than 
spend  the  family's  meager  cash.  "I 
don't  mind  working  for  a  living.  I 
worked  all  my  life,"  says  the  41-year- 
old  Lamed  (Kan.)  woman.  "But  it 
gets  really  hard." 

The  Brashes, 
like  more  than  44 
million  other  Amer- 
icans who  lack  in- 
surance, are  a  case 
study  in  the  failure 
of  the  country's 
health  system  to 
provide  for  all. 
Even  as  the  econo- 
my has  soared  and 
created  a  record 
number  of  jobs, 
more  Americans 
than  ever  are  going 
uninsured.  And 
their  ranks  are 
likely  to  inch  up 
further,  experts 
predict  (chart). 
URGENT.  Now,  mid- 
way into  an  elec- 
tion year,  with 
health-care  issues 
front  and  center, 
the  uninsured  are 
once  again  an  ur- 
gent item  on  the 
national  agenda. 
Vice-President  Al  Gore  has  proposed 
a  $157  billion  effort  over  10  years,  in- 
cluding expanding  a  federal  program 
that  helps  states  subsidize  children's 
coverage,  and  giving  tax  credits  to 
small  businesses  to  buy  coverage  for 
workers.  Taking  a  less  ambitious 
tack,  Texas  Governor  George  W. 
Bush  has  a  prognim  with  a  decade- 
long  $135  billion  price  tag  that  would 
give  tax  credits  to  low-income  fami- 


lies to  buy  insurance  and  would  clear 
regulatory  hurdles  so  trade  groups 
could  market  coverage  nationwide  to 
small  businesses. 

Other  groups  have  jumped  into 
the  fray,  too,  from  the  American 
Medical  Assn.  to  labor  unions  to  the 
insurance  industry,  which  so  vocifer- 
ously opposed  reform  in  1994.  Which 
solutions  prevail  won't  be  clear  until 
November,  at  least.  But  there  are 

CAREWORN  IN  KANSAS 

Brush,  a  hospital  janitor,  had 
to  foot  the  bill  when  one 
of  her  four  kids  broke  a  leg 


room  treatment  when  needed. 

Clearly,  this  stubborn  societal  ill 
won't  succumb  to  market  forces 
alone.  The  patchwork  arrangement  o 
public  and  private — principally  em- 
ployer-funded— approaches  that 
forms  our  system  simply  falls  short. 
Those  who  lack  coverage  either  are 
unemployed,  are  too  young  or  too  ill 
to  work,  are  self-employed,  or  work 
for  outfits,  often  small  businesses, 
that  can't  or  won't  provide  health 
benefits.  Even  the  tight  labor  market 
isn't  compelling  enough  yet  to  force 
some  reluctant  employers  to  pony 
up.  And  too  many  such  workers 
don't  have  enough  other  options. 

To  better-off  Americans,  who  con 
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virtues  in  all  of  them.  And  given  the 
seeming  intractability  of  the  health- 
care insurance  crisis,  the  smartest 
thing  policymakers  can  do  is  to  bor- 
row freely  from  every  one  and  see 
which  work.  Whatever  ideas  do  hold 
sway,  it's  clear  that  taxpayers  are 
going  to  have  to  foot  much  of  the 
bill — as  they  already  do,  since  the 
law  requires  that  uninsured  patients 
receive  publicly  funded  emergency- 


DATA:  EMPLOYEE  BENEFIT  RESEARCH  INSTITUTE 

sider  coverage  a  given,  the  figures 
are  staggering.  By  one  estimate, 
some  46%  of  the  nation's  small  busi- 
nesses don't  offer  plans.  Often,  they 
can't  afford  to,  since  they  work  on   j 
such  narrow  margins.  What's  more, 
in  many  companies,  large  and  small, 
low-wage  workers  often  can't  shoul- 
der the  27%  average  share  of  cover- 
age costs  their  employers  demand 
of  them.  That  comes  to  an  average 
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Social  Issues 


$1,100  a  year  for  premiums  paid  by 
U.S.  workers,  while  employers 
pick  up  the  remaining  $4,100. 
Indeed,  the  working  poor  and 
their  families  make  up  most  of  the 
uninsured.  Between  74%  and  84%  of 
Americans  without  coverage  come 
from  families  where  one  or  more 
members  work,  according  to  esti- 
mates by  the  Henry  J.  Kaiser  Fami- 
ly Foundation  and  the  Alliance  for 
Health  Reform.  Tamie  Sue  Brush 

NO  COVERAGE 

Central  Park  biker,  Byrne,  42, 
says:  "If  you  fall  off  this, 
basically  you're  in  trouble" 


falls  into  this  category.  A  custodian 
at  a  psychiatric  facility,  Larned 
State  Hospital,  she  brings  home 
$469  after  taxes  every  two  weeks. 
She  can  afford  coverage  for  herself, 
at  $8  a  month,  but  putting  four  chil- 
dren— 15,  12,  8,  and  3  months — on 
the  policy  would  hike  her  bill  to 
$180  a  month.  Her  husband,  who 
collects  Social  Security  disability 
payments,  has  government  coverage, 
too,  but  rarely  can  afford  to  pay  his 
20%-or-so  share  for  many  medical 
procedures. 

When  emergencies  ar;se,  the  fami- 
ly makes  do.  With  son  Jacob's  broken 
leg,  for  instance,  doctors  wanted  to 
put  on  a  walking  cast.  But  to  save 


money,  Brush  picked  up  a  used  plas- 
tic air  cast  at  a  secondhand  store. 
Daughter  Jessie  probably  won't  get 
her  needed  $1,300  worth  of  dental 
work.  Says  Brush:  "It's  like,  'Well, 
honey,  put  some  clove  oil  on  it  and 
brush  your  teeth.'" 

Not  that  solid  progress  hasn't 
been  made.  The  biggest  step  lately: 
State  Children's  Health  Insurance 
Program  (s-chip),  enacted  in  1997 
and  picking  up  steam  nationwide. 
s-CHIP  provides  $40  billion  in  federal 
money  to  states  that  match  funds  to 
cover  children  whose  families  make 
too  much  for  Medicaid  but  too  little 
to  afford  private  coverage. 

Ambitious  as  it  is,  though,  S-CHIP 
has  disappointed  policymakers.  It  in- 

Rx  FOR  THE  UNINSURED: 
SOME  WINNING  PLANS 


2002.  So  he  has  set  up  a  new  office 
to  publicize  the  programs  through 
every  city  agency. 

Action  at  local  and  state  levels 
may  prove  the  most  potent  remedy. 
Kansas  has  authorized  creation  of 
purchasing  cooperatives  to  let  small 
businesses  band  together  to  buy  cov- 
erage. They're  now  thinking  of  using 
$2.3  billion  from  settlements  of  law- 
suits against  Big  Tobacco  to  subsi- 
dize such  insurance  for  low-wage 
workers. 

FAULT  LINES.  Indeed,  purchasing  al- 
liances are  gaining  favor  as  a  way 
for  small  businesses  to  buy  more 
cheaply.  A  growing  number  of  lead- 
ers back  association  health  plans 
(ahps),  alliances  that  would  cross 
state  lines.  If  AHPs 
came  to  pass,  trade 
groups  such  as  the 
U.S.  Chamber  of 
Commerce  and  the 
National  Federation 
of  Independent 
Business  could  mar- 


SMALL  BIZ  Let  national  trade  groups  sell  low- 
priced  coverage  to  small  businesses  nationwide, 
through  so-called  Association  Health  Plans,  even  if 
that  means  setting  aside  some  state  mandates.  It's 
a  low-risk  way  of  making  insurance  more  affordable.         e.,  co,yj!raf,f  fV?11 

KIDS  Expand  the  State  Children's  Health  Insurance 
Program  (S-CHIP)  to  cover  more  children  by  raising 
the  income  ceiling,  so  families  of  four  earning  up  to 
$41,000  qualify.  This  would  help  reduce  the  ranks 
of  the  11  million  children  not  covered. 


TOBACCO  DOLLARS  Use  tobacco-settlement  mon 
ey  to  pay  for  additional  coverage  through  S-CHIP 
and  similar  programs.  Officials  in  states  from 
Kansas  to  New  Jersey,  where  billions  of  dollars  in 
tobacco  money  will  go,  plan  to  use  such  funds  to 
promote  health. 

TAX  INCENTIVES  Expand  medical  savings  ac- 
counts and  provide  tax  deductions  and  credits  to 
people  who  otherwise  lack  coverage. 


sures  only  2  million  children  so  far, 
leaving  11  million — one-quarter  of 
those  uninsured — out  in  the  cold. 
Sadly,  many  of  the  uncovered  could 
qualify,  but  they  don't  apply,  partly 
because  their  parents  shun  the  stig- 
ma of  a  government  program — a  blot 
states  have  tried  to  erase  with 
names  such  as  Vermont's  Dr.  Dyna- 
saur  and  Wisconsin's  BadgerCare. 
Often,  ignorance  is  to  blame.  In 
New  York,  Mayor  Rudolph  Giuliani 
figures  that  existing  federal,  state, 
and  local  programs  could  cover  as 
many  as  500,000  of  the  city's  1.8  mil- 
lion uninsured,  while  a  further 
400,000  could  be  eligible  when  a  new 
state  health  plan  goes  into  effect  in 


more  people  are  go- 
ing to  have  access  to 
health  insurance 
that  way,"  argues 
Rep.  James  M.  Tal- 
ent (R-Mo.),  who 
has  shepherded  an 
ahp  bill  through 
Congress.  The  bill, 
now  part  of  negotia- 
tions between  the 
Senate  and  the 
House  on  patients 
lights  generally, 
deserves  to  sail 
into  law. 

Trouble  is,  ahps 
define  one  of  the  fault  lines  between 
the  candidates.  Bush  favors  the  idea, 
even  if  it  means  preempting  state 
mandates  to  create  national  plans. 
For  his  part,  Gore  defends  state 
mandates  and  state  regulation,  a 
stance  that  makes  only  statewide 
purchasing  cooperatives  practical. 
Gore's  argument:  State  mandates  re- 
quire benefits  that  Washington 
shouldn't  water  down. 

An  ahp  would  probably  help 
Richard  G.  Gallo,  who  has  run  the 
Office  Outlet  store  in  Indiana,  Pa., 
for  four  years.  Gallo,  whose  busi- 
ness only  recently  broke  into  the 
black,  says  he  couldn't  cover  himself 
and  his  seven  employees  for  less 
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than  $60,000  a  year.  "We  have  to 
pay  vendors  and  employees,  and 
there's  not  a  lot  left  over  to  buy 
health-care  insurance,"  says  Gallo. 

But  even  if  such  businesspeople 
get  a  leg  up,  ahps  likely  won't  be 
enough.  Such  plans  could  cut  premi- 
um costs  by  a  lot — maybe  as  much 
as  20%,  Talent  estimates — and  yet 
they'll  still  leave  a  stiff  bill  for  low- 
wage  workers.  So  proposals  are  be- 
ing floated  to  offer  tax  breaks.  Bush, 
for  instance,  would  create  a  tax  cred- 
it of  up  to  $2,000  to  help  modest-in- 
come people  buy  coverage.  Gore  sug- 
gests a  25%  tax  credit  to  businesses 
that  buy  coverage  through  purchas- 
ing coalitions,  plus  25%  credits  for 
some  Americans  who  buy  coverage 
privately. 

HARD-PRESSED.  Such  credits  are  po- 
litically appealing  but  aren't  enough 
either.  If  a  low-wage  worker  winds  up 
buying  coverage  independently  at,  say, 
$5,000  a  year,  he'll  still  be  hard-pressed 
to  pay  the  $3,000  or  so  that  Bush's 
credit  wouldn't  cover. 

That's  a  lot  even  for  the  better- 
heeled.  Roughly  2  million  Americans 


who' earn  more  than  $50,000  a  year — 
about  4.6%  of  workers  overall — are 
without  health  coverage,  according  to 
the  Employee  Benefit  Research  In- 
stitute. Many  are  young  and  healthy 
and  just  don't  bother  with  cover- 
age— they  opt  to  "go  bare" — while 
others  are  self-employed  and 
so  can't  get  group  coverage. 

They're  like  Nancy  J. 
Byrne,  a  42-year-old  single 
New  Yorker,  whose  two-year 
old  events-planning  business 
last  year  brought  in  about 
$60,000.  Comfortable  as 
that  sum  may  sound, 
Byrne  says  there's  just 
not  much  left  over  once 
she  pays  rent,  taxes,  and 
the  high  costs  of  urban  life. 
So  Byrne  goes  uncovered, 
paying  out-of-pocket  for  care 

STRAPPED 

Small-business  owner  Gallo 
can't  swing  a  health  plan  for 
himself  and  seven  employees 


and  wagering  she  won't  get  seriouslj 
hurt.  "I  was  riding  my  bicycle  in 
Central  Park  this  morning  and  I 
thought,  if  you  fall  off  this,  basically] 
you're  in  trouble,"  she  says. 

It's  not  easy  to  address  needs  as 
varied  as  Brush's,  Gallo's,  and  Byrne'sl 
That's  why  easy  fixes  have  proven  im| 
possible  for  health  care.  Many  of  the 
changes  advancing  now — especially 
those  directed  at  small  business — I 
will  go  far.  State  innovations] 
certainly  are  promising,  and 
s-chip  may  yet  make  a  big 
dent.  Still,  government 
programs  can't  cover  all 
cases.  As  pundits  and 
politicians  debate,  more 
and  more  Americans  go 
without  coverage.  Even 
while  Washington  and 
the  states  generate 
ideas,  the  crisis  seems 
to  be  outrunning 
policymakers. 

Weber  covers 
health-care  policy 
from  Chicago. 
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even  Elevators. 

People  pause. 
People  pay  attention. 
Over  ISO  million  monthly 
impressions,  18  major 
markets  -  and  growing. 

Call  1-800-942-8193  or 
visit  www.ebillboards.com 
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Shake  hands  with  your  new  insurance  partner. 


P,  wausau.com 


Small  business  insurance  online  from  someone  you  trust. 


Wausau  Insurance  Companies  •  2000  Westwood  Drive  •  Wausau,  Wl    54401 
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you  can  build  your  management  liability  portfolio  more 
efficiently  and  cost-effectively  over  the  internet. 


Efficient 
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how  we  can  help  you  win  more 
mid-sized  accounts  in  less  time. 


elcome  to  the  future-. 

.  ■  ■ 

AIGe  Writer 

A  new  web-based  system  that  allows  brokers  to 
get  quotes  and  bind  new  mid-sized 
management  liability  accounts  faster  than  ever. 
Simply  log  on  to  access.aig.com  and  obtain  a 
password  to  reserve  accounts,  qualify  prospects, 
generate  quotes,  get  coverage  information,  and 
request  issuance  of  some  of  the  most  innovative 
policies  the  American  International  Companies® 
have  to  offer: 

•  PrivateEdgeSM:  expansive  directors, 
officers,  and  private  company  liability  and 
employment  practices  liability  insurance. 

•  Not-for-Profit  Protectory  the  market 
standard  in  D&O  and  EPL  protection  for 
not-for-profit  organizations. 

•  Fidelity  FlashquoteSM:  blanket,  customizable 
commercial  crime  protection. 

•  Employment  Practices  Liability  Insurance: 

market-leading  coverages  packaged  with 

oowerful  employment  practices  loss 
nore  r 

time.  prevention  tools. 


^SyTTSTiN  INSURANCE  and  financial  services 


ALL  FORMS  OF 

AND  HOMEOWNERS  INSURANCE 


Insurance  coverage  provm 


AIG 


IHCE 
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WWW.AIG.COM 
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F.24  Senior  Startups 

For  thousands  of  senior  entrepreneurs, 
business  is  better  the  second  time 
around.  Their  life  experience,  surging 
creativity,  connections,  and  savings  help 
their  new  companies  thrive 

f.36  To  B2B 

0rNotToB2B 

Small    businesses    are    scoping    out 
online  exchanges,  and  the  adventur- 
ous are  plunging  in.  But  there  are 
a     few     kinks     to     work     out 
before  the  idea  can  really  soar 

f .u  What's  Wrong 
With  Franchising? 

Cloning  a  business  is  one  of  the 
fastest  ways  to  expand.  But 
finding  the  right  partners— 
or  any  qualified  partners— in 
this  strong  economy  can  be 
next  to  impossible 
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'Although  an  Internet- 
based  marketplace 
for  buying  and  selling 
small  businesses 
is  happening,  the 
real  impact  has  yet 
to  be  felt 


Business  Brokers 
Beware 

ENJOYED  READING  your  article  on 
eBay  listing  businesses  for  sale  through 
its  Business  Exchange  ("Add  to  Shop- 
ping Cart,"  Keeping  Score,  June  12). 
Aldiough  an  Internet-based  marketplace 
for  buying  and  selling  small  businesses 
is  happening,  die  real  impact  has  yet  to 
be  felt.  At  a  continuing-education  class 
for  members  of  the  Michigan  Business 
Brokers  Assn.,  few  knew  of  Web-based 
electronic  exchanges  for  small  busi- 
nesses. These  business  brokers  could 
easily  be  blindsided  when  the  function 
of  matching  a  buyer  and  seller  is  per- 
formed quicker,  cheaper,  and  better 
through  an  electronic  marketplace. 

When  a  seller  of  a  business  transfers 
ownership  to  a  buyer,  the  parties  have 
created  an  unusual  partnership  in  that 
the  buyer  normally  pays  for  the  busi- 
ness out  of  positive  cash  flow  of  the 
business  over  time.  Therefore,  extend- 
ing the  reach  of  the  search  for  a  com- 
patible buyer,  who  is  trustworthy  and 
capable  of  consistendy  maintaining  pay- 
ments to  the  seller,  is  key  to  complet- 
ing a  deal.  Beginning  to  build  a  trust- 
ing buyer/seller  relationship  directly 
over  the  Net  is  a  better  method  for 
the  deal  participants  than  working  with 
a  geographically  limited  intermediary. 
JOHN  G.  AGNO 
Business  Coach 
Signature  Inc. 
Ann  Arbor,  Mich. 

What  VCs  Really  Want 

WHILE  YOUR  STORY  on  die  increasing 
challenges  of  obtaining  venture-capital 
funding  was  accurate  overall  ("Public 
Access  Denied,"  Trends,  May  22),  I  be- 
lieve it  may  have  misrepresented  Unis- 


cape's  funding  situation.  In  fact,  at  the 
time  of  the  interview,  we  had  several 
funding  alternatives  and  recendy  closed 
a  $  1 0  million  third  round  widi  Sequoia 
Capital.  The  point  we  were  trying  to 
make  was  that  while  VCs  are  more  cau- 
tious and  conducting  more  research 
than  ever,  their  increased  diligence  is 
leading  them  to  fund  companies,  such 
as  Uniscape,  that  have  solid  business 
plans,  leading  technology,  and  dozens 
of  happy  customers. 

ALEX  PRESSMAN 

President 

Uniscape  Inc. 

Redwood  Shores,  Calif. 

Who's  Grabbing  Who? 

I  READ  WITH  GREAT  INTEREST  the 
article  "My  Rival,  My  Partner"  (My 
Company,  May  22).  One  aspect  that 
was  missing,  however,  is  the  notion  of 
preemptive  alliances.  In  a  preemptive 
alliance,  the  dominant  motivation  is 
to  preempt  a  competitor — the  grab- 
bor  snatches  a  grabbee  to  preempt  a 
competitor  from  partnering  with  it. 

To  evaluate  the  viability  of  a  pre- 
emptive partnership,  the  grabbee  must 
determine  how  the  parties  will  manage 
the  alliance.  This  depends  on  the  level 
of  priority  each  partner  places  on  the 
alliance.  Preemptive  alliances  may  not 
carry  the  same  priority  for  the  grabber 
and  the  grabee.  Although  "grabbing" 
the  partner  may  be  a  strategic  move, 
problems  may  arise  once  die  deal  done 
and  the  real  work  begins.  The  grabber 
may  lose  interest,  and  alliance  may  be- 
come a  low  priority. 

To  manage  this,  a  grabbee— for 
whom  the  alliance  may  be  very  im- 
portant— must  realize  that  their  com- 
pany will  have  to  make  a  major  com- 
mitment to  the  alliance.  The  partner 


for  whom  the  project  priority  is  h 
est  does  all  the  work — not  only  1 1 
work,  but  potentially  the  work  c  at 
the  other  partners,  too. 

This  effort  will  be  worthwhil 
the  grabbee  if  the  grabber  is  eitl 
leader  in  its  market,  or  if  the  gra  e 
has  substantial  access  to  industry! 
sources  that  will  create  economi 
scale  and  a  perception  of  winning 
LARRAINE  0.  SM 

Larraine  Segil  Productions 
Los  Ang|d 

Inspirational  Journey 

THANK  YOU,  Lisa  Bergson,  for  shall 
your  story  ("Don't  You  Want  to  Cue 
Work  with  Daddy?",  Apr.  24,  plusijl 
continuing  online  serialization) 
sitting  here,  in  my  apartment,  ^ 
my  laptop,  and  as  I  read  your  stc 
from  BUSINESS  WEEK  magazine 
thinking  to  myself — what  an  incre< 
journey  this  lady  has  taken  so  far!! 
thank  you  for  having  guts  enougBj 
stay  the  course  with  your  business  H 
for  serving  as  such  a  great  examplB 
so  many  entrepreneurial  men  m 
women.  As  an  aspiring  entreprerj 
myself,  I  look  forward  to  learnin 
much  as  I  can  from  successful 
like  yourself.  Keep  the  dream  alivi 
PETE  O'B 
Albany, 

Correction 

LAST  MONTH'S  STORY  on   pens 
plans  ("A  Wealth  of  Choices,"  Julyl 
misidentified  the  vice-president  ofl 
nancial    Engines    Inc.    He    is    BrT 
Samuels.  A  chart  on  fees  leviedB 
pension    companies    misstated 
number  of  employees  on  which  I 
data  are  based.  It  was  25  people. 


CONTACT 

frontier  welcomes  your  letters.  Ple» 
include  a  street  address  with  daytijl 
and  evening  phone  numbers.  Lett'' 
may  be  edited  for  length,  clarity,  < 
content,  and  may  appear  in  electron 
and  print  editions.  E-mail  your  letter; . 
frontier?  businessweek.com,  or  sed 
them  to  Business  Week  frontier,  V.  I 
Ave.  of  the  Americas,  46th  Fl.,  New  Y|< 
NY  10020. 
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ON  PRIMESTREET.  BANKS 

LINE  UP  TO  LEND  YOUR 

SMALL  BUSINESS  MONEY. 


Go  to  PrimeStreet  and  as  many  as  five  great  loan  offers  will  come  to  you. 

Submit  a  simple  loan  application  on  PrimeStreet,  and  suddenly  you're  in  demand.  Leading  lenders  will 

actually  bid  for  the  right  to  lend  your  business  money.  You  choose  which  bank  gives  you  a  loan,  and 

on  what  terms.  Banks  will  run  fast  and  jump  high  for  your  business:  WWW.PrimeStreet.com 

Zi  PrimeStreet 

Changing  the  Way  Small  Business  Gets  Financed" 


EDITED   BY   KIMBERLY  WEISUL 


Click  on  the  Dotted  Line 

IT'S  A  SIGN  for  the  times:  The  digital  signature  has  arrived.  Now,  you  can 
sign  legally  binding  financial  documents,  contracts,  or  purchase  orders 
without  ever  putting  pen  to  paper — if  both  sides  are  set  up  for  it. 

How  does  it  work?  The  most  common  way  is  for  each  party  to  get  its 
own  "digital  certificate,"  a  piece  of  code  that  identifies  the  sender.  If 
you're  working  with  a  big  company,  they'll  send  the  code  to  you. 
Otherwise,  both  sides  need  to  download  a  certificate  from  a  "certificate 
authority."  The  leader,  VeriSign  (www.verisign.com),  charges  $14.95  an- 
nually. After  that,  just  click  on  an  icon  and  enter  a  PIN. 

Gartner  Group  predicts  that  by  2004,  digital  signatures  will  be  used  in 

10%  of  business-to-consumer 


Match  This! 


Faster  promotions,  bigger  bonuses, 
more  flexible  hours.  Small  companies 
do  what  they  can  to  keep  employees, 
says  a  survey  by  Sage  Software  Inc. 
One  thing  your  peers  avoid,  however, 
is  counteroffers.  Half  of  big  companies 
will  match  an  offer  to  a  job-shopping 
employee,  says  Paul  Dorf  of  Compen- 
sation Resources  Inc.  But  just  27%  of 
small  ones  do.  Why?  Entrepreneurs,  say 
the  experts,  think  quitting  employees 
have  betrayed  them— something  money 
can't  fix. 

Last  year,  small  businesses 
changed  tactics  to  lure  workers... 

INCREASED  INTERNET  USE 


transactions,  and  B2B  use 
should  grow  faster.  Banks, 
law  firms,  real  estate  com- 
panies, and  car  dealers  will 
be  among  the  first  users. 
Move  over,  John  Hancock. 


POWER  OUTAGES  CAN  BURN  YOU 

Outages  cost  small  and  midsize  U.S.  companies  an 
average  $2,467  per  event  and  last,  on  average,  one  day. 
Storms,  a  leading  cause,  are  a  particular  problem  in 
summer,  as'  are  power  company  problems. 


...and  to  hold  on  to  them 

OFFERING  MORE  PROMOTIONS 
[INCREASED  SALARIES 
|STARTED  BONUS  PLAN 
[BEGAN  TO  SUBSIDIZE  EDUCATION 
|NEW  FLEX-TIME  POLICIES 
Ibetter  CHILD-CARE  OPTIONS 
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DATA:  SAGE  SOFTWARE  INC 


QuickBooks 
Shortcut 

FOR  THE  3  MILLION  small-busi- 
ness users  of  QuickBooks  account- 
ing software,  a  welcome  timesaver: 
Get  a  no-fee  QuickBooks  Master- 
card from  Citibank  USA,  and  you'll 
be  able  to  download  transaction 
records  into  QuickBooks  2000. 
You'll  have  to  categorize  purchases 
at  first,  but  it  will  be  done  auto- 
matically as  vendors  reappear.  You 
can  also  track  spending  by  em- 
ployee or  category.  (You  might 
also  use  it  to  track  die  card's  3.9% 
interest  rate,  which  jumps  to 
1 1.9%  after  three  months.)  Alas, 
there's  still  some  data  entry:  You 
have  to  fill  out  an  application  at 
www.  quickbookscard .  com. 


DATA:  HONEYWELL  POWER  SYSTEMS 
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I  lir  company  needs  three  things 
m  i  stay  competitive. 


• 


t 


• 


• 


• 


• 


To  get  ahead  of  the  competition,  you've  got  to  be  faster  than  the 

sohittomby  competition.  So  we  joined  forces  with  Nortel  Networks™  to  create  our 

qRTEL 

NETWORKS'"      local  SmartWave"  networks.  Built  around  the  latest  broadband 

technologies  —  like  our  small  rooftop  antenna  —  this  high-performance 

imunications  network  gives  companies  like  yours  lightning-fast  Internet  access  and  data 

isfer.  Not  to  mention  high-quality  local  and  long  distance.  All  at  surprisingly  affordable  prices. 

ntact  us.  And  leave  your  competition  in  the  dust.  For  more  information,  visit  us  at  teligent.com. 


Teligent 

The  Smart  Way  To  Communjeaie. 


I  Teligent.  Inc.  Taliganl.  SmartWave  and  The  Smart  Way  To  Communicale  are  exclusive  trademarks  ol  Teligenl.  Inc.  Nortel  Networks  and  the  Nortel  Networks  logo  are  registered  trademarks  of  Nortel  Networks 
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Been  There, 
Done  That 

JUDITH  E5TRIN  is  going  back 
to  her  roots.  The  three-time 
entrepreneur  recently  left  her 
post  as  Cisco  Systems'  chief 
technology  officer  to  launch 
Packet  Design  Inc.,  with  hus- 
band Bill  Carrico.  Packet  De- 
sign has  high  hopes— to 
make  the  Internet  run  faster, 
better,  and  cleaner. 

Why  become  an  entrepre- 
neur again? 

At  Cisco,  I  couldn't  say,  "O.K.,  we're  going  to  go  do  this."  The  cro  at  Cisco  drives  the 
tech  strategy,  but  doesn't  actually  own  the  research  and  development  budget. 

Why  will  Packet  Design  work? 

I  wanted  to  bring  lab  folks  together  with  product  people,  and  give  them  more  time 
to  solve  problems.  Most  corporate  labs  have  not  been  successful.  They  become  dis- 
connected from  the  product  and  the  customer. 

Why  will  you  leave  the  commercialization  of  your  ideas  to  spin-offs? 

Once  you  start  shipping  a  product,  you're  loyal  to  diat  product.  We  want  to  keep  solv- 
ing new  problems.  And  if  we  have  a  good  idea  and  someone  wants  to  buy  us, 
Packet  Design  doesn't  need  to  be  acquired.  Someone  can  buy  the  new  company. 


It  All  Depends  Where  You  Sit 


THE  MOST  IMPORTANT  INNOVATION  IN  TECHNOLOGY 
OF  THE  20TH  CENTURY,  ACCORDING  TO  CEOs  OF 

FAST-GROWING  TECH  COMPANIES 

II  II  I  I  I  lH— — ■ — ■— 


TELECOMMUNICATIONS 


20  25 

DATA   1999  DELOITTE  &  TOUCHE 


HOW'S  THIS  for  navel  gazing?  Deloitte  &  Touche  asked 
500  CEOs  of  tech  companies  what  they  considered 
the  most  important  technical  innovation  of  the  20  th 
century.  "The  Internet,"  said  26%.  "The  computer," 
said  20%.  The  response  tracks  nicely:  50%  of  these 
visionaries  work  in  the  software  industry,  and  a  further 
9%  describe  their  field  as  "Internet."  Likewise,  9%  of 
CEOs  chose  "telecommunications" — oddly  close  to  the 
10%  who  head  up  communications  companies.  Space 
travel,  antibiotics,  nuclear  fission,  and  the  airplane  all 
fell  into  a  category  with  16%  of  the  vote:  "other."  Be  it 
ever  so  humble. 


SO  THEY  SAY 

'I  can  see  culture  from  both  sides. 
You  can't  leam  that  in  a.  book." 


—ANITA  5ANTIAG0,  46,  founder  of  Anita  Santiago 
Inc.,  a  Santa  Monica  (Calif.)  based  advertising 
agency  that  specializes  in  helping  Corporate  Amer- 
ica reach  Hispanic  consumers  (page  F.12). 


Wage  War 

24%  vs.  23% 

Percentage  of  business  owners 

who  say  the  minimum  wage  is 

too  high — and  too  low. 

ONE  IOTA 
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News  and  advice  from  I 
small-business  Web  si 

Getting  Squeezed  out 

Small  businesses  are  ha 
tougher  time  snagging  g 
ment  contracts,  say  Democr 
the  House  Small  Business 
mittee,  with  minority-  and  w< 
owned  companies  getting  hit 
est.  The  legislators  relea 
study  that  looked  at  contr 
at  21  federal  agencies.  It 
that  the  number  of  federal 
tracts  awarded  to  small  bus 
es  dropped  by  23%  from  1S 
1999,  from  6.4  million  to  4. 
lion.  In  1999,  government 
cies  spent  more  than  $189  t 
and  awarded  more  than  1C 
lion  contracts. 

The  report  also  gave  age 
a  letter  grade— A  through  F 
their  small-business  contra 
efforts.  More  than  half  of  fe 
agencies  received  failing  or  b 
average  grades.  Among  the  lc 
the  U.S.  Energy  D,ept.,  witl 
only  F,  and  the  Education  I 
with  a  D-.  The  Small  Busines 
ministration  earned  a  C. 

More  Than  Salary 

About  25%  of  each  dollar 
business  spends  on  compen 
pays  for  benefits,  says  the 
reau  of  Labor  Statistics 
just  published  its  annual 
port  on  employer  costs  for 
compensation. 

On    average,    companies 
fewer  than  100  employees 
pay  of  $12.95  an  hour  and  I 
compensation  of  $17.16  an  l) 
The    difference— $4.21— goej 
benefit  costs.  Government  ea 
the  biggest  chunk  of  benefits  ci 
with  $1.53  going  to  programs 
as  Social  Security,  workers' 
pensation,  and  unemploymen 
surance.  Then  there's  vacation 
paid  leave  (92  cents);  health, 
ability,  and  other  insurance 
cents);     supplemental     pay 
cents);  and  retirement  and  o 
savings  programs  (40  cents). 


t 


For  the  full  versions  of  trs 
stories,  click  Online  Extra  : 
frontier.businessweek.cof 
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Hike  if  You  Like 


CURRENT 


Small  biz  is  raising  prices — and  getting  away  with  it 


IF  YOU'VE  BEEN  fantasizing  about  raising 
prices,  this  might  be  the  time  to  make 
your  dreams  come  true.  The  National  Fed- 
eration of  Independent  Business'  June  sur- 
vey found  that  25%  of  small  companies 
hiked  prices  in  the  previous  quarter — the 
fifth  straight  month  the  number  exceeded 
20%  and  the  greatest  string  of  increases 
since  1996.  Meanwhile,  only  7%  lowered 
prices,   suggesting  new  pricing  power 

Sticker  Shock 

RISING  COSTS  ARE  FINALLY  BEGINNING  TO  SPARK 
PRICE  INCREASES 


COMPANIES  LOWERING  PRICES 


JAN.  99 
V   PERCENT 


JUNE  00 


DATA  NATIONAL  FEDERATION  OF 
INDEPENDENT  BUSINESSES 


among  the  nation's  small  companies. 

That's  some  change.  Rather  than  raise 
prices  and  risk  losing  customers,  most 
entrepreneurs  have  focused  on  boosting 
efficiency.  But  for  many  small  compa- 
nies, productivity  gains  no  longer  keep 
pace  with  cost  increases — especially  with 
fast-rising  health-care  and  labor  costs. 
"Margins  are  deteriorating,"  says  nfib 
Chief  Economist  William  C.  Dunkelberg. 
Price  hikes,  he  says,  are  occurring  across 
all  industries,  with  construction  and  pro- 
fessional services  leading  the  way. 

E.  Martin  Davidoff,  owner  of  an  eight- 


person  accounting  firm  in  South 
Brunswick,  N.J.,  raised  his  rates  about 
3%  this  year  and  plans  a  similar  step  for 
early  2001.  Even  that  might  not  protect 
his  margins.  Labor  costs,  he  says,  are  up 
nearly  30%  over  the  past  12  months.  So 
Davidoff  is  working  to  become  even  more 
efficient  by  investing  in  computer  sys- 
tems and  offering  new  perks  to  stop  cost- 
ly employee  turnover. 

Davidoff  s  modest  price  hikes  have 
met  with  little  resistance,  largely  be- 
cause his  clients — many  of  them 
closely  held  businesses — are  in  the 
same  boat.  Others  have  pushed 
through  more  ambitious  increases. 
Christine  Harmel,  CEO  of  Interactive 
Resource,  a  New  York-based  Web 
consulting  firm  with  eight  employ- 
ees, raised  fees  15%  this  year  and  also 
began  charging  a  $3,000  engagement 
fee — with  nary  a  peep  from  clients. 
"Since  business  is  growing  at  a  faster 
clip,  the  value  of  our  services  is  high- 
er than  ever  before,"  she  says. 

That  could  change  if  the  economy 
begins  to  slow — not  a  problem  at  the 
moment.  Economic  growth  registered 
a  greater-than-expected  5.2%  in  the  sec- 
ond quarter,  compared  with  4.8%  in  the 
first  quarter.  The  quickening  pace  may 
well  spur  an  inflation-wary  Federal  Re- 
serve to  raise  interest  rates  a  seventh  time, 
when  it  meets  Aug.  22,  in  an  effort  to 
slow  things  down.  So  a  word  to  the  wise: 
If  price  hikes  are  your  dream,  you'd  bet- 
ter act  now — before  you're  jolted  back 
to  reality.  -LARRY  KANTER 

For  more  on  coping  with  inflation 
and  price  hikes,  click  Online  Extras 
at  frontier.businessweek.com 


I'm  O.K.,  You're  Not 

Small-business  executives  are  increasingly  gloomy 
about  the  national  economy— yet  many  expect  their 
own  companies  to  beat  the  odds,  says  a  quarterly 
survey  by  Heller  Financial  in  Chicago.  Similarly,  the 
NFIB's  monthly  survey  found  optimism  at  a  seven-year 
low— and  sales  expectations  up.  Why  the  contradiction? 
"A  downturn  creates  opportunities  to  gain  market 
share,"  says  Heller  CEO  Richard  J.  Almeida.  In  fact, 
many  entrepreneurs  see  the  dot-com  shakeout  as  a 
chance  to  recapture  some  lost  business. 


SMALL-COMPANY  OWNERS  AND 
EXECS  SEE  TOUGHER  TIMES 

EXPECT  ECONOMY  TO  IMPROVE 


Mere  Net  Names 

The  search  for  the  perfect  I 
net  domain  name  is  about  t 
a  lot  easier.  On  July  20,  th 
ternet  Corporation  for  Assi 
Names  &  Numbers  (ICANN)  \ 
to  increase  the  number  of 
able  Web  addresses  by  ad 
new  suffixes  (or  "top-level 
mains")  to  the  usual  dot-c 
dot-nets,  and  dot-orgs.  The  r 
should  be  a  boon  to  entre 
neurs,  many  of  whom  have 
tured  onto  the  Web  only  to 
their  preferred  domain  nam 
ready  taken.  Lacking  the  ca; 
buy  the  address,  most  have 
little  choice  but  to  come  up  w 
clumsy  alternative,  hamperin 
commerce  efforts  from  the  s 
ICANN  has  yet  to  reveal 
new  suffixes.  The  agency  exp 
to  have  the  framework  for 
new  addresses  in  place  by 
end  of  the  year,  and  entre 
neurs  should  be  able  to  reg 
names  soon  afterward.  So 
tuned,    lest    you    find    your 
locked  out  a  second  time 

-NAWEEN  MA 

Tax  Breaks  for  Renewa 

How  would  you  like  to  pay 
capital  gains  when  you  sell  y 
business?  Thanks  to  Congn 
it's  not  out  of  the  question— \ 
vided  your  business  is  in  the  r 
neighborhood. 

The  House  of  Representat 
voted  on  July  25  to  create  40 
newal  zones"  in  poor  communip 
across  the  country  that  would 
eligible  for  a  number  of  inc 
fives  and  tax  breaks,  including 
exemption  from  capital-gains  t 
es  on  the  sale  of  a  business  hH 
for  at  least  five  years.  Business 
in  the  zones  also  would  recejl 
tax  breaks  to  help  offset  envir^J- 
mental  cleanup  costs. 

Unlike  this  season's  other  t 
reform  packages,  it's  likely  tl 
this  legislation  will  become  I; 
The  White  House  backs  it 
the  measure,  which  passed  t 
House  by  a  vote  of  394-27,  rs 
the  strong  support  of  Democrac 
leaders  in  the  Senate. 
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BREATHIN  G 

_/7 now-  to  manual  for  financial  managers. 


Streamline  your  financial  services.  You  don't  need  us  to  tell  you  how 
busy  you  are.  What  you'd  probably  rather  hear  is  how  we  can  make  your 
life  easier.  Especially  if  you're  interested  in  taking  complete  control  of 
your  company's  finances.  And  what  CFO  wouldn't  be? 

Spend  less  time  going  back  and  forth  between  vendors.  Our 

business  revolves  around  your  finances  and  making  them  easier  to 
manage.  That's  why  we're  the  leading  online  financial  resource  for 
small  businesses.  From  one  online  account,  you  can  access  all  of  the 
financial  services  you  need  plus  a  complete  suite  of  tools  that 
will  keep  you  in  control.  Tools  like  Alert  Services  that  email  you 
and  tell  you  when  there's  a  problem  before  it  becomes  a  problem. 
Valuable  tools  that  make  running  a  business  more  efficient  and 
more  rewarding.  All  from  one  point  of  contact.  All  from  OneCore. 

Inhale.  Exhale.  Repeat  Experience  the  benefits  of  OneCore  —  risk  free. 
Visit  our  Web  site  to  learn  more  about  our  commitment  to  your 
privacy,  satisfaction  and  security.  It's  our  Triple  Guarantee.  Simply  the 
best  protection  you  can  get.  And  it's  yours,  no  strings  attached.  And 
if  all  of  this  feels  strange  to  you,  don't  worry.  It's  tranquility.  If  s  good. 


Holding  all  your  financial  resources  in  one 
place  is  good.  Holding  your  breath  is  bad. 


O  OneCore  Accounts  -  Cash  management 


O  Merchant  Services  -  Credit  card  processing 


O  Credit  -  Financing  for  growth 


O  Payroll  -  On  your  schedule 


O  401  (k)  Plans  -  Built  for  employees  and  you 


Sign  up  for  any  OneCore  Account  at 

www.onecore.com/cfo  and  we'll  give  you 

5,000  frequent  flyer  miles: 


www.onecore.com 


1-888-663-2673 


ONEipORE 

At  the  center  of  your  company's  finances." 


Veb  silo  loi  more  details  OneCore  Is  a  seivlce  of  OneCore  Stv  NASD/SIPC  iS>20rt 
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Got  Spanish? 


INSTANT 


Anita  Santiago  helps  advertisers  bridge  the  gap 
between  Anglo  and  Latino  cultures 


ing  the  differences  between 
Anglo  and  Latino  cultures.  It's 
a  skill  that  Santiago,  46,  honed 
growing  up  in  a  bicultural 
household  near  Caracas, 
Venezuela.  "I  can  see  culture 
from  both  sides,"  she  says. 
"You  can't  learn  that  in  a 
book." 

Santiago  started  her  adver- 
tising career  in  Caracas,  but, 
frustrated  by  limited  opportu- 
nities, moved  to  Los  Angeles 
in  the  early  1980s.  Signing  on 
with  a  small  Hispanic  ad  firm, 
she  became  an  expert  in 
reaching  Latino  audiences, 
winning  the  first-ever  Clio 
award  for  a  Spanish-language 
campaign  in  the  U.  S. — a  spot 
for  a  now-merged  Baby  Bell. 
She  ventured  out  on  her  own 
in  1987,  attracting  clients  like 
Wells  Fargo,  ikea,  and  Home- 
Base.  Revenues  climbed  from 
1935,000  in  1997  to  $1.9 
million  in  1999,  earning  the 
company  a  spot  on  Hispanic 
Magazine's  list  of  the  100 
fastest- growing  Latino-owned 
businesses. 
These    days,    most    large 

agencies    have    Hispanic 

specialists  and  Santiago  is 

no  longer  so  unusual. 

Complicating  matters  are 

cultural        differences 

among    various    His 


IN  1993,  WHEN  the  California  Milk 
Processor  Board  sought  an  advertising 
agency  to  translate  its  popular  "Got 
milk?"  campaign  into  Spanish,  Cali- 
fornia adwoman  Anita  Santiago  point- 
ed out  a  problem.  In  Spanish,  the 
question  takes  on  a  considerably  dif- 
ferent meaning:  "Are  you  lactating?" 
Instead,  Santiago  suggested  a  folksy 
campaign,  with  the  slogan  "And  you, 
have  you  given  them  milk  today?"  Cal- 
ifornia's dairy  industry  has  been  a 
client  of  Santiago's  ever  since.  "She's 
definitely  not  afraid  to  voice  her  opin- 
ion. I  prize  that,"  says  Jeff  Manning, 
executive  director  of  the  milk  board. 

The  nation's  31  million  Hispanics 
have  some  $350  billion  in  annual  buy- 
ing power.  The  question  for  Corpo- 
rate America  is  how  to  reach  them. 
Enter  Anita  Santiago  Advertising  Inc. 
The  12 -person,  Santa  Monica  (Calif.) - 
based  agency  specializes  in  negotiat- 


pamc  communities. 
But  Santiago  notes 
that  all  groups —  M 
whether  Mexican,  H 
Cuban,  or  Puerto  ^ 
Rican — are  united 
by  Spanish.  Rather  than 
assimilating  into  the  mainstream,  His- 
panic culture  "is  not  going  away.  It's 
getting  stronger."  And  advertisers  are 
finally  getting  the  message. 

-CHRISTOPHER  WOODARD 

a  For  more  profiles  of  leading 
entrepreneurs,  click  Online  Extras 
at  frontier.businessweek.com 


EXP 

Background  Checks 

These  days,  it's  tempting  to  hire 
first  person  who  seems  capable  of 
ing  the  job.  But  do  you  know  what  li 
behind  that  spiffy  resume?  The  Assd 
ation  of  Certified  Fraud  Examiners  e| 
mates  that  employee  fraud  costs  sr 
companies  an  average  of  $120,000 
incident.  It's  a  good  idea  to  check 
backgrounds  of  all  applicants.  At 
very  least,  you'll  be  certain  the  pers 
has  the  credentials  they  claim. 


CASE  IN  POINT 

Clik  Communications  Inc.  in  New  Yd 
designs  reports  that  management  co 
sultants  present  to  clients— which  mea 
Clik  is  privy  to  plenty  of  inside  inform 
tion.  Three  years  ago,  managers  hired 
security  expert  to  conduct  backgrourl 
checks  on  employees  and  potential  hire 
examining  credit  and  criminal  bac 
grounds  and  verifying  education  and  e>| 
perience.  Good  thing  they  did— Clik  wa] 
on  the  verge  of  hiring  a  director  of  fil 
nance  who  turned  out  to  have  neithe 
the  MBA  nor  any  of  the  experience  h 
said  he  had.  "It's  the  most  valuable  re 
cruiting  tool  that  I  use,"  Clik  Presiden 
Kristine  Doyle  says  of  the  checks.  "A 
about  $100  per  person,  it's  worth  ever} 
penny." 

RESOURCES 

The  Fraud  Defense  Network's  Frauc 
Tools  page  (www.frauddefense.com 
provides  links  to  free  search  en- 
^  gines  to  verify  Social  Security 
numbers,  addresses, 
and  phone  numbers. 
KnowX.com  lets  you 
check  lawsuits  and 
bankruptcies  for  as 
little  as  $6.95. 
Employeescreen- 
.com  offers  full 
background  searches, 
including  employment  verification,  for  $85. 
The  Association  of  Certified  Fraud  Exam- 
iners (www.cfenet.com)  can  help  you  find 
a  professional  examiner. 

Get  the  Facts  on  Anyone,  by  Dennis 
King  (ARC0,  1999,  $U.95),  explains  how 
to  find  out  as  much  as  legally  possible 
about  an  individual  or  a  company. 

-ALISON  STEIN  WELLNER 
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An  IBM  service  and  support  advantage  for  small  business 
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IBM  NETFINITY  350C  M20 

Intel*  Pentium*  III  processor  667MHz 

Dual  processor  capable 

256K  L2  cache 

128MB  ECC  SDRAM  memory  standard 

9.1  GBJ  SCSI  HDD  standard 

IBM  Netlinity  Manager™  and 

IBM  Netfinity  Director 

Monitor  not  included 


$2,1294 

SuccessLease™      s^o 

for  Small  Business      /O/MONTH' 


CUSTOMIZE  YOURS: 

Pentium  III  Processor  Upgrade 
667MHz  $899*  or  $33/month5 
128MB  133MHz  ECC  SDRAM  RDIMM 
Memory  Upgrade  $309*  or  $11 /month' 
Warranty  Service  Upgrade  -  3-Year 
Onsite/Next  Business  Day/4-Hour 
Response'   $75C  or  $27/months 


IBM  NETFINITY  4600R 

Pentium  III  processor  667MHz 

Dual  processor  capable 

256K  L2  cache 

128MB  ECC  SDRAM  memory  standard 

91GB  Ultra160  Hot-Swap  HDD  optional' 

Light-Path  Diagnostics' 

IBM  Netfinity  Manager  and 

IBM  Netfinity  Director 

Monitor  not  included 


$4,4674 

SuccessLease 
for  Small  Business 


H59/MONTH' 


CUSTOMIZE  YOURS: 

Pentium  III  Processor  Upgrade  667MHz/ 
256K  Slot  1  $899*  or  $33/months 
ServeRAID™  4L  Ultra160  SCSI 
Controller  $745'  or  $27/months 
Warranty  Service  Upgrade  -  3-Year 
Onsite/Next  Business  Day/4-Hour 
Response  $900*  or  $33/month5 


MY  BUSINESS 
DEPENDS  ON 
TECHNOLOGY 


SO  I  DEPEND 
ON  IBM 


GET  A  SERVER  THAT'S  EASY  TO  SET  UP,  EASY 
TO  MANAGE  AND  COMES  WITH  GREAT  SUPPORT, 
DIRECT  FROM  IBM.  If  you  re  looking  for  a  server  that 
won't  eat  up  your  budget  or  derail  your  day  with  trouble- 
shooting and  maintenance  tasks,  you  can  look  to  IBM. 
These  reliable  IBM  Netfinity8  servers  come  with  comprehensive 
installation  and  configuration  support,  plus  a  three-year  onsite 
limited  warranty'  You'll  also  have  90  days  of  Start  Up  Support 
for  those  questions  that  arise 
after  installation  is  complete. 
Seamless  support  from  the 
minute  you  buy  them,  straight 
through  the  next  three  years. 
In  fact,  all  IBM  Netfinity 
products  come  with  world- 
class  limited  warranties  and 
personalized  service  and 
support,  so  you  can  feel  • 

confident  that  your  technology 
is  working  just  as  hard  as  you 
and  your  staff  are. 


business  tools 


IBM  NETFINITY  3500  M20 


pentium®/// 


DIRECT  TO  YOU 


Please  use  advantage  code  7813  for  latest  pricing. 


ibm.com/smallbusiness/7813 
1-888-ShoplBM,  advantage  code  7813 

IBM  recommends  Windows  2000  Professional  for  business. 


'For  terms  and  conditions  or  copies  ot  IBM's  Statement  of  Limited  Warranty,  call  1  800  772-2227  in  the  US  and  in  Canada  call  1  800  426-2255  Limited  warranty  includes  International  Warranty  Service  in  those  countnes  where 
this  product  is  offered  Telephone  support  may  be  subiect  to  additional  charges.  MHz  measures  only  microprocessor  internal  clock  speed,  not  application  performance.  Many  factors  affect  application  performance.  >G8  means 
one  billion  bytes  when  referring  to  hard  drive  capacity  Accessible  capacity  may  vary  'Prices  shown  are  pnces  available  from  IBM  directly;  reseller  prices  may  vary  for  Netfinity  3500  M20  Part  #8657-22Y.  Processor  Upgrade  Part 
#10K3804.  Memory  Upgrade  Part  #33L3123,  Warranty  Service  Upgrade"  Part  #30L9185,  Netlinity  4500R  Part  #8656-2RY.  Hard  Drive  Part  #37L7201  Processor  Upgrade  Part  #00N7949,  ServiceRAID  Controller  Part  #37L6091. 
Warranty  Sen/ice  Upgrade  Part  #41L2737  IBM  price  does  not  include  tax  or  shipping  and  is  subiect  to  change  without  notice  SuccessLease  is  offered  and  administered  in  the  US  and  Canada  by  third-party  providers  of  business 
financing  approved  by  IBM  Global  Financing  SuccessLease  terms  and  conditions  provided  by  the  third  party  Monthly  lease  payments  based  on  36-month  term,  full  payout  lease,  to  qualified  business  customers  installing  in  the 
US  Documentation  lee  and  lirst  month's  payment  due  at  lease  signing  Taxes  are  additional  Other  terms  and  financing  structures  are  available  Offer  may  be  withdrawn  or  changed  without  notice  Options  must  be  leased  with 
System  unit  "ServicePac"  is  available  tor  commercial  use  and  is  subject  to  the  IBM  ServicePac  Maintenance  Services  Agreement  Sen/ice  not  provided  in  homes  For  consumer  or  home  service  otfenngs.  call  1-888-ShoplBM. 
Netfinity  4500R  Part  #8656-2RY  does  not  come  standard  with  hard  disk  drive,  it  is  priced  with  HDD  Part  #37L7201  "Only  available  on  select  model  Netfinity  servers.  For  more  assistance,  the  IBM  HelpCenter*  is  a  telephone  call 
away.  24  hours  a  day,  seven  days  a  week  Response  times  may  vary  All  products  ship  with  an  operating  system,  except  servers  IBM  reserves  the  right  to  alter/withdraw  otfenngs  at  any  time,  wrthoul  notice  SuccessLease  and 
all  IBM  product  names  are  registered  trademarks  or  trademarks  ol  International  Business  Machines  Corporation  Intel,  the  Intel  Inside  logo  and  Pentium  are  registered  trademarks  of  Intel  Corporation  Other  company  product 
and  sen/ice  names  may  be  trademarks  or  service  marks  of  others  ©2000  IBM  Corp  All  rights  reserved 
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I've  Asked  You  Here  Because. 


Online  focus  groups  can  be  a  great  way  to  get 
some  quick-and-dirty  market  research 


LAST  SPRING,  iPnetwork.com,  an  on- 
line marketplace  for  patents,  licenses, 
and  other  forms  of  intellectual  proper- 
ty, revamped  its  site  in  an  effort  to 
boost  traffic.  It  didn't  work,  and  exec- 
utives needed  to  know  why — fast. 
They  decided  to  hold  a  focus  group. 

Lacking  time  and  mon- 
ey for  a  traditional  re- 
search project,  the  New 
York  company  turned  to 
the  Web,  hiring  a  con- 
sultant to  conduct  a  pair 
of  online  focus  groups. 
Twelve  days  and  $13,000 
later,  report  in  hand,  the 
company  fine-tuned  its 
site,  rearranging  the 
home  page  for  a  clean- 
er, easier-to-navigate 
look  and  beefing  up  the 
news  section.  The  result: 
Traffic  is  up  and  cus- 
tomers are  bookmarking 
ipnetwork. corn's  page 
more  frequently  and  stay- 
ing longer,  says  Sruba  De, 
the  company's  Internet 
marketing  officer. 

Traditional  focus  groups — which  can 
cost  as  much  as  $100,000  and  take 
months  to  produce  results— have  long 
been  beyond  most  small  companies. 
The  Web  changes  that.  Now,  the  entire 
process  can  be  done  in  just  weeks,  for 
as  little  as  $3,500  a  session.  Simply 
substitute  an  Internet  chat  room  for  a 
conference  room  with  a  two-way  mir- 
ror, let  the  participants  log  on  from 


Smart  Answers 

Q:  I  need  to  shut  down  my  50-year- 
old,  family-owned  travel  agency.  How 
do  I  do  this  properly? 

— M.G.,  Fairfield,  Conn. 

A:  Every  business  needs  an  exit  plan. 
Strategies  vary  according  to  a  company's 
legal  structure,  so  you'll  need  to  enlist 
an  experienced  lawyer. 

Even  if  you  can't  find  an  outright  buy- 
er, a  lot  can  be  sold  in  pieces— your 
customer  list,  business  name,  Web  site, 


their  own  computers,  and  fire  away. 
According  to  a  recent  survey  by  Harris 
Interactive,  a  Rochester  (N.Y.)  market 
research  firm,  virtual  groups  yield  re- 
sults that  are  almost  identical  to  face- 
to-face  ones. 

Most  market  research  firms  have 


added  online  offerings,  and  it's  not  a 
bad  idea  to  give  them  a  try.  The  firm 
will  identify  an  appropriate  cross-sec- 
tion of  respondents,  provide  the  soft- 
ware to  make  the  online  focus  group 
work  efficiently,  and  design  a  series 
of  questions  to  ensure  that  you  get 
your  answers  within  the  allotted 
time — usually  two  hours.  Just  as  in  a 
live  setting,  a  moderator  will  provoke 


and  fax  and  phone  numbers.  "Expect  to 
get  between  50<f  and  70<t  on  the  dollar 
for  your  receivables,"  says  Martin 
Pichinson,  an  asset  liquidation  specialist 
at  Sherwood  Partners  Inc.  in  Los  Ange- 
les. A  business  broker  can  help  you  val- 
ue each  of  these  assets. 

If  you  have  a  long-term  lease,  your 
rent  may  be  less  than  market  value, 
and  your  landlord  may  be  happy  to  re- 
lease you.  Or,  you  may  be  able  to  sublet 
to  the  company  that's  buying  your  as- 
sets. But  be  careful  about  subleasing— 


responses,  encouraging  conversatii 
among  participants.  Meanwhile,  yo 
be  watching  it  all  in  your  own 
vate  chat  room. 

Given  the  brevity  of  the  sessio 
it's  best  to  confine  your  inquiry  to 
or  two  topics.  Marta  Loeb,  preside 
of  Y- Access,  a  Boston  marketing  o 
sultancy,  wanted  to  learn  how  her  st, 
of  10  could  better  serve  clients.  Sin| 
most  people  are  too  busy  to  ans 
questions  during  busin 
hours,  she  organized  a  p 
of  evening  focus  groups 
the  Web.  Clients  logged 
from  home,  and  Y-Acce 
learned  that  it  needed 
provide  market  intelligent 
later  in  the  product  deve 
opment  cycle.  The  two-ye 
old  company  retooled  its  o 
ferings  and  landed  its  large 
client  to  date,  more  tha: 
covering  the  $18,000  prio 
tag,  Loeb  says. 

There  are  cases,  howev 
er,  in  which  online  group: 
aren't  the  best   qption.   II 
your  customers  aren't  tech 
savvy,  or  if  your  product  re 
lies  heavily  on  touch  and 
taste,  you  may  be  wiser  to 
foot  the  bill  for  a  traditional 
group.  But  if  all  you  require  is  a  quick 
glimpse  into  your  customers'  minds, 
an  online  group  could  be  the  way  to 
go.  Just  log  on,  and  let  their  fingers  do 
the  talking. 

-ALISON  STEIN  WELLNER 

For  more  about  online  focus 
groups,  click  Online  Extras  at 
frontier.businessweek.com 


r 


if  the  new  tenants  default,  your  person- 
al assets  could  be  at  risk. 

Tell  all  your  suppliers  and  customers, 
in  writing,  that  you're  closing  (make 
sure  your  lawyer  clears  the  letter  first). 
By  stopping  rumors  before  they  start, 
the  transition  will  be  much  less  compli- 
cated and  far  more  pleasant. 

-KAREN  E.  KLEIN 

Have  a  question  about  running  your 
small  company?  Send  an  e-mail  to 
frontier    businessweek.com 
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The  prognosis  for  Medsite.com  was  for  chronic  growth 
spurred  by  an  imminent,  hyperactive  IPO.  So  Jose  Benitez. 
Jr.,  Medsite's  manager  of  technical  support,  inquired  about 
Subscription  Computing"  from  micronpc.com.  After 
talking  with  one  of  our  dedicated  sales  reps  (the  always 
on-call  Ryan  Keen),  they  subscribed  to  a  holistic  solution 
that  included  100  Millennia'  desktop  PCs  and  Micron" 
notebooks  for  the  three 


partners.  They  are  also 
able  to  add  high-speed 
connectivity  and  Web 
hosting  through  our 
HostPro  subsidiary.  Result: 
Medsite.com  can  specialize 
in  e-commerce  while  we 
administer  the  support. 
Should  your  e-business 
ever  show  any  symptoms 


Subscription  Computing 

Get  any  two  services  when 
you  buy  any  Millennia  desktop 
featuring  the  Intel"  Pentium'  III 
processor  and  get  ~%  financing: 

Web  hosting 

Conn: 

Uplifted  on-site  service 

Priority  Access  technical  support 

System  installation 

Peripheral  installation 

^'ade 

Document  transfer 


of  affliction  or  malaise,  our  Subscription  Computing 
could  well  be  the  cure.  Think  of  us  as  the  CPR  for  URLs. 


miCronpC.COm  Think  beyond  the  box: 


SHOP  ONLINE  AT  MICR0NPC.COM/MED27  OR  ORDER  TOLL-FREE  1-888-859-3318 


For  government  or  education  sales,  call  1-888-209-8041.  GSA  Contract  #:  GS-35F-4317D 

I O2000  Micron  Bectronics.  Inc  All  rights  reserved  Micron  Electronics.  Inc.  is  not  responsible  for  omissions  or  errors  m  typography  or  photography.  All  purchases  are  subject  to  availability.  Prices  and  specifications  may  be 

I  changed  without  notice,  prices  do  not  include  shipping  and  handling  and  any  applicable  taxes  Sellers  return  policy  does  not  include  return  freight  and  original  shipping/handling  charges,  and  all  return  and  warranty 

I  periods  begin  from  the  date  a  product  is  shipped,  not  when  it  arrived  A  restocking  fee  may  be  charged  upon  the  return  of  a  product.  All  sales  are  controlled  by  sellers  current  terms  and  conditions  of  sale,  which  are 

on  sellers  website  or  from  its  sales  representatives  On-site  service  is  provided  at  sole  discretion  of  Micron  Computer  Services,  Inc.  A  diagnostic  determination  for  on-site  service  must  be  made  by  a  Moon  service 

,  >iovisionof  on-site  service  On-site  service  is  provided  by  a  third-party  service  provder  under  a  separate  service  contract  between  you  and  the  service  provider.  Intel,  the  Intel  hsde  logo  and  Pentium 

uks  of  Intel  Corporation  Product  names  of  micronpccom  products  are  trademarks  or  registered  trademarks  of  Micron  Bectronics.  Inc.  Other  product  names  used  in  this  publication  are  for 

I  of  their  respective  companies  Subscription  Computing  offer  valid  for  business  customers  who  commit  to  a  12-  18;  24-  or  36-month  term  and  agree  to  fvtcrort 

i  lion  Computing  terms  and  conditions,  which  are  available  at  httpMxxit  miaonpcconvlegalAubscriptionhtrnl  or  from  a  Micron  sales  representative  at  800-438-3343  7%  interest  charged  for  hardware  purchases  only 
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0  Death,  Where  is  Thy  Sting? 
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With  a  little  planning,  you  can  protect  the  family 
business  from  the  ravages  of  estate  taxes 


DEATH  AND  TAXES  may  be  unavoid- 
able, but  there's  nothing  preordained 
about  death  taxes — even  if  President 
Clinton  vetoes,  as  promised,  the  re- 
peal Congress  passed  in  late  July. 
"With  planning,  it's  relatively 
easy  to  pass  a  business  to  the 
next  generation,"  says  H.  Al- 
lan Shore,  a  certified  public 
accountant  and  lawyer  at 
Ackerman  Senterfitt  &  Edi- 
son in  Miami.  The  problem 
is,  few  people  plan. 

Case  in  point:  John  Kear- 
ney. When  his  father  died  last 
November,  Kearney,  5  2, 
planned  to  take  over  die  fam- 
ily auto  dealership  in  Ravena, 
N.Y.  But  first,  he  had  to  raise 
$400,000  to  cover  the  tax 
bill  on  his  father's  $1.6  mil- 
lion estate.  The  family's  funds 
were  so  depleted  that  when 
business  slowed  during  the 
winter,  Kearney  dipped  into 
his  son's  college  money.  De- 
termined to  spare  his  heirs  a 

Buy  life  insurance  that 
can  be  used  to  pay  the 
tax  bill.  Or  make  gifts 
to  your  heirs  over  time 

similar  fate,  Kearney  bought  a  term 
life-insurance  policy.  The  cost:  $3,000 
a  year. 

But  Kearney  is  in  the  minority.  Ac- 
cording to  a  recent  poll  by  Arthur  An- 
dersen, only  14%  of  small  businesses 
purchased  insurance  to  cover  poten- 
tial estate  tax  liability,  and  just  1 5% 
sought  help  from  a  lawyer  or  ac- 
countant. It's  easy  to  see  why — no  one 
likes  contemplating  mortality.  Besides, 
such  strategies  mean  tying  up  capital. 
But  it  has  to  be  done. 

Here  are  some  tips  to  make  the  task 
less  forbidding  and  less  costly. 
♦  Find  an  accountant  and  a  lawyer 

who  specialize  in  succession  plan- 


ning. They'll  tell  you  what  laws  ap- 
ply to  your  estate,  draft  a  will,  set 
up  trusts,  and  make  other  arrange- 
ments. Professional 


fees  can  run  into 

the  tens  of  thousands  of  dollars.  You 
may  also  need  a  business  valuation, 
which  can  cost  about  $20,000. 
♦  Buy  life  insurance.  Some  policies 
cover  estate  taxes,  but  if  it's  in  your 
name,  it's  part  of  your  taxable  es- 
tate. A  way  around  that  is  to  set  up 


Paternalism  Pays  Off 

Socking  money  away  in  a  401  Ik)  plan  is 
about  to  get  easier  for  entrepreneurs. 

That's  because  the  feds  have  carved  a 
shortcut  around  "discrimination  tests" 
that  trip  up  many  small  companies. 

Under  the  old  rules,  the  highest-paid 
employees  (which  usually  include  the 
owner)  were  unable  to  make  a  full  con- 
tribution to  a  401  (k)  plan  unless  a  cer- 
tain percentage  of  lower-paid  employees 
also  participated.  The  goal  was  to  en- 
courage employers  to  offer  a  plan  that 
was  attractive  to  everyone.  But  in  prac- 


a  life-insurance  trust  owned  by  yd 
beneficiaries.  The  payout  will 
outside  of  your  estate,  and  can  l 
used  to  pay  the  tax  bill. 
*  Make  gifts.  The  Internal  Rever 
Service  allows  individuals  to  ma 
tax-free  gifts  valued  at  up 
$  10,000  a  year.  So  one  way  I 
reduce  the  value  of  your 
tate  is  to  transfer  owners! 
of  your  company  to  yoj 
heirs  slowly  in  chunl 
worthless  than  $10,000. 
♦  Sell  at  a  discount.  This  iJ 
volves  selling  stock  to  yotl 
heirs  at  a  discounted  pric] 
One  way  of  doing  this  is 
set  up  a  family  limited  pari 
nership  (flip).  Under  sucl 
an  arrangement,  your  chil 
dren  become  limited  parti 
ners  in  your  business.  Bi 
because  they  have  onl[ 
limited  control  over  cornl 
pany  affairs,  you  can  sell 
them  stock  at  far  less  thar 
book  value.  Although  yoi| 
still  must  pay  giftt  taxes  or 
the  transaction,  the  hij 
should  be  less  painful  be- 
cause of  the  lower  price. 
If  small-business  advocatesl 
have  their  way,  the  entire  dis- 
cussion will  someday  be  irrelevant.  Butl 
for  now,  one  thing  is  certain:  Pay  now.l 
or  your  estate  will  pay  later. 

-ALISON  STEIN  WELLNERl 


For  more  on  estate  planning, 
click  Online  Extras  at 
frontier.businessweek.com 


tice,  low-paid  employees  proved  reluc- 
tant to  sign  up. 

The  solution:  automatic  enrollment. 
Instead  of  persuading  people  to  sign  up, 
you  can  simply  enroll  all  your  workers  in 
an  IRS-approved  plan  and  start  making 
deductions  on  their  behalf— unless  they 
specifically  opt  out.  Few  do.  This  all  but 
ensures  you'll  pass  the  regulatory  test  so 
you  can  max  out  your  own  account. 

Paternalistic?  Probably.  Selfish? 
Maybe.  But  Treasury  Secretary  Lawrence 
Summers  prefers  to  call  the  change  in 
the  rule  "a  positive  presumption  in  favor 
of  saving."  —RICK  GREEN 
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Work  for  a  small  business? 
Let  Hertz  work  for  you. 


Small  businesses  can  enjoy  the 

benefits  that  Hertz  provides. 

Like  double  Frequent  Flyer  Miles. 

(JrV)hether  you  work  tor  a  small  business  or  you 
own  one.  Hertz  understands  your  needs.  And  to 
prove  it,  we're  ottering  some  great  incentives. 
Like  double  frequent  flyer  miles  on  most 
major  U.S.  airlines  for  qualifying  rentals  now 
through  10/31/00.  When  you  mention  CDP# 
1188888,  you'll  get  a  special,  low  rate.  Plus, 
mention  your  frequent  flyer  membership 
number  and  we'll  give  you  twice  the  miles  you 
normally  earn  for  putting  your  trust  in  Hertz. 

Plus,  get  your  first  year  of  Hertz 
#1  Club  Gold  membership  on  us. 

(D)on't  miss  your  chance  to  take  advantage 
of  Hertz  #1  Club  Gold,®  our  fastest  and 
easiest  way  to  get  from  the  plane  to  your  car 
and  out  of  the  airport.  For  a  limited  time,  all 
you  or  your  travel  agent  has  to  do  is  log  on 
to  http://offers.hertz.eoin/sniallbusiness 
and  complete  the  #1  Club  Gold  enrollment 
form  and  we'll  waive  the  membership  fee  for 
one  year  (a  S5()  value).  The  offer  expires 
on  10/31/00,  so  sign  up  online  today. 
Putting  you  on  the  road  to  success.  Another 
reason  nobody  does  it  exactly  like  Hertz. 


exactly.8 


"  " '  rats  i",,K  and othei  Ibii  nn  *kh    t  -,  pai  ow  e iibrtz systkm on    ) 17040 

oc  your  Information;  Mlleage/credll  offal  valid  with  mom  majoi  U  S  airlines  ;it  participating  Herts  locations  Proof  "i  currenl  travel  and  frequeni  flyei  men  ited  ai  time  of 

!  <.-iii.il  A  flight  in. iv  nol  be  required  to  earn  double  miles  with  certain  airline  programs  1  01  .1.  tails  and  1  complete  Hal  ..1  participating  1  S  airlines,  check  .it  time  o(  reservation  Standard  rental 
MUsllfloatlons,  rental  periods  and  return  restrictions  apply  Double  miles  offoi  requires  rental  oai  plokup  no  latei  than  10  II  00  Offei  ma)  nol  be  combined  with  an)  other  coupon,  discount 

'I  promotion  from  Herti  All  airline  frequeni  flyei  program  rule*  and  conditions  ippl)  Customers  must  Ik-  residents  of  the  US  or  Canada  and  .it  leasl  25  years  ..1  age  lobe  .!  . 
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Pop  Goes  the  Diesel 

Rising  gas  prices  are  brutal  on  small  business.  How 
do  you  squeeze  margins  that  are  already  pinched? 


^m^i^ 

GAS  PAINS:  Mott's  Supersucker  trucks  gulp  100  gallons  a  day.  With  fuel  prices  up 
28%,  his  daily  surcharge  on  industrial  cleaning  will  "barely  cover"  the  difference 

THEY  WEIGH  43,000  POUNDS  and 
can  hold  two  dump  trucks'  worth  of 
industrial  mess:  slag  from  oil  refineries, 
algae  from  die  cooling  tanks  of  nuclear 
power  plants,  spilled  grain  from  rail 
yards.  Not  surprisingly,  the  brawny  vac- 
uum trucks,  apdy  named  Supersuckers, 
eat  through  100  gallons  of  fuel  a  day. 
So  when  diesel  prices  shot  up  28% 

When  it  comes  to  fuel, 
small  companies  find  it 
harder  than  usual  to 
pass  along  cost  hikes 


earlier  this  year,  Chuck  Mott,  who 
owns  three  Supersuckers,  had  to 
choose:  raise  rates  and  risk  losing  cus- 
tomers, or  absorb  the  costs  and  watch 
profits  erode.  He  struck  a  compromise, 
adding  a  5%  surcharge  to  the  daily  fee 
for  industrial  cleaning — a  move  he  says 
will  "barely  cover"  the  additional  costs. 
"You  have  to  be  careful,"  says  Mott, 
owner  of  Innovative  Vacuum  Services 
Inc.,   a   30-person  company  in  Ed- 


monds, Wash.  "There's  only  so  much 
you  can  increase  prices." 

Thousands  of  small  businesses  are 
in  a  similar  bind.  Although  fuel  prices 
have  dipped  somewhat  since  their  ear- 
ly summer  highs,  regular  unleaded  gas 
remains  29%  higher  than  a  year  ago, 
and  diesel  is  26%  higher. 

While  many  companies  are  discov- 
ering a  newfound  ability  to  pass  along 
rising  costs  (page  F10),  others  are  be- 
ing squeezed  tighter  than  ever.  Among 
the  hardest-hit:  small  trucking  compa- 


Depleted  Stocks 

If  you  ever  doubted  whether  you're  a 
tough  customer,  look  what  entrepre- 
neurs have  done  to  the  big  publicly 
held  companies  that  cater  to  small 
business.  They're  a  disaster,  if  stock 
price  is  any  indication.  Of  40  companies 
identified  by  frontier  as  dependent- on 
small  business,  more  than  half  were 
selling  near  their  12-month  lows  in  late 
July.  Average  decline:  52%,  with  many 
showing  drops  exceeding  70%.  Some 
companies  never  even  got  to  the  starting 
gate— DigitalWork.com  pulled  its  public 


nies.  Most  operate  on  razor -thin  p: 
it  margins.  With  the  added  diesel  co 
they're  just  breaking  even,  says  El 
Madsen,  owner  of  Madsen  Trucki 
in  Seatde.  Madsen  has  added  surchar 
of  3%  to  5%  to  some  deliveries, 
across-the-board  hikes  are  out  of  tl 
question,  unless  his  larger  competitc 
act  first.   "The  loyalty's  not  ther 
Madsen  says  of  his  customers. 

High  fuel  prices  tend  to  hit  sm 
companies  much  harder  than  lar 
ones,  which  have  lower  per-unit  shij 
ping  costs,  says  Thomas  A.  Gray,  wr] 
runs  the  Center  for  Small  Busine.) 
Studies,  a  Washington-based  consu 
tancy.  Gray  says  higher  fuel  costs 
shave  1%  to  2%  from  most  small  bus 
nesses'  yearend  profits. 

Chicago  florist  Gary  Gudino  J 
braced  for  the  hit.  Despite  cost  hikes  a 
high  as  $500  a  week,  he  doesn't  dar 
raise  prices.  Instead,  he's  hoping  tha 
higher  sales  volumes  around  the  holi 
days  will  make  up  for  the  added  ex 
penses  now. 

Relief  could  be  on  the  way.  As  opec 
increases  production,  the  average  price 
of  unleaded  should  drop  10c1  to  20?!  a 
gallon  over  the  next  year,  predicts  Banc 
of  America  Securities  analyst  Tyler  Dann 
But  diesel  and  heating  oil  prices  could 
remain  volatile.  If  that  happens,  Mott 
says  he'll  raise  prices  3%  or  4%.  Then 
he'll  turn  to  yet  another  problem:  hir- 
ing enough  drivers  to  keep  his  Super- 
suckers on  the  road.    —  JULIE  FIELDS 

0  For  more  on  the  impact  of  fuel 
costs,  click  Online  Extras  at 
frontier.businessweek.com 


offering  in  May.  Even  companies  with 
long  track  records  such  as  Staples  Inc. 
[down  52%)  are  suffering.  A  notable  ex- 
ception: Paychex  Inc.,  the  payroll  proces- 
sor, up  about  60%  this  year. 

What's  the  problem?  Common 
themes  that  crop  up  include  rising  tech 
costs  and  the  tough  competitive  envi- 
ronment. Likely  culprits  include  their 
efforts  to  deliver  more  to  small  compa- 
nies over  the  Web,  and  the  cushy  deals 
for  free  services  and  cut-rate  products 
you've  been  enjoying.  For  this  year,  at 
least,  you've  been  better  off  buying  from 
their  stockroom  than  buying  their  stock. 
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business  management  software  customers  worldwide. 


We're  Sage®,  the  world's  leading  provider  of  PC  based  accounting  software,  with  more  than  1 ,200  new  customers 
very  business  day.  For  medium-size  businesses,  there's  MAS  90,  recommended  by  more  CPAs  than  any  other 
lid-range  business  management  software;  Abra,  the  market  leading  HR/Payroll  solution;  and  FAS,  the  standard  for 
xed  asset  management,  outselling  the  competition  3  to  1 .  For  larger  businesses,  Acuity,  now 
tvailable  with  Imperativ  HRMS,  has  won  the  Microsoft"  Industry  Solution  award  three  years 
unning.  For  more  information,  call  us  at  1-888-878-7822.  Or  visit  us  at  www.sage.com.  ^""A  /-"o^'/f  ttfui  tcnTic1 


AS  90" 


Abra" 


FAS" 


Peachtree" 


Acuity  " 


Imperativ' 


You've  got  business  connections 
you  didn't  even  know  about. 


Visa®  Business  Credit  and  Check  Cards  save  you  money  on  everything 
from  computers  to  business  insurance. 


Great  Hotel  Value 


ewausaUpCom 


Powerpay 

A  Ceridian  Company     '  *      ^^| 

COMPAQ 


SI 

PWneyWorks' 


Pitney  Works  is  a     V.  S 
service  mark  ot  Pilney  Bowes  Inc 


PEPBOYS 
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MAINTK1WANCK. 

WAREHOUSE 


Introducing  theVisa  Business  Partner  Advantage™  program.  Simply  use  your  Visa  Business 
Credit  or  Check  Card  and  enjoy  savings  and  special  opportunities  on  premier  products  and 
services  from  some  of  the  best  merchants  in  the  business.  That's  it.  No  big  sales  pitch.  No 
overpromising.  Just  one  company  looking  out  for  another.  A  strange  concept  in  business, 
we  know. 

With  Visa  Business  Credit  and  Check  Cards  you'll  not  only  get  great  savings,  but  the 
benefit  of  a  card  designed  to  keep  your  business  and  personal  expenses  separate. 
Making  life  simpler  and  easier  for  you. 

See  how  you  can  benefit  from  Visa's  business  connections.  Call  I  -800-520-8472  or  visit 
us  online  at  www.visa.com/partneradvantage. 
Visa.  It's  EverywhereYouWantTo  Be? 


Visa  Business  checkcard 

Visa  Business 
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ike  That  Meeting  Happen 

-  a  true  logistical  nightmare,  try  ar- 

iging  a  meeting  in  a  distant  city  with 

>ple  coming  from  every  corner  of  the 

ion.  A  couple  of  Web  sites  promise  to 

ip  ease  the  planning  process.  With 

Meetings.com,  you  designate  a  city  for 

meeting,  as  well  as  the  number  of 

rticipants  and  where  they're  flying 

■m.  It  then  gives  you  a  list  of  hotels 

th  adequate  facilities  and  adds  up  the 

;al  cost  (including  airfare).  The  site  can 

/e  you  a  big  head  start  on  looking  for 

:ilities  and  a  quick  idea  of  the  going 

ices.  EventSource.com  takes  a  different 

ck.  It  lets  you  research  venues  and 

en  provides  price  quotes  with-    ^ 

24  hours  from  those  that 

your  criteria.  The  site 

so  features  an  on- 

ne      auction      in 

•hich    hotels    and 

ther  facilities  bid  for 

Dur  business. 

.hare  Your  Fast 
Access 

\  speedy  DSL  or  cable  In- 
ernet  connection  offers 
ast  access  to  the  Web,  but 
or  only  one  computer.  To 

share  the  wealth,  try  the  lat 
;st  small  office  router-fire 
/vail  products.  These  devices  allow  sev- 
eral users  to  tap  into  a  single  DSL, 
:able,  or  ISDN  connection.  (The  fact 
that  they're   sharing   means  the 
bandwidth  is  divided:  That  is,  the 
more  users  who  are  on  at  once,  the 
slower  the  speed  for  each.)  These 
connections  also   provide   security 
against  Internet  hackers.  Digicom  System 
Inc.'s  new  $299  BritePort  DSL  Gateway 
Bridge/Router,  model  8110,  connects  to  an 
office  network,  or,  if  you 
don't  have  a  network, 
to     two     computers. 
(www.digicomsys.com, 
408  719-5100).  At  $129, 
Linksys'  EtherFast  Ca- 
ble/DSL Router  is  the  lowest-cost 
unit  (www.linksys.com,  800  546 
5797).  Both  were  designed  for  small 
offices— and  their  owners.  You  don't 
have  to  be  a  technology  expert  to  install 


IF  MANAGING  YOUR  COMPUTERS  is 
a  constant  headache,  here's  a  thought: 
Forget  about  it.  Let  someone  else  fiddle 
with  memory  and  fuss  with  bandwidth 
while  you  and  your  staff  focus  on 
something  you  actually  understand — 
your  business.  Believe  it  or  not,  it  just 
may  be  possible. 

Now  there  are  two  significant 
companies — CenterBeam  Inc.  and 
Everdream  Corp. — that  aim  to  make 
life  easier  by  transforming  technolo- 
gy from  a  product  to  a  service.  Their 
pitch:  Outsource  your  computer 
system.  All  of  it — every 
terminal,  keyboard, 
connection,  and  patch 
of  software — at  once. 
Instead  of  buying, 
upgrading,  and 
maintaining  your 
own  sys- 
tem, sim- 
ply pay  a 
monthly  fee 
for  a  bun- 
dle that 
includes  top- 
of-the-line  hard- 
ware, Microsoft  Office 
software,  networking, 
Web  access,  and  support,  most 


them. 


-WAYNE  KAWAMOTO 
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How  to  outsource  your  high-tech  headaches 


of  it  delivered  right  to  hard  drives  over 
the  Net. 

CenterBeam  and  Everdream,  known 
as  IT  service  providers,  could  be  on 
to  something.  Only  about  16%  of 
small  businesses  with  Pes  employ 
someone  full-time  to  manage  their 
systems,  according  to  research  firm 
International  Data  Corp.  That's  the  job 
it  service  providers  promise  to 
perform.  "I  think  they're  here  to  stay," 
says  Mary  Porter,  an  analyst  for  Fram- 
ingham  (Mass.)-based  idc.  "I  think 
they'll  be  the  solution  to  a  lot  of 
small-business  problems." 

The  key  problem?  "What  you  want 
is  stuff  that  works,"  says  Sheldon 
Laube,  ceo  of  Santa  Clara  (Calif. )- 
based  CenterBeam  and  former  head 
tech  honcho  at  Novell  Inc. 

While  CenterBeam  won't  disclose 
how  many  systems  it  has  installed, 
Fremont,  (Calif.) -based  Everdream,  led 
by  Gary  Griffiths,  former  ceo  of  Sega- 
Soft  Networks  Inc.,  claims  about  500 
customers  across  18  states. 

Whatever  ,the  numbers,  the  offer 
of  hassle-free  computing  is  catching 
on  with  people  like  Rosemary  Ander- 
son of  West  Coast  Office  Interiors,  a 
Santa  Clara-based  office  furniture  sup- 
plier with  42  employees.  As  the  tech- 
^^^^^^^  savviest  person  in  the 
^r^V^H  ^  office,  Anderson,  the 
*  9  w  W  ^B  company's  accounting 
■^_Z^  fl  manager,  found  herself 
<*~±-2 — ->  ^^H  in  a  losing  battle  to 
^^^J  maintain  the  compa- 
ny ny's  21  pes.  When  West 
™  Coast  decided  to  over- 
f  haul  its  technology,  An- 
f  derson  threw  in  the 
el.  In  December,  West 
Coast  turned  to  Cen- 
terBeam. The  hard- 
ware arrived  in  the 
mail,  and  Anderson 
the  color-coded 
plugs  and  cords  made 
setup  easy.  The  com- 
pany now  runs  on  a 
network  of  eight  lap- 
tops, ten  desktops, 
and  three  high-end 
machines.  There's  e- 
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mail  for  everybody  and  a  high-speed 
DSL  connection,  with  CenterBeam  as 
the  company's  Internet  service 
provider.  Anderson  says  CenterBeam 
usually  responds  within  10  minutes 
to  any  report  of  trouble  and  can  fix 
most  problems  remotely.  And  all  for 
just  $45,600  a  year — well  under  the 
cost  of  hiring  a  tech-support 
pro  to  keep  such  a 
system  running. 

Is  an  IT  service 
provider  right  for 
you?  If  it's  time  for 
a  major  upgrade,  or 
if  you  now  need 
someone  just  to  keep 
your   system   healthy,   it 


Tech  support 
staff  can  usually 
make  on-the-spot 
emergency  visits 
within  24  hours 


might  be  a  good  idea.  If  your  IT  in- 
frastructure runs  well  but  needs  a 
boost — say,  you  need  help  getting  on- 
line— you  might  try  a  service  that 
doesn't  try  to  be  all  things  to  all  peo- 
ple, such  as  ibm's  WebConnections  or 
Micron  Technology  Inc.'s  NetNow. 
Consultants  catering  to  small  busi- 
nesses, such  as  All  Bases  Covered  and 
TechPlanet,  are  another  option. 

Speed  Bumps  If  you  decide  to  go 
with  an  IT  service  provider,  be  aware 
that  CenterBeam  will  only  support  its 
own  equipment.  Everdream,  which 
also  installs  Windows-based  PCs,  offers 
to  integrate  its  machines  into  your  ex- 
isting network.  Their  networking  tech- 
nology differs,  too.  CenterBeam  uses 
wireless  equipment  from  Lucent  Tech- 


nologies Inc.,  which  makes  setup  easi- 
er. (You'll  be  doing  it  yourself,  re- 
member.) It  also  allows  employees  to 
roam  with  their  laptops.  Everdream 
sticks  with  wires  but  offers  removable 
hard  drives  that  can  be  inserted  at  any 
workstation.  Both  companies'  pes  run 
Microsoft  Office  on  the  Windows 
2000  operating  system. 

Geography  makes  a  big  difference 
as  well.  Everdream  is  available  nation- 
wide, but  high-speed 
service  isn't.  That  means 
that  in  some  areas 
you'll  be  reaching 
Everdream  through  a 
slower  dial-up  connec- 
tion. CenterBeam  of- 
fers service  only  in  ar- 
eas with  high-speed 
service. 
If  your  office  is  in 
Minnesota,  Missouri,  or  Ne- 
braska, there's  one  other  op- 
tion— eFrame  Technology  So- 
lutions, a  tiny  regional  startup 
based  in  Omaha.  eFrame  is  the  only 
company  diat  will  help  you  get  a  high- 
speed line  installed — even  if  no  other 
carrier  serves  your  area.  Launched  in 
March,  eFrame  had  only  three  cus- 
tomers as  of  July,  and,  compared  with 
CenterBeam  and  Everdream,  it  is  oper- 
ating on  a  shoestring — just  $1  million 
in  angel  funding. 

All  three  companies  perform  daily 
backups  of  every  computer  to  their 
own  data  centers.  CenterBeam  and 
Everdream  will  ship  you  a  new  piece 
of  hardware  within  24  hours  if  you 
need  it — and  the  data  from  the  old 
piece  will  be  ready  to  download. 
Should  things  really  go  wrong,  they'll 
send  a  live  technology  expert  to  your 
office  within  24  hours,  says  Ever- 
dream. (CenterBeam  promises  to  come 
as  fast  as  possible  but  won't  give  an 
actual  limit.) 

As  with  all  technology,  expect  a  few 
glitches.  Anderson  says  CenterBeam 


initially  sent  her  laptops  running 
Celeron  processors,  which  she  thou  J 
were  too  slow  to  handle  computer- 
sisted-drawing  software.  She  has  J 
quested  a  test  on  a  faster  laptop,  butl 
she  opts  for  the  faster  machine  it  vJ 
probably  add  $50  to  $100  to  hi 
monthly  bill.  Anderson  also  found  trl 
the  wireless  network  can  reach  or! 
two  of  her  company's  three  buildinJ 
And  since  CenterBeam  supports  onl 
Microsoft  Office,  Anderson  is  still  ca 
ing  a  separate  help  line  for  mas  9J 
an  accounting  software  program  she 
not  willing  to  give  up. 

Even  more  important  is  the  qualitl 
of  dsl  service,  the  umbilical  cord  ba 
tween  your  company  and  your  IT  sen! 
ice  provider.  And  none  of  these  cor 
panies  supports  Apple  Computer  Ind 
products,  which  could  be  a  dealbrea 
er  for  anyone  involved  in  design 
graphics. 

Bigger  May  Be  Better  Ultimately,  be 
fore  you  sign  up,  you've  gotta  believe 
CenterBeam  and  Everdream  are  the  ear 
ly  leaders  among  it  service  providers 
There  are  bound  to  be  more,  and  no 
every  one  will  survive.  If  that's  youi 
criteria,  CenterBeam  seems  like  the 
safest  bet:  The  company  has  raised  $60 
million  from  venture  backers,  includ 
ing  Microsoft  Corp.  and  Dell  Comput 
er  Corp.  Everdream  had  $18  million  in 
venture  backing  as  of  July. 

You'd  better  hope  that's  enough.  In 
the  event  that  an  it  service  provider 
goes  belly-up  and  no  buyer  steps  in 
its  creditors  will  raise  money  by  sell- 
ing the  company's  hard  assets — in- 
cluding your  pes  (remember,  you 
don't  own  them).  But  if  your  IT  serv- 
ice provider  is  successful,  you  won't 
own  the  headaches  that  go  with  them, 
either.  — KIMBERLY  WEISUL 
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Learn  more  about  tech 
outsourcing.  Click  Online  Extras 
at  frontier.businessweek.com 


Pain  Relief 


For  a  monthly  fee,  IT  service  providers  promise  to  handle  your  entire  tech  infrastructure. 


COMPANY 


COST 


SUPPORT 


FEATURES 


AVAILABILITY 


COMMENTS 


CENTERBEAM       $225-$265/PC/mo.         Choice  of  2V7,         Dell  PCs;  Ariz.,  Calif., 

for  10  or  more  12  hours/day,  or       Lucent  wireless  Colo.,  D.C.,  III., 

PCs  weekdays  networking  Miss.,  Wash. 


Partnerships  with  Dell  and  Microsoft 
and  $60  million  in  venture  capital  give 
it  staying  power 


EVERDREAM         $99-$150/PC/mo.  1U  hours/day,  Portable  hard  Nationwide  Will  support  a  few  PCs  in  an  existing 

for  10  or  more  7  days/week  drives  enhance  network  if  you  don't  want  to  replace 

PCs  staff  mobility  your  entire  system 


BUSINESS  WEEK  FRONTIER 


AUGUST  14,  2000 


Fidelity  (401k 

THE    FIRST    COMPLETE    401(k)    PLAN    ONLINE 


Easy  to  access, 
easy  to  use 


Now  from  the  retirement  leader1 

comes  the  first  complete  401(k)  delivered  with  the 

ease  and  efficiency  you  can  appreciate  — -  online. 

You'll  find  it's  low  cost  and  easy  to  use.  Everything 

you  need   to  set  up  and  manage  your  plan   is  at 

your  fingertips.  Investment  options.  Employee 

services.  Recordkeeping.  Compliance  support. 

Your  plan  can  be  established  in  minutes.  Log  on  to 

the  first  complete  online  401(k)  plan.  It's  the  latest  innovation  from  Fidelity  And  it's 

exactly  what  you  would  expect  from  the  retirement  leader. 


Low  cost 

Comprehe'nsive 
benefits 

Online 


] 


y 


fidelity  c  401  k.co 


TO    SET    UP   YOUR    401(k)    PLAN    OR    FOR    MORE    INFORMATION, 

LOG    ON    TODAY. 


Fidelity 


Investments' 


WE  HELP  YOU  INVEST  RESPONSIBLY' 


Based  i  I  plans  foi  which  Fidelit)  provides  tr 

Fidelity  Investments  Institutional  Servii  iy,  In<  ,  82  Devonshire  Streei  Boston  MA  02109 
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n  Senior 

Startups 

Why  older  entrepreneurs 
are  turning  to  a  young 
person's  game 


by  Stephanie  B.  Goldberg  At  age  72,  Poppy  Bridger  decided  her 
time  had  come.  To  go  into  business,  that  is.  The  PhD  chemist  had 
retired  after  a  45-year  career  as  a  precious-metals  specialist  at 
several  large  laboratories,  but  the  life  of  leisure  bored  her.  When 
a  small  lab  came  up  for  sale,  Bridger  didn't  hesitate.  She  took 
her  $250,000  nest  egg  to  buy  the  Anaheim  Test  Laboratory  in 
Santa  Ana,  Calif.,  with  her  two  children  cheering  her  on.  In  her 
business,  there  are  constant  surprises.  One  day,  she's  analyzing 
a    car-accident    fragment    for    metal    fatigue,    the    next    she 


"I  knew  I  could  make 
a  difference.  It  was  a 
wonderful  company, 
but  it  hadn't  reached 
its  potential." 


KEES  VERHEUL,  64 

Aermolor  Windmill  Co. 

LOCATION:  San  Angelo,  Tex. 

EMPLOYEES:  U 

WHAT    IT    DOES:     Makes     and 

markets  windmills  for  rural  power 

generation 
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"I  knew  this  was  risky,  but 
I  was  determined  to  make 
it  work.  I  never  know  what 
will  walk  through  the  door." 


may  be  testing  the  authenticity  of  a  platinum  heir- 
loom. "I  never  know  what  will  walk  through  the 
door, '  says  Bridger,  now  77,  with  obvious  relish.  A 
gutsy  move  at  her  age?  Well,  yes,  considering  that 
her  savings  might  have  been  invested  more  safely 
elsewhere.  "I  knew  this  was  risky,"  says  Bridger, 
who  plans  to  eventually  pass  the  lab  on  to  her 
son  and  daughter.  "But  I  was  determined  to  make 
it  work." 

♦  In  1994,  just  before  New  Year's  Eve,  Barbara  Miller, 


POPPY  BRIDGER,  77 

Anaheim  Test  Laboratory 

LOCATION:  Santa  Ana,  Calif. 
EMPLOYEES:  3 

WHAT  IT  DOES:  Analyzes  metals  and  soil 


62,  reached  the  breaking  point.  She  was  the  chief 
executive  of  an  Amarillo  (Tex.)  office-supply  dis- 
tributor, where  she  says  the  founders'  heirs  were 
constantly  "pushing  on  me"  to  quit.  So  she  did. 
Hours  after  giving  notice,  a  group  of  15  colleagues 
sought  her  out,  urged  her  to  start  her  own  rival 
company,  and  offered  to  follow.  She  spent  the 
weekend  getting  a  phone,  a  mailbox,  and  a  bank 
account.  She  borrowed  a  computer  to  print  her 
business  cards  on  New  Year's  Eve.  Then,  Miller 
took  $300,000  in  savings  to  start  up  Miller  Paper 
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).  It  was  "a  big-time  risk"  concedes  ceo  Miller, 
low  67.  "Suddenly,  I  had  15  people  looking  at  me 
jfor  a  paycheck."  Today,  making  payroll  isn't  a  prob- 
lem. The  Amarillo  company  has  $7  million  in  sales 
|and  30  full-time  employees. 

In  1998,  Kees  Verheul,  then  62,  made  a  move  that 
some  might  justly  call  quixotic.  While  Don  Quixote 
tilted  at  windmills,  Verheul  went  and  bought  him- 
self an  ailing  windmill  manufacturer.  Once  the  ceo 
of  his  family's  oil-equipment  business  and  later  a 
gentleman  rancher,  he  paid  $1  million  to  acquire 
the  Aermotor  Windmill  Co.  in  San  Angelo,  Tex., 
and  spent  another  million  to  retool  it.  "I  knew  I 
could  make  a  difference,"  he  says.  "It  was  a  won- 
derful company,  but  it  hadn't  reached  its  potential." 
Since  he  took  over  the  U-employee  business,  rev- 
enues have  increased  by  33%,  he  says,  and  or- 
ders that  used  to  take  three  months  to  fill  are 
turned  around  in  three  days.  Verheul,  who  recalled 
unhappy  times  in  his  family  business  because  of 
bickering  among  relatives,  views  this  venture,  like 
:  his  second  marriage,  as  a  chance  to  get  things 
right.  "I  work  10-  and  12-hour  days,"  he  says.  "I 
give  this  company  everything  I've  got." 


ORGET,  FOR  A  MOMENT,  the  images  of  wun- 
erkinder  who  start  companies  before  the  ink  dries 
>n  their  diplomas.  These  senior  go-getters  are  per- 
ecting  their  business  plans — not  just  their  golf 
wings — as  they  embark  upon  new  ventures  in 
heir  60s  and  70s. 

True,  they  represent  a  tiny — if  notable — minori- 
y  of  older  Americans.  In  1998,  according  to  a 
Jallup  poll  for  the  National  Federation  of  Inde- 
pendent Business,  senior  entrepreneurs  (60  and 
ap)  started  143,000  businesses,  a  mere  sliver  of 
he  3.4  million  businesses  the  survey  says  were 
aunched  that  year.  An  additional  53,000  companies 
«vere  purchased  by  seniors.  By  contrast,  the  most 
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prolific  group  of  entrepreneurs  that  year,  those 
aged  30  to  34,  started  or  purchased  almost  four 
times  as  many  businesses,  according  to  the  survey. 

Still,  the  significance  of  this  aging  crew  should 
not  be  underestimated.  "We've  never  before  seen  a 
group  of  seniors  who  are  this  active  and  doing  so 
many  things,"  says  Lisa  Gundry,  a  professor  of 
management  at  DePaul  University's  Kellstadt  Grad- 
uate School,  who  has  worked  with  seniors  in  De- 
Paul's  business  incubator  program.  "They've  accu- 
mulated enough  financial  security  so  that  they  are 
better  able  to  take  a  risk  on  a  business  than  some- 
one who  is  younger  and  has  a  mortgage  and  small 
children." 

That  doesn't  mean  they  have  vanquished  the  ef- 
fects of  advancing  years.  They  may  have  to  with- 
stand jokes  or  a  funny 
look  from  customers; 
they  battle  the  usual 
health  problems  of  the 
aging;  the  specter  of  fi- 
nancial ruin  late  in  life 
may  give  them  pause; 
and  they're  not  always 
willing  or  able  to  work 
the  long  hours  of  their 
younger  counterparts.  However,  those  limitations 
are  tempered  by  a  wealth  of  experience,  contacts, 
and  self-confidence.  What  matters  most  to  many  of 
them  is  making  a  mark  in  the  world  through  their 
business.  "I  see  this  as  the  culmination  of  my  life's 
work,  of  taking  it  to  another  level,"  says  Ellen 
Haas,  60,  the  founder  of  the  new  nutrition  Web  site 
Foodfit.com,  based  in  Washington,  D.C.  Haas  is  a 
former  Agriculture  Dept.  Under  Secretary  and  a 
consumer  activist. 

While  some  of  these  business  owners  are  serial 
entrepreneurs,  many  are  first-timers,  driven  by  the 
same  motivations  as  younger  folks — a  passion  for 
business,  a  good  idea,  and,  sometimes,  a  litde  external 
push,  like  Miller  had.  She  likens  her  business  adventure 


Surging  creativity, 

it  turns  out  is  a  key 

characteristic  of 

older  entrepreneurs 


Are  You  an  Old  Pro,  or  Just  Old? 


STRENGTHS 


WEAKNESSES 


COMPETENCE  Industry  credibility  and  a  track 
record  in  business  gives  you  an 
edge  over  a  young  first-timer 

LEADERSHIP      Confidence  in  your  proven  abilities 
makes  you  a  more  effective  leader 


FINANCE  Established  credit  and  personal 

resources  can  make  it  easier  to 
raise  capital 

FREE  TIME  This  is  a  creative  phase  of  life,  and 
you  have  the  time  and  resources  to 
implement  your  ideas 


If  you're  uncomfortable  with 
technology,  you  could  be  at  a 
competitive  disadvantage 

Seniors  are  more  likely  to 
become  sick  or  disabled  and 
need  a  strong  bench  that  can 
step  in  at  a  moment's  notice 

If  your  business  tanks,  unlike 
a  young  upstart,  you  might 
never  recover  financially 


A  startup  can  consume  all  of  your  free  time  and  exhaust  your 
patience,  at  a  point  in  life  when  some  people  crave  balance 
and  calm 
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GP7-733  Professional  Desktop 

Intel*  Pentium*  III  Processor  733MHz 

64MB  PCI  33  SDRAM 

7.5GB  Hard  Drive 

15"  EV500  SVGA  Color  Monitor  (13.9"  viewable) 

Intel*  3D  AGP  Graphics 

20X  mm/48X  max  CD-ROM  Drive 

10/100  Ethernet  Network  Card 

Microsoft'  Windows*  98 

MS*  Works  Suite  2000 

Gateway'"  Go  Back™  standard 

3-Year  Limited  Warranty1 

Starting  at  $999 
or$35/mo.36mos, 
business  lease2 


Gateway™  7210 
Workgroup  Server 


Solo®  2550LS  Portable 

•  Intel  Pentium  III  Processor  650MHz 
featuring  Intel"'  SpeedStep™  Technology 
13.3"  TFT  Color  Display 
64MB  RAM  (expandable  to  288MB) 
4MB  SDRAM 

6GB  Ultra  ATA  Removable  Hard  Drive 
3.5"  Floppy  Drive 
Internal  V.90  56K' Modem 
12-Cell  Lithium  Ion  Battery 
Carrying  Case 
MS  Windows  98 

MS  Office  2000  Small  Business 
1-Year  Limited  Warranty1 

Starting  at  $2327 

or$81/mo.36mos. 
business  lease' 


Intel  Pentium  III  Processor  f 
with  256K  L2  Cache 

•  SMP-Compliant  Supporting  up  to  two  Pentium  III 
Processors 

•128MB  of  PC100ECC  SDRAM 
(expandable  to  2GB) 

•  9GB  Ultra160  SCSI  OO.OOOrpm)  SCA  Hard  Drive 

•  Integrated  Dual  Channel  SCSI  Controller:  1  Channel 
Ultra2, 1  Channel  Ultra  Wide 

•  Integrated  Intel*  10/1 00  Ethernet 
•Six  32-bit  PCI  &  One  ISA  Slot 

•  Integrated  32-bit  PCI  Graphics  with  2MB  SDRAM 

•  12-Bay  Server  Tower  or  5U  Rack  Case  includes  six 
Hot  Plug-ready  Drive  Bays  standard 

•  320W  Power  Supply  (Hot-Plug,  N+1 .  Redundant 
Subsystem  optional) 

•  HP*  OpenView™  ManageX  Event  Manager 

•  FCC  Class  A  Emission  StandardJ 

•  3-Year  On-Site  Service' 

•  3-Year  Limited  Warranty1 

Starting  at  $1 799 
or$60/mo.36mos. 
business  lease2 


©  2000  Gateway,  Inc.  All  rights  reserved.  Gateway,  Solo  and  the  Gateway  stylized  logo  are  trademarks  of  Gateway,  Inc.  Gateway  Direct  LP.  and  Gateway.com  L.P.  are  separate  legal  entitie 
Gateway  Country  Stores  is  a  division  of  Gateway  Companies,  Inc.  The  Intel  Inside  logo,  Intel  and  Pentium  are  registered  trademarks  of  Intel  Corporation.  Microsoft,  MS,  Windows,  Window 
NT  and  Bookshelf  are  registered  trademarks  of  Microsoft  Corporation.  Prices  and  configurations  subject  to  change  without  notice  or  obligation.  Prices  exclude  shipping  and  handling  ar 
taxes.  Custom  integration  Services  available  for  qualifying  volume  purchases  1 .  Visit  gateway.com,  call  1-800-846-2000  or  write  to  Gateway  Terms  &  Conditions 
P.O.  Box  1951 ,  North  Sioux  City,  SD  57049-1951  for  a  free  copy  of  applicable  limited  warranties  and  service  agreements.  Services  may  b> 
provided  by  third  parties.  An  authorized  representative  will  determine  the  method  of  service  provided.  You  may  be  required  to  take  or  sem 
your  product  to  an  authorized  location  for  service.  It  you  purchased  on-site  service,  it  will  be  provided  only  if  an  authorized  representativi 
determines  it  is  necessary  because  your  problem  cannot  be  corrected  through  other  means.  On-site  service  is  not  available  in  all  location: 
and  excludes  mice,  keyboards,  docking  stations,  external  peripherals  and  monitors.  See  agreements  for  specific  terms  and  limitations.  2 
Leasing  provided  by  independent  leasing  companies  to  qualified  commercial  customers.  Lease  terms  subject  to  change  without  notice  or  obligation.  3  FCC  Class  A  product 
may  not  be  sold  for  home  use.  4.  Maximum  data  transfer  rate  dependent  upon  variables  including  particular  modems  with  which  you  are  communicating,  telephone  lines,  communication, 
software  and  communications  protocols. 
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rHINK  OUT  OF 
rHE  BOX,  NOT 
DFF  THE  SHELF. 

JILT-TO-ORDER  GATEWAY  BUSINESS  SOLUTIONS  GIVE  YOUR 
tOWING  BUSINESS  EXACTLY  WHAT  YOU  WANT. 

w  does  Gateway  provide  the  precise  systems  your  business  needs?  We  ask.  Then  we  build 
i  right  business  systems  with  an  Intel*  Pentium®  processor  specifically  for  your  business, 
(d  check  out  some  of  the  great  services  Gateway  offers: 
•24/7  Business  Tech  Support 
•System  Installation 

•  Network  Installation 

•  Flexible  Financing  Options 

•  Gateway  Classroom  and  Online  Training 

•  Gateway™  eServices:  Internet  Access, Web  Hosting, 
eCommerce  Solutions  and  Domain  Name  Registration 

so,  because  it's  right  for  your  business,  you  only  pay  for  what  you  need.  Plus,  with  low 
onthly  leases  and  financing  options,  your  Gateway™  system  fits  your  business  budget,  too. 

ateway  recommends  Microsoft®  Windows®  2000  Professional  for  business. 


Gateway@Work 


Ad  Code:  001753 


call  1-888-888-0479,  click  www.gatewayatwork.com 

or  visit  a  Gateway  Country    store 
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"What  I'm  doing  is  fun  for  me.  If 
it  felt  like  work,  I'd  start  looking  at 
retirement." 


BARBARA  MILLER,  67 

Miller  Paper  Co. 

LOCATION:  Amarillo,  Tex. 
EMPLOYEES:  30 

WHAT  IT  DOES:  Distributes  office  supplies  on  a 
wholesale  basis,  along  with  related  products,  such  as 
cleaning  chemicals  and  packaging  materials 


to  the  excitement  of  riding  in  the  rodeJ 
"The  chute  opens,  and  the  best  thing  yc 
can  do  is  hang  on." 

But  why  risk  getting  thrown  when  yc 
can  sit  by  the  fire?  Miller  gets  teased 
her  clients  and  suppliers  all  the  time.  "The 
say  stuff  like,  'If  I'd  have  been  you,  I'l 
have  taken  my  marbles  and  gone  to 
beach.'  I  say  I  couldn't  take  that  lifestyle! 
What  I'm  doing  is  fun  for  me.  If  it  felt  lik| 
work,  I'd  start  looking  at  retirement." 

New  Age.  Indeed,  experts  say,  the  tradil 
tional  notion  of  old  age  is  being  chill 
lenged  by  rising  life  expectancies  and 
greater  prosperity.  And  because  of  the  sheei 
enormity  of  the  baby  boom  population] 
many  more  people  are  expected  to  follov 
the  lead  of  these  entrepreneurial  pioneers  I 
"What  we  have  now  are  the  mavericks 
who  are  laying  that  foundation,"  says  so^ 
ciologist  Scott  A.  Bass,  dean  of  the  graduate 
school  of  the  University  of  Maryland  ir 
Baltimore  and  an  expert  on  aging. 

In  a   1998  survey  of  boomers  by  thel 
American  Association  of  Retired  Persons, 
80%  of  the  respondents  said  they  planned] 
to  work  beyond  retirement  age,  and  of 
that  number,   17%  said  they  wanted  to| 
have  their  own  business.  "People  are  say- 
ing, 'Wait  a  minute,  I  have  another  301 
years  to  go.  That's  plenty  of  time  to  start  a 
company,'"  says  Bass. 

In  many  ways,  these  entrepreneurs  could 
not  have  picked  a  better  time  to  get  started. 
The  Internet  is  opening  up  new  vistas,  and 
investment  funds  have  been  flowing  into 
new-media  startups.  Seniors  such  as  Julann 
Griffm,  71,  don't  want  to  be  left  on  the 
digital  sidelines.  "No  one  has  actually  said, 
'Hey,  grandma,'  but  it's  always  in  the  air," 
says  Griffm,  the  ex- wife  of  Merv  Griffin 
and  co-founder  of  Boxerjam  Inc. ,  an  online 
game  show  company  based  in  Char- 
lottesville, Va.  She  can't  help  but  notice 
some  generational  differences  between  her 
and  her  younger  partners.  Like  everyone, 
she  relies  on  e-mail  and  voicemail,  but 
she  misses  the  office  interaction  of  pre- 
technology  days.  So  she  keeps  candy  on 
her  desk  to  lure  her  colleagues  to  pay  a 
visit. 

Griffm,  the  co-creator  of  Jeopardy,  spent 
most  of  the  '80s  pitching  new  game  shows 
to  the  TV  networks  without  success.  In  the 
early  '90s,  she  explored  the  idea  of  putting 
game  shows  on  CD-roms.  Later,  with  the 
rise  of  the  Internet,  Griffin  realized  she 
had  found  the  distribution  medium  she 
was  searching  for.  Griffm  and  her  part- 
ners— her  then-61 -year-old  sister, 
Maureen  Roberts,  and  two  young  film- 
makers— put    in    a    total    of   $1.7    mil- 
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, ite  hosting 


domain  name  registration 


domain  e-mail 


e-commerce 


E  SUPPORT  OUR  WEB  HOSTING 
CUSTOMERS  DAY  AND  NIGHT. 
OF  COURSE,  WE  LOOK  BETTER 
DURING  THE  DAY. 


■ 


For  about  $25  a  month,  you'll 
get  everything  you  need  to  start 
doing  business  on  the  Web  - 
including  smart,  friendly  people 
who  are  here  24  hours  a  day  to 
answer  your  questions.  We'll  help 
you  register  a  domain  name* 
(www.yourwebsiteaddress.com), 
set  up  e-mail  addresses  for  your 
employees,  and  build  a  company 
Web  site.  We'll  even  help  you 
register  your  site  with  popular 
search  engines.  Visit  our  Web 
site  or  call  1-800-211-4425. 
And  knock  off  early  for  a  change. 


•  Domain  name  registration  tees 
apply   ©2000  Concentre  I 
Corporation.  Concentric  Network  Corporation  is  a  registered  trademark. 
The  Concentric  logo  and  Your  Internet  Service  Partner  are  trademai«s 
of  Concentric  Networn  Corporation   Cider  Products  or  brand  names  3re 
trademarks  or  registered  trademarks  ot  tlieir  respective  companies 


concentric 

Your  Internet  Service  Partner 


lion  in  working  capital  to  launch  Boxerjam. 

The  company  now  distributes  12  live,  multi- 
player  game  shows  and  puzzles  over  the  Web.  Its 
coup  was  getting  America  Online  Inc.  to  sign  on  as 
a  sponsor.  To  date,  they  have  raised  $12  million  in 
venture  capital.  Like  most  dot-coms,  Boxerjam  is 
still  in  the  red,  but  Griffin  has  found  her  creative 
niche  at  last.  "I  feel  as  though  I  put  in  my  time  as 
a  mother  and  housewife,  and  that  was  kind  of 
confining.  I  had  a  lot  of  ideas  and  no  oudet." 

Surging  creativity,  it  turns  out,  is  a  key  charac- 
teristic of  older  entrepreneurs.  Research  by  psy- 
chology professor  Dean  Keith  Simonton  of  the  Uni- 
versity of  California  at  Davis,  has  shown  that  adult 
creativity  typically  peaks  about  15  to  25  years  into 
a  career,  mid-life  for  most  people,  and  then  re- 
bounds in  the  retirement  years,  when  many  of 
these  seniors  are  starting  over.  Studies  suggest  this 
period  of  creativity  is  distinguished  not  by  novelty 
but  by  the  ability  to  synthesize  and  reflect. 

Another  advantage:  These  older  entrepreneurs 
bring  "an  invaluable  network  of  contacts,  credibili- 
ty, and  investment  acumen,"  says  Barry  Merkin,  a 
professor  at  Northwestern  University's  Kellogg 
School  of  Management.  And  having  been  tested 
again  and  again  in  their  lives,  they're  not  afraid  of 
failure  or  worried  about  what  others  will  think, 
says  Depaul  University's  Gundry.  Instead  of  that 
urgency  to  "make  it,"  they  get  their  satisfaction 
from  the  process  of  building  their  companies. 

Limitations.  But  startups  can  be  physically  and  emo- 
tionally draining  for  an  older  person.  Seniors,  who 
often  crave  flexibility,  may  arrange  their  schedules 
and  responsibilities  to  compensate.  Bridger,  for  in- 
stance, keeps  to  a  40-hour  work  week — part-time, 
she  jokes,  compared  to  the  hours  she  used  to  work. 
She  lets  an  assistant  do  the  heavy  work  in  her  lab, 
such  as  breaking  rocks  so  she  can  analyze  their 
mineral  content.  Windmill  manufacturer  Verheul 
heads  out  at  dawn  to  work  each  day,  but  he  keeps 
to  a  four-day  week  to  allow  more  time  with 
grandchildren. 

Then  there's  financial  vulnerability.  "Failing  at 
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JULANN  GRIFFIN,  71 

Boxerjam  Inc. 

LOCATION:  Charlottesville,  Va. 
EMPLOYEES:  83 

WHAT  IT  DOES:  Produces  anc 

distributes  multi-player  gamel 

shows  and  puzzles  over  the  Webl 


60  is  not  like  failing  at  30,  when  you  have  lots  ofl 
time  to  build  up  your  assets,"  says  Martin  Nis- 
senbaum,  national  director  of  retirement  planning 
for  Ernst  &  Young  International. 

Scott  Balmer,  74,  the  founder  and  chairman  ofl 
Power  Save  International  in  Tamarac,  Fla.,  expected 
it  would  take  three  years  to  develop  and  market  the 
technology  for  his  energy-saving  co-generators.  In 
fact,  it  has  taken  him  ten.  At  one  point,  he  went  so 
far  into  debt  that  the  lender  foreclosed  on  his 
house,  and  he  and  his  wife  had  to  move  to  an 
apartment.  "We  basically  spent  every  dime  we  had 


Are  You  Ready? 

Before  an  older  person  launches  a 
business,  there  are  some  important 
questions  to  consider: 


1.  What  will  happen  to  your  family  if 
your  business  is  slow  to  make  a 
profit  or  fails?  Plot  out  the  scenarios 
with  a  financial  planner  and  make 
sure  that  you  have  an  adequate 
cushion. 

2.  Could  you  get  a  better  return  by  in- 
vesting your  money  elsewhere?  If  so, 

are  you  sure  the  other  benefits  of  hav- 
ing the  business  will  outweigh  its  cost? 


How  long  do  you  realistically  plan 
to  be  active  in  the  business?  If 
your  hope  is  eventually  to  step 
back  from  day-to-day  responsibili- 
ties, consider  taking  on  a  partner 
or  a  protege,  or  teaming  up  with 
family  members. 

How  comfortable  are  you  with 
risk?  Starting  your  own  venture 
requires  a  strong  stomach.  Ask 
yourself  if  you  would  be  better  off 
in  a  lesser  role  at  someone  else's 
startup,  perhaps  as  a  consultant, 
board  member,  or  angel. 
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USPS  eBMIPay 


Now  you  can  receive  and  pay 
bills  online  with  the  people 
you've  always  trusted  to  deM 
~1  to  your  mailbox-the  U  S 
J  Postal  Service.  Because 
even  if  our  delivery  methods 
change,  our  secure,  reliable 
service  stays  the  same.  Find 
out  more  about  USPS  eBillPav 
at  www.usps.com 


UNITED  STATES 


POSTAL  SERVICE 


www.usps.com 
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saved  all  our  lives,  cashed  in  all  our  insurance  poli- 
cies, and  were  really  broke,"  he  says.  Balmer  has 
since  gotten  back  on  his  feet,  in  part  by  bringing  in 
other  investors.  He  also  has  appointed  a  younger 
ceo,  who  is  57,  a  move  that  should  allay  any  in- 
vestors' fears  about  continuity.  "I  know  I'm  not 
infallible  and  I'm  not  indestructible,"  he  says. 

Healdi  problems,  these  older  entrepreneurs  know, 
can  come  at  any  time.  Griffin  is  scheduled  to  un- 
dergo hip-replacement  surgery,  which  will  require 
a  ten- week  convalescence.  Undeterred,  she  plans 
to  work  from  home.  Less  than  two  years  after  start- 
ing her  company,  Miller  was  stricken  with  ovarian 


cancer.  "I  have  Plan  A  and  Plan  B,"  says  Mill 
During  her  chemotherapy  treatments,  she  checl 
into  the  office  daily  but  let  subordinates  run 
company.  Now  that  her  cancer  is  in  full  rem 
sion,  she  hopes  to  stay  active  in  the  business 
other  10  years.  "Things  happen  for  a  reason, 
I'm  just  glad  I  got  the  opportunity  to  do  this  nov 
says  Miller.  Come  to  think  of  it,  "now  or  neve 
isn't  a  bad  philosophy  for  any  entrepreneur. 


n 


To  read  more  about  older  entrepreneurs 
and  late-life  startups,  click  Online  Extras 
at  frontier.businessweek.com 


We  basically  spent 
every  dime  we  had 
saved  all  our  lives 
...and  were  really 
broke." 


SCOTT  BALMER,  74 

Power  Save  International 

LOCATIONi  Tamarac,  Fla. 
EMPLOYEES!  5 

WHAT  IT  DOES)  Manufactures,  sells, 
and  leases  small  electric  co-generating 
plants  to  provide  power,  heating,  and 
cooling 
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Register  an  Internet  address  for  your  business  today 
or  settle  for  leftovers  tomorrow. 


Someone  is  going  to  take  that  Internet  address  you  have  your  heart  set  on.  Unless  you  get  there  first.  Register  it  now 
with  Verio.  In  a  matter  of  hours,  you  can  claim  an  address  that  will  be  yours  for  years.  In  fact,  register  as  many 
addresses  as  you  like.  And  if  you  decide  to  build  a  website,  Verio,  a  leader  in  the  new  world  of  business,  offers  all  the 
products  and  services  you'll  ever  need.  So,  visit  www.verio.com/register,  or  call  1-888-265-6287.  Today,  not  tomorrow. 


VERIO 


REGISTER  YOUR  BUSINESS  TODAY 

visit  www.verio.com/register 
or  Call  Toll-Free  1-888-265-6287 


the  new  world  of  business 
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by  Kevin  Ferguson 


ONCE  WORKMEN  POUR  CONCRETE  for  any  build- 
ing he  has  designed,  architect  Bob  Wrublowsky  is 
required  by  law  to  visit  the  site  every  two  weeks  to 
"kick  the  bricks."  But  until  construction  begins, 
Wrublowsky  likes  to  keep  things  virtual.  He  goes 
online  and  clicks  the  bricks  instead — or  at  least  the 
plans  for  them. 

Wrublowsky  is  one  of  thousands  of  entrepre- 
neurs joining  specialized  business-to-business  (B2B) 
Web  exchanges  that  link  buyers  to  sellers.  Rather 
than  hopping  on  a  plane,  he  visits  Buzzsaw.com 
Inc.,  a  San  Francisco  exchange  for  the  construction 
industry.  There,  Wrublowsky,  a  partner  at  mmp  Ar- 
chitects in  Winnipeg,  Man.,  collaborates  with 
clients  and  contractors  in  reviewing  the  blueprints 
he  has  digitally  stored  on  Buzzsaw.com  servers. 
He'll  pay  Buzzsaw.com  about  $2,400  this  year  to 
use  its  site — far  less  than  he  would  have  to  pay  a 


programmer  to  build 
a     comparable     site 
from     scratch,     and 
without  the  adminis- 
trative headaches.  Be- 
sides,  good  sites  pay 
for  themselves.  On  one  proj- 
ect   alone,     mmp    will    save 
$5,000  in  travel  costs. 

Buzzsaw.com  is  typical  of 
most  small-business  exchanges 
at  this  point:  Electronic  com- 
munication,   not    electronic 
commerce,  is  its  chief  benefit. 
On  most  of  these  sites,  each  keyed  to  a  specific  in- 
dustry, "e-commerce"  is  limited  to  product  list- 
ings or  online  auctions  in  which  the  transaction  is 
completed  offline.   That  is  expected  to  change 
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\\\  Online  exchanges  for 
small  businesses  are 
hatching  all  over.  But 

II  most  of  them  aren't  ready 
I  to  spread  their  wings 
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over  the  coming  year,  however.  Buzz- 
saw,  com,  for  instance,  is  testing  out  e- 
commerce.  Contractors,  suppliers,  and 
professionals  have  started  offering  bids 
and  making  sales.  For  now,  though, 
most  small-business  exchanges  make 
their  money  in  other  ways. 

If  there's  not  an  exchange  yet  in  your 
business'  niche,  chances  are  there  will  be  soon. 
Several  efforts  are  under  way  to  create  markets  in 
cookie-cutter  fashion.  CommerceOne  Inc.,  whose 

HOW  B2B  MIGHT  BE 

B2B  sites  for  small  business  are  still  in  their  infancy.  There's  not 
much  e-commerce  going  on,  and  too  few  companies  are  involved  to 
create  robust  communities.  But  if  the  future  pans  out  as  the  sites' 
owners  envision,  a  hypothetical  construction-industry  exchange 
would  look  something  like  this: 


THE  DEVELOPER 

Huge  Urban  Management  Co.  posts  a 
request  for  proposals  (RFPs)  for  design 
of  a  37,000-square-foot  office  building 
on  a  public  area  of  a  B2B  exchange- 
let's  call  it  DevelopmentNet.com.  The 
request  draws  seven  bids. 


THE  ARCHITECTS 

The  winner,  Solid  Designs,  posts  blue- 
prints online.  Huge  Urban  reviews  the 
plans,  marks  up  desired  changes  on 
the  digital  drawing.  Text  messages  are 
exchanged  on  DevelopmentNet's  elec- 
tronic bulletin  board. 


THE  CONTRACTOR 

Solid  Designs  solicits  bids  from  general 
contractors.  ABC  Builders  gets  the  job, 
then  seeks  bids  from  subs  such  as  elec- 
tricians. They  communicate  through  the 
site,  while  side  conversations  take  place 
based  on  existing  relationships. 


THE  SUPPLIERS 

Contractors  solicit  bids  for  building 
materials.  Alert  suppliers  respond  and 
purchases  are  completed  online. 
DevelopmentNet  takes  commissions. 
Later,  contractors  and  suppliers  keep 
in  touch  on  the  exchange's  bulletin 
board. 

THE  TEAM 

ABC  Builders,  Solid  Design,  and  Huge 
Urban  Management  continue  to  meet 
online  to  review  project  changes,  solicit 
new  subs,  and  buy  supplies.  Web  cams 
at  the  construction  site  provide  updates. 
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technology  links  behemoths  Lockhei 
Martin,  Boeing,  Raytheon,  and  bae  Sy 
tems  with  the  companies'  combine 
37,000  suppliers,  has  a  "syndicatioi 
plan  to  bring  small-business  exchang 
to  market.    "We   believe  we'll  ha\ 
hundreds,  if  not  thousands,  of  the 
customers,"  predicts  Roy  Satterthwait 
vice-president  of  CommerceOne's  MarketSite  Port 
line.  Software  developers  use  MarketSite  Portal  t 
create  business-to-business  exchanges  on  the  Wei 
One  CommerceOne  customer,  Biz2Biz.com  Inc 
a  startup  in  Irvine,  Calif.,  is  using  MarketSite  Port 
to  simplify  the  process  further.  It's  creating  tern 
plates  for  plug-and-play  small  business  exchange 
that  it  plans  to  sell  to  anyone  who  thinks  they  ca 
serve  a  particular  market  niche.  The  cost:  abou 
$100,000  for  a  complete    "franchise  package"  tha 
would  be  part  of  the  Biz2Biz  site.  President  Jeffre 
E.  Richards  says  Biz2Biz  will  roll  out  the  first  dozei 
sites  this  summer,  and  he  ultimately  hopes  to  builc 
as  many  as  175. 

Boston's  AMR  Research  Inc.  predicts  $5.7  trilhor 
will  move  through  all  online  exchanges  by  2004 
small  business  enjoys  only  a  fraction  of  that,  it  wil 
change  the  way  thousands  of  small  companies  buy 
sell,  and  interact.  Both  buyers  and  sellers  stand  tc 
gain  by  joining  an  exchange.  Buyers,  for  instance, 
can  save  10%  or  more  on  the  cost  of  back-office 
procurement  procedures,  say  advocates.  Instead  of 
faxing  and  phoning,  they  can  go  online  and  place 
orders.  They  also  can  get  better  deals  by  quickly  so 
liciting  multiple  bids  from  numerous  prospective 
sellers.  Sellers,  too,  might  save  10%  on  their  cost  of 
doing  business  by  tracking  orders  online  and  au- 
tomating accounts  receivable.  Sellers  can  also  reach 
new  markets.  Now,  mmp's  12-person  team  can 
afford  to  take  on  clients  whose  projects  are  in 
remote  locations.  Wrublowsky  estimates  his  sales 
have  jumped  25%  since  joining  Buzzsaw.com  six 
months  ago,  in  part  as  a  result  of  this  flexibility. 
"We're  really  reducing  the  geographic  limitations  of 
working  in  Canada,"  he  says. 

DESPERATELY  SEEKING  BUYERS 

Small-business  exchanges  face  three  considerable 
challenges,  however.  First,  most  are  less  than  a 
year  old  and  are  still  gathering  support;  too  few 
buyers  or  sellers  will  cause  them  to  collapse.  (The 
only  risk  to  users  is  how  dependent  they  become — 
the  exchanges  typically  require  litde  or  no  financial 
investment.)  Second,  many  small  businesses  are 
still  not  automated  and  can't  take  full  advantage 
of  exchanges.  While  they  might  keep  a  PC  in  the 
back  room  to  keep  track  of  bills,  many  still  track  in- 
ventory with  pen  and  paper.  And  third,  small  busi- 
nesses jealously  guard  their  existing  relationships 
with  distributors;  they  look  warily  on  anything 
that  might  jeopardize  them. 

To  date,  suppliers  are  in  oversupply.  It's  not 
hard  to  see  why.  A  site  might  draw  tens  of  thou- 
sands of  names  from  existing  print  directories, 
usually  without  the  suppliers'  knowledge,  even  if 
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NEED  A  BIGGER  POND?  Then  try  UUNET*  Small  Business  Plus.  From  enhanced 
security  and  remote  access  to  Web  hosting  and  award-winning  service,  it's  all  here.  Small  Business 
Plus  makes  your  growing  business  an  e-business  with  the  ,  ease  of  one-stop  shopping  and  the 
power  to  leverage  all  of  the  Internet.  It's  the  affordable,  reliable  plan  that  grows  with  you. 

Without  limits.  Call  1-800-465-1792.  Code:  Options.    J^       Or  visit  www.smallbusinessplus.com. 


Small  Business  Plus.   The  Business  Side  Of  The  Internet. 

242  0653  C"  il  WorldCom.  Inc  All  rights  reserved  The  UUNET  logo  is  a  trademark 


UUNET 
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BLUEPRINTS  IN  WINNIPEG:  With  his  architectural  firm  on  Buzzsaw.com  exchange,  Wrublowsky  can  work  with  distant  clients 
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the  site  has  no  more  than  a  few  hun- 
dred registered  buyers.  The  result:  too 
much  competition  for  the  same  ac- 
counts.  "I  don't  think  we've  gotten 
one  lead  from  Bakery  Online,"  grum- 
bles  Roy  Scott,   a   sales   engineering  +' 
manager  whose  Arde  Barinco  Inc.  in 
Norwood,  N.J.,  is  listed  on  the  site. 
Arde  Barinco,  a  $4  million-a-year  supplier  of  in- 
dustrial mixers,  is  listed  on  Chemical  Online  as 
well,  because  chemical  processors  also  buy  his 
machines.  "We've  gotten  six  or  seven  leads  there 
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in  the  past  year,"  Scott  says.  "Have  w^ 
sold  anything?  No." 

Bakery  Online  and  Chemical  Onlin 
are  just  two  of  57  sites  operated  b 
VerticalNet  Inc.  of  Horsham,  Pa.,  one 
of  the  hottest  names  in  the  fteld.  (In 
deed,  the  company  lured  Joseph  Galli 
away      from      the      No.  2      spot      at 
Amazon.com  on  July  25  to  be  its  new  ceo.)  Unlike 
many  Web  sites,  VerticalNet  and  other  B2B  market 
makers  are  generating  real  revenue.  But  most  of 
that  revenue,  so  far,  has  come  from  advertising 


PRINTING  MONEY 

The  difference  between  PrintNation.com  and  other  small- 
business  Internet  exchanges  is  black  and  white:  It  thrives  on 
true  e-commerce,  not  ads,  fees,  or  off-line  negotiations. 

The  core  business  of  the  privately  held  company  is  online 
distribution.  It  sells  ink,  paper,  and  other  tools  of  the  trade  to 
commercial  printers.  By  aggregating  purchases  of  its  2,000 
members,  PrintNation  is  able  to  cut  better  deals  with  sup- 
pliers. And  finding  bargains  is  crucial  to  commercial  printers. 
The  industry  is  highly  fragmented,  with  80%  of  the  more 
than  50,000  U.S.  printers  employing  fewer  than  20  employees. 
"Most  printers  make  just  about  3%  margins.  It's  brutal,"  says 
Tony  Seba,  CEO  of  the  Irvine  (Calif.)  company.  "One  of  the 
problems  is  that  they  don't  get  price  breaks."  At  PrintNation, 
where  the  average  order  is  $400  per  visit,  discounts  run  5%  to 
10%.  That  has  been  good  for  David  Midler,  co-owner  of  At- 
lanta printer  Presentech  Inc.  In  the  past  six  months,  he  has 
spent  $50,000  online  with  PrintNation  and  figures  he  has 
saved  $10,000.  "I  bought  a  large-format  printer  for  posters. 
The  best  deal  I  could  find  from  local  dealers  was  $10,000. 
PrintNation  sold  it  to  me  for  $8,000  and  shipped  it  in  three 
days,  free  of  charge." 

Starting  this  month,  commercial  printers  can  log  on  and 


auction  items  from  $1,200 
scanners  to  $570,000  press- 
es—and pay  for  them  on- 
line. They  can  also  arrange 
shipping  and  financing.  Such 
functions  can  only  boost  the 
popularity  of  a  site  that  has 
drawn  rave  reviews  since  it 
was  launched  in  October.  "I 
bought  a  $10,000  printer  for 
$1,000  on  their  auction  site," 
says  Gary  Kerbein,  owner  of 
Kerbein  Printing,  in  Elmira, 
N.Y.  "How  that's  possible,  I 

don't  know.  But  I  did  it."  For  its  trouble,  PrintNation  takes  a  5% 
commission  when  the  bid  is  closed. 

Now,  10  months  after  opening  for  business,  PrintNation 
sells  "hundreds  of  thousands  of  dollars"  worth  of  products 
each  month,  says  Seba.  And  it  has  attracted  more  than  $31 
million  in  financing,  including  $25.5  million  from  Lehman 
Brothers  Holdings  Inc.  PrintNation  isn't  printing  money  just 
yet,  but  it  seems  to  have  the  right  supplies. 
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Get  the  CitiBusiness  Card  for  Small  Business. 


01  lu'/ofj 
APAItt    NAM 


citi 

S  S                  PLATINUM  SELECT 

i  MasterCard  , 

.1  800-965-3355  -fftkanl/ 

No  Annual  Fee  for  Charter  Members.  Call  now.        CI  lIUdMK 


itiBusiness'  and  Platinum  Select*  are  registered  service  marks  of  Citicorp  ©2000  Citicorp  A  Charter  Member  is  defined  as  a  primary  cardmember  who  has  applied  for  the  CitiBusiness' 
latinum  Select*  Card  between  5/17/2000  and  12/31/2000   The  fee  for  additional  cards  is  $20  per  year  and  includes  up  to  the  first  four  cards  Each  card  thereafter  is  lust  55  per  year 
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and  technology  licenses,  or  usage 
charges,  rather  than  from  e-commerce 
transaction  fees.  That's  a  chief  differ- 
ence between  small-business  and  big- 
business  exchanges.  Also,  the  main  goal 
of  big-business  sites  is  to  automate  the 
supply  chain  for  all  involved.  That 
means  that  the  prices,  parts — and  pay- 
ments— are  all  handled  electronically.  Not  so  with 
smaller  exchanges,  where  the  infrastructure  is  less 
developed. 

There  are  some  exceptions.  PrintNation.com  Inc., 
a  printing-industry  exchange  in  Irvine,  Calif,  is 

one  of  the  few  small - 
business  sites  that  allow 
participants  to  pay  on- 
line (page  F40).  Some 
suppliers  listed  on  Bak- 
ery Online  and  other 
VerticalNet  sites  accept 
electronic  payments, 
but  the  exchanges 
themselves  offer  no  centralized  method  for  making 
them.  If  the  exchanges  do  start  some  e-commerce, 
don't  expect  many  bargains.  Most  products  sold 
through  B2B  exchanges  are  commodities.  By  defi- 
nition, they  carry  thin  margins  that  cannot  easily  be 
reduced. 

Despite  the  obstacles,  a  growing  number  of  small 
companies  are  intrigued  by  the  concept  of  the  ex- 
changes. "It  has  potential,"  says  Dan  Powell,  vice- 
president  of  Matheus  Lumber  Co.,  a  $54  million 
lumberyard  in  Woodinville,  Wash.,  that  buys  wood 
from  150  sawmills.  "Eighty  percent  of  lumber  or- 
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B2B  "should  cut 
my  overhead...! 
won't  need  outside 
salespeople" 


ders  are  awarded  through  bidding 
faxes  you  a  bid,  you  fax  it  back  to  hil 
and  so  on."  Powell  hopes  Buzzsaw.o 
competitor    ContractorHub.com 
make  that  communication  more  r< 
able.  The  Kirkland  (Wash.)   compa 
provides  online  bidding,  charging  s 
pliers  a  transaction  fee  of  0.25%  to 
of  each  contract  they  close.  Dave  Missen,  owner 
$4  million  Dependable  Construction  Supply,  hop] 
ContractorHub.com  will  help  his  Seattle  busin 
close  more  deals.   "It  should  cut  my  overhe 
because    I    won't    need    outside    salespeopje 
says  Missen. 

Before  Missen  steps  from  beneath  his  overhea 
though,  he  might  do  well  to  consider  how  hard 
is  to  build  business  on  the  Web.  So  far,  Dependab 
Construction  Supply  has  received  40  requests  fc 
quotes  from  contractors.  Missen  bid  on  four  an 
won  one — for  $200  worth  of  nails.  Then  agaii 
competition  is  stiff.  Since  ContractorHub.coi 
opened  for  business  on  Apr.  3,  the  names 
90,000  suppliers  have  been  listed.  All  are  vying  fc1 
the  business  of  600  businesses  that  have  regis 
tered.  And  ContractorHub.com  earned  less  thai 
$14,000  from  transaction  fees  in  its  firs 
five  weeks. 

Clearly,  small-business  exchanges  are  not  eas 
to  build — even  those  serving  the  constructioi 
industry. 

9  To  learn  more  about  whether  online  > 
exchanges  can  work  for  you,  click  Online 
Extras  at  frontier.businessweek.com 
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NAME/LAUNCH  DATE 


INDUSTRY 


WHAT'S  OFFERED 


WHAT'S  HOT 


WHAT'S  NOT 


AGRIBUYS.COM 

[Oct.  1999] 


BUZZSAW.COM 

(Nov.  1999) 


Meat,  fish, 

produce, 

flowers 

Construction 


C0NTRACT0RHUB.COM  Construction 
(Apr.  2000) 

C-ST0REMATRIX.COM  Convenience 

(Due  August)  stores 

EC0NSTRUCT0RS.COM  Web  design 
(Oct.  1999) 


PRINTNATI0N.COM  Printing 

(Oct.  1999) 


PR0DUCE0NLINE.COM      Produce 
[Sept.  1999) 


Online  private  bidding 


Project  collaboration; 
Web-based  design 
tools;  supplier  directory 

Online  private  bidding; 
payment  tracking 

Online  ordering  and 
inventory  management 

Matches  developers 
and  clients 

Aggregated  purchasing; 
auctions  for  used 
equipment 

Online  bidding 


Buyers  have  access 
to  more  sellers 


Users  can  do  projects 
with  reduced  travel 


Contractors  can  save  up  to 
12%  on  paperwork  and 
other  back-office  costs 

Store  owners  can  more 
efficiently  track  100 
distributors 

"Who  Built  It?"  feature 
allows  buyers  to  ID  creative 
firm  behind  24,000  Web  sites 

Usually  offers  best  prices 


Online  bidding  allows  smaller 
growers,  wholesalers  to 
find  new  markets 


Site  needs  more  support 
from  larger  vendors;  stiff 
competition  from  specialized 
fish  and  meat  exchanges 

E-commerce  still  being 
tested 


Small  suppliers  reach  new 
markets  but  can  be 
overwhelmed  by  competition 

Stores  that  aren't  automated 
could  pay  $20K  to  get  up  to 
speed;  $50  monthly  fee 

No  e-commerce  yet 


Local  distributors  are  often 
faster 

Many  potential  buyers  are 
only  now  getting  online 
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COMPAQ  NEOSERVER  150  INTERNET  PLUS 

Perfect  tor  first-time  networking,  it  was  awarded 
WinList:  Best  In  Class  by  WinMag.com,  April  2000. 

Intel '  Celeron "  processor  500MHr 

Integrated  SCO  Server  Appliance  OS  (100-user  license) 

64MB  SDRAM 

13GB  hard  drive'  (exp.  to  26GB) 

17GB  removable  hard  drive'  lor  backup 

2  10/100  BaseTX  NlCs-DSL  ready 

(based  on  Intel  PRO/100+  integrated  technology) 

56K  V.90  modem 

t  -year  parts  and  labor  warranty' 

s1799 

s50/mo 

QuickAccess  Code:  59X8X4-21116 


PROLIANT  ML330  SERVER 

If  you  want  a  great  value  that  will  grow  with  your 
customer  base,  consider  this  expandable  server. 

Intel  Pentium"  III  processor  ■  'ache 

64MB  133MHz  ECC  SORAM  (exp.  to  2GB) 

9.1  GBUItra2  hard 

10/100TXUTPNIC 

(based  on  Intel  PRO/100+  integrated  technology) 

32X  Max  CD-ROM  drive* 

Server  management  tools 

3-year  limited  warranty' 

s1999 

s56/mo 

QuickAccess  Code:  59X8X4-17X57 


PROLIANT  ML350  SERVER 

For  serious  e-Commerce  and  maximum  uptime,  this  is 
a  reliable  workhorse  with  dual  processor  capability. 

Intel  Pentium  III  processor  600MHz/256<  12  cache 

Dual  processor  capable 

128MB  133MHz  ECC  SDRAM  (exp  to  2GB) 

9.1GB  Ultra2  SCSI  hard  drive3 

Internal  storage  capacity  up  to  109.2GB 

Integrated  Ethernet  10/100  NIC  (WOL) 

(based  on  Intel  PRO/100+  integrated  technology) 

7  Slots:  2  64-bit  PCI,  4  32-bit  PCI,  1  ISA 

3-year  limited  warranty 

$2459 

s70/mo 

QuickAccess  Code:  59X8X4-16552 


Get  an  easy-to-use  server  that  fits  your  business.  Whether  you  want  to  get  your  employees  on  the  Internet,  do  file  and  printer 
sharing,  or  accommodate  rapid  network  growth,  Compaq  has  a  server  that  will  grow  with  your  business.  Getting  networked  for  the  first  time?  Then  meet 
the  NeoServer  150.  You  give  it  one  phone  line  and  it  will  give  every  one  of  your  employees  the  Internet  access,  e-mail,  and  file-sharing  they  need  to  make 
your  business  grow.  Want  all  that  with  more  memory,  more  speed,  and  even  dual  processor  capability?  Then  check  out  the  specs  on  our  ProLiant  ML330 
or  ProLiant  ML350.  And  then  check  out  the  prices.  If  you're  ready  to  learn  more,  give  us  a  call.  We're  ready  to  make  your  server  decision  a  success  story. 


Call  now  to  buy  direct,  or  for  your  nearest  reseller 
1-877-608-4937www.directplus.compaq.com 
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COMPAQ 


i  Itable  state  and  local  sales  I  lestmarjon  'Compaq  Financial  Services  Financing  ava.dtne  Kvrxxjri  Compaq 

Monthly  lease  payments  are  based  on  a  48  montn  Far  Market  Value  lease  and  done 
iplngchsrgi  i>  rjytcs.  XX>  ROM  data  transfer  rates  may  va, 

i  VveO  site  lor  more  norm  il 

i  Intel,  the  Wei  Hside  Logo,  and  Pentium  arc  ■■ 
■la tamart  oil  'i  D<  typographical  errors  n  tt»s  aovertsemerr 
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Franchising: 


The  booming  economy  has  scrambled 
this  once  surefire  way  to  expand  a  business 


■p 


by  Robert  Deitz     IT'S    EASY    TO    SEE   why 
Ronald  Escoffery  wanted  to  franchise  his 
* '  <•  Premier  Learning  Centers.  The 
%  1  million  Atlanta  day-care  op- 
eration was  thriving,  and  he  en- 
visioned a  chain   stretching   from 
coast  to  coast,  cloned  without  his 
having  to  come  up  with  staff  or  capi- 
tal himself.  So  in  January,  Escoffery, 
55,  a  former  banking  executive  and 
real  estate  broker,  officially  began 
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offering  franchises  for  Premier  Learning.  To  reach 
chat  point,  he  had  spent  more  than  a  year  and  over 
$150,000  in  legal,  marketing,  printing,  and  other 
expenses  to  develop  the  document — known  as  an 
offering  circular — that  the  Federal  Trade  Commission 
requires  of  all  franchisers. 

But  to  date,  with  the  new  school  year  fast  ap- 
proaching, Escoffery  hasn't  sold  a  single  franchise, 
and  he  has  missed  the  ideal  season  to  open  a  new 
center  this  year.  Out  of  60  applicants,  only  three  even 
met  his  minimum  financial  criteria. 

As  it  turns  out,  Escoffery  couldn't  have  picked  a 
worse  time  to  get  started.  Recruiting  qualified,  and 
willing,  franchisees  is  harder 
these  days  than  tracking 
down  a  good  99£  hamburg- 
er. And  quality  counts.  Es- 
coffery knows  that  if  his  first 
franchisees  fail,  building  an 
empire  will  be  next  to  im- 
possible. "We're  going  to  be 
selective,"  he  says. 

So  what's  the  problem? 
Blame  it  on  the  prolonged  strong  economy,  say  fran- 
chising experts,  which  makes  the  concept  less  ap- 
pealing to  potential  buyers.  "It's  tougher  today.  When 
more  people  are  employed,  franchising  suffers,"  ex- 
plains Miami-based  franchising  consultant  Chuck 
Woolweaver.  Traditionally,  franchisees  have  come 
largely  from  the  ranks  of  the  downsized.  These  days, 
those  folks  are  more  likely  to  find  good  jobs  or  start 
their  own  companies,  leaving  franchisers  with  fewer 
ready  buyers.  In  an  analysis  of  about  500  franchising 
systems  in  the  13  states  that  register  franchisers,  the 
number  of  new  franchising  units  grew  by  1 0%  from 


Franchisees  complain 
of  poor  support  and 
onerous  contracts 
favoring  franchisers 


Why  Franchisees  See  Red 

Franchising  is  usually  a  good  deal  for  the  franchiser.  But 
franchisees  often  feel  more  like  wage  slaves  than  business 
partners.  Back  in  1996,  that's  exactly  how  Tom  MacDonald 
saw  himself.  In  just  one  year's  time,  MacDonald  had  grown 
his  Jackson  (Miss.)  franchise  of  U-Save  Auto  Rental  from  a 
fleet  of  12  cars  to  100.  He'd  become  the 
chain's  top  performer,  grossing  nearly  $1 
million.  But  he  didn't  get  so  much  as  a 
thank  you  at  the  annual  convention,  and 
he  felt  the  franchiser  didn't  deliver  on 
promises  to  provide  marketing  support 
and  training. 

Often,  disgruntled  franchisees  submit 
such  grievances  to  arbitration,  or  file  com- 
plaints with  state  regulators.  Franchisees 
also  formed  their  own  lobbying  group,  the 
American  Franchisee  Assn.  Says  founder 
and  ex-franchisee  Susan  P.  Kezios,  "I 
learned  that  the  rose-colored  stories  fran- 
chisers told  us  aren't  altogether  true."  Ex- 
ample: An  arbitrator  last  year  found  that  Sir 
Speedy,  the  office-services  chain,  had  mis- 
represented projected  revenues  and  mar- 
keting studies,  and  ordered  it  to  pay  a  fran- 


1996  to  1997  according  to  Frandata  Corp.,  a  Was! 
ington  franchise-research  firm.  But  as  the  econorJ 
boomed  in  1997,  franchising  dropped  off  dramaticl 
ly,  growing  less  than  half  that  pace  the  followirl 
year  and  only  5.4%  from  1998  to  1999.  "It's  gone  J 
a  litde,  but  it's  still  very  competitive  trying  to  fin! 
franchisees,"  says  Mark  Vickerman,  the  company! 
director  of  research.  The  healthy  economy  also  meail 
that  franchisees  have  other,  more  lucrative  investme 
opportunities.  "Until  April,  you  had  the  stock  markJ 
going  nuts  for  a  while.  So  you  also  had  people  st 
ing  money  back  to  the  market,"  says  Jeffrey  Koltorj 
ceo  of  Frandata  and  a  franchising  attorney. 

IMAGE  PROBLEMS 

Not  diat  franchising  is  about  to  disappear.  Franchis 
generate  a  staggering  $1   trillion  in  annual  sales- 
about  half  of  all  retail  sales  in  the  U.  S.  But  it's  a  parj 
ticularly  tough  time  for  new  franchisers  to  get  startei 
After  all,  there's  room  for  only  so  many  fast-fooi 
outlets,  copy  stores,  and,  yes,  day-care  centers.  Fas 
food  alone,  which  makes  up  the  largest  category,  h* 
219  systems  competing  for  franchisees  in  1998 
the  13  states  that  require  registration,  according  6 
Frandata.  Foreign  competitors  have  also  piled  int< 
the  market,  notes  Sanjay  S.  Mehta,  a  franchising  expi 
at  Sam  Houston  State  University  in  Huntsville,  Tex.| 
They  include  Autobac's  Seven  Co.  Ltd.,  a  Japanes- 
auto-service  and  supplies  retailer,  and  MadScience  En 
terprises,  a  Canadian  educational-systems  provider. 

On  top  of  that,  the  franchising  industry's  image  has 
been  bruised  by  fractious  relations  with  franchisees, 
who  complain  about  poor  support  and  onerous  con- 
tracts that  favor  franchisers.  "The  negative  publicity  has 
certainly  not  helped,"  says  Susan  P.  Kezios,  founder  of 


chisee,  the  late  Leo  J.  Beauclair  of  North  Dakota,  $277,896  plus 
8.5%  interest  and  legal  fees.  (The  two  sides  later  settled.) 
Kezios  says  her  30,000-member  organization  backs  proposed 
legislation  to  stop  "onerous,  one-sided  franchise  contracts"  re- 
quiring franchisees  to  submit  to  arbitration  rather  than  sue.  Oth- 
er sore  points  include  encroachment,  in 
which  franchisers  sell  outlets  too  close  to- 
gether or  open  mail-order  outlets. 

For  his  part,  MacDonald  found  a  novel 
solution:  He  bought  out  his  franchiser  in 
1996.  Now,  he's  in  the  driver's  seat  at  U- 
Save  Auto  Rental.  "Our  whole  philosophy 
has  been  directed  toward  treating  fran- 
chisees as  our  partners,"  he  says.  That 
includes  a  self-insurance  program  that 
reduced  franchisees'  fleet-insurance  costs 
by  an  average  of  $2,500,  free  consulting, 
and  a  stock  ownership  plan.  The  results: 
Since  1996,  system-wide  revenues  have 
grown  from  $80  million  to  $180  million.  In 
1998  and  1999,  MacDonald  sold  over  200 
new  franchises  and  now  adds  about  10 
new  locations  a  month.  Seems  like  the 
best  deal  is  a  good  one  for  franchisees. 
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NO  TAKERS:  After  spending  over  a  year— and  more  than  $150,000— developing  a  plan,  Ronald  Escoffery  hasn't  sold  a  single 
franchise  of  his  Premier  Learning  Centers.  Out  of  60  applicants,  only  three  met  his  minimum  financial  criteria 


iie  American  Franchisee  Assn.,  in  Chicago  which  is 
lobbying  for  tougher  federal  regulatory  oversight. 

Finally,  there's  the  Internet,  a  mixed  blessing  at 
best,  The  Net  allows  franchisers  to  recruit  and  screen 
applicants  more  easily,  but  it  also  subjects  die  fran- 
chisers to  closer  scrutiny.  "Franchisees  are  being  more 
selective  today,"  says  Kolton.  "They're  more  sophisti- 
cated, and  die  Internet  gives  diem  access  to  information 
tbat  wasn't  avadable  before."  Potential  franchisees  can 
now  scrutinize  offering  circulars  at  Franchise  Planet 
(www.franchiseplanet.com),  which  lets  diem  com- 
pare frandiising  fees  and  contract  terms  in  die  same  in- 


dustry. They  can  also  contact,  via  the  American  Fran- 
chisee Assn. ,  a  small  army  of  lawyers  who  specialize  in 
representing  franchisees  (www.francliisee.org). 

The  shrinking  pool  of  franchisees  is  hurting  existing 
franchisers,  too.  Karen  S.  Marshall,  president  of  Com- 
putertots,  an  international  chain  of  160  computer 
learning  centers  based  in  Great  Falls,  Va.,  is  now 
adding  about  10  centers  per  year,  vs.  18  in  1996.  To 
boost  recruitment,  Computertots  started  offering  fran- 
chisees $2,000  bonuses  last  year  for  bringing  in  new 
recruits.  So  far,  the  effort  has  resulted  in  only  one  sale. 

In  short,  it's  a  buyer's  market.  Still,  some  fran- 
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Getting  Started 

Jeffrey  Kolton,  a  Washington  (D.C.) 
franchise  attorney  and  consultant, 
runs  Frandata  Corp.,  a  research 
firm  that  analyzes  franchising 
trends.  He  spoke  with  reporter 
Robert  Deitz  about  the  challenges 
of  franchising  a  business  in  today's 
economy.  Edited  excerpts  follow. 

Q:  How  do  you  know  if  franchising 
makes  sense  for  your  business? 

A:  Owners  first  must  take  a  look  at 
the  business  they  have.  Is  it  based  on 
who  they  are?  Or  is  it  a  product, 
process,  philosophy,  or  service  that 
can  be  taught  to  others?  If  you  have 
a  business  that  can  be  replicated, 
franchising  is  the  fastest  way  to  ex- 
pand your  business. 


Q:  What's  the  hardest  part? 

A:  The  devil  is  in  the  details,  setting  up  an  infrastructure  that  every 
small  business  needs:  accounting,  training,  marketing,  hiring  and  re- 
taining employees,  payroll— all  of  the  things  that  any  small  business 
must  go  through  in  the  beginning.  In  franchising,  you  have  done  most 
of  this  up  front.  The  first  year  or  two  are  the  most  difficult. 

Q:  What  does  it  cost  to  set  up  a  basic  franchising  program? 

A:  Drafting  a  good  offering  circular  costs  anywhere 
from  $15,000  to  $30,000.  In  each  state,  there's  a  filing  fee 
these  run  up  to  $1,000  each.  You  have  to  amend  the  docu 
ment  for  each  state.  That  costs  from  $100  to  $500  each. 
Then  you  have  accounting  fees.  A  big  firm  could 
cost  $10,000  to  $20,000;  a  smaller  one,  $2,500  to 
$5,000.  Then  you  have  to  develop  operating  and 
training  manuals  and  marketing  materials.  Over- 
all, a  solid,  professional  registration  costs,  at 
minimum,  $50,000,  and  probably  more  like 
$100,000  to  $150,000. 


chisers  are  finding  ways  to  expand.  What's  neede 
First,  a  strong  business  concept  that's  not  just  a  fad. 
must  pick  up  on  an  enduring  economic  trend  or  a  H 
need  in  the  marketplace,  says  Frandata' s  Kolton.  Thl 
there's  marketing.  At  Molly  Maid,  an  Ann  Arbj 
(Mich.)  cleaning  service  with  500  franchisees  worll 
wide,  the  company  has  responded  to  better  times 
changing  its  tune.  "We've  changed  our  marked 
materials  to  appeal  more  to  corporate  executives  wlj 
may  not  feel  as  threatened  by  corporate  downsizing 
they  used  to,  but  are  looking  for  a  family-friendly  tyj 
of  business  that  they  can  run,"  says  Linda  Burzyns^ 
president   of  Molly   Maid   U.S.    Meanwhile,   JiJ 
Ketchum,  founder  of  Lubbock  (Tex.) -based  Chrisl 
mas  Decor,  a  business  that  designs  and  puts  up  oul 
door  holiday  displays,  pitches  his  franchises  as  a  sel 
sonal,    supplemental   income    stream    to   roofer:! 
irrigation  specialists,  swimming-pool  contractors,  anl 
exterminators — people  already  working  on  commei| 
rial  properties  and  private  homes. 

One  of  the  newest  recruitment  strategies  for  fran 
chisers  is  to  take  to  the  Web.  It 
allows  franchisers  to  qualify 
applicants  in  a  matter  of 
hours    rather    than 

WAITING  GAME: 

When  the  market 
turns,  Marshall 
expects  more  buyers 


Q:  How  can  you  attract  prospective  fran 
chisees  in  this  tight  market? 

A:  If  you're  just  starting  out,  be  very  se 
lective  in  choosing  your  first  franchisees. 
A  good  relationship  with  them  is  cru 
cial  in  recruiting  new  fran- 
chisees. 

Q:  So,  how  do  you 
establish  a  good 
relationship? 

A:  Deal  profession- 
ally with  franchisees. 
Treat  them  as  part- 
ners, not  employees.  If     ^ 
they  have  problems,  ad- 
dress  them   immediately. 
There  needs  to  be  open  com- 
munication. If  you  don't  do  that 
you're  inviting  problems. 
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i        If  you  don't  need  ACT! 
io  manage  your  business  relationships, 
you  probably  don't  have  many 
relationships  to  manage. 
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This  fellow  isn't  one  of  the  3  million 
satisfied  users  of  the  world's  favorite 
contact  management  software. 

But  if  he  were,  he  would  tell  you 
what  an  indispensable  tool  ACT!  is, 
especially  for  people  who  make  their 
living  fishing  for  prospects. 

That's  because  it's  so  easy  to 
install,  use  add  personalize  so  it  works 
the  way  you  do. 

ACT!  automatically  links  all  your 
calls,  meetings  and  correspondence  to 
the  appropriate  contact  record.  It  also 
maintains  complete  histories  of  all  your 
client  communications.  And  it  comes  with 
special  software  that  lets  you  transfer 
data  straight  into  your  Palm'  or  cell  phone. 

Better  yet,  once  you  get  your  mitts  on  ACT!  2000,  you  can  plug 
into  lnteract.com,  the  exciting  new  set  of  Web  services  that  no  business 
person  should  be  without. 

Don't  be  left  out  in  the  cold.  Act  now.  For  more  information  or  a 
free  trial  CD,  visit  www.actsoftware.com/trial/bw  or  call  877-501-1551. 

Interact  Commerce  Corporation 

1  '2000  Interact  Commerce  Corn  ACT!  is  a  registered  trademark  under  enclosure  license  to  Interact  Commerce  Corp  ■»  its  owner.  Symantec  Corp..  io  the  OS  and  other  countries 
ill  other  trademarks  are  the  property  ol  their  respective  owners 
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days.  Computertots,  for  example,  has  given  up  ex- 
pensive print  advertising.  Instead,  it  places  ads  on 
franchising  Web  sites  and  recruits  on  its  own  Web 
site.  The  company  encourages  applicants  to  fill  out  an 
e-mail  form  with  pertinent  financial  data. 

The  Web  has  also  become  a  vehicle  for  a  new  and 
as-yet  unproven  breed  of  franchise:  turnkey  e-busi- 
nesses designed  to  generate  advertising  or  e-com- 
merce  revenue.  For  example,  Wolf  Schlagman,  an 
ex-money  manager  for  Dean  Witter  Reynolds  Inc.,  is 
president  of  Miami-based  MyCity.com,  which  offers 
franchisees  the  rights  to  operate  a  local  community 
guide  in  their  town.  The  cost:  $27,500  a  pop. 


If  all  else  fails,  it  wouldn't  kill  fra 
chisers  to  be  a  litde  nicer  about  mon 
and  contracts.  Robert  Zarco,  a  fra 
chisee  lawyer  with  offices  in  Miar 
and  Los  Angeles,  says  none  of  the  frai 
chisers  he  knows  have  tried  offerir 
better  financial  terms,  but  maybe  the 
should.  Owners  should  make  sure  the 
contracts  include  a  strong  incentive  fi 
franchisees  to  grow  the  compan 
sometliing  Zarco  says  is  absent  froi 
most  deals.  On  other  terms,  such 
dispute  resolution  and  indemnity,  sel 
ers  are  starting  to  bend.  Robin  Da 
Glenn,  an  attorney  for  franchisers  i 
Orange  County,  Calif,  says  she  en 
courages  her  more  enlightened  small 
and  medium-size  clients  to  leave  ou 
the  draconian  language,  without  sacri 
ficing  protection,  and  Kezios  says  som 
aren't  enforcing  one-sided  clauses  s( 
zealously.  "Franchisers  don't  use  th 
terms  of  the  contract  as  the  bludgeoi 
they  did  before,"  Kezios  says. 

Will  that  attract  more  takers?  Hare 
to  say.  But  it's  clear  that  both  nev\ 
and  established  franchisers  are  pin 
ning  their  futures  on  an  economic  slowdown  and 
unlike  most  business  owners,  are  actually  cheerec 
by  rising  interest  rates.  "As  corporations  cut  costs 
and  cut  personnel,  that's  going  to  help  us,"  says 
Computertot's  Marshall.  Newcomer  Escoffery  is 
hopeful,  too:  "Franchising  is  a  long-term  invest- 
ment. We're  going  into  it  for  the  long  haul."  Some 
entrepreneurs,  it  seems,  are  determined  to  tough 
out  the  good  times. 


To  learn  about  resources  on  the  Web  for 
both  franchisers  and  franchisees,  click 
Online  Extras  at  frontier.businessweek.com 
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So,  You  Want  to  Franchise  Your  Business? 


Sure,  it's  a  mighty  tough  time  to  sell  franchises 
Still,  franchising  can  be  an  effective  way  to 
expand  your  business  when  you  don't 
have  a  lot  of  capital.  Some  tips  from  the 
experts: 

SEND  OUT  A  TRIAL  BALLOON.  Open 
one  or  two  other  locations  as  prototypes 
that  can  demonstrate  the  success  of  the 
business,  and  hire  managers  who 
can  operate  model  sites  without  your 
direct  supervision. 

DEMONSTRATE  A  TRACK  RECORD. 

To  woo  a  franchisee,  you'll  want 
to  show  your  business  is  profitable 
and  that  you  have  at  least  five  years 
experience  operating  a  single 
location. 
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GET  INDEPENDENT  ADVICE.  Set  aside  your  ego  and 
get  an  objective  evaluation  of  whether  your  business 
is  well  suited  to  franchising. 


WOO  ESTABLISHED  FRAN- 
CHISEES. Often,  existing  fran- 
chisees in  another  related  in- 
dustry in  the  same  region  are 
good  candidates. 


RECRUIT  ONLINE.  Offer  an  application 
screening  process  on  your  company  Web 
site.  You'll  save  on  advertising  and  proba- 
bly get  more  qualified  leads. 


TREAT  YOUR  FRANCHISEES  AS  BUSINESS 
PARTNERS.  Franchisees  are  not  employees. 
They  expect  to  profit  from  the  relationship  and 
to  be  treated  fairly. 
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HE  SEARCH  IS  OVER. 


Looking  to  start,  run,  or  grow  a  successful  small  business?  Let  frontier  help  you  find  your  way. 

Whether  in  print  or  online,  frontier  features  business  strategies,  in-depth  profiles,  and  interviews 
with  industry  experts-everything  today's  forward-looking  entrepreneurs  need  to  make  smarter 
management,  marketing,  financial,  and  IT  decisions.  All  the  information  is  here,  from  choosing 
the  right  network  for  your  office  to  selecting  the  best  insurance  policy  for  your  employees. 
Small  wonder  frontier  is  the  final  answer  for  professionals  with  countless  questions. 

To  receive  frontier,  the  special  edition  of  BusinessWeek  for  small-business  professionals, 
please  call  877-835-6628.* 

♦Subscribers  must  be  qualified  by  BusinessWeek. 


F 


JJUJ 


-_ / I  - Li  - ll  .^ Li > I 
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A  Business  Lives  Oil 


When  her  sister  died  in  a  plane 
crash,  Elayne  Shuster  preserved  her 
memory  by  saving  her  company 

BY  ROBIN  D.  SCHATZ 


ON  SEPT.  2,  1998,  Stephanie  Shuster, 
32,  the  founder  of  an  event-planning 
company  in  New  York  called  Global 
Connections,  hugged  her  sister  Elayne, 
36,  goodbye.  She  was  bound  for 
Geneva — to  handle  a  major  medical 
conference  for  Parke-Davis  Group — 
accompanied  by  her  office  manager 
and  two  longtime  freelancers. 

Stephanie  and  her  co-work- 
ers perished  an  hour  later 
when  Swissair  flight  1 1  1 
plunged  into  the  Adantic  off 
the  coast  of  Nova  Scotia. 
Global  Connections  should 
have  expired  that  awful  night, 
too.  The  only  other  full-time 
staffer  had  been  hired  just 
four  weeks  earlier.  And  like 
many  entrepreneurs,  Stepha- 
nie Shuster  didn't  have  a  will 
or  a  succession  plan. 

But  she  did  have  Elayne, 
big  sister,  best  friend,  and 
mentor  all  rolled  into  one. 
When  Elayne  received  the 
devastating  news, 
she  took  over 
Stephanie's  business 
as  unflinchingly  as  if 
she  were  rescuing  a 
falling  baby.  The 
company  became  her 
lifeline.  "From  Day 
One,  I  just  threw  my- 
self into  her  company. 
I  was  on  autopilot," 
says  Elayne,  president 
of  her  own  thriving  business,  Walnut 
Park  Productions  Inc.,  a  film  and  video 
production  company  in  New  York.  "In 
hindsight,  it  was  all  that  kept  me  sane, 
to  focus  on  the  business  side  of  it  and 
not  feel  the  pain." 

But  running  two  businesses  at  once 
is  no  easy  feat,  and  the  decision  to 
save  Global  defied  simple  explanation. 
After  all,  Stephanie  was  the  company, 
and  she  was  gone.  "I  do  think  there 
was  this  very  deep  need  to  see  her 
dream  realized,"  Elayne  says.  "I 


standy  felt  like  I  want  a  piece  of  her  to 
remain,  that  something  has  got  to  be 
left  of  her." 

Elayne  knew  better  than  anyone 
how  much  of  Stephanie  was  in  the 
business.  She  had  watched  as  her  sister 
took  Global  Connections  from  concept 
onward.  Elayne  was  the  one  who 
urged  Stephanie  to  break  away  from 


con-      covery 


her  employer  and  open  her  own 
shop.  She  helped  Stephanie  write 
her  business  plan  in  the  Manhattan 
apartment  they  shared.  And  she  would 
often  comfort  Stephanie  when  she 
woke  Elayne  at  2  a.m.  to  ask:  "Am  I 
doing  the  right  thing?" 

At  the  time  of  Stephanie's  death, 
Global  was  just  15  months  old, -and 
billings  were  coming  at  a  rate  of 
about  $1.5  million  a  year.  There  were 
six  other  events  in  the  pipeline  at  the 
time  of  the  tragedy,  including  a 
splashy  launch  party  for  Animal  Plan- 
et, a  new  nature  channel  from  Dis- 
Communication   Inc.   There 


were  bills  to  pay  and  receivables 
collect.  Fortunately,  Stephanie  had 
ready  enlisted  Elayne  as  an  officer 
her  company  expressly  so  she  cou 
handle  financial  matters  during  h 
frequent  travels. 

Global's   commitments  were   m 
without  a  hitch,  and  not  a  single  die 
bailed  out.  In  fact,  several  urged  Elayi 
to  keep  Global  going,  among  thei 
Andrew  Chen,  a  manager  at  Orth< 
McNeil  Pharmaceutical.  "It  was  just 
fitting  tribute  to  Stephanie,"  he  says 
In  the  frenzied  months  that  fo 
lowed,      Elayne      hired      some      c 
Stephanie's  freelancers  and  consul) 
ants  full  time  to  help  pic 
up  the  pieces.  Global  was  st; 
bilized,   but  Walnut   Park' 
growth  stalled.  The  pressur 
of     Elayne's      double     lif 
mounted.   One  particularl 
stressful  day,  she  broke  down 
and  wept.  "I  remember  say 
ing:   'What  am  I  doing  thi 
for?  Am  I  crazy?  I  could  jus 
close  this  company  and  call 
a  day.'  " 


Refocused.  Of  course,  Elayn 
couldn't  close  Global  Connec 
dons  any  more  than  she  coulc 
forget  Stephanie.  As  ceo  o 
Global,  she  has  brought  in  her 
husband,  Larry  Levine,  a  mar- 
keting pro,  as  president,  and 
retreated  to  an  advisory  role 
The  business  is  growing  once 
again,  with  billings  of  about 
$3  million.  Now,  Elayne  is  re- 
focusing  her  energies  on  her 
company,  Walnut  Park,  which 
she  owns  with  a  partner,  and  has  filled 
her  slate  with  new  projects.  At  the 
same  time,  she's  preparing  for  the  birth 
of  her  first  child  this  month. 

While  she  may  not  have  realized 
the  extent  of  the  challenge,  Elayne 
doesn't  regret  her  decision  to  adopt 
Global.  Perhaps  a  small  business  isn't 
exactly  the  stuff  of  immortality,  like  a 
sonnet  or  a  symphony,  but  Stephanie 
Shuster's  company,  and  her  dream,  do 
live  on. 


c>< 
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Schatz,  a  small-business 
editor,  can  be  reached  at 
robin  schatz    businessweek.co 
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President  and  CEO 
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THE    WORLD  WIDE  WEB 

OF  WOMEN  ENTREPRENEURS: 

YOUR  21st  CENTURY  BUSINESS 

Thursday,  Sept.  7,  2000 
7:30  am  -  6:00  pm 

Navy  Pier 

600  E.  Grand  Avenue 

Chicago,  Illinois 

•The  Conference  provides  marketing, 
and  networking  opportunities,  and 
business  resources  for  prospective 
and  established  women  business  owners. 

•  The  Hall  of  Fame  Awards  Breakfast 

honors  prominent  women  entrepreneurs 
and  supporters  of  women's  business 
development. 

•  The  Business  and  Buyers  Mart  is  your 

opportunity  to  market  your  business 
to  over  125  corporate  and  government 
buyers. 

•  The  Women's  Forum  features  nationally 

and  internationally  acclaimed  business 
owners. 
Hedy  M.  Ratner  &  S.  Carol  Dougal,  Co-Presidents 

Co-Chairpersons:  Debra  Jennings-Johnson, 
Director,  Supplier  Diversity,  BP  Amoco, 
Shelley  Longmuir,  Senior  Vice  President, 
International  and  Governmental  Affairs, 
United  Airlines 

For  more  information  call: 

(312)  853-3477  ext.  24  FAX  (312)  853-0145 

MEDIA  SPONSORS:  Entrepreneur      OFFICIAL  TV  SPONSOR: 

MB[   nop  ■Pflj 


CHICACO 


Jewel-Osco 
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OFFICIAL  CARRIER: 
f  UNITED 


14™  Annual  Entrepreneurial  Woman's  Conference 


REGISTRATION   Send  or  FAX  to:  Women's  Business 

Development  Center,   8  S.  Michigan  Ave.,  Suite  400, 

Chicago,  IL  60603-3306  (312)853-3477  ext.  24  FAX  (312)  853-0145 

Name 

Business  Name 


Business  Address 
City 


State 


-Zip 


COST:  Full  day  registration:  $110.00  (includes  breakfast 

&  lunch) 

Registration  after  Sept.  1  and  at  door:  $150.00 

Awards  Breakfast  only:  $40.00 

Lunch  and  Women's  Forum  only:  $80.00 

Half-day  Mart  only:  $65.00 

CHECK:  □ AmEx        □  Diners  Club     □  VISA      □  MC 

Please  enclose  with  registration.  Make  checks  payable  to  WBDC. 


Day  Phone 


All  costs  are  tax  deductible  to  the  extent  allowed  by  law. 

Refund  Policy:  A  full  refund  will  be  given  through  August  15,  2000. 

Facilities  are  handicapped  accessible. 


CREDIT  CARD: 
Amount 


Account#_ 


Expiration  Date_ 
Signature 
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Sclafani  and  Naddelman  do 
the  legwork  for  college  scouts 

STEVE  SCLAFANI  ALWAYS  DREAMED  of  a  ca- 
reer in  the  big  leagues.  As  a  star  second  base- 
man—first at  his  Columbia  (Md.)  high  school, 
then  at  the  University  of  Pennsylvania— he 
thought  he  might  have  a  shot.  But  the  pro 
scouts  thought  otherwise.  So  Sclafani  put  aside 
his  glove  and  stepped  up  to  the  plate  as  an 
entrepreneur. 

Now  29,  Sclafani  (left)  still  has  one  foot  on 
the  playing  field.  His  six-year-old  company, 
Baseball  Factory— founded  with  former  team- 
mate Rob  Naddelman,  27— specializes  in  getting 
high  school  players  onto  college  teams.  They  do 
it  by  holding  "showcase"  games  in  stadiums 
nationwide,  where  talented  youngsters  perform 
for  college  coaches.  Coaches  unable  to  attend 
receive  videotapes  of  the  players  with  evalua- 
tions written  by  Major  League  scouts,  who  con- 
sult for  Baseball  Factory.  The  Ellicott  City  (Md.)- 
based  company  also  offers  tutoring  and  training 
camps  with  former  pros.  Sclafani,  the  CEO, 
fe  boasts  that  about  90%  of  his  clients  win  spots 
%  on  college  teams,  more  than  two-thirds  of  them 
with  scholarship  money.  "I  knew  personalized 
recruiting  would  work,"  he  says.  Most  play- 
ers—who pay  between  $200  to  $2,500,  depend- 
ing on  the  level  of  training— are  referred  by 
their  coaches  and  represent  the  cream  of  the 
nation's  high  schools.  In  1999,  Baseball  Factory 
worked  with  about  2,500  kids,  grossing 
$700,000.  This  year,  COO  Naddelman  expects 
4,000  kids  and  $2.5  million  in  sales. 

Baseball  Factory  is  not  the  only  showcase 
company.  But  it  has  managed  to  sign  up  pro 
scouts,  ex-college  coaches,  and  retired  pros, 
winning  it  credibility.  "If  they  tell  you  a  guy  can 
play,  he  can  play,"  says  Brian  Kemp,  assistant 
I  coach  at  High  Point  University  in  High  Point, 
N.C.  The  company  now  has  16  employees  and 
will  soon  launch  a  softball  division.  For  Baseball 
Factory,  these  are  still  the  early  innings. 

—  KIMBERLY  WEISUL 
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3,000  of  comfy  office  furniture:  $1,920 


$7,000  of  new  computer  equipment  &  software:  $6,600 


$4,000  staff  retreat:  $3,500 


creating  a  place  where  people  want  to  show  up  at  9am: 


priceless 
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Get  what  you  need  to  turn  your  small  business  into  something  you've  always  wanted  a  great  business.  The  MasterCard  BusinessCard' 
siness  Savings'1'  program  has  special  offers  on  products  and  services  that  are  crucial  to  small  businesses.  From  insurance  planning  to  incorporation 
vices,  online  hosting  to  office  supplies,  whatever  your  business  needs,  we'll  help  you  save. 


To  apply  for  a  MasterCard  BusinessCard,  visit  mastercard.com  or  call  I  800-360-3664. 
If  you  already  have  a  card,  start  saving  now  ot  mastcicard.com   bizsavings 
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The  Net  helped  him  change  the  rules  of  competition. 
ACCPAC  Online  helps  him  profit  from  them. 


Introducing  ACCPAC  Online  ...  solutions  for 
next  e-business  success  story.  Yours! 

Gaining  a  competitive  advantage  from  the  Net  has  never  been 
so  easy,  thanks  to  end-to-end  accounting  and  e-business  solutions 
from  ACCPAC  Online",  the  premier  ASP  and  e-business  resource 
center  for  small  and  medium-sized  enterprises,  providing  every- 
thing a  business  needs  to  enter  the  new  economy — fast. 

ACCPAC  Online  brings  you  easy-to-understand  e-business 
know-how,  quick  start  e-services,  and  even  complete  application 
hosting  of  the  ACCPAC  eAdvantage  Suite" — a  comprehensive  set 
of  e-business  solutions  designed  to  enable  every  business  to  buy 
on  the  Web,  sell  on  the  Web,  and  empower  employees  on  the 


the 


Web.  All  tightly  integrated  with  ACCPACs  complete  line  of 
industry-leading  accounting  solutions.  All  adaptable  to  the  way 
businesses  do  business  today.  No  customization,  no  reinvention — 
just  flexible,  affordable  e-business  solutions  from  the  most  trusted 
name  in  the  industry.  Changing  the  rules  is  easy.  Now,  profiting 
from  them  is  too. 

Let  ACCPAC  Online  and  eAdvantage  Suite  put  the  promise  of 
e-business  in  your  business. 

www.accpaconline.com 
Toll  free  877.622.2722x17 
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evelopments  to  Watch 


PLANTS  FOR 
IWING  BONES 


RAINER   KOTZ,  AN  ORTHO- 
c  surgeon  at  the  Univer- 
of  Vienna,  has  found  sue- 
by  mimicking  the  body's 
:esses.  In  the  July  13  is- 
of  Nature,  Kotz  and  a 
n  of  researchers  describe 
r  latest  creation:  A  novel 
implant  for  children  who 
e  lost  bone  from  the  knee 
nving  the  removal  of  a  tu- 


mor. As  surrounding  bones 
grow  larger,  this  implant  ex- 
tends to  provide  more  natur- 
al mobility. 

Traditional  bone  implants, 
though  effective  in  adults,  are 
problematic  in  growing  chil- 
dren. Because  the  size  of  the 
implant  doesn't  change,  the 
child's  uninjured  leg  is  soon 
v-  >?  disproportionate- 
*  '  ly  longer  than 
,-^mr  the  injured  one, 
impeding  the 
child's  normal 
body  alignment 
and  gait.  In  the 
past,  doctors 
have  developed 
extendible  im- 
plants that  could 
be  manually  lengthened  dur- 
ing surgery.  But  that  approach 
forces  the  children  to  undergo 
repeated,  painful  surgeries  that 
cause  extensive  scarring. 

Kotz  says  his  device  allows 
a  greater  range  of  motion 
than  previous  implants.  And 
since  the  energy  needed  for 
elongation  comes  as  patients 
walk,  Kotz's  device  closely 
tracks  normal  leg  growth.     □ 


SLUES  TOWARD  AN  ARTHRITIS  CURE 

CCORDING  TO  THE  WORLD  HEALTH  ORGANIZATION, 

rthritis  affects  half  the  world's  population  over  age  65 
nd  accounts  for  approximately  $100  billion  in  medical 
osts  and  lost  productivity  each  year.  Currently,  arthri- 
is  sufferers  can  do  little  more  than  treat  the  painful 
ymptoms  of  their  disease,  popping  anti-inflammatories 
o  calm  their  aching  joints.  But  research  published  in 
he  July  14  issue  of  Science  offers  tantalizing  clues 
ibout  the  biological  basis  of  the  disease — information 
.hat  someday  might  be  used  to  develop  breakthrough 
nedicines. 

The  research,  conducted  by  Stanford  University  biolo- 
gist David  M.  Kingsley  and  his  team,  zeroes  in  on  a  spe- 
cific mutation  in  one  of  the  genes  responsible  for  the 
mouse  version  of  arthritis.  The  gene,  called  "ank,"  ap- 
pears to  be  involved  in  stimulating  cartilage  cells  in 
joints  to  produce  pyrophosphate,  a  natural  water  softener 
that  inhibits  calcium  phosphate  crystal  formation.  In  the 
ank-mutant  mice,  abnormal  mineral  deposits  occurred  in 
the  lubricating  fluid  of  the  joints,  ultimately  leading  to 
hiss  of  mobility,  inflammation,  and  joint  destruction. 
Kingslev's  team  is  now  studying  B  recently  identified  hu- 
man version  of  the  gene,  which  provides  "a  clue  that  is 
worth  investigating,"  says  Dr.  David  Pisetsky,  a  rheuma- 
tologist  at  Duke  University  Medical  Center.  D 


POP  A  PILL 
-AND  KILL  THE 
URGE  TO  SMOKE 

METHOXSALEN,  A  DRUG  ORIGI- 
nally  approved  in  1999  to 
treat  skin  disorders,  may  be 
the  Dexatrim  of  smoking.  It 
seems  to  remove  the  urge  to 
puff  on  a  cigarette,  just  as 
the  diet  pill  gets  rid  of  the 
desire  to  nosh.  If  it  works, 
say  good-bye  to  unsightly 
skin  patches  and  unpalatable 
chewing  gum.  All  you  will 
have  to  do  is  pop  a  pill. 

Scientists  have  known  for 
several  years  that  an  enzyme 
called  CYP2A6  plays  a  critical 
role  in  metabolizing  nicotine. 
They  theorized  that  disabling 
the  protein  might  be  one  way 
to  help  rid  smokers  of  their 
physical  addiction  to  nicotine. 
The  idea:  Keep  higher  levels 
of  nicotine  in  the  blood 
stream  longer,  so  that  the 


body  doesn't  go  through  nico- 
tine withdrawal. 

After  testing  dozens  of 
compounds,  Dr.  Edward  M. 
Sellers  and  a  team  of  re- 
searchers at  the  University 
of  Toronto  discovered  that 
methoxsalen  inhibits  CYP2A6. 
In  one  trial,  17  patients  were 
given  either  methoxsalen  or  a 
placebo  in  combination  with 
oral  nicotine.  After  three 
hours,  blood  samples  from  the 
test  subjects  showed  nicotine 
levels  that  were  twice  as 
high  as  those  of  the  control 
subjects.  Given  the  opportu- 
nity to  smoke  during  that 
same  period,  test  subjects 
also  lit  up  fewer  cigarettes 
and  took  fewer  puffs  per  cig- 
arette than  counterparts  tak- 
ing the  placebo. 

Before  methoxsalen  can  be 
marketed  to  help  smokers 
quit,  however,  researchers 
have  to  conduct  additional 
tests.  a 


THIS  PRINTER 
BALKS  AT 
COUNTERFEITING 

THE  PREVALENCE  OF  HIGH- 
powered  desktop  computers 
and  printers  has  taken  some 
of  the  work  out  of  making 
money — the  counterfeit  type, 
that  is.  The  U.  S.  Secret  Ser- 
vice estimates  that  there  is 
more  than  $400  million  in 
phony  currency  circu- 
lating in  America  to- 
day. Roughly  40%  of  it 
is  minted  from  tem- 
plates stored  in  per- 
sonal computers,  using 
affordable  color  ink-jet 
printers  for  output. 

Now,  Omron  Elec- 
tronics of  Japan  is  thwarting 
the  bad  guys.  It  has  come  up 
with  an  image-recognition 
technology  that  prevents  PCs 
and  color  printers  from  pro- 
ducing bogus  bills  from  tem- 
plates or  high-resolution 
scans  of  real  ones. 

Omron's  first  anti-counter- 
feiting  product,  launched  in 
1963,  was  a  fake  hill  detec- 
tor used  in  bill-changing  ma- 


chines. Now,  the  company  has 
embedded  this  technology  in 
driver  programs  for  PC  print- 
ers. If  the  object  to  be  print- 
ed conforms  to  a  checklist  of 
suspicious  features — such  as 
size,  color,  pattern,  print  qual- 
ity— the  software  figures  that 
the  user  is  up  to  no  good  and 
cancels  the  print  task. 

This  summer  Omron  start- 
ed installing  its  software  in 
printer  drivers  for  Pes  sold 


in  Japan,  whose  counterfeit- 
ing woes  are  growing  worse 
every  year.  It  charges  manu- 
facturers about  $1  per  modi- 
fied driver.  If  counterfeiters 
try  to  tinker  with  the  driver, 
they'll  disable  the  printer. 
Omron  is  also  talking  with 
various  U.S.  printer  compa- 
nies, hoping  to  market  the 
technology  as  a  worldwide 
standard. 
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WHEN  WEB  SITES 
PLAY  DOCTOR 

How  to  spot  the  snake  oil  on  e-health  sites 


Nervous?  Suffer  from  muscle 
aches?  If  some  Web  sites  are  to 
be  believed,  you  may  be  harbor- 
ing irksome  parasites.  Luckily  for 
you,  there's  a  solution:  The  Original  Par- 
asite Zapper,  a  battery-operated  device 
that,  together  with  certain  herbs,  will 
rid  you  of  viruses,  bacteria,  and  other 
pests.  Just  fork  over  $75,  and  you're  on 
your  way  to  being  bug-free.  Or  maybe 
you've  got  more  serious  problems.  With 
a  few  quick  clicks  of  the  mouse  you'll 
find  Web  sites  chronicling  miraculous 
recoveries  from  cancer,  diabetes,  lupus, 
and  a  host  of  other  ailments.  For  just 
$14.95,  you  can  learn  a  self-healing 
method  prescribed  by  the  world's 
largest  "medicineless"  hospital,  in  China. 
Here,  among  other  things,  you  will  dis- 
cover the  secret  to  spontaneous  remis- 
sion of  bladder  cancer. 

Cyberspace  is  awash  in  so-called 
e-health  sites,  spawned  by  consumers' 
unquenchable  thirst  for  medical  infor- 
mation. George  D.  Lundberg,  editor-in- 
chief  of  a  well-respected  site  called  Med- 


scape.com,  figures  there  could  be  any- 
where from  20,000  to  2  million  such 
sites,  including  pages  from  university 
medical  departments.  Some  dispense 
free  advice,  ranging  from  the  genuinely 
helpful  to  the  blatantly  bogus.  Others 
sell  devices,  services,  and  herbs  that 
could  cure  you  or  kill  you,  depending 
on  what  other  medications  you  might 
be  taking. 

ODDBALL  Telling  the  difference  between 
helpful  and  harmful  can  be  tough.  Even 
some  of  the  true  oddball  sites  trumpet 
definitive  studies,  important-sounding 
journal  articles,  and  degree-toting  physi- 
cians, along  with  patient  testimonials, 
photos,  and  charts.  "There's  a  tremen- 
dous amount  of  quackery  out  there," 
says  Dr.  Stephen  Barrett,  a  psychiatrist 
who  runs  Quackwatch.com,  a  site  that 
strives  to  separate  the  good  sites  from 
the  bad. 

How  do  you  determine  what  infor- 
mation is  on  the  up-and-up?  To  begin 
with,  consider  the  source.  On  sites  run 
by  the  American  Medical  Assn.  or  the 


National  Institutes  of  Health — to  na 
just  two — you're  likely  to  find  sound 
formation  that  has  been  vetted  by  m 
ical  doctors.  But  don't  look  for  that 
the  Chinese  Association  of  Urine  Th 
apy,  a  Taiwan  organization  that  ad 
cates  drinking  one's  own  urine  to  fi| 
everything  from  cancer  to  baldness, 
validity  to  it?  "There's  no  medical 
dence  to  show  that  there's  any  bene 
from  the  use  of  urine,"  says  Dr.  Antl 
ny  Atala,  a  urologist  and  associate  pi 
fessor  of  Harvard  Medical  School. 

For  many  of  these  sites,  the  loud 
the  marketing  pitch,  the  lower  the  ere 
ibility.  Sites  organized  to  sell  certa 
therapies  usually  give  short  shrift 
others.  Quackbuster  Barrett  also  takes 
hard  line  on  all  outfits  that  sell  herl 
dietary  supplements,  and  homeopath 
products.  Such  sites  usually  fail  to  po 
warnings  about  who  should  not  buy  tl 
products,  he  says,  and  "the  informatic 
on  these  sites  always  contains  unsul 
stantiated  claims." 

The  claims  can  be  downright  dange: 
ous.  Take  the  case  of  a  Chinese  her 
called  ma-huang,  which  may  help  allev 
ate  asthma  and  allergy  symptoms,  but  i 
more  commonly  misused  in  weight-los 
formulas  and  energy  boosting  com 
pounds.  The  active  ingredient,  ephe 
drine,  has  been  severely  restricted  ii 
some  states  and  has  repeatedly  conn 
under  heat  at  the  Food  &  Drug  Ad 
ministration  in  the  wake  of  more  thaifto 
30  fatalities  and  hundreds  of  cases  o: 
serious  side  effects.  And  yet,  the  herb  is 
available  in  bulk  on  the  Legendary 
Ethnobotanical  Resources'  World-Herb 
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Optical 
Internet 


Roger  that,  Howard.  We  read  you  loud  and  dear.  Which  is  why  Williams  Communications  has 
chosen  Nortel  Networks'"  OPTera""  solutions  to  expand  its  33,000-mile  nationwide 
network  And  why  our  portfolio  of  industry-leading  optical  solutions  was  selected 

o  build  34  of  the  last  40  major  networks  globally.  So  if  your  flight  plan  calls  for  speed,  reliability  and 
'  °'   apacity,  we  can  provide  all  you  need  to  take  advantage  of  the  new,  high-performance  Internet. 

\nd  propel  your  business  to  new  economic  heights.  So  come  together,  right  now  with 

Nortel  Networks.  And  make  the  Internet  whatever  you  want  it  to  be  nortelnetworks.com 


NORTEL 

NETWORKS 


Science  &  Technology 


One  rule  of  thumb  for  rating  these  sites:  the  louder 
the  marketing  pitch,  the  lower  the  credibility 


Shop.com  Web  site,  where  nary  a  warn- 
ing can  be  found.  The  owner  of  the  site, 
Luis  E.  Riesgo,  argues  that  the  research 
on  ephedrine  is  not  conclusive.  "I  would 
love  to  be  able  to  offer  correct  informa- 
tion, but  the  truth  of  the  matter  is  no- 
body has  it,"  he  says. 

Even  when  sites  post  warnings,  they 
may  be  played  down.  MotherNature.- 
com,  for  instance,  alerts  potential  buyers 
about  "the  very  public  debate"  raging 
over  St.  John's  Wort,  a  popular  anti- 
depressant herb  that  interacts  badly 
with  several  other  medications.  But  it 
hastens  to  add  that  the  stuff  racks  up 
about  $140  million  in  annual  sales,  and 
that  some  studies  have  found  it  to  be 
"an  effective  antidepressant  that  causes 
relatively  few  side  effects."  Jeffrey  A. 
Steinberg,  chief  marketing  officer  for 
MotherNature.com  Inc.,  says:  "We  don't 
purport  to  be  physicians  and  we're  not 


prescribing  anything."  He  emphasizes 
that  the  site  posts  adequate  warnings, 
and  that  visitors  "really  need  to  read 
the  information." 

Alternative  medicine  sites  can  be 
showcases  for  all  sorts  of  cyber-silli- 
ness.  At  www.alternativemedicine.com, 
for  example,  you  can  hear  about  how 
the  National  Cancer  Institute  does  not 
want  to  cure  cancer.  If  alternative  med- 
icine still  appeals  to  you,  expect  to  find 
the  most  reliable  information  on  sites 
linked  to  centers  of  traditional  West- 
ern medicine.  The  National  Center  for 
Complementary  and  Alternative  Medi- 
cines at  the  National  Institutes  of 
Health  might  be  a  good  starting  point. 
Here,  news  will  hew  to  a  higher  scien- 
tific standard  than  at  most  alternative 
sites,  in  part  because  it  is  addressed 
to  a  skeptical  audience  of  traditional 
doctors. 


The  Net  Is  a  Cornucopia 
of  Good  Medicine . . .  and  Bad 

Some  Internet  medicine  sites  teem  with  information  that  could  save 

your  life.  Others  earn  the  ire  of  the  Net's  medical  watchdogs. 

Here  are  some  of  the  best  and  worst: 

SITES  THAT  CAN  HEAL... 

AMA  HEALTH  INSIGHT 

www.  ama-assn.  org/consumer.  htm 

A  user-friendly  site  from  the  American  Medical  Assn. 

HEALTHFINDER 

www.  healthfinder.  org 

A  portal  for  the  U.S.  Health  &  Human  Services  Dept. 

MAYO  CLINIC 

www.  mayohealth.  org 

Easy-to-understand  information,  vetted  by  Mayo  experts 

...AND  SOME  THAT  MAY  NOT 

THE  ORIGINAL  PARASITE  ZAPPER 

www.  island.  net/~zapper/Original.  html 

Markets  an  electronic  device  to  zap  illness-causing  germs 

CHILEL-WORLD'S  LARGEST  MEDICINELESS  HOSPITAL 

www.  chilel-qigong.  com/hospital,  htm 

Cites  miracle  cures  for  cancer,  lupus,  and  other  diseases 

MOTHERNATURE.COM 

www.  mothernature.  com 

A  target  of  quackbuster  Dr.  Stephen  Barrett 


When  it  comes  to  mainstream  m 
cine,  there  is  no  shortage  of  p 
reviewed  data.  The  U.S.  governm 
for  instance,  runs  healthfinder.gov,  wl| 
offers  free  access  to  health  data  on  m 
than  1,000  topics,  ranging  from  astl 
to  zinc  deficiency.  Michael  Homan,  p 
ident  of  the  Medical  Libraries  As 
also  recommends  MEDLlNEplus,  from 
National  Library  of  Medicine. 

But  don't  rule  out  commercial  sil 
altogether.  Even  if  their  main  goal  is1 
market  a  product,  they  may  still  ag 
gate  and  publicize  legitimate  resear 
Medscape.com  and  InteliHealth.com, 
instance,  offer  current  news  along 
links  to  medical  data.  On  these  sit 
news  about  allergies,  for  example, 
be  clearly  segregated  from  ads  for  m 
ications  or  devices  such  as  clima 
control  machines  for  allergy  suffere: 
And  in  theory,  these  sites  are  manag 
like  leading  newspapers  and  magazin 
in  which  ads  are  not  permitted  to  in 
ence  content. 

ETHICAL  CODE.  One  way  users  can 
assure  themselves  on  a  site's  credibili 
is  to  make  sure  the  site  operator  a 
heres  to  various  codes  of  ethics  urg 
by  recognized  e-health  organization 
Some  sites,  for  instance,  carry  a  lo: 
from  the  Health  on  t 
Net  Foundation  (hon| 
a  group  that  promote 
objectivity  and  full  di 
closure  policies  in  We 
>•  ,  -  r  medicine.  The  Intern 
if  ,»£  Healthcare  Coalitio 
~~*  '  armed    with    a    simila 

code,  is  also  developin 
a  certification   syste 
{   for   sites.    Both   Med 
scape  and  InteliHealt 
for  instance,  say  tha 
they  abide  by  sucl 
codes. 

Sadly,  the  Web 
makes  it  relatively 
easy  to  peddle  junk  sci- 
ence and  useless  products,  so  skepti 
cism  is  a  smart  prescription.  On  the 
other  hand,  the  technology  makes  it 
simple  to  check  information  from  one 
site  against  another,  so  it's  possible  to 
differentiate  sound  medicine  from  snake 
oil.  In  the  end,  the  best  defense  against 
e-quackery  is  making  sure  you  know 
whom  you're  dealing  with  and  exactly 
what  they're  pitching. 

Joseph  Weber  in  Chicago 


In  the  dark  about 
Web  enabling  your  business? 

Microsoft  sheds  a  little  light. 
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ixtreme  Logic  is  proud  to  be  selected  by  Microsoft  Corporation  as 
this  continent's  premier  e-business  solution  provider. 


e^xtremeLOGic 


Building  innovative  e-solutions  to  Web  enable  your  enterprise,  Extreme  Logic  helps  companies 
quickly  gain  maximum  benefit  from  the  Internet.  We  ensure  strategic  thinking,  superior 
technical  expertise,  and  hands  on  skills  in:  Business  to  Business,  Business  to  Consumer, 
Workflow  &  Collaboration  and  Knowledge  Management 

To  create  an  Internet  presence  that  is  all  you  need  it  to  be,  contact  us  at: 
b_walton@extremelogic.com  or  (877)  232-2350. 
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STILL  FLYING 
WITH  A  FULL  TANK 

Earnings  leaped  17%  in  the  second  quarter:  Five  quarters  in  a  row  of  double-digit  gai 


MOUti 

rota  c 
remains 


Don't  talk  about  soft  landings  to 
corporate  executives.  What  they 
want  is  a  way  to  stay  aloft.  And 
after  a  year  of  raising  interest 
rates,  the  Federal  Reserve's  strategy  to 
tamp  down  any  hint  of  inflationary 
growth  seems  to  be  working  just  fine. 
Earnings  for  the  900  companies  on  busi- 


NESS  week's  Corporate  Scorecard  rose 
a  robust  17%  in  the  second  quarter,  on  a 
16%  increase  in  sales.  Although  second- 
quarter  earnings  slowed  from  the  torrid 
pace  of  the  previous  four  quarters,  they 
still  marked  the  fifth  straight  quarter  of 
double-digit  gains. 

Big  increases  in  the  computer  chip 


and  oil  industries  are  by  far  the  n  - 
ingredients  sustaining  profits.  Efffflf! 
though  the  quarter's  increase  is  far  fiPf  sera 
the  28%  jump  in  the  second  quarteiP  M']] 
1999,  profit  growth  is  still  extraoi  ms 
nary.  "The  economy  acts  like  it  mi  pgtl 
slow  down,  but  at  this  rate  that  wo 
take  a  while,"  says  Suzanne  Rizzo, 


Winners  and  Losers  in  Quarterly  Profits 

INDUSTRIES  COMPANIES 


LEADERS 

PERCENTAGE  CHANGE  FROM 
1999's  SECOND  QUARTER 

SEMICONDUCTORS                271% 

COAL,  OIL,  &  GAS 

187 

GAS  UTILITIES 

172 

COMPUT.  SOFTWARE  &  SVCS. 

133 

PETROLEUM  SERVICES 

113 

SPECIAL  MACHINERY 

92 

ALUMINUM 

75 

INSTRUMENTS 

69 

APPAREL 

59 

PAPER 

53 

MISCELLANEOUS  LEISURE 

44 

MACHINE  &  HAND  TOOLS 

36 

INDUSTRIAL  DISTRIBUTION 
PAPER  CONTAINERS 

34 
30 

FOOD  PROCESSING 


28 


LAGGARDS 


PERCENTAGE  CHANGE  FROM 
1999'S  SECOND  QUARTER 

STEEL  Loss 

BROADCASTING  -97% 

HEALTH-CARE  SERVICES  -88 

BANKS-SOUTH  &  SOUTHEAST  -73 

DRUG  DISTRIBUTION  -71 

GLASS  CONTAINERS  -70 

MISCELLANEOUS  SERVICES  -69 

PUBLISHING  -55 

BANKS-MIDWEST  -52 

BUILDING  MATERIALS  -47 

NONFERROUS  METALS  -32 

INSURANCE  -27 

FOREST  PRODUCTS  -21 

AIRLINES  -18 

COMPUTERS  &  PERIPHERALS  -16 


WHO  MADE  THE  MOST 

ORACLE 

MILLIONS  OF 
DOLLARS 

$4912 

EXXON  MOBIL 

4530 

GENERAL  ELECTRIC 

3378 

INTEL 

3137 

CITIGROUP 

3005 

MICROSOFT*** 

2409 

PHILIP  MORRIS 

2171 

BANK  OF  AMERICA 

2063 

IBM 

1941 

SBC  COMMUNICATIONS 

1851 

AT&T 

1767 

GENERAL  MOTORS 

1751 

MERCK 

1722 

FORD  MOTOR 

1513 

iiwfe 


ALL  INDUSTRY  AVERAGE: +17% 


•FISCAL  FIRST  QUARTER 


MORGAN  STANLEY  DEAN  WITTER    1458 

"  FISCAL  THIRD  QUARTER    ***  FISCAL  FOURTH  QUARTER 


WHO  LOST  THE  MOST 


MILLIONS  OF 
DOLLARS 

FIRST  UNION  -$2199 

BANK  ONE  -1269 

SILICON  GRAPHICS***  -608 

SPRINT  PCS  GROUP  -456 

OWENS  CORNING  -425 

JDS  UNIPHASE***  -419 

CONSECO  -405 

RITE  AID*  -403 

MARCHFIRST  -374 

AMAZON.COM  -317 

HCA-THE  HEALTHCARE  CO.  -272 

LTV  -272 

NEXTEL  COMMUNICATIONS  -241 

GPU  -208 

AIR  PRODUCTS  &  CHEMICALS**  -193 
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lomist  at  mfr  International,  a  New 
K  consulting  firm. 

ndeed,  all  of  the  major  macroeco- 
lic    indicators    remain    strong,    if 
•ewhat  less  so  than  in  past  quarters, 
ond-quarter  growth  in  gross  domes- 
product  came  out  healthier  than  an- 
jated:  5.2%  on  an  annualized  basis, 
5.4%  in  the  first  quarter.  And  infla- 
i  remains  tame.  The  index  covering 
sonal  consumption  expenditures  rose 
t  2.3%,  after  a  mostly  fuel-related 
7c  jump  in  the  first  quarter. 
far  j  The  second  quarter's  biggest  winners 
re  chipmakers  and  other  component 
nufaeturers,  whose  profits  rose  271%. 
ading  the  way  were  Intel,  Texas  In- 
uments,  and  Advanced  Micro  Devices, 
of  which  gained,  thanks  to  demand 
pes  and  wireless  phones.  AMD's  prof- 
rose   159%,  with  sales  of  its  PC 
ocessors  and  memory  chips  for  digital 
vices  such  as  cameras  and  cell  phones 
ore  than  doubling  in  the  quarter. 
»T  ALL  ROSES.  No  other  company — 
:-h  cor  otherwise — topped  the  financial 
rformance  of  database  software  maker 
•acle  Corp.  In  the  company's  fourth 
larter  ended  in  June,  Oracle's  net  in- 
sme  was  actually  greater  than  its  rev- 
olt's. That's  because  the  company  earned 
jarly  $4  billion  in  investment  income, 
ostly  from  the  sale  of  12%  of  Oracle 
ipan.  That  deal,  however,  overshadowed 
hat  was  legitimately  a  stellar  quarter 
Oracle's  core  business.  Operating  prof- 
B  jumped  76%,  owing  to  the  popularity 
'  Oracle's  applications  software. 
Hut  not  all  was  rosy  with  tech  com- 
anies.  While  Intel  Corp.'s  net  earnings 
ise  79%  in  the  quarter,  to  $3.]  billion, 
lore  than  two-thirds  of  the  profits  came 
*om  investment   portfolio  gains.  Oper- 
fcfalg  income  rose  a  scant  4%,  dragged 
own   by   charges    from    the    recall    of 
Ome  of  its  motherboards.  Other  com- 
niter  companies  had  problems,  too.  IBM's 
•Tilings   declined    19%,    to   $1.9   billion, 
in  Bat  sales.  Comparisons  with  last  year 


were  skewed  by  a  big  gain  on  the  sale 
of  one  of  IBM's  businesses  last  year.  Still, 
revenues  at  all  of  the  company's  major 
business  units  were  tepid  at  best.  Simi- 
larly, second-quarter  revenues  at  Mi- 
crosoft Corp.  grew  just  1%,  to  $5.8  bil- 
lion. While  sales  of  PCs  for  consumers 
remained  strong,  corporate  interest  in 
the  company's  new  Windows  2000  oper- 
ating system  has  been  underwhelming. 
Not  surprisingly,  energy  companies 
won  big  in  the  second  quarter.  With  oil 
prices  nearly  doubling  in  the  past  year, 
profits  shot  up  like  a  gusher.  Earnings 
at  Exxon  Mobil,  Chevron,  Conoco,  and 
Texaco  all  doubled  or  tripled.  Cost-cut- 
ting also  helped.  Exxon  Mobil  Chair- 
man Lee  R.  Raymond  says  that  his 


company  has  generated  "$800  million  in 
savings"  from  head-count  reductions  and 
back  office  consolidations  since  Exxon's 
merger  with  Mobil  last  year.  Exxon  Mo- 
bil's profits  rose  132%,  to  $4.5  billion. 

Higher  energy  prices  also  improved 
the  fortunes  of  companies  such  as  electric 
utility  fpl  Group,  refiner  Valero  Energy, 
and  natural-gas  pipeline  operator  El  Paso 
Energy.  Archer  Daniels  Midland  Co.,  the 
big  agricultural-product  trader,  shrugged 
off  weak  grain  sales  and  delivered  a  41% 
increase  in  earnings,  to  $59.6  million,  in 
large  part  because  of  rising  sales  of  its 
corn-based  fuel  additive  ethanol,  which 
is  sold  extensively  in  the  Midwest. 

The  energy  industry's  good  times,  of 
course,  translate  to  pinched  wallets  for 


A  Spotlight  On  Second-Quarter  Profits 


AFTERTAX  PROFITS 
QUARTER  BY  QUARTER 

PERCENT  CHANGE  FROM 

SAME  PERIOD  OF  PRECEDING 

YEAR,  AIL  INDUSTRIES 

BREAKING  DOWN 
THE  LATEST  0UARTER 

.„       AS  REPORTED: +17% 

w"    WITHOUT  BANKS;  ...+25% 


INDUSTRIES  WITH  THE  BIGGEST 
DOLLAR  CHANGE  IN  THE  QUARTER 
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Are  we  spoiled  by  success?  The  second 
quarter's  17%  profit  gain  seems  tame 
compared  with  the  more  than  20% 
increases  posted  over  the  last  year. 
Still,  the  16%  jump  in  revenues 
matched  the  first  quarter,  which 
marked  the  biggest  sales  surge  since 
1980.  That  makes  five  quarters  in  a 
row  with  double-digit  sales  gains.  Coal, 
oil,  and  gas  led  the  winners,  with 
profits  of  20  of  the  27  companies  up 
at  least  100%,  including  mega-heavy- 
weights Exxon  Mobil  and  Chevron. 
And  don't  forget  tech:  Computer  soft- 
ware and  services  profits  gained  133% 
thanks  in  part  to  a  huge  increase  at 
Oracle,  while  strong  performances  by 
Intel  and  Texas  Instruments  helped 
semiconductor  profits  step  up 
271%.  About  the  only  bad  news 
came  from  banks,  where  profits 
were  off  40%,  pulled  down  by  big      ' 
losses  at  Bank  One  and  First  Union. " 

OATA  COMPUSTAT.  PROVIOEO  BY  STANDARD  &  POOR'S  INSTITUTIONAL  MARKET  SERVICES 


CHANGE  IN  AFTERTAX 
PROFITS  FROM  1999 
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other  industries.  Airlines,  railroads,  and 
other  fuel-dependent  transportation  com- 
panies posted  weaker  earnings  in  the 
wake  of  higher  fuel  prices.  Trans  World 
Airlines  Inc.  saw  a  $4.2  million  loss  for 
the  quarter,  largely  because  of  a  $53  mil- 
lion increase  in  fuel  expenses.  Few  com- 
panies were  immune  to  higher  oil  prices. 
Quaker  Oats  Co.  Chairman  and  Chief 
Executive  Robert  S.  Morrison,  for  in- 
stance, says  his  company  is  having  to 
swallow  $25  million  this  year — half  of 
that  in  the  second  quarter — in  higher 
prices  for  petroleum-based  resins  used 
in  its  Gatorade  bottles. 

The  biggest  loser  of  all,  however,  was 
the  steel  industry.  While  U.  S.  Steel 
Group  and  a  few  other  steelmakers  post- 
ed better  results  than  in  the  first  quarter, 


LTV  Corp.  drove  down  the  industry  with 
a  huge  $272  million  loss,  due  mostly  to  a 
pretax  $205  million  charge  to  shut  down 
its  iron  ore  mines.  National  Steel  Corp., 
another  loser,  blamed  an  upsurge  in  im- 
ports and  production  snafus.  Several  big 
banks  also  came  up  losers  because  higher 


interest  rates  crimped  earnings.  B»ir 
many  cases,  the  weaker  results  wereBf 
inflicted.  First  Union  Corp.  and  At 
One  Co.,  for  example,  took  $1  billion^ 
restructuring  charges  relating  to 
bled  recent  acquisitions. 

Still,  Corporate  America's  solid 
terly  performance  may  set  the  tone 
the  remainder  of  the  year.  Ironicl 
that  "could  be  bad  news  for  invests 
says  Prudential  Securities  Inc.'s  Ricr 
D.  Rippe,  whose  firm  is  forecastir 
17%  gain  in  profits  this  year  and 
other  round  of  rate  hikes.  The 
question  is  how  long  U.S.  compai| 
can  stay  aloft  before  the  Fed  for 
them  to  come  in  for  a  landing. 

By  Christopher  Patmeri  in  Los 
geles,  with  bureau  reports 


THE  FEDS  PINCH  IS  FINALLY  CAUSING  SOME  PAIN 


Until  recently,  most  U.  S.  corpo- 
rations seemed  almost  invinci- 
ble. Sure,  Federal  Reserve 
Chairman  Alan  Greenspan  pushed 
through  six  interest-rate  hikes  in 
the  past  14  months.  But  profits  kept 
piling  up.  Now,  however,  the  effects 
of  higher  borrowing  costs  may  final- 
ly be  inflicting  some  pain. 

Warnings  about  upcoming  earn- 
ings disappointments  have  hit  the 
news  wires  in  recent  weeks  with  al- 
most alarming  regularity.  As  of  July 
31,  26  of  the  28  pre-announcements 
made  by  consumer-services  firms 
were  negative.  "The  bulk  of  these 
are  coming  from  a  slowdown  in  con- 
sumer spending  due  to  higher  inter- 
est rates,"  says  Joseph  S.  Kalinow- 
ski,  equity  strategist  at  i/b/e/s. 
Despite  strong  first  and  second 
quarters  for  most  companies,  10  of 
the  15  technology  companies  making 
announcements  have  warned  of  low- 
ering earnings  or  that  they  expect 
to  just  match  analysts'  consensus, 
according  to  earnings  tracking  firm 
i/b/e/s.  The  companies  range  from 
retailer  Nordstrom  Inc.  to  comput- 
er-services company  Unisys  Corp. 
Already,  computer  makers  were 
whacked  in  the  second  quarter  when 
earnings  fell  16%. 
"MINOR  IRRITATION."  The  trend  is 
likely  to  continue.  Borrowing  costs 
are  up  nearly  two  percentage  points 
over  a  year  ago.  Consumer  demand 
has  softened.  And  companies'  ability 
to  raise  prices  has  all  but  vanished. 
True,  it  will  take  about  a  year  before 


rate  hikes  fully  filter  through  the  York  researcher  1ST  Group.  "Compa- 

economy,  but  when  they  do,  watch  nies  have  been  very  quick  to  offer 

out.  "Right  now,  interest  rates  are  a       discounts  and  incentives  to  spur 
minor  irritation,  but  they  will  cut  sales  as  consumer  spending  has 

into  profits  eventually,"  says  Sung  slowed,"  says  Jason  R.  Trennert, 

Won  Sohn,  chief  economist  at  Wells         managing  director  at  isi.  That's 
Fargo  Co.  putting  pressure  on  margins  at  com- 

That's  just  what  happened  the  last      panies  ranging  from  electronics  re- 
time the  Fed  embarked  on  a  year-  tailer  Best  Buy  Co.,  which  is  offer- 
long  tightening  campaign,  in  early           ing  no-cost  financing  on  some 
1994.  Corporate  profits  didn't  take  a       appliances,  to  homebuilder  Kaufman 
big  hit  until  late  1995.  &  Broad  Home  Corp., 

This  time  around,  ■  nnu  jUf*  TUDCATC        which  is  trying  to  cut 

analysts  expect  com-  LUUmiHU  InnLHIO        costs  through  e-com- 

panies  in  the  Stan-  merce  initiatives  like 

dard  &  Poor's  500-  7  °  -  H!KESToyREERSTHEApAST "  " "/»      online  auctions  for 

stock  index  to  see  6.5    14  months  will  start  __J^__        contractors, 

earnings  gains  trend-      6  0    T0  SQUEEZE  *mn*j0T  What  might  help 

ing  down  to  15.7%  in  -^^p|Pi^- companies  this  year  is 

the  fourth  quarter  as  _^^^. _ continued  investment 

higher  rates  work  ^W  to  boost  productivity, 

their  way  through  4.5 " "  Some  40%  of  the  127 

the  economy,  accord-         o ' — ' — ' — ' — ' — ' — ' — ' — ' — '       companies  in  a  July 
ing  to  earnings  'pfrpfnt  JUNE  °°       survey  P^an  t°  Doost 

tracking  firm  First  '    DATA  FEDERflL  RESERVE  capital  spending  in 

Call  Corp.  And  while  the  next  six  months 

most  investors  believe  the  Fed's  to  become  more  profitable,  according 

tightening  campaign  is  nearing  an  to  the  National  Association  for  Busi- 

end,  they  also  worry  about  the  con-       ness  Economics.  "Productivity  gains 
sequences  should  the  Fed  make  an-       are  helping  to  offset  Greenspan's 
other  move.  "If  the  Fed  has  to  rate  hikes,"  says  Greg  A.  Jones, 

ratchet  up  rates  again,  chances  chief  economist  at  Briefing.com,  an 

are  companies  could  really  get  Internet-based  financial  adviser  in 

hurt,"  says  Cary  Leahey,  a  senior  Burlingame,  Calif, 

economist  at  Deutsche  Bank  Such  gains  can't  come  soon 

Securities.  enough.  If  companies  fail  to  achieve 

How  badly?  Demand  for  homes,         them,  it's  going  to  be  tough  to  sus- 
cars,  and  retail  items  has  already  tain  profits.  That's  when  those  six 

fallen  "considerably"  over  the  past         hikes  will  really  take  a  bite, 
three  months,  according  to  New  By  Laura  Cohn  in  Washington 
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ossary 


LES:  Includes  all  sales  and 
er  operating  revenues.  For 

riks,  includes  all  operating 

■  enues. 
OFITS:  Net  income  before 


profits  are  net  income  after  se- 
curity gains  or  losses. 
margins:  Net  income  from 
continuing  operations  before 
extraordinary  items  as  percent 
of  sales. 

RETURN  ON  COMMON  EQUITY: 


raordinary  items.  For  banks,       Ratio  of  net  income  available 


for  common  stockholders  (most 
recent  12  months)  to  latest 
available  common  equity, 
which  includes  common  stock, 
capital  surplus,  and  retained 
earnings. 

PRICE-EARNINGS  RATIO:  Based 
on  July  27,  2000,  common- 


stock  price  and  corporate  earn- 
ings from  continuing  operations 
before  extraordinary  items  for 
most  recent  12-month  period. 
EARNINGS  PER  SHARE:  For 

most  recent  12-month  period. 
Includes  all  common-stock 

equivalents. 


OMPANY  SYMBOL 

SALES 

PROFITS 

2ND 

QUARTER 
2000 
SMIL. 

CHANGE               6 
FROM            MONTHS 
1999              2000 
%               SMIL 

CHANGE 

FROM 

1999 

% 

MARGINS 

2ND            2ND 

QUARTER    QUARTER 

2000          1999 

%              % 

RETURN  ON 
COMMON 

EQUITY 

12  MONTHS 

ENDING 

6-30 

PRICE- 
EARNINGS 
RATIO 
7-27 

■ 

2ND 

QUARTER 
2000 
SMIL 

CHANGE 

FROM 

1999 

% 

6 

MONTHS 
2000 
$  MIL 

CHANGE 

FROM 

1999 

% 

12 

MONTHS 

EARNING- 
PER 
SHARE 

LL  INDUSTRY  COMPOSITE             1744058.6 

16 

3431370.2 

16 

120886.1 

17 

241786.6 

21 

6.9 

6.8 

16.7 

28 

1.70 

^DUSTRY  COMPOSITE 

39073.4 

2 

71913.7 

-3 

1779.0 

-2 

3182.1 

-12 

4.6 

4.7 

12.3 

20 

2.19 

BEING  BA 

14841.0 

-2 

24751.0 

-16 

620.0 

-12 

1038.0 

-11 

4.2 

4.6 

18.1 

20 

2.43 

ENERAL  DYNAMICS  GD 

2617.0 

25 

5163.0 

26 

204.0 

17 

388.0 

-22 

7.8 

8.4 

23.5 

15 

3.81 

OODRICH  (B.F.) 

1380.9 

-6 

2759.1 

-4 

81.7 

-17 

167.8 

-4 

5.9 

6.7 

12.8 

24 

1.49 

OCKHEED  MARTIN  LMT 

6212.0 

0 

11774.0 

-5 

42.0 

NM 

96.0 

-58 

0.7 

NM 

9.4 

17 

1.58 

EWPORT  NEWS  SHIPBUILDING  NNS 

532.0 

20 

1001.0 

15 

24.0 

-31 

45.0 

-15 

4.5 

7.9 

34.2 

15 

2.64 

ORTHROP  GRUMMAN  NOC 

1856.0 

-3 

3658.0 

1 

175.0 

42 

331.0 

51 

9.4 

6.4 

17.2 

8 

8.50 

RECISION  CASTPARTS  PCP  l9> 

549.5 

53 

1101.6 

50 

28.3 

27 

55.3 

10 

5.2 

6.2 

11.8 

17 

3.69 

AYTHEON  RTN.B 

4124.0 

-10 

8355.0 

-6 

95.0 

-65 

175.0 

-66 

2.3 

6.1 

0.8 

63 

0.35 

NITED  TECHNOLOGIES  UTX 

6961.0** 

15 

13351.0 

16 

509.0 

22 

886.0 

27 

7.3 

6.9 

14.0 

29 

2.00 

AUTOMOTIVE 

i 

NDUSTRY  COMPOSITE 

133354.4 

6 

260994.7 

10 

4921.8 

-12 

10047.9 

-3 

3.7 

4.4 

23.1 

7 

4.88 

A)  CARS  &  TRUCKS 

iROUP  COMPOSITE     , 

98171.6 

7 

192740.4 

9 

3508.4 

-13 

7460.2 

-5 

3.6 

4.4 

4.9 

25.6 

25.8 

7 
8 

6.79 

ORD  MOTOR  F 

44519.0 

6 

87413.0 

10 

1513.0 

-26 

3445.0 

-10 

3.4 

5.58 

iENERAL  MOTORS  GM 

48743.0 

8 

95601.0 

9 

1751.0 

1 

3534.0 

-1 

3.6 

3.8 

24.3 

6 

8.94 

IAVISTAR  INTERNATIONAL  NAV  <2> 

2377.0 

5 

4532.0 

9 

98.0 

2 

168.0 

7 

4.1 

4.2 

42.7 

4 

8.58 

iSHKOSH  TRUCK  OTRKB(3) 

391.7 

19 

722.2 

15 

15.3 

45 

27.2 

59 

3.9 

3.2 

15.3 

12 

2.87 

'ACCAR  PCAR 

2140.3 

-6 

4472.2 

1 

131.1 

-6 

286.0 

10 

6.1 

6.1 

27.4 

6 

780 

B)  PARTS  &  EQUIPMENT 

IROUP  COMPOSITE 

30572.4 

3 

58960.8 

8 

1300.6 

-8 

2369.8 

-1 

4.3 

4.8 

4.2 

20.4 
38.8 

7 
6 

2.84 

tMERICAN  AXLE  &  MFG.  HOLDINGS  AXL 

819.7 

2 

1655.6 

10 

40.0 

19 

80  1 

28 

4.9 

2.66 

tRVINMERITOR  ARM  ,51 

1141.0 

-6 

NA 

NA 

40.0 

3 

NA 

NA 

3.5 

3.2 

74.9 

NA 

NA 

WTOLIV  ALV 

1074.2 

10 

2158.2 

13 

55.1 

8 

110.3 

16 

5.1 

5.2 

10.8 

11 

2.10 

IORGWARNER  BWA 

700.9 

9 

1431.1 

20 

40.1 

10 

81.1 

19 

5.7 

5.7 

132 

6 

543 

>ANA  DCN 

3286.0- • 

-4 

6745.0 

-1 

145.0 

-24 

390.0 

11 

4.4 

5.6 

19.0 

7 

3.48 

IELPHI  AUTOMOTIVE  SYSTEMS  DPH 

7778.0 

1 

155820 

3 

424.0 

8 

714.0 

5 

5.5 

5  1 

326 

8 

196 

)URA  AUTOMOTIVE  SYSTEMS  DRRA 

707.7 

3 

1390.5 

46 

11.5 

-37 

28.0 

1 

1.6 

2.7 

11.5 

4 

2.74 

■:aton  etn 

2335.0 

2 

4660.0 

18 

145.0 

16 

276.0 

32 

62 

5.4 

247 

7 

9.21 

EDERAL  MOGUL  FMO 

1593.2 

-6 

3236.9 

-3 

49.9 

-43 

63.8 

-57 

3.1 

52 

10.4 

4 

2.52 

jENCORPGY"1 

271.0 

-11 

510.0 

-9 

19.0 

27 

29.0 

21 

7.0 

4.9 

29.3 

7 

1.23 

HAYES  LEMMER2  INTERNATIONAL  HAZ  ""        594.8 

1 

1160.3 

14 

15.7 

-4 

31.3 

19 

2.6 

2.8 

29.0 

7 

2.06 

.EAR  LEA 

3761.4 

16 

7566.5 

28 

101.7 

36 

163.7 

31 

2.7 

2.3 

19.4 

5 

4.41 

MARK  IV  INDUSTRIES  IV  "0I 

555.3 

6 

1047.5 

10 

26.1 

3 

443 

4 

4.7 

4.9 

18.1 

12 

1  73 

VIODINE  MFG.  MODI  ,91 

286.5 

'  1 

571.7 

1 

18.0 

-8 

32.6 

12 

6.3 

69 

13.1 

14 

1  92 

OSTEON  VC 

5309.0 

5 

10534.0 

7 

162.0 

-42 

309.0 

-36 

3.1 

5.5 

15.5 

3 

4.30 

i  WABASH  NATIONAL  WNC 

358.7 

-6 

711.6 

-1 

7.5 

27 

16.6 

0 

2.1 

2.7 

9.5 

7 

1.59 

1   (?)  Second  quartet  ended  Apr.  30.  (3)  Third  quarter  and  most  recent  six  months  ended  June  30  (4)  Third  quarter  and  most  recent  six  months  ended  May  31.(51  Third  qu  • 
I  TK»t  recent  six  months  ended  Apr.  30.  (6)  Fourth  quarter  and  most  recent  six  months  ended  June  30  (7)  Fourth   quarter  and  most  recent  six  months  ended  May  31    (8)  Fourth  quarter  and  most  m 

i   luarter  and  most  recent  six  months  ended  June  30.  (101  First  quarter  and  most  recent  six  months  ended  May  31   (11)  First  quarter  and  most  recent  six  months  ended  Apr.  30    'Sates  include 
lude  other  incoin.  .  ......  and  other  income.  tRevenues  trom  maior  subsidiaries  not  included  in  consolidated  sales  Earnings  p<"  itasi  12  months 

I  nsarily  lor  end  ol  most  recent  hscal  year,  they  include  all  common  stock  equivalents  but  exclude  extraordinary  items  NA  =  not  available  NM  ■  not  meaningful 

DATA:  COMPUSTAT.  PROVIDED  BY  STANDARD  &  POOR  S  INSTITUTIONAL  MARKE  f  SER\ 
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PRICE- 
EARNINGS 
RATIO 
7-27 

m 

PROFITS 

RETURN  ON 
COMMON 
EQUITY 

12  MONTHS 

ENDING 

6-30 

COMPANY  SYMBOL 

SALES 

||»'  *'*'X 

2ND 

QUARTER 

2000 

SMIL 

CHANGE 

FROM 

1999 

% 

6 

MONTHS 

2000 

$MIL. 

CHANGE 

FROM 

1999 

% 

2ND 

QUARTER 

2000 

(MIL 

CHANGE 

FROM 

1999 

% 

6 

MONTHS 

2000 

(MIL 

CHANGE 

FROM 

1999 

% 

MARGINS 

2ND           2ND 

QUARTER    QUARTER 

2000          1999 

%              % 

m 

(C)  TRIE  A  RUBBER 

GROUP  COMPOSITE 

4610.5 

21 

9293.5 

24 

112.8 

-6 

217.9 

17 

2.4 

3.2 

9.2 

10 

BANDAG  BDG 

249.1 

-1 

473.4 

-1 

17.6 

9 

27.7 

6 

7.1 

6.4 

11.7 

10 

COOPER  TIRE  &  RUBBER  CTB 

886.7 

79 

1808.9 

88 

35.5 

-7 

67.0 

-3 

4.0 

7.7 

13.8 

6 

ft'! 

GOODYEAR  TIRE  &  RUBBER  GT 

HEZzwmmmm 

3474.7 
89190.9 

14 
10 

7011.2 
179866.8 

16 
11 

59.7 
7580.8 

-9 
-40 

123  3 
20899.1 

35 
-17 

1.7 
8.5 

2.2 
15.7 

7.7 
16.6 

12 
15 

INDUSTRY  COMPOSITE 

'  X 

BOO 

(A)  BANKS  -  EAST 

GROUP  COMPOSITE 

31036.4 

13 

62517.2 

14 

4211.7 

0 

8757.9 

7 

13.6 

15.3 

20.8 

15 

ASSOCIATED  BANC-CORP  ASBC 

278.8 

17 

547.5 

14 

43.7 

10 

86.8 

10 

15.7 

16.7 

18.6 

9 

AlMIK 

BANK  OF  NEW  YORK  BK 

18870 

27 

3657.0 

23 

356.0 

10 

694.0 

9 

18.9 

21.7 

32.6 

20 

-Wv" ' 

BANKNORTH  GROUP  BKNG 

371.9 

6 

747.5 

10 

18.9 

-66 

68.8 

-16 

5.1 

15.7 

12.0 

12 

1 

CHASE  MANHATTAN  CMB 

9115.0 

9 

18488.0 

13 

1091.0 

-22 

2451.0 

-4 

12.0 

16.7 

21.9 

12 

■,4l      IK 

COLONIAL  BANCGROUP  CNB 

242.3 

21 

468.0 

19 

30.1 

4 

60.7 

9 

12.4 

14.4 

17.4 

9 

ll 

FLEETBOSTON  FINANCIAL  F8F 

5406.0 

9 

11222.0 

16 

847.0 

21 

1804.0 

33 

15.7 

14.1 

16.7 

14 

?l 

M&T  BANK  MTB 

480.8 

13 

951.7 

11 

71.5 

10 

139.8 

6 

14.9 

15.3 

14.9 

14 

34lmn; 

MBNA  KRB 

1861.3 

15 

3639.0 

19 

2854 

26 

520.0 

26 

15.3 

14.1 

26.0 

25 

1 1     ;.  II 

MELLON  FINANCIAL  MEL 

1447.0 

-5 

2971.0 

-4 

247.0 

4 

500.0 

-3 

17.1 

15.6 

25.2 

20 

1      1 

MORGAN  (J.P.)  JPM 

5340.0 

22 

10754.0 

16 

542.0 

8 

1170.0 

6 

10.2 

11.5 

18.9 

12 

11 

TRY  COW 

NORTH  FORK  BANCORPORATION  NFB 

313.4 

24 

569.4 

15 

86.0 

32 

87.9 

-30 

27.4 

25.8 

15.2 

11 

1. 

PNC  FINANCIAL  SERVICES  GROUP  PNC 

2061.0 

10 

4087,0 

5 

315.0 

0 

623.0 

-3 

15.3 

16.9 

20.0 

13 

4. 

KNYTEC 

STATE  STREET  STT 

1424.0 

20 

2855.0 

24 

148.0 

20 

297.0 

21 

10.4 

10.4 

22.9 

25 

4     Hi  nit* 

SUMMIT  BANCORP.  SUB 

(B)  BANKS  -  MIDWEST 

GROUP  COMPOSITE 

807.8 
25497.7 

22 

6 

1  560  1 

18 

130.1 

8 

255.0 

7 

16.1 

18.1 

15.5 

9 

2     WlilitI 

51593.1 

7 

1951.5 

-52 

5874.6 

-28 

7.7 

16.8 

14.5 

17 

1.1 

IIU  IK 
OFFICESII 

1 

BANK  ONE  ONE 

5254.0 

-19 

11828.0 

-11 

-1269.0 

NM 

-580.0 

NM 

NM 

15.4 

3.7 

49 

0( 

COMERICA  CMA 

1002.2 

20 

1866.3 

15 

185.6 

11 

363.3 

11 

18.5 

20.0 

20.1 

12 

4.: 

wr 

COMMERCE  BANCSHARES  CBSM 

266.5 

8 

520.1 

7 

45.6 

9 

86.9 

8 

17.1 

17.0 

15.8 

12 

2. 

FIFTH  THIRD  BANCORP  FITB 

1066.0 

19 

2073.3 

19 

192.1 

7 

398.5 

12 

18.0 

20.0 

18.4 

28 

l:i  H. 

FIRSTAR  FSR 

1732.3 

8 

3393.6 

7 

316.7 

9 

624.5 

8 

18.3 

18.2 

14.8 

22 

0.?   L 

HUNTINGTON  BANCSHARES  HBAN 

635.2 

3 

1276.4 

5 

97.5 

-7 

201.7 

0 

15.4 

17.0 

20.1 

10 

KEYCORP  KEY 

2015.0 

5 

4310.0 

10 

248.0 

-11 

615.0 

7 

12.3 

14.6 

17.7 

7 

MARSHALL  &ILSLEY  Ml 

679.6 

17 

1334.1 

17 

90.3 

3 

180.9 

5 

13.3 

15.1 

17.2 

.14 

3.2 

■ — 

NATIONAL  CITY  NCC 

2278.0 

12 

4436.9 

8 

342.4 

-3 

663.7 

-6 

15.0 

17.4 

23.1 

8 

2  j   w« 
j  9   "Ml 

NORTHERN  TRUST  NTRS 

906.1 

33 

1715.7 

27 

123.0 

23 

236.3 

21 

13.6 

14.6 

20.2 

39 

OLD  KENT  FINANCIAL  OK 

413.1 

15 

794.6 

11 

55.7 

-23 

113.8 

-23 

13.5 

20.1 

15.5 

15 

1.7 

mm 

PROVIDENT  FINANCIAL  GROUP  PFGI 

303.9 

37 

594.8 

34 

44.9 

20 

61.7 

-12 

14.8 

16.9 

14.4 

8 

3.0 

tSUPPA 

TCF  FINANCIAL  TCB 

290  7 

11 

560.8 

8 

46.7 

14 

87.4 

12 

16.1 

15.6 

21.7 

13 

2.1    UWOOD 

U.S.  BANCORP.  USB 

2456.1 

20 

4815.4 

20 

393.1 

5 

772.1 

4 

16.0 

18.3 

14.9 

9 

2.0   ECLAIBQR 

WELLS  FARGO  WFC 

(C)  BANKS  -  SOUTH  &  SOUTHEAST 

GROUP  COMPOSITE 

6199.0 
29191.4 

17 
8 

120730 
59169.1 

15 
11 

1039.0 
1093.1 

12 
-73 

2049  0 
5548.7 

13 

16.8 

17  5 

17.3 

18 

2.3!  jKi 

-30 

3.7 

15.2 

15.1 

12 

lUPM 

2.8(  m 

BANK  OF  AMERICA  BAC 

14237.0 

12 

28369.0 

13 

2063.0 

8 

4303.0 

12 

14.5 

15.0 

18.2 

10 

4.8?  ISSEU 

BB&T  BBT 

1176.2 

15 

2296.1 

15 

172.7 

3 

338.5 

4 

14.7 

16.4 

18.7 

13 

1.8C  !»C 

1 

CENTURA  BANKS  CBC 

251.6 

4 

495.3 

3 

20.9 

-41 

29.0 

-54 

8.3 

14.8 

9.7 

12 

2.7? 

9APPL 

FIRST  TENNESSEE  NATIONAL  FTN 

594.9 

1 

1136.6 

-3 

55.4 

-9 

94.9 

-17 

9.3 

10.4 

18.1 

10 

1.72 

ROUPC 

FIRST  UNION  FTU 

4889.0 

-8 

11044.0 

2 

-2199.0 

NM 

-1359.0 

NM 

NM 

16.4 

2.0 

NM 

-0.01 

MSI!! 

HIBERNIAHIB 

361.9 

17 

704.5 

15 

50.0 

6 

100.1 

30 

13.8 

15.3 

14.5 

9 

1.21 

EOBATH 

POPULAR  BPOP 

634.1 

17 

1255.6 

17 

65.1 

2 

129.3 

1 

10.3 

11.8 

15.9 

12 

1.85 

ISCUIT 
IHINITU 

ElIM 

REGIONS  FINANCIAL  RGBK 

930.2 

13 

1877.3 

15 

125.3 

-8 

271.3 

2 

13.5 

16.6 

16.7 

8 

2.40 

SOUTHTRUST  SOTR 

965.1 

20 

1895.9 

19 

119.9 

9 

238.0 

11 

12.4 

13.6 

15.7 

9 

2.77 

SUNTRUST  BANKS  STI 

2116.0 

11 

4163.7 

10 

317.5 

8 

693.9 

21 

15.0 

15.4 

16.7 

13 

3.80 

SYNOVUS  FINANCIAL  SNV 

474.6 

19 

925.4 

20 

61.8 

16 

123.1 

18 

13.0 

13.4 

19.4 

21 

0.86 

UNION  PLANTERS  UPC 

765.2 

8 

1493.8 

8 

102.9 

-3 

204.2 

1 

13.4 

15.0 

15.3 

10 

2.94 

WACHOVIA  WB 

1795  5 

15 

3511  8 
6587.5 

16 
29 

137.6 
324.5 

-44 
-13 

382.3 
718.0 

22 

7.7 

15.9 

15.4 

13 
17 

4.40  p 

(D)  BANKS  -  WEST  &  SOUTHWEST 

GROUP  COMPOSITE 

3465.4 

30 

-2 

9.4 

14.1 

16.0 

2.45 

WIS 

m 

1(1 1 

BANCWEST  BWE 

382.5 

17 

733.9 

13 

54.0 

21 

103.4 

19 

14.1 

13.6 

9.9 

12 

1.51 

PACIFIC  CENTURY  FINANCIAL  BOH 

336.6 

6 

657.0 

3 

6.7 

-83 

'     46.5 

-37 

2.0 

12.1 

8.6 

11 

1.31 

Wis 

1 

PROVIDIAN  FINANCIAL  PVN 

1477.4 

56 

2832.8 

65 

62.8 

-50 

237.1 

-1 

4.2 

13.4 

36.3 

28 

3.76 

mm 

UNIONBANCAL  UB 

801.7 

19 

1553.3 

17 

141.4 

23 

299.9 

29 

17.6 

17.1 

16.7 

6 

3.09 

1 

ZIONS  BANCORPORATION  ZION 
INDUSTRY  COMPOSITE 

467.2 
25288.1 

18 

17 

810.5 
49736.9 

4 
19 

59.6 

1805.5 

-192.5 

17 

-5 

NM 

31.1 

4012.4 

-144.9 

68 

15 

NM 

12.8 

7.1 

NM 

12.8 

8.8 

7.6 

8.2 

9.7 

1.0 

30 

26 

NM 

1.48 

1.27 

0.13 

t)BI 

lie 

It 

AIR  PRODUCTS  &  CHEMICALS  APO  (31 

1406.4 

14 

2753.6 

11 

10 

CABOT  CBT  (31 

399.0 

15 

935.0 

19 

38.0 

90 

79.0 

49 

9.5 

5.8 

18.3 

21 

1.62 

111 

CYTEC  INDUSTRIES  CYT 

380.5 

6 

740.9 

4 

40.7 

45 

72.8 

29 

10.7 

7.8 

25.8 

10 

3.16 

tt 

DOW  CHEMICAL  DOW 

5630.0" 

22 

11011.0   • 

22 

527.0 

29 

942.0 

27 

9.4 

8.9 

16.9 

12 

2.26 

m 

1 

qq    oiiciMrcc   m/rriy    /    aiipiict    i/i      onnn 

MMPANY  SYMBOL 

SALES 

PROFITS 

2ND          CHANGE 
QUARTER        FROM 
2000            1999 
SMIL              % 

6 

M0N1HS 
2000 

SMI 

CHANGI 
FROM 
1999 

% 

MARGINS 

2ND           2ND 

QUARFFR    OIJARFFR 
2000 
%              % 

Rj  IIJRM  ON 
COMMON 
EOUIIY 

1?  MONTH', 

PFflU 

FARMING'. 

RAIIO 

/  71 

U 

MONIH-, 

R[R 

2ND 

QUARTER 

2000 

SMIL 

CHANGI 

FROM 
1999 
% 

6 
MONTHS 

2000 
$  MIL 

CHANGE 

FROM 

1999 

% 

»ONT 

7914.0" 

13 

15507.0 

16 

6880 

19 

1491.0 

1 

8.7 

12.0 

1.7 

NM 

0.31 

5TMAN  CHEMICAL  EMN 

1316.0 

17 

2533.0 

18 

86.0 

100 

154.0 

126 

6.5 

3.8 

7  7 

27 

1  75 

IRO  FOE 

365.8 

9 

726.4 

9 

20.2 

5 

38.6 

6 

5.5 

5  7 

31.6 

12 

1  94 

JfR(H.B.)FULL"1 

347.2 

0 

668.4 

1 

17.8 

77 

27.5 

56 

5.1 

2.9 

13.7 

11 

3.83 

IN  GON 

361.2 

22 

706.7 

13 

14.8 

78 

286 

64 

4  1 

23.1 

15.6 

7 

2.28 

J§  ICE  (W.R.)  GRA 

384.6 

3 

749.5 

4 

34.6 

14 

58.8 

20 

90 

8  1 

91  1 

5 

1  94 

EAT  LAKES  CHEMICAL  GLK 

426.7 

14 

816.9 

15 

40.2 

-6 

68.6 

-7 

9.4 

11.4 

134 

12 

2.42 

ERNATIONAL  FLAVORS  &  FRAGRANCES  IFF  368.8 

-1 

738.7 

0 

48.9 

78 

92.7 

22 

13.3 

7.4 

24.3 

16 

1  71 

J   3RIZOL  LZ 

440.6 

1 

876.7 

-1 

31.7 

6 

61.8 

-11 

7.2 

69 

14  7 

10 

2  12 

INDELL  CHEMICAL 

976.0 

14 

2112.0 

24 

65.0 

NM 

382.0 

NM 

6.7 

NM 

26.6 

5 

2.58 

.LENNIUM  CHEMICALS  MCH 

463.0 

14 

886.0 

12 

48.0 

182 

73.0 

181 

10.4 

4.2 

-28.5 

NM 

-3.96 

INDUSTRIES   . 

251.1 

8 

482.1 

11 

63.4 

^43 

87.1 

-31 

25.2 

48.1 

44.7 

8 

2.37 

GROUP  OMG 

273.5 

121 

421.8 

77 

18.4 

31 

33.6 

24 

6.7 

11.4 

13.1 

18 

2.58 

AXAIR  PX 

1265.0 

10 

2495.0 

10 

122.0 

14 

236.0 

10 

9.6 

9.3 

197 

14 

2.86 

■  5HM&HAASROH 

1758.0" 

54 

3493.0 

68 

77.0 

NM 

200.0 

98 

4.4 

NM 

9.7 

16 

1.60 

•   HULMAN  (A.)  SHLM  ,4> 

275.3 

10 

523.4 

8 

9.4 

-17 

19.1 

-4 

3.4 

4.5 

13.8 

8 

1.50 

'  ILMAN  WLM 

285.5 

23 

559.8 

24 

7.0 

NM 

11.2 

NM 

2.5 

NM 

1.7 

44 

0.34 

fensEnnmsBii 

- 

)USTRY  COMPOSITE 

50809.5 

14 

98335.9 

18 

4588.9 

21 

8216.9 

24 

9.0 

8.6 

23.2 

38 

1.30 

EGHENY  TECHNOLOGIES  ATI 

638.3 

11 

1263.7 

9 

43.7 

19 

85.0 

10 

6.8 

6.4 

9.3 

15 

1.37 

IXTER  INTERNATIONAL  AXE 

905.5 

38 

1650.6 

32 

22.7 

86 

38.8 

95 

2.5 

1.9 

17.8 

13 

2.36 

.  NERAL  ELECTRIC  GE 

32727.0" 

20 

62652.0 

22 

3378.0 

20 

5970.0 

20 

10.3 

10.4 

26.3 

45 

1.16 

NEYWELL  INTERNATIONAL  HON 

6309.0 

6 

12353.0 

7 

617.0 

14 

1123.0 

15 

9.8 

9.1 

18.8 

17 

2.07 

lj;  IN  OFFICE  SOLUTIONS  IKN  l31 

1417.4 

2 

2797.7 

1 

29.9 

10 

64.8 

29 

2.1 

2.0 

-2.5 

NM 

-0.23 

■::UPLL<5) 

318.0 

6 

612.7 

6 

41.8 

NM 

75.6 

NM 

13.1 

NM 

20.1 

17 

1.21 

XTRON  TXT 

3222.0** 

12 

6459.0 

15 

179.0 

10 

337.0 

10 

5.6 

5.6 

15.1 

13 

4.36 

W  TRW 

4475.7 

-6 

9040.7 

15 

199.5 

43 

408.8 

267 

4.5 

2.9 

25.6 

7 

6.16 

LHI  VHI 

320.0 

11 

621.7 

14 

35.0 

^13 

45.5 

-29 

10.9 

21.5 

4.9 

44 

0.25 

Dvvi 

476.5 

13 

884.7 

11 

42.3 

28 

68.4 

43 

8.9 

7.9 

19.8 

17 

1.59 

i 

CONSUMER  PRODUCTS 

3USTRY  COMPOSITE 

70156.8 

6 

137521.6 

6 

6255.2 

8 

11127.3 

5 

8.9 

8.8 

28.9 

23 

1.79 

APPAREL 

: 

OUP  COMPOSITE 

7513.6 

8 

15070.3 

9 

340.5 

59 

727.6 

35 

4.5' 

3.1 

16.2 

15 

2.12 

DWNSHOEBWS1") 

394.3" 

-1 

750.7 

2 

6.5 

4 

10.5 

17 

1.7 

1.6 

14.1 

7 

1.97 

NES  APPAREL  GROUP  JNY 

906.6 

78 

1989.0 

83 

55.5 

74 

126.1 

46 

6.1 

6.2 

17.8 

13 

1.85 

LLWOODKWD"" 

649.4 

3 

1110.7 

4 

29.0 

NM 

34.4 

NM 

4.5 

NM 

16.2 

6 

3.78 

!  CLAIBORNE  LIZ 

661.7 

9 

1471.1 

12 

31.5 

0 

77.9 

2 

4.8 

5.2 

22.0 

12 

3.35 

KENKE"' 

2272.7 

4 

4434.3 

2 

126.0 

33 

271.3 

24 

5.5 

4.3 

18.5 

22 

2.07 

IILLIPS-VAN  HEUSEN  PVH  "" 

310.3 

7 

607.3 

-1 

-1.9 

NM 

0.7 

-82 

NM 

NM 

8.2 

13 

0.72 

N 

EBOK  INTERNATIONAL  RBK 

685.1 

-2 

1454.9 

-2 

10.7 

134 

42.4 

89 

1.6 

0.7 

5.6 

32 

0.55 

ISSELL  RML 

282.5 

8 

534.4 

8 

2.5 

71 

2.9 

NM 

0.9 

0.6 

4.5 

28 

0.72 

K 

• 

VFC 

1351.1 

1 

2717.8 

0 

80.8 

2 

161.4 

-2 

6.0 

5.8 

16.2 

7 

3.03 

APPLIANCES  &  HOME  FURNISHINGS 

1 

OUP  COMPOSITE 

15142.1 

11 

32748.8 

12 

491.3 

0 

1365.0 

21 

3.2 

3.6 

20.3 

22 

1.63 

:. 

MSTRONG  HOLDINGS  ACK 

834.9 

1 

1608.2 

1 

-101.2 

NM 

-75.2 

NM 

NM 

7.9 

-26.2 

NM 

-4.16 

:0  BATH  &  BEYOND  BBBY  "01 

462.7 

29 

1037.3 

33 

23.4 

31 

71.8 

38 

5.0 

5.0 

22.7 

41 

0.95 

:ST  BUY  BBY  "0I 

2963.7 

24 

7278.3 

25 

72.2 

54 

236.0 

52 

2.4 

2.0 

25.6 

43 

1.75 

- 

RCUIT  CITY  GROUP  CC  "01 

2449. 1 

11 

5925.3 

13 

57.1 

38 

217.3 

35 

2.3 

1.9 

16.0 

14 

1.68 

IRNITURE  BRANDS  INTERNATIONAL  FBN 

533.1 

3 

1097.0 

4 

30.1 

9 

60.7 

10 

5.7 

5.3 

21.9 

6 

2.31 

ilLIG-MEYERS  HMY  "ol 

476.1" 

-31 

982.7 

-27 

2.9 

NM 

7.2 

NM 

0.6 

NM 

2.9 

5 

0.25 

'jl-Z-BOY  LZB  ,91 

631.2 

73 

1008.0 

47 

29.7 

30 

51.1 

26 

4.7 

6.2 

19.0 

9 

1  60 

JK6GETT  &  PLATT  LEG 

1095.6 

17 

2139.2 

17 

76.3 

5 

150.1 

8 

7.0 

7.7 

17.3 

11 

1.51 

HNENS'N  THINGS  LIN 

339.7 

25 

666.6 

22 

6.9 

36 

12.0 

38 

20 

1.9 

138 

24 

1.36 

.     AYTAG  MYG 

ER  1  IMPORTS  PIR  "01 

1104.3 

2 

2199.8 

0 

75.7 

14 

151.6 

-13 

6.9 

8.1 

109.0 

10 

3.55 

2995" 

15 

679.6 

15 

16.9 

33 

50.9 

24 

5.6 

4.8 

167 

16 

0  79 

|  ADIOSHACK  RSH 

1023.3 

15 

2070.6 

17 

75.4 

22 

145.1 

23 

7.4 

6.9 

498 

37 

1  60 

■'HIRLPOOLWHR 

2586.0 

1 

5176.0 

1 

121.0 

22 

233.0 

83 

4.7 

3.8 

24.4 

7 

6.08 

1 

LLIAMS-SONOMAWSM1"1 

343.0 

33 

880.2 

26 

4  8 

48 

53.5 

13 

1.4 

1.3 

18.8 

34 

1  18 

) BEVERAGES 

ROUP  COMPOSITE 

21657.9 

4 

39605.8 

1 

2299.3 

1 

3080.8 

-16 

10.6 

11.0 

22.2 

47 

1.14 

NHEUSER-BUSCH  BUD 

3265.5 

6 

6077.4 

5 

477.7 

11 

828.0 

10 

14.6 

140 

41.3 

25 

3.18 

ROWN-FORMAN  Hf  B  ," 

432  7 

4 

927.9 

6 

52.0 

9 

106.8 

10 

12.0 

11.5 

208 

16 

3.18 

ANANDAIGUA  BRANDS  CDB  <"" 

585.6 

10 

1112.8 

12 

17.9 

65 

33.4 

47 

3.1 

20 

15.9 

11 

OCA-COLA  KO 

5621.0 

5 

10012.0 

3 

926.0 

-2 

8680 

-49 

16.5 

177 

175 

93 

0.65 

( 

)CA  COLA  BO  TTLING  CONSOLIDATED  COKE      270  9 

4 

499  1 

4 

6.3 

2 

4.4 

159 

2.3 

2.4 

20.9 

61 

0.66 
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CORPORATE  SCOREBOARD 


COMPANY  SYMBOL 


SALES 


PROFITS 


2ND  CHANGE                 6  CHANGE            2ND  CHANGE              6  CHANGE 

QUARTER  FROM  MONTHS  FROM  QUARTER  FROM  MONTHS  FROM 

2000              1999  ■  2000  1999              2000  1999              2000           1999 

SMIL                 %  $  MIL  %                $  MIL  %  SMIL              % 


WAWGIW5  COMMON 

2ND           2ND  EQUITY  PRICE 

QUARTER    QUARTER  12  MONTHS  EARNINGS 

2000          1999  ENDING  RATIO 

%              %  6  30  7-27 


COCA-COLA  ENTERPRISES  CCE 

4027.0 

6 

7321  0 

4 

123.0 

262 

90.0 

NM 

3.1 

0.9 

6.3 

47 

COORS  (ADOLPH)  RKY 

614  1 

7 

1078.6 

6 

48.3 

5 

63.2 

9 

7.9 

80 

11.4 

24 

PEPSI  BOTTLING  GROUP  PBG 

1913.0 

4 

3458.0 

5 

85.0 

325 

102.0 

500 

4.4 

1.1 

12.8 

21 

PEPSICO  PEP 

4928  0 

-1 

9119.0 

-10 

563  0 

-24 

985.0 

-8 

11.4 

14  9 

,"'  0 

34 

(D)  PERSONAL  CARE 

GROUP  COMPOSITE 

6943.2 

4 

13316.4 

4 

731.9 

3 

1370.7 

14 

10.5 

10.6 

62.1 

28 

AVON  PRODUCTS  AVP 

1378.1 

10 

2703.0 

9 

124.5 

3 

199.3 

175 

9.0 

9.6 

NM 

23 

COLGATE-PALMOLIVE  CL 

23367 

2 

4578.5 

3 

261.9 

15 

501.8 

15 

11.2 

!0.0 

60.0 

35 

DIAL  DL 

408.7 

-5 

781.9 

-6 

1.1 

-96 

22.6 

-59 

0.3 

6.8 

24.8 

15 

ECOLAB  ECL 

570.7 

10 

1097.0 

9 

48.4 

12 

91.0 

16 

8.5 

8.3 

25.1 

25 

GILLETTE  G 

2249.0 

2 

4156.0 

4 

296.0 

2 

556.0 

0 

13.2 

13.2 

52.2 

25 

(E)  TOBACCO 

GROUP  COMPOSITE  18900.0 

PHILIP  MORRIS  MO  16423.0 

R.J.  REYNOLDS  TOBACCO  HOLDINGS  RJR  2085.0 

UST  UST  392.0 


CONTAINERS  &  PACKAGING 


INDUSTRY  COMPOSITE 13615.6 

(A)  GLASS,  METAL  &  PLASTIC 

GROUP  COMPOSITE  4708.9 

BALLBLL  961.2 

CROWN  CORK  &  SEAL  CCK  1876.0 

OWENS-ILLINOIS  01  1449.2 

SILGAN  HOLDINGS  SLGN  422.5 


36780.3 

32013.0 

4007.0 

760.3 


8        26243.8 


5  2392.2 

4  2171.0 

11  109.0 

4  112.2 

8  430.7 


13 

7 
NM 
-9 

-18 


4583.2 

4180.0 
189.0 

214  2 

828.2 


13 

10 
NM 
-7 

11 


12.7 

13.2 

5.2 

28.6 


11.8 

13.0 

NM 

32.5 


3.2         4.2 


40.0 

53.3 
5.6 

334. 4 

10.8 


14 


8922.8 

1778.8 

3516.0 

2794.8 

833.2 


-3 

-1 

-7 

2 

0 


75.3 

154 
-4.0 

88.5 
6.2 


-70 

NM 
NM 
-20 
-46 


182.3 

4.6 

19.0 

147.2 

11.5 


-51 

-90 
-85 
-18 
-33 


1.6 

NM 
NM 
6.1 
1.5 


5.3 

3.3 
5.0 
7.8 
2.7 


7.2 

8.7 

2.2 

12.8 

NM 


13 

19 
28 


(B)  PAPER 

GROUP  COMPOSITE  8906.7  14 

BEMIS  BMS  525.2  9 

CARAUSTAR  INDUSTRIES  CSAR  255.1  20 

CHESAPEAKE  CSK  255.3  -22 

GAYLORD  CONTAINER  GCR  (31  299.2  31 

MAIL-WELL  MWL  584.7  33 

PACTIV  PTV  769.0  4 

POTLATCH  PCH  428.8  4 

ROCK-TENN  RKT(3)  369.4  12 

SEALED  AIR  SEE  731.5  5 

SMURFIT-STONE  CONTAINER  SSCC  20310  17 

SONOCO  PRODUCTS  SON  688.7  13 

TEMPLE-INLAND  TIN  1064.0  18 

WESTVACO  W l21  904.7  33 


FASHION  RETAILING 


INDUSTRY  COMPOSITE 

ALBERTO-CULVER  ACV  l3) 

AMAZON.COM  AMZN 

AMES  DEPARTMENT  STORES  AMES  "" 

ANNTAYLOR  STORES  ANN  "" 

AUTOZONE  AZO  l4> 

BARNES  &  NOBLE  BKS(,1) 

BJ'S  WHOLESALE  CLUB  BJ (,,) 

BORDERS  GROUP  BGP(1" 

BRADLEES  BRAD11" 

BUILDING  MATERIALS  HOLDING  BMMC 

CDW  COMPUTER  CENTERS  CDWC 

CHARMING  SHOPPES  CHRS  "" 

COLE  NATIONAL  CN J  "" 

CONSOLIDATED  STORES  CNS  (,,) 

COSTCO  WHOLESALE  COST  l4) 

CSK  AUTO  CA0(,1) 

DILLARD'S  DDS  "" 

DOLLAR  GENERAL  DG(I" 

DOLLAR  TREE  STORES  DLTR 

FAMILY  DOLLAR  STORES  FDO  (4) 

FEDERATED  DEPARTMENT  STORES  FD  "" 

FOOTSTAR  FTS 

GAP  GPS011 

GOODY'S  FAMILY  CLOTHING  GDYS  ("» 

HOME  DEPOT  HO"" 

HOMEBASE  HBI  "" 

INSIGHT  ENTERPRISES  NSIT 


17321.0 

1026.0 

503.6 

495.4 

590.4 

1134.5 

1455.0 

867.4 

738.3 

1448.1 

3896.0 

1365.0 

2097.0 

1704.3 


14 

10 

26 

-13 

37 

29 

4 

5 

15 

5 

13 

16 

20 

28 


355.4 

35.4 

9.5 

1.8 

0.4 

108 

39.0 

-7.4 

2.6 

53.8 

31.0 

46.4 

62.0 

70.2 


30 

12 

-8 

-79 

NM 

-28 

-15 

NM 

-74 

5 

NM 

-2 

29 

157 


645.9 

65.0 

11.6 

4.2 

-3.0 

27.1 

68.0 

-4.9 

-30.7 

108.8 

71.0 

91.4 

117.0 

120.4 


73 

29 
-47 
-75 
NM 

-9 

31 
NM 
NM 

11 

NM 

0 

58 
129 


4.0 

6.7 
3.7 
0.7 
0.1 
1.8 
5.1 
NM 
0.7 
7.4 
1.5 
6.7 
5.8 
7.8 


3.5 

6.6 
4.9 
2.6 
NM 
3.4 
6.2 
2.3 
3.0 
7.4 
NM 
7.7 
5.3 
4.0 


12.3 

16.4 
11.0 
53.2 

NM 
15.5 
-6.5 

3.0 
-2.5 
28.2 
18.5 
21.3 
12.1 

7.9 


14 

14 

11 

2 

NM 

6 

NM 

,   38 

NM 

28 

7 

10 

10 

15 


1| 
2] 
lJ 

11. 

-0.1 
l.[ 

-0.1 

o.  ITU 

_0,  MfKP 

1.'  KCITil 

l.i  111  til 

4;  BE:, 

i ;  "i 

.■■■■. 


153736.4 

14 

337577.9 

15 

4084.3 

9 

11828.5 

12 

2.7 

2.8 

16.0 

32 

1.1 

573.1 

15 

1126.9 

14 

25.5 

12 

48.2 

13 

4.4 

4.5 

16.1 

17 

1.7 

577.9 

84 

1151.8 

89 

-317.2 

NM 

-625.6 

NM 

NM 

NM 

NM 

NM 

-3.3 

830.7" 

2 

2107.9 

25 

-29.1 

NM 

67.0 

NM 

NM 

NM 

2.6 

9 

0.8 

277.1" 

11 

574.2 

12 

11.3 

-24 

27.2 

2 

4.1 

5.9 

11.7 

16 

1.9 

1059.4 

9 

1983.6 

9 

67.3 

15 

106.3 

12 

6.3 

6.1 

22.8 

12 

1.8 

894.3 

24 

2218.9 

27 

-4.1 

NM 

99.4 

-5 

NM 

NM 

15.6 

11 

1.7 

1045.7 

19 

2321.3 

20 

18.1 

26 

65.8 

26 

1.7 

1.6 

19.2 

20 

1.5. 

680.9 

10 

1774.1 

13 

-0.9 

NM 

97.6 

18 

NM 

NM 

11.6 

11 

1.1 

317.9" 

1 

785.2 

5 

-23.5 

NM 

-5.7 

NM 

NM 

NM 

-41.7 

NM 

-l.o: 

271.4 

6 

504.9 

7 

7.0 

0 

11.5 

20 

2.6 

2.8 

12.2 

5 

1.9! 

943.3 

58 

1807.3 

59 

40.0 

80 

75.3 

79 

4.2 

3.7 

24.5 

36 

1.4; 

381.3 

47 

729.7 

37 

8.9 

87 

17.5 

NM 

2.3 

1.8 

10.8 

11 

0.46 

257.8 

-1 

532.4 

0 

-1.4 

NM 

-3.6 

NM 

NM 

1.2 

-1.7 

NM 

-o.ie 

1004.3 

9 

2851.4 

9 

-13.2 

NM 

106.1 

4 

NM 

NM 

6.7 

16 

0.78 

6894.6" 

14 

14631.6 

15 

120.3 

14 

301.9 

17 

1.7 

1.7 

14.2 

25 

1.26 

356.4 

32 

684.8 

32 

5.7 

-42 

-0.4 

NM 

1.6 

3.7 

17.1 

10 

0.83 

2082.6" 

-2 

4677.5 

0 

46.2 

-31 

72.0 

-49 

2.2 

3.2 

5.1 

10 

1.40 

997.1 

18 

2174.8 

18 

44.3 

22 

'     134.9 

18 

4.4 

4.3 

25.1 

28 

0.68 

384.5 

33 

711.6 

30 

21.5 

43 

35.5 

21 

5.6 

5.2 

26.4 

41 

1.02 

770.8 

14 

1629.3 

14 

50.1 

20 

105.1 

26 

6.5 

6.2 

21.7 

18 

0.98 

4032.0" 

12 

10005.0 

16 

89.0 

2 

537.0 

8 

2.2 

2.4 

12.3 

7 

3.63 

589.4 

23 

1029.1 

12 

15.4 

-17 

18.2 

-33 

2.6 

3.9 

20.1 

13 

2.58 

2732.0 

20 

6590.9 

24 

235.5 

16 

649.3 

26 

8.6 

8.9 

47.8 

29 

1.31 

278.3 

11 

669.2 

11 

4.3 

-42 

5.1 

-67 

1.5 

3.0 

7.8 

10 

0.50 

11112.0 

24 

20286.0 

25 

629.0 

29 

1208.0 

33 

5.7 

5.5 

18.9 

51 

1.06 

365.8 

0 

692.9 

3 

-1.7 

NM 

-5.5 

NM 

NM 

0.2 

2.2 

11 

0.21 

488.2 

34 

955.5. 

36 

13.7 

74 

26.1 

77 

2.8 

2.2 

18.3 

27 

1.64 
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PROFITS 

2ND         CHANGI 

QUARTER        FROM 
2000           1999 
{MIL              % 

MONTHS 

J  Mil 

1 
FROM 

% 

MARC 

2ND 

QUARTER 

2000 

% 

>MPANY  SYMBOL 

SALES 

SINS 

2N0 

Qi  JAR  11 R 

% 

RETURN  ON 

1  /  MONTH', 
ENDING 

una 

FARNING', 
RATIO 
/  V 

MOHIH', 

EARNINGS 

FIR 

SHARE 

2ND 

QUARTER 

2000 

$  MIL 

CHANGf 

FROM 

1999 

% 

6 

MONTHS 

2000 

$  MIL 

CHANGE 

FROM 

1999 

% 

riMATE  BRANDS  IHI  ""                                 1012: 

15 

2814.0 

17 

29 

22 

6.7 

60 

20 

ANN  STORES  JAS  A1"1                                  325.4 

10 

781  7 

9 

2.9 

26 

235 

0 

09 

0.8 

96 

5 

1  42 

IARTKM""                                                  8195.0 

1 

19299.0 

4 

22.0 

61 

434.0 

6 

0.3 

0.7 

9.3 

6 

1.17 

HL'SKSS""                                                 1228.7 

35 

2836.2 

29 

52.6 

34 

1732 

30 

4.3 

4.3 

15.0 

79 

0.82 

(IDS'  END  LE(I,)                                              266.0 

-8 

715.7 

-14 

0.3 

96 

28.6 

11 

0.1 

2.2 

13.8 

26 

1.35 

KITED  LID1"1                                                   2108.4 

0 

5395.0 

1 

63.0 

39 

379.4 

39 

3.0 

2.2 

22.3 

21 

1.04 

WE'SLOW""                                                  4467.1 

18 

8256.4 

19 

187.1 

50 

336.1 

50 

4.2 

3.3 

15.1 

23 

1.91 

lY  DEPARTMENT  STORES  MAY  <">                3050.0*' 

2 

7684.0 

3 

120.0 

-2 

633.0 

5 

39 

4.1 

23.2 

9 

261 

!N'S  WEARHOUSE  MENS  ""                           287.9 

11 

686.4 

13 

13.4 

258 

43.9 

65 

4.7 

1.4 

15.6 

16 

1.55 

CHAELS  STORES  MIKE""                              472.5 

22 

1144.4 

23 

9.7 

86 

56.3 

59 

20 

1.3 

10.9 

20 

2.13 

IMAN  MARCUS  GROUP  NMG.A15'                    694.3" 

13 

1584.6 

13 

45.2 

26 

86.4 

29 

6.5 

5.9 

15.3 

13 

2.55 

RDSTROM  JWN1"1                                          1177.5" 

10 

2741.9 

8 

32.8 

4 

99.3 

1 

2.8 

3.0 

17.6 

15 

1.49 

.  FICE  DEPOT  OOP                                           2630.8 

12 

5694.1 

15 

57.9 

-22 

167.0 

-4 

2.2 

3.2 

13.7 

8 

0.74 

"flCEMAXOMX""                                            1344.2 

14 

2735.2 

13 

-2.1 

NM 

21.0 

36 

NM 

1.9 

-1.3 

NM 

-0.13 

YLESS  CASHWAYS  PCSH  ">                           421.7 

-14 

768.8 

-13 

1.2 

-56 

-4.0 

NM 

0.3 

0.6 

-2.9 

NM 

-0.21 

YLESSSHOESOURCEPSS1"1                         708.5 

3 

1312.5 

4 

29.0 

-18 

44.3 

-11 

4.1 

5.1 

39.5 

12 

4.28 

".   CONNECTION  PCCC                                        358.2 
InNEY(J.C)  JCP11"                                       7728.0" 

55 

684.3 

50 

8.6 

84 

15.7 

73 

2.4 

2.0 

25.3 

43 

1.19 

3 

17562.0 

4 

-118.0 

NM 

-130.0 

NM 

NM 

2.2 

0.2 

NM 

0.07 

1    P  BOYS-MANNY,  MOE  &  JACK  PBY  ""           614  8 

3 

1169.8 

1 

4.4 

-56 

-6.4 

NM 

0.7 

1.7 

3.6 

12 

0.47 

TCO  ANIMAL  SUPPLIES  PETC  ""                   265.2 

15 

540.6 

15 

6.4 

79 

15.6 

37 

2.4 

1.6 

11.6 

17 

1.15 

11  TSMARTPETM11"                                             534.0 

-5 

1104.0 

-4 

-0.3 

NM 

-5.0 

NM 

NM 

0.7 

-11.6 

NM 

-0.31 

iSS  STORES  ROST(1,)                                        633.4 

15 

1327.9 

12 

40.8 

20 

83.5 

5 

6.4 

6.2 

37.4 

9 

1.74 

IKSSKS1"1                                                       1497.9" 

3 

3534.9 

3 

33.9 

0 

154.3 

15 

2.3 

2.3 

9.0 

8 

1.38 

ARS,  ROEBUCKS                                         10076.0 

5 

19049.0 

4 

388.0 

17 

623.0 

31 

3.9 

3.4 

24.8 

7 

4.33 

IOPKO  STORES  SKO1"'                                     752.7 

36 

2011.4 

37 

0.6 

-71 

50.0 

17 

0.1 

04 

14.7 

4 

3.65 

'IEGEL  SPGLA                                                  805.9 

7 

1520.8 

10 

25.8 

57 

46.1 

612 

3.2 

2.2 

16.3 

7 

0.95 

;:i'ORTS  AUTHORITY  TSA""                              354  8 

-1 

779.0 

-5 

-8.2 

NM 

-164.3 

NM 

NM 

NM 

NM 

NM 

-5.39 

APLESSPLS1"1                                            2555.8 

23 

5186.6 

25 

44.2 

-12 

163.6 

35 

1.7 

2.4 

15.9 

22 

0.65 

EINMARTSMRT                                             291.2 

19 

536.6 

17 

13.8 

47 

14.8 

54 

4.8 

3.8 

9.0 

28 

0.39 

,LBOTSTLB,,n                                                    357.8" 

22 

733.3 

17 

32.7  ■ 

69 

48.0 

74 

9.1 

6.6 

15.6 

23 

2.27 

\RGETTGT1"1                                                   7746.0" 

8 

18676.0 

8 

239.0 

23 

761.0 

19 

3.1 

2.7 

20.4 

24 

1.33 

FFANYTIF1"1                                                      343.3" 

26 

903.1 

26 

30.4 

88 

115.0 

66 

8.9 

5.9 

20.3 

36 

1.06 

XTJX1'"                                                                2108.1 

9 

4635.1 

9 

130.6 

7 

267.5 

3 

6.2 

6.3 

48.6 

10 

1.72 

r 

IYS  'R'  US  TOY  ""                                            2319.0 

7 

7346.0 

3 

215.0 

NM 

450.0 

38 

9.3 

0.8 

13.1 

8 

2.00 

S.  OFFICE  PRODUCTS  OFISC  l8>                       606.9 

-8 

1231.4 

-8 

-121.7 

NM 

-147.9 

NM 

NM 

NM 

-70.9 

NM 

-5.51 

aUE  CITY  DEPARTMENT  STORES  VCD  <">       464.5 

34 

981.8 

27 

0.1 

-96 

20.3 

14 

o.o' 

0.5 

9.1 

9 

0.97 

iNATOR  GROUP  Z  °"                                      1108.0 

3 

2435.0 

1 

15.0 

NM 

75.0 

317 

1.4 

NM 

3.8 

45 

0.32 

IJ 

AL-MART  STORES  WMTl,,)                           42985.0 

24 

94379.0 

25 

1326.0 

19 

3243.0 

21 

3.1 

3.2 

21.3 

46 

1.30 

ICKESWIKS                                                     279.7 

-3 

495.5 

3 

1.5 

-57 

-1.7 

NM 

0.5 

1.2 

19.2 

7 

0.67 

UE      0<5>                                                        361.3 

29 

1097.2 

29 

10.5 

68 

94.5 

35 

2.9 

2.2 

14  2 

13 

3  01 

m 

&  ELECTRONICS 

11 

fMDUSTRY  COMPOSITE 

l)  ELECTRICAL  PRO 

ROUP  COMPOSITE 

55217.0 

29 

105429.4 

27 

7240.9 

169 

133432 

117 

13.1 

6.3 

12.3 

59 

1.16 

DUCTS 

5888.8 

9 

16 

11450.5 

9 

452.4 

4 

879.2 

8 

7.7 

8.0 

20.5 

16 

2.51 

MERICAN  POWER  CONVERSION  APCC 

675.2 

14 

35.1 

-18 

82.2 

6 

9.6 

13.6 

22.1 

44 

1.06 

METEKAME                                                      255.5 

10 

511.3 

11 

17.2 

11 

34.0 

13 

6.7 

6.7 

28.4 

10 

1.98 

OOPER  INDUSTRIES  C8E                                 1168.2 

22 

2207.1 

17 

92.9 

6 

176.8 

8 

8  0 

9.2 

19.7 

9 

3.66 

ENLYTE  GROUP  GLYT                                           251.3 

3 

496.0 

3 

8.6 

10 

16.3 

10 

3.4 

3.2 

16.4 

9 

2.47 

UBBELL  HUB  B                                                    356.6 

-3 

717.3 

-3 

41.7 

-3 

76.8 

-7 

11.7 

11.7 

16.7 

11 

2.18 

1! 

ATIONAL  SERVICE  INDUSTRIES  NSI  (4)             645.0 

13 

1250.5 

16 

20.8 

-32 

41.1 

-26 

3.2 

5.4 

16.8 

7 

2.68 

OCKWELL  INTERNATIONAL  ROK  l3)                 1820.0 

1 

3604.0 

3 

170.0 

13 

334.0 

14 

93 

8.3 

23.7 

11 

3.36 

•'■ 

MITH  (A.O.)  AOS                                                  331.3 

41 

6663 

43 

17.6 

24 

31.7 

21 

5.3 

6.0 

12.4 

7 

2.34 

PXSPW                                                                 695  I 

4 

1  322  9 

0 

48.5 

17 

86  3 

19 

7.0 

6.2 

20.1 

37 

3  84 

B)  ELECTRONICS 

ROUP  COMPOSITE                                    14713.3 

15 

28570.4 

16 

421.4 

21 

1021.6 

84 

2.9 

2.7 

3.5 

NM 

0.33 

NDREW  ANDW  ,31                                                 259.2 

39 

501.9 

40 

20.9 

42 

38.2 

NM 

8.1 

7.9 

13.1 

37 

084 

NTECANIX                                                           276.1 

41 

526.4 

54 

29.6 

270 

396 

-15 

10.7 

4.1 

132 

32 

1.14 

B   IARRIS  HRS  (61                                                   512.4 

9 

967.6 

6 

16.4 

429 

2.1 

92 

32 

0.7 

1.8 

98 

0.34 

;  1 IUGHES  ELECTRONICS  GMH                              1837  0 

40 

3540.1 

58 

82.5 

NM 

-190  8 

NM 

NM 

NM 

-6.0 

NM 

-045 

;  i  -3  COMMUNICATIONS  HOLDINGS  LLL               461.0 

47 

838  1 

42 

16.5 

49 

274 

50 

3.6 

3.5 

10.8 

30 

1.98 

ITTON  INDUSTRIES  LIT  l5>                                 1399.0 

11 

2748.0 

15 

61.8 

21 

98.6 

4 

4.4 

4.1 

9.0 

17 

2.80 

■    MOTOROLA  MOT                                                  9255  0 

15 

18007  0 

14 

2040 

20 

652.0 

53 

2.2 

32 

5.1 

64 

0.52 

IUALCOMM  QCOM  <31                                            713  5 

29 

1441  3 

-26 

154.7 

162 

3544 

NM 

21.7 

5.9 

11.6 

75 

0  87 

C)  INSTRUMENTS 

;ROUP  COMPOSITE                                      5708.8 

30 

24 

10931.2 

4731  0 

31 

25 

595.8 
166.0 

69 
6 

1036.3 
2970 

75 
29 

10.4 

6  7 

8.0 

15.3 

39 

30 

1.43 

iGILENT  TECHNOLOGIES  A  l2>                            2485  0 

78 

12.5 

1.41 

IANAHER                                                                890.8 

15 

17586 

12 

81.3 

22 

152.8 

22 

9.1 

86 

16.3 

25 

198 

ILA-TENCOR  i                                                        482  0 

106 

895.1 

101 

91.7 

255 

165.0 

254 

19.0 

11  1 

14  9 

38 

i 

'E  BIOSYSTEMS  GROUP  in  B  ,BI                         39 1 .8 

14 

7599 

13 

56.6 

7 

112.7 

14 

144 

15.4 

28.5 

NM 

0.87 
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||[  i 

COMPANY  SYMBOL 

SALES 

PROFITS 

2ND          CHANGE 
QUARTER        FROM 
2000           1999 
$  MIL.            % 

6 

MONTHS 

2000 

SMIL. 

CHANGE 

FROM 

1999 

% 

MARGINS 

2ND           2ND 

QUARTER    QUARTER 

2000          1999 

%              % 

RETURN  ON 
COMMON 
EQUITY 

12  MONTHS 

ENDING 

6-30 

PRICE-       ft 
EARNINGS    E; 
RATIO 
7-27 

(lilWX 

1 

2ND 

QUARTER 

2000 

SMIL 

CHANGE 

FROM 

1999 

% 

6 

MONTHS 

2000 

$MIL 

CHANGE 

FROM 

1999 

% 

PERKINELMER  PKi 

398  / 

31 

801  0 

4o 

31.1 

NM 

47  4 

791 

7.8 

NM 

12.8 

45 

TEKTRONIX  TEK  (7) 

301.5 

-8 

578.5 

-4 

31.5 

87 

14.7 

-49 

10.5 

5.2 

1.3 

NM 

|MB 

TERADYNETER 

759.0 

89 

1407  1 

89 

137  6 

234 

246  7 

359 

18.1 

8  9 

29.7 

26 

(D)  SEMICONDUCTORS  &  OTHER  COMPONENTS 

m  » 

GROUP  COMPOSITE 

28906.1 

44 

54477.3 

38 

5771.2 

271 

10406.1 

149 

20.0 

7.7 

14.7 

60 

IBM 

ADVANCED  MICRO  DEVICES  AMD 

1170.4 

97 

2262.5 

84 

207.1 

1-59 

396.5 

NM 

17.7 

13.4 

14.6 

33 

ALTERA  ALTR 

340.7 

72 

613.5 

60 

98.3 

92 

173.4 

77 

28.8 

25.8 

24.8 

61 
31 

AMPHENOL  APH 

335.5 

36 

635.6 

31 

26.2 

151 

46.5 

148 

7.8 

4.2 

NM 

ANALOG  DEVICES  AOI <2) 

581.0 

71 

1071.3 

67 

122.1 

212 

215.1 

212 

21.0 

11.5 

18.4 

69            ( 

lilMHU' 

ATMEL  ATML 

478.8 

54 

907.9 

51 

61.3 

298 

103.2 

221 

12.8 

5.0 

9.2 

41            C     ^ 

AVX  AVX  (91 

602.4 

76 

1101.6 

66 

120.4 

590 

191.3 

665 

20.0 

5.1 

26.5 

16 

BENCHMARK  ELECTRONICS  BME 

406.6 

150 

755.7 

144 

3.6 

-36 

5.6 

-48 

0.9 

3.4 

2.9 

NM             ( 

CONEXANT  SYSTEMS  CNXT  (3» 

530.5 

39 

1032.2 

48 

-53.3 

NM 

-185.7 

NM 

NM 

6.4 

-3.4 

NM           t-C      ' 

CYPRESS  SEMICONDUCTOR  CY 

300.8 

76 

565.1 

71 

65.6 

675 

117.7 

-32 

21.8 

5.0 

21.5 

23            1 

IIM 
IE!J 

FAIRCHILD  SEMICONDUCTOR  INTL.  FCS 

436.7 

53 

838.4 

81 

59.7 

NM 

109.7 

NM 

13.7 

NM 

NA 

NA 

HADCO  HDC  l2) 
INTEL  INTC 

275.4 
8300.0 

8 
23 

520.2 
16293.0 

6 
18 

10.6 
3137.0 

129 
79 

17.6 
5833.0 

166 
56 

3.8 
37.8 

1.8 
25.9 

13.6 
26.0 

NA             2 
57            2 

JABIL  CIRCUIT  JBL141 

965.8 

66 

1803.4 

58 

38.2 

71 

72.1 

62 

4.0 

3.8 

18.0 

67            0     1 

JOS  UNIPHASE  JDSU  (61 

524.0 

501 

918.6 

468 

-418.8 

NM 

-659.7 

NM 

NM 

NM 

-3.7 

NM           -1 

mm 

KEMET  KEM  l91 

329.2 

102 

587.3 

92 

80.2 

NM 

118.3 

NM 

24.4 

2.9 

26.6 

15            1 

ML  OIL  I 

LSI  LOGIC  LSI 

644.3 

29 

1259.5 

31 

70.6 

618 

156.8 

NM 

11.0 

2.0 

13.9 

37            0. 

If  COMPOS 

MANUFACTURERS  SERVICES  MSV 

362.4 

64 

695.2 

62 

1.8 

NM 

-9.0 

NM 

0.5 

0.1 

-15.8 

NM          -1. 

IMS 

MICRON  TECHNOLOGY  MU  l4' 

1789.2 

107 

3181.7 

68 

274.9 

NM 

436.2 

NM 

15.4 

NM 

13.6 

58            1. 

mm 

MOLEX  MOLX  161 

614.6 

38 

1182.2 

36 

65.0 

30 

122.8 

29 

10.6 

11.2 

13.0 

43            1. 

HE  ■ 

NATIONAL  SEMICONDUCTOR  NSM  (7> 

595.3 

25 

1144.2 

17 

153.9 

NM 

481.7 

NM 

25.9 

NM 

38.2 

11            3. 

ICE- 

SANMINA  SANM  l31 

1000.6 

65 

1555.9 

76 

1.8 

-95 

45.7 

-33 

0.2 

6.5 

8.7 

NM            0. 

U- 

SCG  HOLDING  ONNN 

550.5 

25 

1037.3 

21 

15.5 

-12 

41.0 

85 

2.8 

4.0 

NA 

NA               1 

HOURS 

SOLECTRON  SLR  M1 

3592.3 

52 

6452.0 

43 

122.9 

37 

222.8 

32 

3.4 

3.8 

11.9 

60            0,( 

III 

TEXAS  INSTRUMENTS  TXN 
VIASYSTEMS  GROUP  VG 

2843.0 
358.3 

19 
15 

5497.0 
742.9 

23 

19 

1278.0 
2.8 

287 

NM 

1705.0 
-127.9 

191 

NM 

45.0 

13.8 

19.9 

NM 

38            1.' 
NM        -11.3 

mi . 

0.8 

NM 

Kl..- 

VISHAY  INTERTECHNOLOGY  VSH 

612.8 

44 

1151.7 

36 

131.9 

553 

206.1 

882 

21.5 

4.7 

24.2 

16             2.0 

RIEK 

XILINX  XLNX  (9) 

364.9 

73 

671  4 

70 

93  8 

82 

570.2 

527 

25.7 

24  4 

38  7 

35         2.q 

NICE 
■  unmi 

10     FOOD 

m  BUBU 

ItlWIIKTI 

INDUSTRY  COMPOSITE 

94977.8 

8 

184189.0 

8 

2356.9 

11 

5175.4 

10 

2.5 

2.4 

19.1 

22          1.3 

It     : 

(A)  FOOD  DISTRIBUTION 

[wee 

GROUP  COMPOSITE 

11867.4 

17 

23341.7 

15 

65.8 

-8 

121.2 

11 

0.6 

0.7 

8.3 

is       i.i  a 

1 

FLEMING  FLM 

INTERNATIONAL  MULTIFOODS  IMC  ('0' 

NASH  FINCH  NAFC 

3386  1 
610.3 
917.7" 

1 

4 

-2 

7830.9 
1205.3 

0 

4 

-13.3 
4.8 
4.4 

NM 

-39.2 

NM 

NM 
0.8 
0.5 

NM 
0.8 
0.2 

-10.7 

9.9 

10.4 

NM           -1.4 

14             1.3 

6             1.6 

my  hi 

5 
92 

11.7 
6.6 

1 
91 

MENTAL 

1810.3 

-3 

UIPSPE! 

SUPERVALU  SVU  "0) 

6953.4 

31 

12495.2 

32 

700 

5 

142  0 

17 

1.0 

1.3 

13.4 

10            1.8|ttO.: 

(B)  FOOD  PROCESSING 

«CCn 

GROUP  COMPOSITE 

41349.4 

6 

81150.2 

6 

1606.1 

28 

3516.0 

13 

3.9 

3.2 

23.1 

21           1.4M 

AGRIBRANDS  INTERNATIONAL  AGX  J 

301.2 

-3 

589.3 

-5 

9.4 

-30 

20.4 

-4 

3.1 

4.3 

12.0 

g             4.3f  IMIBI 

ARCHER  DANIELS  MIDLAND  ADM  '• 

3123.7 

-2 

6235.5 

-5 

59.6 

41 

162.6 

201 

1.9 

1.3 

5.0 

19            0.5C  tt 

BESTFOODS  BFO 
CAMPBELL  SOUP  CPB  <5) 

2208.0 

2 

4426.0 
3310.0 

2 
0 

163.0 
139.0 

-7 

-14 

323.0 
420.0 

1 
10 

7.4 
10.0 

8.2 

10.9 

112.2 
450.3 

28            2.5 
15            1.7 

<■' 

1394.0 

-7 

la)  EN! 

CHIQUITA  BRANDS  INTERNATIONAL  CQB 

601.5 

-11 

1259.5 

-8 

11.0 

51 

45.9 

-18 

1.8 

1.1 

-17.7 

NM           -1.21 

StlPKE 

CONAGRA  CAG  ,7) 

6391.5 

6 

12189.3 

4 

-19.5 

NM 

123.9 

312 

NM 

NM 

13.9 

24            0.8( 

5  tPETRC 

CORN  PRODUCTS  INTERNATIONAL  CPO 

473.9 

7 

918.1 

10 

19.3 

-11 

22.9 

-39 

4.1 

4.9 

6.3 

15            1.7 

L  toup  CC 

DEAN  FOODS  DF  "> 

1020.5 

2 

1997.3 

0 

26.1 

26 

51.3 

113 

2.6 

2.1 

16.1 

12            2,7" 

i  SERVIC 

DOLE  FOOD  DOL 

1301.0 

-1 

2457.2 

-2 

45.1 

-5 

81.5 

-4 

3.5 

3.6 

8.2 

18            0.8 

i  wmim 

DREYER'S  GRAND  ICE  CREAM  DF: YR 

323.8 

6 

564.2 

5 

12.5 

52 

15.2 

210 

3.9 

2.7 

23.1 

39            0.6' 

i  ten 

EARTHGRAINS  EGR  (91 

599.6 

33 

1077.1 

21 

10.9 

-13 

18.5 

47 

1.8 

2.8 

8.1 

15            1.2" 

t  mi  if 

GENERAL  MILLS  GIS  l7) 

1689.8 

6 

3309.4 

7 

108.9 

4 

262.2 

7 

6.4 

6.5 

NM 

17            2.0C 

)Ml 

HEINZ  (H.J.)  HNZ  (8) 

2588.2 

5 

4882.9 

3 

97.3 

NM 

268.4 

818 

3.8 

NM 

49.4 

17            2.4" 

,  HTH  IN 

HERSHEY  FOODS  HSY 

836.2 

-2 

1829.3 

2 

40.0 

-20 

111.2 

-60 

4.8 

5.9 

28.0 

22            2.15 

;   «0C 

HORMEL  FOODS  HRL(2) 

879.0 

11 

1782.9 

12 

36.3 

H 

80.1 

8 

4.1 

4.0 

20.0 

14            1.13 

t  EATHEB 
1 

IBP  IBP 

4165.5 

15 

8047.6 

18 

58.5 

-14 

93.2 

-25 

1.4 

1.9 

15.7 

5         2.9: 

INTERNATIONAL  HOME  FOODS  IHF 

530.6 

4 

1092.0 

6 

29.0 

11 

55.5 

-5 

5.5 

5.1 

58.8 

17            1.35 

!    [DUST 

INTERSTATE  BAKERIES  IBC(7) 

867.2 

5 

1902.9 

3 

7.8 

-74 

28.2 

-53 

0.9 

3.6 

15.1 

14            1.33 

it>m 

KELLOGG  K 

1801.1 

1 

3553.0 

1 

150.9 

-2 

312.6 

15 

8.4 

8.6 

43.7 

28            0.9^ 

l    ROUP 

Mccormick  MKc(" 

485.7 

4 

948.1 

4 

24.2 

318 

48.6 

103 

5.0 

1.2 

38.3 

16            1.83 

ftl 

MICHAEL  FOODS  MIKL 

266.6 

3 

518.5 

1 

12.3 

5 

21.8 

8 

4.6 

4.6 

17.6 

10            2.2^ 

» 

NABISCO  GROUP  HOLDINGS  NGH 

2258.0 

12 

4327.0 

12 

76.0 

100 

123.0 

156 

3.4 

1.9 

10.4 

26             1.0] 

IE 

NABISCO  HOLDINGS  NA 

2258.0 

12 

4327.0 

12 

98.0 

51 

158.0 

56 

4.3 

3.2 

10.6 

34             1.5€ 

III 

PILGRIM'S  PRIDE  CHX  H> 

392.0 

14 

765.2 

14 

17.1 

-6 

26.2 

-20 

4.4 

5.3 

17.3 

5             1.3? 

III 

QUAKER  OATS  OAT 

1397.9 

6 

2570.0   ' 

7 

151.1 

-12 

152.9 

-41 

10.8 

13.1 

344.6 

28            2.51 

« 

^ 

iPORATE  SCOREBO 

CHANGE 

IROM 

1999 

% 

6 

MONTHS 

2000 

SMIL 

CHANGE 

(ROM 
1999 
% 

MARGINS 

2ND           2ND 

QUARIER     QUARTER 
2000 
%              % 

M  rURM  ON 

I2M0NIH', 
ENDING 
6-30 

ppicf 

RATIO 

/  27 

VIPANY  SYMBOL 

SALES 

PROFIT! 

2N0 

QUARIER 
2000 
$  MIL 

1? 
MOMH', 

PER 
SHARE 

2ND 

QUARTER 

2000 

$  MIL 

CHANGE 

FROM 

1999 

% 

6 

MONTHS 

2000 

t  MIL 

HANOI 

FROM 
1999 
% 

>T0N  PURINA  RAI  '" 

668.3 

3 

1359.1 

1 

66.8 

9 

20 

10.0 

9.4 

43.5 

12 

THFIELD  FOODS  SFD  (81 

1400.8 

40 

2777.9 

37 

28.5 

6 

46.0 

44 

2  a 

2.7 

85 

18 

1  52 

ttUCKS  SBUX  (31 

555.5 

31 

1060.2 

33 

34.9 

42 

58.3 

37 

6.3 

5.8 

11.7 

56 

0.65 

GLEY  (WM.)  JR.  WWY 

570.2 

7 

1073.5 

6 

92.1 

5 

166  / 

6 

16.2 

16.4 

28  4 

28 

2.77 

FOOD  RETAILING 

'UP  COMPOSITE 

41760.9 

8 

79697.2 

8 

685.1 

-14 

1538.3 

5 

4 

1.6 

2.0 

2.1 

2.6 

13.4 

64 

25 
36 

1.14 

ERTSON'S  ABS  ("> 

9013.0 

-2 

18912.0 

2 

179.0 

-25 

443.0 

0.86 

HAIZE  AMERICA  DZA 

2647.1 

5 

5126.4 

4 

59.2 

-13 

124.7 

-2 

2.2 

2.7 

169 

9 

1.92 

AT  ATLANTIC  8.  PACIFIC  TEA  GAP  (,0> 

3199.8 

3 

5620.9 

1 

5.6 

NM 

12.6 

NM 

0.2 

NM 

4.6 

14 

1.03 

IS  MARKETS  IMKTA131 

469.4** 

4 

934.5 

4 

5.6 

9 

12.0 

30 

1.2 

1.1 

96 

11 

0.99 

GER^R1"1 

14329.4 

6 

25570.4 

4 

106.0 

-49 

352.0 

-25 

0.7 

1.5 

206 

35 

0.62 

N  TRAFFIC  PNFT1"1 

592.6 

NA 

1218.3 

NA 

-26.7 

NA 

-50.9 

NA 

NM 

NA 

NA 

NA 

NA 

DICK  RDK  l3> 

682.9 

7 

1345.2 

5 

12.3 

0 

25.7 

3 

1.8 

1.9 

11.2 

10 

1.13 

EWAY  SWY 

7418.1 

17 

14504.4 

16 

280.9 

19 

522.8 

18 

3.8 

3.7 

24.2 

23 

2.05 

.EVEN  SE 

2456.6 

16 

4594.0 

18 

38.4 

34 

53.2 

74 

1.6 

1.4 

NM 

12 

1.03 

IRT&  FINAL  SMF 

443.0 

6 

842.4 

3 

3.2 

115 

3.8 

278 

0.7 

0.4 

3.0 

28 

0.27 

S  MARKETS  Wfvlk 

509.0 

4 

1028.7 

4 

21.7 

13 

39  5 

■2 

4.3 

3.9 

8.5 

19 

1.89 

USTRY  COMPOSITE 

141747.7 

43 

272535.1 

48 

10556.1 

184 

18530.8 

194 

7.4 

3.8 

18.0 

19 

3.02 

COAL,  OIL  &  CAS 

)UP  COMPOSITE 

134193.9 

45 

257721.6 

51 

10197.1 

187 

17880.8 

198 

7.6 

3.8 

20.1 

17 

3.46 

iRADA  HESS  AHC 

2644.0 

85 

5475.0 

84 

202.0 

162 

426.0 

188 

7.6 

5.4 

22.0 

8 

7.91 

(DARKO  PETROLEUM  APC 

306.3 

90 

553.4 

86 

77.7 

626 

119.5 

NM 

25.4 

6.6 

11.6 

39 

1.23 

CHE  APA 

488.1 

98 

935.2 

128 

145.3 

344 

261.6 

755 

29.8 

13.3 

16.8 

14 

3.61 

:  1 

:H  COAL  ACI 

338.4 

-14 

692.6 

-14 

-2.1 

NM 

-17.2 

NM 

NM 

0.6 

NM 

NM 

-9.57 

l] 

ILAND  ASH  (31t 

2120.0 

17 

3964.0 

19 

129.0 

30 

154.0 

-17 

6.1 

5.5 

16.1 

8 

4.28 

•j 

ILINGTON  RESOURCES  BR 

620.0 

36 

1272.0 

43 

94.0 

292 

171.0 

613 

15.2 

5.3 

4.5 

51 

0.67 

K 

:vron  CHV 

11963.0 

60 

22406.0 

73 

1116.0 

219 

2160.0 

218 

9.3 

4.7 

18.9 

15 

5.41 

: 

ISTAL  CGP 

3071.1 

62 

5998.7 

67 

127.7 

37 

301.3 

32 

4.2 

4.9 

14.0 

23 

2.63 

IOCO  COC.B 

9506.0" 

50 

18179.0 

56 

456.0 

300 

855.0 

334 

4.8 

1.8 

29.5 

11 

2.21 

20 

4S0L  ENERGY  CNX  (6> 

517.1" 

-3 

1054.5 

-5 

36.8 

155 

59.8 

49 

7.1 

2.7 

42.1 

12 

1.35 

i  RESOURCES  EOG 

315.2 

64 

567.0 

62 

77.5 

276 

119.0 

363 

24.6 

10.7 

66.5 

6 

4.78 

i 

ION  MOBIL  XOM 

50499.0 

33 

99087.0 

38 

4530.0 

132 

8010.0 

133 

9.0 

5.1 

19.7 

23 

3.54 

NT  INDUSTRIES  Gl 

266.1 

32 

491.2 

40 

3.3 

-56 

1.6 

-80 

1.2 

3.7 

3.4 

17 

0.42 

J: 

'.LYHOC'5' 

256.9 

79 

475.4 

80 

8.2 

-7 

3.3 

-53 

3.2 

6.1 

13.5 

6 

2.06 

(R-McGEE  KMG 

994.7 

51 

1870.3 

64 

109.9 

143 

295.1 

NM 

11.0 

6.9 

24.5 

10 

5.42 

U 

■CHELL  ENERGY  &  DEVELOPMENT  MND  < 

"t        315.8 

97 

596.3 

79 

41.7 

633 

76.9 

NM 

13.2 

3.6 

30.7 

12 

2.72 

-■ 

RPHY  OIL  MUR 

878.4 

95 

1607.1 

113 

84.2 

435 

131.6 

NM 

9.6 

3.5 

22.3 

11 

5.37 

:iDENTAL  PETROLEUM  OXY 

3128.0 

90 

5636.0 

88 

564.0 

NM 

835.0 

NM 

18.0 

0.7 

38.9 

5 

4.00 

ILLIPS  PETROLEUM  P 

5400.0 

69 

10200.0 

76 

442.0 

550 

692.0 

401 

8.2 

2.1 

24.7 

11 

4.56 

M 

NOCO  SUN 

3634.0 

53 

6821.0 

58 

215.0 

727 

282.0 

527 

5.9 

1.1 

21.9 

7 

3.76 

<ACOTX 

12069.0 

46 

23340.0 

51 

625.0 

129 

1199.0 

154 

5.2 

3.3 

15.7 

14 

3.48 

1! 

SCO  TOS 

5594.7 

52 

10224.9 

62 

145.0 

71 

219.9 

95 

2.6 

2.3 

25.2 

7 

3.56 

iRAMAR  DIAMOND  SHAMROCK  UDS 

3999.8 

18 

7639.2 

25 

128.5 

165 

197.6 

207 

3.2 

1.4 

19.9 

6 

3.53 

a 

OCAL  UCL 

2248.0 

56 

4129.0 

58 

250.0 

NM 

374.0 

NM 

11.1 

0.4 

21.1 

16 

1.92 

X-MARATHON  GROUP  MRO 

8893.0" 

62 

16854.0 

63 

367.0 

174 

621.0 

145 

4.1 

2.4 

20.5 

8 

3.28 

IRO  ENERGY  VLO 

3372.5 

85 

6301.1 

99 

87.7 

NM 

118.4 

NM 

2.6 

NM 

14.2 

10 

2.74 

. 

STAR  RESOURCES  VRI 

/■"4  9 

64 

1351  8 

66 

135.8 

181 

213  2 

217 

18.0 

10  5 

40  a 

23 

3  53 

=5 

I  PETROLEUM  SERVICES 

OUP  COMPOSITE 

7553.8 

16 

14813.5 

11 

358.9 

25.9 

113 

NM 

650.0 
55.2 

113 

NM 

4.8 

7.0 

2.6 

NM 

5.0 

7.2 

77 

57 

0.73 

.. 

SERVICES  BJS  (31 

371.3"" 

47 

762.0 

46 

1.02 

LLIBURTON  HAL 

2868.0 

-6 

5727.0 

-9 

52.0 

-5 

79.0 

-27 

1.8 

1.8 

4.7 

76 

0.60 

( 

BORS  INDUSTRIES  NBR 

291.3 

125 

570.4 

104 

24.1 

631 

42.0 

175 

8.3 

2.5 

3.3 

NM 

0.38 

BLE  AFFILIATES  NBl 

306.6 

40 

578.4 

46 

36.9 

302 

63.7 

NM 

12.0 

4.2 

16.6 

15 

2.00 

HLUMBERGER  SLB 

2338.3 

16 

4475.7 

8 

155.9 

71 

292.1 

82 

6.7 

4.5 

5.8 

91 

081 

1ITH  INTERNATIONAL  SI  1 

657.2 

69 

1282.7 

63 

15.0 

NM 

26.3 

634 

2.3 

NM 

105 

45 

1.61 

ANSOCEAN  SEDCO  FOREX  RIG 

299.2 

84 

600.1 

71 

35.9 

31 

68.4 

77 

12.0 

16.8 

2.5 

NM 

0.50 

1 

:.ATHERFORD  INTERNATIONAL  WFT 

4.'1  8 

51 

81  I  : 

50 

1  i  2 

583 

23  2 

307 

3  1 

0.7 

1  8 

NM 

0  31 

1 

DUSTRY  COMPOSITE 

1123292 

12 

221657.6 

12 

9725.9 

17 

19332.3 

11 

8.7 

8.3 

23.9 

41 

1  29 

)  DRUG  DISTRIBUTION 

<OUP  COMPOSITE 

39664.6 

15 

78857.8 

15 

19 

129.9 
25.1 

-71 

15 

-129.6 

494 

NM 

18 

0.3 

09 

1.3 

0.9 

1.7 
33.5 

NM 

21 

0.14 

/IERISOURCE  HEALTH  AAS  (3> 

2931  7 

19 

5773.9 

1.58 

RGEN  BRUNSWIG  BBC  B1 

57985" 

11 

11661.3 

11 

19.7 

-45 

37.0 

-50 

0.3 

0.7 

18 

48 

0  19 

NDLEY  WESTERN  INDUSTRIES  :■'!  • 

2443.4 

19 

4921.5 

22 

120 

22 

1.7 

NM 

05 

0.5 

4.7 

59 

0.47 

ORDINAL  HEALTH  CAH  <•> 

8214.3" 

25 

15687.4 

20 

194.7 

25 

384.2 

57 

2.4 

2.4 

17  1 

31 

239 

iNGS  DRUG  STORES  LOG  "" 

955.7 

10 

2007.3 

12 

12.0 

27 

359 

-10 

13 

1.9 

93 

13 

1  66 

cKESSON  HBOC  MCK  '•' 

9728  5" 

13 

19033.6 

13 

63.6 

1 

-24.6 

NM 

0.7 

0.7 

49 

37 

0.66 

BUSINESS  WEEK  /  AUGUST  14. 

2000  93 

CORPORATE  S 

COMPANY  SYMBOL 

1 

HIT 

SALES 

PROFITS 

Hill 

MARGINS 

RETURN  ON 

COMMON 

2ND 

CHANGE 

6 

CHANGE 

2ND 

CHANGE 

6 

CHANGE 

2ND 

2ND 

EQUITY 

PRICE- 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

2000 

1999  " 

2000 

1999 

2000 

1999 

2000 

1999 

2000 

1999 

ENDING 

RATIO 

" 

$  MIL 

% 

$MIL. 

% 

SMIL 

% 

SMIL 

% 

% 

% 

6-30 

7-27 

OMNICARE  OCR                                                480  5 

6 

973  5 

8 

10.7 

119 

25.1 

-23 

2.2 

1.1 

4  8 

17 

m 

PROVANTAGE  HEALTH  SERVICES  PHS  "  "          275.7 

28 

522.4 

31 

1.9 

-19 

5.8 

-4 

0.7 

1.1 

7.4 

NA 

RITE  AID  RAD  "ol                                               3442.2 

3 

7273.9 

7 

-403.4 

NM 

-1073.1 

NM 

NM 

NM 

NM 

NM 

M 

WALGREEN  WAG  ""                                              5394  1 

18 

11002.9 

19 

193.6 

22 

432.5 

20 

3.6 

3.5 

17.9 

45 

(B) DRUGS  A  RESEARCH 

GROUP  COMPOSITE                                    41154.2 
ABBOTT  LABORATORIES  ABT                            3370.2 

12 

3 

80640.9 

6723.3 

11 

2 

7253.7 

685.2 

28 

6 

14102.7 

1378.2 

16 

5 

17.6 

20.3 

15.4 

19.8 

30.9 

42 

w;r 

31.9 

25 

■B 

ALLERGANAGN                                                       417.9 

10 

809.7 

16 

51.9 

11 

95.4 

16 

12.4 

12.4 

27.0 

45 

ALZAAZA                                                                 253  8 

30 

455.1 

20 

48.4 

42 

75.9 

100 

19.1 

17.5 

15.6 

53 

111 

AMERICAN  HOME  PRODUCTS  AHP                  3193.8 

16 

6530.3 

17 

412.7 

40 

2158.7 

159 

12.9 

10.7 

-2.0 

NM 

1 

AMGEN AMGN                                                         914.4 

11 

1728.5 

10 

302.6 

13 

568.8 

10 

33.1 

32.6 

34.7 

65 

MM 

BRISTOL-MYERS  SQUIBB  BMY                          5275.0 

7 

10535.0 

8 

1091.0 

15 

2312.0 

15 

20.7 

19.4 

50.6 

23 

1 

FOREST  LABORATORIES  FRX (9>                         259.2" 

45 

517.5 

47 

28.3 

13 

56.2 

-12 

10.9 

14.0 

13.1 

87 

GENENTECH  DNA                                                 391.4" 

5 

755.6 

12 

-14.2 

NM 

-40.1 

NM 

NM 

NM 

-5.0 

NM        ' 

\m 

LILLY  (ELI)  LLY                                                  2621.5 

12 

5072.6 

10 

666.2 

16 

1511.7 

47 

25.4 

24.6 

53.6 

36 

m 

MERCK  MRK                                                      9477.1 

18 

18328.4 

18 

1721.7 

16 

3221.3 

16 

18.2 

18.4 

52.3 

27 

m 

PFIZER  PFE                                                        7041.0 

8 

14263.0 

9 

1150.0 

-3 

945.0 

-61 

16.3 

18.1 

39.1 

76 

& 

PHARMACIA  PHA                                                  5029.0 

15 

9322.0 

10 

438.0 

-15 

478.0 

-44 

8.7 

11.9 

4.9 

NM 

SCHERING-PLOUGH  SGP                                   2642.0 

8 

5048.0 

9 

634.0 

16 

1262.0 

16 

24.0 

22.3 

43.6 

28 

i 

SIGMA-ALDRICH  SIAL 
(C)  HEALTH-CARE  SE 

267  8 

4 

551  8 

4 

37  8 

-3 

79  5 

2 

14.1 

15  1 

14  9 

18 

;i7i>f 

RVICES 

.=:: 

GROUP  COMPOSITE                                  15563.3 
APRIA  HEALTHCARE  GROUP  AHG                        252.6 

11 

9 

30869.4 

10 

33.9 

-88 

21 

711.4 

26.9 

-32 

-20 

0.2 

5.6 

1.9 

10.1 

29          ( 

4 

:. 

503.3 

9 

14.1 

7.7 

190.5 

::  • 

EXPRESS  SCRIPTS  ESRX                                   1653  4 

66 

3128.9 

65 

-74.2 

NM 

-52.7 

NM 

NM 

0.7 

13.4 

26 

HCA-THE  HEALTHCARE  CO.  HCA                       4133.0 

-1 

8404.0 

-5 

-272.0 

NM 

24.0 

-94 

NM 

2.5 

4.7 

75            ( 

II 

HEALTH  MANAGEMENT  ASSOCIATES  HMA  (31    391  1 

11 

799.8 

16 

43.8 

13 

94.3 

9 

11.2 

11.0 

16.3 

22            ( 

:-■■ 

HEALTHSOUTH  HRC                                           1036.3 

-1 

2057.7 

-1 

65.2 

-43 

130.5 

-42 

6.3 

10.9 

-0.5 

NM           -( 

!: 

LABORATORY  CORP.  OF  AMERICA  HOLDINGS  LH   482.4 

12 

945.1 

12 

32.7 

64 

58.4 

72 

6.8 

4.6 

8.4 

46            2    m 

OXFORD  HEALTH  PLANS  OXHP                         1012.8" 

-4 

2035.2 

-4 

48.1 

NM 

89.8 

630 

4.8 

NM 

189.9 

6            4 

EN'S. 

QUEST  DIAGNOSTICS  DGX                                   877.1 

123 

1734.6 

124 

30.2 

131 

48.0 

134 

3.4 

3.3 

2.8 

NM            0 

::-' 

TENET  HEALTHCARE  THC  m                             2911.0 

-1 

5761.0 

0 

39.0 

NM 

77.0 

NM 

1.3 

NM 

8.3 

28         2  Inn 

UNIVERSAL  HEALTH  SERVICES  UHS                   524.8" 

2 

1065.8 

3 

23.3 

1 

51.9 

-2 

4.4 

4.5 

11.3 

27            2 

![ 

WELLPOINT  HEALTH  NETWORKS  WLP             2288  8 

23 

4434  1 

22 

83.7 

18 

163  3 

15 

3.7 

3.8 

22  8 

18            4 

jtil, 

(D)  MEDICAL  PRODUCTS 

i 

> 

GROUP  COMPOSITE                                    15947.1 

9 

31289.5 

9 

2308.4 

21 

4647.8 

31 

14.5 

13.0 

24.4 

34           1. 

" 

BARD  (C.R.)  BCR                                                 274.6 

7 

543.1 

7 

33.1 

17 

64.6 

18 

12.1 

10.9 

22.2 

20            2. 

|| 

BAUSCH  &  LOMB  BOL                                         452.9 

0 

859.7 

2 

34.6 

20 

73.8 

68 

7.6 

6.4 

12.9 

27            2. 

'.'■ 

BAXTER  INTERNATIONAL  BAX                          1694.0 

9 

3277.0 

8 

46.0 

-76 

237.0 

-32 

2.7 

12.1 

24.6 

33            2. 

IK-.J 

BECTON,  DICKINSON  BDX  (3)                               914.1 

5 

1839.3 

5 

114.4 

245 

233.6 

90 

12.5 

3.8 

20.7 

17             1. 

;!  IP 

BIOMETBMET17'                                                 250.2 

12 

483.1 

11 

50.6 

234 

93.8 

75 

20.2 

6.8 

19.3 

44             0. 

Ml 

BOSTON  SCIENTIFIC  BSX                                    695.0 

-A 

1374.0 

-4 

122.0 

12 

228.0 

9 

17.6 

15.0 

20.9 

20             0. 

«;, 

GUIDANT  GDT                                                      668.4 

9 

1299.1 

8 

124.3 

22 

243.1 

21 

18.6 

16.7 

48.1 

46             1. 

iii. 

JOHNSON  &  JOHNSON  JNJ                                7508.0 

8 

14827.0 

8 

1331.0 

14 

2645.0 

15 

17.7 

16.7 

26.4 

29             3 

QUI 

ft 

MEDTRONIC  MDT'81                                          1432  3" 

25 

2691.1 

22 

322.3 

101 

585.5 

363 

22.5 

14.0 

24.5 

60             0. 

fi 

1 

OWENS  &  MINOR  OMI                                         873.1 

13 

1727.7 

14 

8.0 

24 

14.9 

24 

0.9 

0.8 

15.8 

18             0. 

ill 

ST.  JUDE  MEDICAL  STJ                                      300.9 

4 

596.4 

7 

34.1 

-8 

49.9 

99 

11.3 

12.8 

5.8 

70             0. 

III) 

STRYKER  SYK                                                      566.5 

8 

1128.6 

8 

52.7 

NM 

104.5 

NM 

9.3 

NM 

19.8 

64             0. 

III 

SYBRON  INTERNATIONAL  SYB  <3)                       317  0 

13 

643.4 

17 

35  2 

6 

74  1 

13 

11.1 

11  9 

20.4 

15            1. 

is; 

■IMMIHL'W 

REAL  ESTATE 

IN 

INDUSTRY  COMPOSITE                            24492.1 

8 

45997.1 

10 

977.4 

-35 

1899.5 

-18 

4.0 

6.6 

19.1 

10          2. 

5  IS 

(A)  BUILDING  MATERIALS 

« 

GROUP  COMPOSITE                                    14341.8 
AMERICAN  STANDARD  ASD                              2046.0 

8 

7 

26794.8 

3868.0 

10 

9 

571.1 

108.0 

-47 

16 

1106.3 

168.0 

-29 

17 

4.0 

8.1 

21.7 

11           2.' 

HI! 

5.3 

4.9 

NM 

11             3. 

Ill, 

JOHNS  MANVILLE  JM                                        554.3 

-1 

1071.2 

2 

44.9 

-44 

90.0 

-24 

8.1 

14.4 

25.7 

8             1. 

5  lb 

LAFARGELAF                                                       751.2 

4 

1181.8 

8 

95.7 

8 

71.2 

19 

12.7 

12.3 

17.0 

6             3. 

i  1! 

LENNOX  INTERNATIONAL  LI  1                               894.2 

51 

1610.5 

49 

32.3 

37 

38.0 

26 

3.6 

4.0 

10.7 

8             1. 

3 

MARTIN  MARIETTA  MATERIALS  Ml.M                 362.5 

10 

638.6 

12 

42.1 

2 

49.5 

1 

11.6 

12.6 

15.5 

16             2. 

51  Hi 

OWENS  CORNING  OWC                                      1295.0 

-1 

2552.0 

5 

-425.0 

NM 

-377.0 

NM 

NM 

5.8 

NM 

NM           -4. 

3»l 

PPG  INDUSTRIES  PPG                                       2210.0 

14 

4297.0 

15 

205.0 

11 

344.0 

12 

9.3 

9.5 

18.8 

12             3.' 

"| 

RPM  RPM  (7)                                                                546.8 

15 

958.2 

13 

9.6 

-73 

13.4 

-68 

1.8 

7.5 

6.3 

24            0.. 

«» 

SHERWIN-WILLIAMS  SHW                              1429.3 

3 

2651.2 

6 

115.8 

8 

156.8 

15 

8.1 

7.8 

19.2 

11             l.< 

*B 

SOUTHDOWN  SDW                                              354.6" 

6 

634.1 

10 

61.4 

0 

95.4 

5 

17.3 

18.4 

23.7 

11             5,< 

K  | 

TECUMSEH  PRODUCTS  TECUA                             466.4 

-7 

942.6 

-5 

28.5 

-28 

37.5 

-54 

6.1 

7.9 

9.7 

7             4.' 

3: 

USG  USG                                                             939.0 

5 

1877.0 

9 

93.0 

-11 

199.0 

5 

9.9 

11.6 

49.6 

3             8.i 

<C 

VALSPAR  VAL  (21                                                  392.8 

10 

716.5 

15 

25.4 

13 

36.8 

15 

6.5 

6.3 

21.2 

15            1.5 

,9 

VULCAN  MATERIALS  VMC                                   665.2 

9 

1180.1 

8 

76.1 

21 

99.3 

11 

11.4 

10.3 

18.0 

17            2.' 

6 

WATSCO  WSO                                                      370.8 

7 

657.2 

8 

12.6 

9 

15.7 

12 

3.4 

3.3 

10.3 

13            l.C 

57  | 

YORK  INTERNATIONAL  YRK                                 1063  8 

5 

1958.9 

9 

45.7 

13 

68.8 

17 

4.3 

4.0 

11.3 

12         2.; 

'5 

94  HUSINFSS  WFFK  / 

AUGUST   14.  2000 

flPORATE  SCOREBOARD 


MPANY  SYMBOL 


SALES 

PROFITS 

RETURN  ON 

. '  J  r  i  ' | '  i 

MARGINS 

2ND 

CHANGE 

6 

CHANGE 

2ND 

CHANGE 

6 

CHMM 

2ND           2ND 

EQUITY 

PRICE 

MONTHS 

QUARTER 

FROM 

MONIHS 

FROM 

QUAR1ER 

FROM 

MONIHS 

FROM 

OUARIER     QUARTER 

12  MONTHS 

EARNING 

lAKNIN',, 

2000 

1999 

2000 

1999 

2000 

1999 

2000 

1999 

2000          1999 

ENDING 

RATIO 

Y\V 

$  MIL 

% 

S  MIL 

% 

SMIL 

% 

(MIL 

% 

%              % 

SHARE 

CONSTRUCTION  &  REAL  ESTATE 

3UP  COMPOSITE  10150.3 

RTMENT  INVESTMENT  &  MANAGEMENT  AIV  289. 1 


2ER  HOMES  USA  BZH  (3> 

rttx  ctx  l9> 

IMPION  ENTERPRISES  CHB 

ETWOOD  ENTERPRISES  FLE  ($) 

(TON  (D.R.)  DHI  <3> 

IFMAN  &  BROAD  HOME  KFJH  '" 

INARLEN1" 

I.C.  HOLDINGS  MDC 
JtNVR 

.TE  PHM 

AND  GROUP  RYL 

tNDARD  PACIFIC  SPF 
..  1  BROTHERS  TOL  l2) 

BB  (DEL)  WBB  l61 


389.6 
1421.9** 
517.1 
893.9 
959.2 
906.2 
968.2** 
419.4 
568.7** 
982.6'* 
524.8 
284.3 
390.5** 
635.0** 


LEISURE  TIME  INDUSTRIES 


JUSTRY  COMPOSITE 


27212.2 


9 

111 

5 

4 

-22 

-6 

14 

5 

31 

5 

12 

18 

4 

-8 

14 

22 

10 


19202.3 

542.6 

722.5 

3147.4 

1036.7 

1746.1 

1758.0 

1705.8 

1608.5 

766.3 

1069.6 

1758.4 

953.8 

516.8 

735.0 

11348 

52074.3 


10 

100 
4 
8 

-20 

0 
14 
10 
21 
10 
12 
16 

5 
-2 
19 
35 


406.3 

11.8 
10.6 
48.2 
2.8 
1 14 
48.0 
27.7 
36.4 
28.8 
37.2 
47.7 
169 
20.0 
28.0 
30.7 


11       2182.1 


-5 

-49 

3 

-18 

-90 

-53 

8 

-3 

-8 

15 

32 

29 

-4 

23 

27 

29 

14 


793.2 

37  7 
194 
118.2 
4.1 
27.3 
875 
91.9 
58.7 
49.8 
67.8 
71.9 
27.9 
33.9 
50.3 
46  7 

3817.2 


5 
2 

6 

-7 

-92 

-40 

13 

105 

-13 

29 

25 

18 

1 

13 

27 

29 

14 


4.0 

4.1 
2.7 
34 
0.5 
1.3 
5.0 
3.1 
3.8 
6.9 
6.5 
4.9 
3.2 
7.0 
7.2 
4.8 

8.0 


4.6 

169 
2.8 
4.3 
4.4 
2.6 
5.3 
3.3 
5.4 
6.3 
56 
4.4 
3.5 
5.2 
6.4 
4.6 

7.7 


15.8 

1  4 
168 
174 

08 
14.3 
198 
28.8 
15.6 
24.2 
53.6 
17.1 
16.7 
18.4 
17.1 
164 

17.6 


8 

NM 
4 
6 

62 
6 
6 
5 
9 
5 
5 
5 
5 
5 
8 
4 

20 


2.94 

0.35 
470 
4.09 
009 

241 
2.83 
432 
2.69 
4.49 
10.82 
4.40 
4.57 
243 
3.06 
4  00 

1.29 


EATING  PLACES 

OUP  COMPOSITE 

ML  GROUP  CBRL151 
E  RESTAURANTS  CKR '" 
RDEN  RESTAURANTS  DRI (7) 

1  DONALD'S  MCD 
TBACK  STEAKHOUSE  OSI 
DEXHO  MARRIOTT  SERVII 
ICON  GLOBAL  RESTAURANTS 
I  ENTERTAINMENT 


8949.7 

2 

17370.4 

4 

761.2 

-8 

1373.3 

-5 

8.5 

9.5 

25.5 

18 

1.54 

436.0 

13 

879.2 

17 

14.4 

-2 

20.8 

-34 

3.3 

3.8 

5.9 

15 

0.82 

584.3 

-2 

1059.8 

3 

-2.5 

NM 

-64.3 

NM 

NM 

3.2 

-9.4 

NM 

-0.98 

7) 

1006.1 

10 

1923.6 

8 

58.0 

14 

104.9 

17 

5.8 

5.6 

18.4 

13 

1.34 

3560.6 

5 

6904.4 

7 

525.9 

2 

976.8 

6 

14.8 

15.2 

21.3 

22 

1.46 

481.6 

15 

946.4 

17 

38.3 

20 

74.1 

22 

8.0 

7.6 

18.9 

14 

1.73 

ES  SDH  <4) 

12250 

5 

2404.0 

7 

21.0 

40 

35.0 

21 

1.7 

1.3 

NM 

18 

0.93 

rs  YUM 

1656.0 

-12 

3253.0 

-12 

106  0 

-41 

226  0 

-21 

6.4 

9.5 

NM 

7 

3.67 

♦  :OUP  COMPOSITE 

4169.2 

39 

7899.6 

39 

145.4 

-8 

306.0 

8 

3.5 

5.3 

6.9 

25 

0.77 

IC  ENTERTAINMENT  AEN  l91 

288.1 

1 

549.9 

6 

-12.9 

NM 

-42.0 

NM 

NM 

NM 

-87.2 

NM 

-2.17 

YD  GAMING  8YD 

269.7 

11 

622.4 

28 

6.7 

-31 

63.7 

213 

2.5 

4.0 

25.7 

3 

1.34 

I  RRAHS  ENTERTAINMENT  HET 

879.2 

17 

1662.8 

14 

47.2 

-1 

78.0 

-9 

5.4 

6.4 

14.5 

15 

1.70 

INDALAY  RESORT  GROUP  M8G  l,"t 

610.0 

36 

1105.5 

41 

48.9 

185 

43.5 

37 

8.0 

3.8 

9.2 

23 

1.09 

1 1  iM  MIRAGE  MGG 

624.4 

96 

1067.3 

89 

-18.3 

NM 

26.0 

-39 

NM 

7.6 

7.6 

57 

0.63 

RK  PLACE  ENTERTAINMENT  PPE 

1248.0 

69 

2479.0 

67 

31.0 

-23 

83.0 

-5 

2.5 

5.4 

3.5 

26 

049 

:  IL  RESORTS  MTN151 

249  8 

24 

412  7 

14 

42.8 

42 

53.8 

15 

17.1 

15.0 

3.5 

34 

0.51 

)  HOTEL  &  MOTEL  , 

•j  »OUP  COMPOSITE 
IRRIOTT  INTERNATIONAL  MAR 
ARWOOD  HOTELS  &  RESORTS  HOT 

)  OTHER  LEISURE 

*OUP  COMPOSITE 

/IERICAN  GREETINGS  AM  (,0) 

(UNSWICK  BC 

ILLAWAY  GOLF  ELY 

IRNIVAL  CCL '" 

1STMAN  KODAK  EK 

VRLEY-DAVIDSON  HDI 
if  *SBRO  HAS 

ATTEL  MAT 
I)   USICLAND  STORES  MLG 

1LARIS  INDUSTRIES  Pll 

DLAROID  PRO 

WNS  WORLD  ENTERTAINMENT  TWMC  ' 


MANUFACTURING 


3542.0 
2391.0 
1151.0 


18 

17 
19 


6717.0 

4558.0 
2159.0 


17  240.0 

16  126.0 

18  114.0 


21 

11 
34 


387.0 

220.0 
167.0 


14 

3 

34 


6.8 

5.3 
9.9 


6.6 

5.6 
8.8 


11.1 

14.6 
8.4 


■IDUSTRY  COMPOSITE 


10551.3 

595.7 

1136.8 

289.0 

875.1 

3749.0 

766.3* 

778.4 

817.8 

402.5 

342.8 

487.8 

1      310.1 

62026.0 


6 

30 
9 

26 

10 
4 

24 
-11 
2 
6 
6 
0 
8 


20087.3 

1211.1 

2171.7 

495.6 

1700.0 

6844.0 

1450.7 

1551.9 

1511.1 

818.3 

613.8 

891.2 

828.0 


6 

14 
9 

19 

10 
2 

23 
1 
1 
5 
9 
3 
6 


1035.5 

38.5 

85.5 

45.0 

204.0 

506.0 

90.6 

6.5 

6.0 

1.7 

16.2 

26.6 

9.0 


44 

255 

10 

82 

0 

3 

32 

-80 

NM 

14 

7 

80 

NM 


1750.9 
90.1 

150.9 

61.2 

375.5 

795.0 

170.8 

21.6 

-38.6 

3.8 

25.9 

252 

69.6 


36 

31 

13 

63 

4 

17 

34 

-53 

NM 

31 

7 

NM 

62 


13       118721.5 


13      4876.3         149        8633.8       117 


9.8 

6.5 

7.5 

15.6 

23.3 

13.5 

11.8 

0.8 

0.7 

0.4 

4.7 

5.5 

2.9 

7.9 


7.3 
24 
7.5 

10.8 

25.5 

13.6 

11.1 

3.7 

NM 

0.4 

4.7 

30 

NM 

3.6 


19.6 

9.4 
3.8 
15.1 
17.9 
38.2 
24.3 
11.0 
46 
62.2 
48.8 
13.6 

17.0 

18.3 


NM 
27 
NM 


15 

10 

30 

12 

11 

12 

45 

14 

44 

5 

9 

15 

8 

25 


-0.53 

1.57 

-3.23 


1.62 
1.81 
0.64 
1.09 
1.68 
4.78 
1.00 
0.84 
0.26 
1.63 
3.21 
111 

1  50 

2  11 


\)  GENERAL  MANUFACTURING 

ROUP  COMPOSITE 

20318.4 

10 

39496.7 

10 

1396.2 

NM 

2549.6 

197 

6.9 

0.0 

17.7 

29 

2.41 

VERY  DENNISON  AVY 

993.4 

7 

1958.7 

5 

72.8 

14 

143.0 

74 

7.3 

6.9 

330 

20 

2.75 

LYTHP 

274.9 

f3 

603.8 

22 

21.0 

13 

48.6 

18 

7.6 

7.6 

24.3 

15 

1  95 

ARLISLE  CSL 

479.4 

13 

913.4 

12 

31.9 

14 

57.4 

15 

67 

6.6 

19.9 

13 

338 

ORNING  GLW 

1802.5'* 

58 

3177.4 

48 

149.2 

14 

226.1 

1 

83 

11.5 

6.5 

NM 

1  89 

ELCO  REMY  INTERNATIONAL  RMY  (" 

274.9 

10 

534.9 

14 

10.2 

25 

17.1 

22 

3.7 

33 

26.0 

6 

1.31 

NERGIZER  HOLDINGS  ENR  « 

402.8 

1 

762.7 

-5 

23.2 

7 

38.9 

-11 

5.8 

5.4 

NA 

11 

2.07 

EDERAL  SIGNAL  FSS 

278.2 

14 

549.9 

15 

16.0 

26 

30.3 

22 

5.8 

52 

NA 

14 

1.37 

LOWSERVE  FLS 

299.2 

9 

584.5 

7 

12.6 

48 

24.5 

30 

4.2 

3.1 

5.6 

33 

ORTUNE  BRANDS  FO 

1410.3 

7 

2693.8 

7 

97.4 

NM 

161.7 

NM 

6.9 

NM 

11  8 

12 

BUSINESS  WEEK  /  AUGUST  14.  201       95 


CORPORATE  SCOREBOARD 


COMPANY  SYMBOL 


SALES 


PROFITS 


MARGINS 

2ND  CHANGE                 6  CHANGE            2ND  CHANGE              6  CHANGE  2ND  2N0 

QUARTER  FROM  MONTHS  FROM  QUARTER  FROM  MONTHS  FROM  QUARTER  QUARTER 

2000  1999  '             2000  1999             2000           1999             2000  1999  2000  1999 

SMIL                %                   SMIL  %                SMIL             %                $MIL             %  %  % 


RETURN  ON 
COMMON 

EQUITY  PRICE- 

12  MONTHS  EARNINGS    i| 

ENDING  RATIO 

6-30  7-27 


HANNA  (M.A.)  MAH  606.8  2  1219.5 

HARSCO  HSC  457.0"  6  906.2 

HEXCELHXL  271.6  -7  551.4 

HILLENBRAND  INDUSTRIES  HB "»  503  0  -4  1017.0 

INTERNATIONAL  GAME  TECHNOLOGY  IGT  <3)      263  7  2  481.7 

JOHNSON  CONTROLS  JCI  (3)  4389.3  5  8747.6 

MINNESOTA  MINING  &  MFG.  MMM  4224.0  9  8276.0 

NEWELL  RUBBERMAID  NWL  17116  7  3262.4 

SPARTECH  SEH  (21  256.7  30  455.1 

TELEFLEXTFX  465.6  11  893.1 

TOWER  AUTOMOTIVE  TWR  681.0  28  1366.4 

TUPPERWARE  TUP  272.6  0  541.2 


5 
25 
10 
33 

4 


-33.3 

28.2 

50.4 

36.0 

37.6 

133.4 

470.0 

128.0 

13.8 

29.3 

39.3 

29.1 


NM 

19 

NM 

3 

0 

20 

-1 

325 

24 

13 

20 

103 


-23.1 

48.4 

53.1 

72.0 

62.4 

222.2 

957.0 

204.2 

24.9 

56.1 

76.4 

48.3 


NM 

25 

459 

-10 

-13 

6 

11 

NM 

23 

15 

26 

50 


NM 
6.2 

18  6 
7.2 

14.3 
3.0 

11.1 
7.5 
5.4 
6.3 
5.8 

10.7 


1.7 
5.5 
1.5 
6.7 

145 
2.7 

12.3 
1.9 
5.6 
6.1 
6.1 
5.3 


-1.1 
15.5 
6.3 
15.3 
149.3 
19.7 
29.0 
15.1 
23.4 
15.9 
16.4 
63.7 


NM 
11 
39 
18 
31 
11 
19 
22 
17 
14 
5 
12 


(B)  MACHINE  *  HAND  TOOLS 

GROUP  COMPOSITE 
BLACK  &  DECKER  BDK 
KENNAMETAL  KMT  (61 
LINCOLN  ELECTRIC  HOLDINGS 
NACCO  INDUSTRIES 
SNAP  ON  SNA 
STANLEY  WORKS  SWK 

(C)  SPECIAL  MACHINERY 


GROUP  COMPOSITE 

3848.2 

6 

7575.2 

6 

240.2 

36 

430.1 

45 

6.2 

4.8 

21.5 

10        '  . 

BLACK  &  DECKER  BDK 

1126.4 

4 

2164.0 

5 

83.0 

17 

143.2 

30 

7.4 

6.5 

45.6 

10 

KENNAMETAL  KMT  (61 

473.8 

3 

956.8 

2 

19.5 

25 

33.6 

90 

4.1 

3.4 

6.9 

14 

LINCOLN  ELECTRIC  HOLDINGS  LECO 

274.2 

0 

556.0 

0 

29.4 

26 

53.8 

94 

10.7 

8.5 

22.7 

7         ; 

NACCO  INDUSTRIES  NC 

697  3 

8 

1370.5 

9 

13.6 

-17 

22.8 

-22 

2.0 

2.5 

8.5 

6 

SNAP-ON  SNA 

573.7** 

18 

1129.7 

18 

44.2 

77 

78.0 

36 

7.7 

5.1 

17.2 

12            2 

STANLEY  WORKS  SWK 

702  8 

3 

:  398.2 

2 

50.6 

100 

'98  8 

78 

7.2 

3.7 

27.4 

12 

GROUP  COMPOSITE 

33751.3 

17 

63669.2 

17 

3092.8 

92 

5393.1 

111 

9.2 

5.6 

19.0 

25 

1 

APPLIED  MATERIALS  AMAT  l21 

2190.0 

87 

3912.2 

96 

468.9 

230 

796.0 

283 

21.4 

12.1 

24.1 

46 

1 

CATERPILLAR  CAT 

5363.0 

5 

10282.0 

3 

315.0 

11 

573.0 

17 

5.9 

5.5 

18.8 

12 

2 

CUMMINS  ENGINE  CUM 

1769.0 

6 

3417.0 

8 

61.0 

5 

103.0 

26 

3.4 

3.5 

12.4 

7 

4 

DEERE  DE  (2) 

3789.7'* 
285.3 

9 

17 

6129.1 
544.5 

3 

17 

204.3 
17.5 

36 
0 

242.0 
34.9 

21 
14 

5.4 
6.1 

4.3 

7.1 

6.7 

32 

1 

1 

DONALDSON  DCI  <51 

24.9 

13 

DOVER  DOV 

1379.3 

28 

2630.5 

28 

136.7 

47 

254.1 

56 

9.9 

8.7 

22.2 

20 

2 

FMC  FMC 

967.5 

-10 

1926.5 

-6 

38.0 

-45 

70.8 

-29 

3.9 

6.4 

25.1 

10 

5 

HARNISCHFEGER  INDUSTRIES  HRZIQ<2) 

282.1 

-4 

567.4 

2 

-6.3 

NM 

-23.9 

NM 

NM 

1.5 

NM 

NM 

-8 

ILLINOIS  TOOL  WORKS  ITW 

2577.4 

9 

4982.4 

10 

273.3 

14 

492.4 

15 

10.6 

10.1 

17.7 

19 

2 

INGERSOLL-RAND  IR 

2185.8 

7 

4162.5 

6 

183.4 

17 

323.0 

20 

8.4 

7.6 

19.1 

11 

3 

ITT  INDUSTRIES  UN 

1223.5 

3 

2429.5 

6 

70.2 

11 

121.5 

15 

5.7 

5.3 

22.2 

11 

2 

JLG  INDUSTRIES  JLG  (51 

291.6 

48 

498.4 

49 

18.1 

5 

21.2 

-26 

6.2 

8.8 

19.0 

'     8 

1 

KULICKE  &  SOFFA  INDUSTRIES  KLIC  ™ 

268.3 

142 

490.4 

166 

38.2 

NM 

60.2 

NM 

14.2 

NM 

21.4 

14 

3 

LAM  RESEARCH  LRCX  <6) 

374.2 

77 

700.6 

93 

76.4 

573 

143.4 

NM 

20.4 

5.4 

32.2 

18 

1 

MILACRON  MZ 

404.5 

1 

801.4 

1 

16.8 

9 

31.8 

5 

4.1 

3.8 

14.9 

7 

1. 

NOVELLUS  SYSTEMS  NVLS 

326.0 

149 

600.1 

144 

75.7 

510 

133.2 

510 

23.2 

9.5 

12.6 

33 

1. 

PENTAIR  PNR 

781.9 

54 

1494.2 

53 

36.6 

29 

70.5 

131 

4.7 

5.6 

14.1 

10 

3. 

STEWART  &  STEVENSON  SERVICES  SSSS 

(ill    259.2 

37 

546.6 

23 

7.5 

254 

12.4 

NM 

2.9 

1.1 

6.7 

18 

0. 

TIMKEN  TKR 

693.3 

9 

1379.1 

9 

21.2 

73 

37.3 

29 

3.1 

1.9 

6.9 

16 

1. 

TORO  TTC  (2) 

441.8** 

2 

722.0 

6 

26.9 

12 

27.8 

12 

6.1 

5.6 

12.4 

11 

2. 

TYCO  INTERNATIONAL  TYC  (31 

7417.8 

27 

14487.7 

31 

997.3 

370 

1852.8 

392 

13.4 

3.6 

24.6 

27 

1. 

UNOVA  UNA 

480.2 

-3 

965.1 

-2 

16.3 

385 

15.8 

132 

3.4 

0.7 

5.2 

11 

0. 

(D)  TEXTILES 

GROUP  COMPOSITE 
BURLINGTON  INDUSTRIES  8UR  (3> 
DEXTER  DEX 
GALEY&LORDGNL13' 
INTERFACE  IFSIA 
MOHAWK  INDUSTRIES  MHK 
SHAW  INDUSTRIES  SHX 
SPRINGS  INDUSTRIES  SMI 
UNIFI  UFI  (6) 


4108.1 

419.8 
268.2 
262.2 
323.7 
852.8 
1069.4 
573.1 
338.8 


7980.4 

822.0 

530.0 

513.2 

616.9 

1617.9 

2055.9 

1166.4 

658.1 


3 

-2 

-1 
5 

1 


147.1 

1.5 
17.4 
2.5 
7.0 
47.2 
40.7 
19.4 
11.3 


-7 
-69 

27 
NM 

11 

7 

-40 

46 
-22 


261.0 

2.0 
29.8 

2.7 
-1.8 
81.2 
82.9 
39.6 
24.5 


-3 

NM 

-64 

NM 

NM 

13 

-24 

39 

58 


3.6 

0.4 
6.5 
1.0 
2.2 
5.5 
3.8 
3.4 
3.3 


4.0 

1.1 
5.4 
NM 
2.1 
5.6 
6.4 
2.4 
4.7 


12.2 

0.1 
11.6 
-5.5 

2.6 
24.1 
25.2 
10.0 

6.1 


11 

NM 
22 
NM 
25 
9 
9 


HT*^WT3r7TFrVTTT*i*nTT^H 

INDUSTRY  COMPOSITE 

22425.5 

23 

43404.0 

23 

468.9 

6 

1177.1 

30 

2.1 

2.4 

6.0 

26 

0.78 

IV 

(A)  ALUMINUM 

GROUP  COMPOSITE 

6185.8 

34 

11344.4 

24 

387.3 

75 

745.8 

34 

6.3 

4.8 

12.0 

18 

Si 

171 1 

ALCOA  AA 

5569.0 

38 

10100.0 

26 

377.0 

57 

*     732.0 

59 

6.8 

6.0 

12.0 

18 

1.73  , 

MAXXAM  MXM 

616.8 

5 

1244.4 

10 

10,3 

NM 

138 

85 

1.7 

NM 

-29.2 

NM 

-0.75  „ 

(B)  STEEL 

GROUP  COMPOSITE 

10096.1 

17 

20079.4 

20 

-0.9 

NM 

188.6 

107 

NM 

1.2 

1.6 

49 

1 
0.25  | 

AK  STEEL  HOLDING  AKS 

1226.1 

10 

2365.9 

11 

49.1 

45 

75.6 

1 

4.0 

3.0 

5.0 

17 

0.61  , 

BETHLEHEM  STEEL  BS 

1059.3 

8 

2166.1 

11 

31.6 

NM 

34.6 

NM 

3.0 

NM 

-  10.5 

NM 

-1-03  , 

COMMERCIAL  METALS  CMC  M> 

701.2 

20 

1338.8 

18 

13.0 

18 

23.3 

20 

1.8 

1.9 

11.9 

8 

3.47    | 

LTV  LTV 

1279.0 

26 

2604.0 

30 

-272.0 

NM 

-288.0 

NM 

NM 

NM 

-28.6 

NM 

-4.19    ! 

NATIONAL  STEEL  NS 

772.4 

9 

1580.2 

16 

-5.0 

NM 

0.3 

NM 

NM 

NM 

-1.7 

NM 

-0.34 

NUCOR  NUE 

1213.9 

22 

2413.6- 

28 

81.8 

62 

163.3 

107 

6.7 

5.1 

14.8 

10 

3.82 
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2000 

MPANY  SYMBOL 

SALES 

PROFITS 

2ND          CHANGE 
QUARTER        FROM 
2000           1999 
$  MIL              % 

6 

MONTHS 
2000 
$  MIL 

CHANGE 
FROM 
1999 

% 

MARGINS 

2ND           2N0 

QUARTER    QUARTER 

2000          1999 

%              % 

RETURN  OH 

EOUlIf 
12  MONTH 

ENDING 

PRta 

EARNING' 
RATIO 

/  71 

MONTH', 

EARMNGS 

PER 

2ND 

QUARTER 

2000 

S  MIL 

CHANGE 

FROM 

1999 

% 

6 

MONTHS 

2000 

$  MIL 

CHANGE 

(ROM 

1999 

% 

I  GE  INDUSTRIES  rou 

276.2 

59 

591.0 

45 

6.9 

NM 

-6.0 

NM 

2.5 

NM 

-6.8 

NM 

-1.23 

1  «ONTULLRT 

760.9 

7 

1547.1 

11 

13.6 

NM 

-2.6 

NM 

NM 

1.5 

2.2 

14 

0.62 

VS  INDUSTRIES  FXI  l71 

363.0 

23 

677.3 

24 

28.9 

1 

428 

11 

8  0 

9.7 

104 

LO 

3.15 

US.  STEEL  GROUP  X 

1611.0 

24 

3158.0 

26 

56.0 

2 

99.0 

115 

3.5 

4.2 

4.7 

17 

1.08 

RTON  STEEL  WS 

293.2 

10 

611.0 

15 

0.5 

NM 

1.2 

NM 

0.2 

NM 

45.6 

2 

1.63 

ITHINGTON  INDUSTRIES  WOR  (7» 

5398 

9 

1026.4 

12 

22.0 

-23 

452 

-5 

4.1 

5  8 

14  0 

10 

1  06 

OTHER  METALS 

)UP  COMPOSITE 

6143.6 

25 

11980.2 

27 

82.5 

-32 

242.7 

-7 

1.3 

2.5 

4.4 

44 

0.39 

JEN  BWC 

291.2 

75 

519.2 

59 

12.5 

35 

21.8 

41 

4.3 

5.6 

18.0 

13 

i  92 

IMONWEALTH  INDUSTRIES  CMIN 

296.1 

9 

609.0 

19 

4.4 

-33 

5.7 

-35 

1.5 

2.4 

2.3 

14 

0.48 

ELHARD  EC 

1397.9" 

16 

2563.0 

13 

59.8 

7 

117.9 

22 

4.3 

4.7 

25.4 

11 

1.71 

EPORT-McMORAN  COPPER  &  GOLD  FCX       397.3 

-16 

864.9 

-2 

-9.2 

NM 

9.6 

-82 

NM 

5.9 

NM 

25 

0.33 

ERAL  CABLE  BGC 

757.0 

73 

1473.8 

110 

-4.3 

NM 

-13.3 

NM 

NM 

3.0 

-0.1 

NM 

-0.01 

:RMET  INMT 

281.9 

15 

589.3 

20 

11.9 

-29 

21.4 

-26 

4.2 

6.8 

11.1 

6 

1.14 

:LLER  INDUSTRIES  Mil 

328.6** 

12 

630.9 

9 

29.8 

17 

56.3 

20 

9.1 

8.7 

18.0 

10 

2.82 

/MONT  MINING  NEM 

355.4 

13 

713.9 

11 

-16.3 

NM 

-9.7 

NM 

NM 

2.2 

-0.1 

NM 

-0.01 

JOLN 

378.1 

20 

740.5 

20 

23.3 

913 

42.6 

868 

6.2 

0.7 

16.6 

14 

1.20 

LPS  DODGE  PD 

1112.9 

61 

2232.6 

65 

-37.8 

NM 

-18.4 

NM 

NM 

NM 

-6.6 

NM 

-3.38 

•ERIOR  TELECOM  SUT 

547.2 

6 

1043.1 

2 

8.5 

-42 

8.8 

-65 

1  5 

2.8 

18.8 

8 

1.10 

NONBANK  FINANCIAL 

MJSTRY  COMPOSITE 

166617.6 

19 

330296.7 

20 

16279.6 

8 

34591.6 

13 

9.8 

10.8 

19.0 

20 

2.90 

1 

FINANCIAL  SERVICES 

OUP  COMPOSITE 
ERICAN  EXPRESS  AXP 

118618.6 

24 

234846.7 

25 

12470.1 

22 

26071.6 

29 

10.5 

10.6 

23.0 

19 

3.00 

5970.0 

13 

11627.0 

13 

740.0 

15 

1396.0 

14 

12.4 

12.2 

26.0 

30 

1.94 

I0CIATES  FIRST  CAPITAL  AFS 

3337.5 

12 

6395.4 

8 

409.2 

14 

779.7 

12 

12.3 

12.0 

14.6 

12 

2.16 

iR  STEARNS  BSC '" 

2503.7 

19 

5191.7 

23 

118.4 

-40 

396.6 

-8 

4.7 

9.4 

20.4 

13 

4.11 

ICK  (H8.R)  HRB  (81 

1607.9 

34 

2120.4 

42 

340.8 

14 

333.7 

13 

21.2 

24.9 

20.7 

12 

2.55 

I 

'ITAL  ONE  FINANCIAL  COF 

1247.3 

31 

2417.8 

32 

112.5 

29 

219.2 

29 

9.0 

9.2 

25.1 

29 

1.97 

GROUP  CIT 

1534.1 

144 

3001.1 

143 

151.4     , 

57 

295.3 

57 

9.9 

15.3 

8.6 

8 

2.18 

a 

(GROUP  C 

23695.0 

16 

47403.0 

16 

3005.0 

23 

6595.0 

34 

12.7 

12.0 

23.7 

21 

3.35 

;: 

<CORD  EFS  CEFT 

290.1 

43 

547.9 

44 

46.0 

49 

83.6 

183 

15.9 

15.2 

21.3 

37 

0.73 

M 

•JNTRYWIDE  CREDIT  INDUSTRIES  CCR 

no)     8946 

18 

1667.5 

29 

83.5 

-19 

184.0 

-9 

9.3 

13.6 

13.3 

11 

3.37 

N  RAUSCHER  DRC 

274.4 

9 

646.2 

33 

20.2 

19 

60.1 

52 

7.3 

6.7 

19.6 

11 

6.21 

.: 

YALDSON,  LUFKIN  &  JENRETTE  DLJ 

3457.3 

33 

6920.4 

44 

162.2 

-2 

407.4 

42 

4.7 

6.4 

18.5 

11 

4.56 

: . 

N  &  BRADSTREET  DNB 

347.8 

-1 

704.3 

0 

21.1 

6 

48.1 

22 

6.1   ' 

5.7 

NM 

18 

1.62 

U 

TRADE  GROUP  EGRP  l3> 

496.2 

102 

1051.5 

130 

5.7 

NM 

-17.5 

NM 

1.1 

NM 

-2.6 

NM 

-0.22 

^ARDS  (A.G.)  AGE  m 

810.4 

24 

1627.6 

31 

107.3 

27 

208.1 

30 

13.2 

13.0 

24.2 

12 

4.44 

u 

JIFAX  EFX 

498.2 

13 

949.3 

10 

53.1 

2 

95.3 

-1 

10.7 

11.8 

85.8 

15 

1.57 

J." 

4NIE  MAE  FNM 

10657.7 

19 

20963.8 

19 

1096.9 

15 

2159.3 

15 

103 

10.7 

25.1 

13 

4.02 

■ 

ELITY  NATIONAL  FINANCIAL  FNF 

757.6 

112 

1135.3 

62 

31.4 

32 

33.2 

-24 

4.1 

6.6 

6.2 

11 

1.57 

: 

IOVA  GROUP  FNV 

390.2 

20 

790.4 

27 

42.9 

-20 

53.3 

-49 

11.0 

16.5 

10.0 

4 

2.61 

1 

1ST  AMERICAN  FAF 

775.9*" 

-1 

1422.1 

-6 

25.0 

-28 

26.0 

-59 

32 

4.5 

7.2 

20 

0.79 

■ 

ANKLIN  RESOURCES  BEN  » 

568.9" 

0 

1181.4 

5 

140.4 

14 

283.7 

26 

24.7 

21.8 

20.4 

15 

2.23 

■ 

EDDIE  MAC  FRE 

7323.0 

26 

14253.0 

25 

626.0 

12 

1234.0 

15 

8.5 

9.6 

24.3 

13 

3.16 

LDMAN  SACHS  GROUP  GS  "> 

8196.0 

29 

16160.0 

32 

755.0 

122 

1642.0 

22 

9.2 

5.4 

25.2 

17 

5.99 

!• 

LLER  FINANCIAL  MF 

501.0 

34 

967.0 

31 

70.0 

21 

145.0 

26 

14.0 

15.6 

14.0 

9 

2.96 

:. 

USEHOLD  INTERNATIONAL  Ml 

2841.1 

26 

5600.8 

24 

383.9 

17 

756.8 

17 

13.5 

14.5 

22.7 

13 

3.33 

:; 

UGHT  TRADING  GROUP  NITE 

313.5 

23 

828.3 

81 

67.2 

1 

203.8 

79 

21.4 

26.2 

40.2 

13 

2.15 

.: 

GG  MASON  LM  l9> 

386.8 

20 

798.7 

31 

40.4 

16 

88.4 

49 

10.4 

10.8 

20.0 

22 

2.41 

IS 

HMAN  BROTHERS  HOLDINGS  IF  H  '" 

6334.0 

28 

12674.0 

33 

378.0 

15 

919.0 

70 

6.0 

6.7 

22.7 

10 

10.95 

;; 

\rsh  &  Mclennan  mmc 

2481.0 

11 

5146.0 

12 

276.0 

56 

613.0 

34 

11.1 

7.9 

19.8 

38 

3  14 

:;■ 

■RRILL  LYNCH  MER 

10899.0 

26 

21925.0 

27 

902.0 

34 

1939.0 

51 

8.3 

7.8 

23.1 

17 

7.53 

■  ; 

ETRIS  MXT 

353.8 

93 

693.1 

92 

48.3 

69 

101.7 

103 

13.6 

15.5 

33.4 

15 

1.99 

■j 

DRGAN  STANLEY  DEAN  WinER  MWD  '■'     1 1692.0 

33 

23258.0 

33 

1458.0 

27 

3002.0 

37 

12.5 

13.1 

31.6 

19 

4.85 

1 

ilNEWEBBER  GROUP  PWJ 

2316.4** 

18 

4721.5 

21 

127.5 

-22 

3039 

-6 

5.5 

8.3 

19.7 

20 

3.51 

IICE  (T  ROWE)  ASSOCIATES  TROW 

300  7" 

22 

617.0 

26 

69.3 

29 

144.4 

35 

23.1 

21.8 

30.8 

20 

2.15 

8 

IYMOND  JAMES  FINANCIAL  RJF  ,J) 

426.4 

31 

882.6 

42 

23.2 

-1 

61.4 

35 

5.4 

7.2 

18.6 

10 

2.34 

:HWAB  (CHARLES)  SCM 

1654.9 

25 

3684.8 

41 

137.1 

-20 

437.1 

32 

8.3 

12.9 

22.8 

68 

0.54 

I 

M  HOLDING  SLM 

932.4 

21 

1927  7 

29 

120.5 

-3 

274.1 

15 

12.9 

16.1 

68.6 

14 

3.28 

] 

riLWELL  FINANCIAL  SV  t 

563.0 

100 

1108.1 

115 

151.7 

114 

340.4 

158 

26.9 

25  1 

58.7 

NM 

NM 

TUOENT  LOAN  STU 

250.4 

45 

478.1 

38 

27.1 

20 

53.9 

18 

108 

13.1 

179 

9 

4.88 

)  WATERHOUSE  GROUP  rwE  l2> 

488.7" 

96 

870.3 

88 

766 

156 

133.6 

167 

15.7 

12.0 

84 

37 

0.49 

5' 

SITED  ASSET  MANAGEMENT  UAM 

249  6 

14 

488.7 

12 

19.5 

31 

37.9 

26 

7.8 

6.8 

20 

1)  INSURANCE 

ROUP  COMPOSITE 

38913.0 

7 

77726.5 

8 

2829.1 

-27 

6494.3 

-21 

7.3 

10.8 

11.8 

26 

2.70 

FLAC  AFL 

23580 

16 

4756.0 

17 

202.0 

55 

358.0 

10 

86 

6.4 

148 

24 

2.20 

I 

LLSTATE  ALL 

7183.0 

9 

14469.0 

8 

4590 

40 

1020.0 

-43 

6.4 

11  7 

11.8 

11 

2.50 

MERICAN  GENERAL  AGC 

2735.0 

1 

54720 

3 

94.0 

68 

379.0 

-35 

3.4 

108 

14  0 

19 

3.65 

! 

MERICAN  INTERNATIONAL  GROUP  Air, 

10565.4* ' 

12 

20648.5 

11 

1407.0 

10 

2753  1 

11 

13.3 

13  5 

158 

38 
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COMPANY  SYMBOL 


SALES 


PROFITS 


2ND 

QUARTER 

2000 

$  MIL. 


CHANGE 

FROM 

1999  " 

% 


6 

MONTHS 

2000 

SMIL 


CHANGE  2ND 

FROM  QUARTER 

1999  2000 

%  $MIL 


CHANGE  6 

FROM  MONTHS 

1999  2000 

%  $  MIL 


CHANGE 

FROM 

1999 

% 


MARGINS 

2ND  2ND 

QUARTER  QUARTER 

2000  1999 

%  % 


RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

6-30 


PRICE 

EARNINGS 

RATIO 

7-27 


AMERICAN  NATIONAL  INSURANCE  ANAT 

448.8 

2 

933.7 

-4 

41.2 

0 

103.8 

-32 

9.2 

9.3 

7.1 

8 

CINCINNATI  FINANCIAL  CINF 

578.8 

7 

1150.1 

7 

74.7 

-13 

154.1 

2 

12.9 

15.9 

5.4 

24 

CONSECO  CNC 

1965.2 

-3 

4171.1 

4 

-404.7 

NM 

-327.3 

NM 

NM 

10.5 

-6.8 

NM 

EVEREST  RE  GROUP  RE 

351.6 

6 

691.5 

11 

38.7 

2 

87.3 

10 

11.0 

11.5 

11.9 

11 

HARTFORD  FINANCIAL  SERVICES  GROUP  HIG  3514.0 

5 

7013.0 

5 

213.0 

-1 

451.0 

0 

6.1 

6.4 

15.2 

17 

LIBERTY  FINANCIAL  L 

322.5** 

8 

645.9 

6 

24.1 

-    3 

53.8 

6 

7.5 

7.8 

8.5 

11 

LINCOLN  NATIONAL  LNC 

1692.7 

1 

3361  9 

0 

163.6 

10 

333.8 

14 

9.7 

8.8 

11.5 

18 

MGIC  INVESTMENT  MTG 

275.0 

10 

536.8 

8 

136.1 

21 

263.3 

23 

49.5 

45.1 

25.1 

12 

OLD  REPUBLIC  INTERNATIONAL  ORI 

502.1 

-5 

995.3 

-7 

69.4 

9 

124.8 

-9 

13.8 

12.1 

9.8 

11 

PROGRESSIVE  PGR 

1652.8 

8 

3254.3 

11 

-14.1 

NM 

-60.7 

NM 

NM 

7.4 

0.6 

NM 

SAFECO  SAFC 

1840.7 

5 

3636.5 

6 

29.1 

-60 

58.9 

-69 

1.6 

4.2 

2.8 

26 

ST.  PAUL  SPC 

2104.0 

9 

4357.3 

13 

218.8 

0 

580.8 

40 

10.4 

11.3 

14.2 

14 

STANCORP  FINANCIAL  GROUP  SFG 

355. 9" 

12 

703.5 

10 

26.1 

46 

53.2 

44 

7.3 

5.6 

11.5 

12 

TRANSATLANTIC  HOLDINGS  TRH 

467.5 

7 

930.2 

7 

51.0 

-14 

107.3 

-20 

10.9 

13.5 

9.5 

18 

(C)  SAVINGS  A  LOAN 

GROUP  COMPOSITE 
ASTORIA  FINANCIAL  ASFC 
BANK  UNITED  BNKU  (31 
CHARTER  ONE  FINANCIAL  CF 
DIME  BANCORP  OME 
GOLDEN  STATE  BANCORP  GSB 
GOLDEN  WEST  FINANCIAL  GDW 
GREENPOINT  FINANCIAL  GPT 
PEOPLE'S  BANK  PBCT 
SOVEREIGN  BANCORP  SVRN 
WASHINGTON  MUTUAL  WM 


9086.1 
395.8 
374.0 
644.5 
552.8 

1130.1 
932.3 
395.4 
253.0 
545.9 

3862.2 


16 

1 
34 

7 
13 
12 
28 
10 

5 
33 
16 


18      OFFICE  EQUIPMENT  &  COMPUTERS 


INDUSTRY  COMPOSITE 


119590.2 


17723.4 

791.3 

719.9 

1261.2 

1080.0 

2206.1 

1758.4 

771.0 

507.6 

1039.0 

7589.0 

233751.5 


14 

3 
31 

6 
11 
10 
21 

7 

6 
28 
16 


980.3 

55.9 
33.7 

103.3 
34.4 
85.8 

133.3 
65.3 
26.5 

-48.7 

490.8 


-6 

0 

33 

-5 

-43 

3 

9 

9 

-9 

NM 


2025.7 

111.4 

66.5 

215.0 

99.7 

169.7 

259.2 

123.2 

53.5 

-21.8 

949.3 


10     14935.1 


42      26532.4 


0 

2 
31 

2 

-17 

10 

7 
30 
-6 
NM 

6 

37 


10.8 

14.1 

9.0 

16.0 

6.2 

7.6 

14.3 

16.5 

10.5 

NM 

12.7 


13.4 

14.2 
9.1 
18.0 
12.5 
8.3 
16.8 
16.7 
12.0 
11.9 
13.6 


12.5         9.5 


16.8 

18.2 
14.7 
15.8 
14.3 
19.4 
15.5 
12.0 
13.4 
3.4 
21.9 

20.7 


10 

6 
10 
14 


15 
9 
11 
19 
10 

55 


(A)  BUSINESS  MACHINES  &  SERVICES 

GROUP  COMPOSITE 

COMPUCOM  SYSTEMS  CMPC 

DELUXE  DLX 

DIEBOLD  DBD 

HON  INDUSTRIES  MNI 

MICROAGE  MICAQ'2' 

MILLER  (HERMAN)  MLHR  (7> 

NCR  NCR 

PITNEY  BOWES  PBI 

STANDARD  REGISTER  SR 

STEELCASE  SCS  ('01 

TECH  DATA  TECD'"1 

WALLACE  COMPUTER  SERVICES  WCS  <5) 


12415.8 

690.7 

406.8 

442.1 

506.6 

658.7 

522.9 

1448.0 

1161.0 

321.1 

944.7 

4924.5 

388.7 


4 

-14 

0 

49 

21 

-60 

21 

-8 

5 

-4 

37 

27 

1 


24548.3 

1258.1 

811.2 

786.7 

985.2 

1771.6 

1001.0 

2703.0 

2263.0 

635.3 

1856.1 

9704.1 

773.0 


6 

-3 

-1 

36 

17 

-43 

17 

-7 

5 

-4 

35 

26 

2 


394.5 

2.6 
81.7 
35.8 
23.4 

-87.3 
39.7 
39.0 

166.0 
10.4 
62.6 
37.2 

-16.7 


23 

3 

71 

14 

4 

NM 

2 

-15 

5 

-30 

10 

33 

NM 


703.8 

-7.7 

126.0 

67.1 

48.0 

-135.6 

71.5 

34.0 

317.5 

8.5 

106.6 

74.3 

-6.4 


1 

NM 

32 

11 

41 

NM 

4 

-31 

7 

-70 

3 

15 

NM 


3.2 

0.4 
20.1 
8.1 
4.6 
NM 
7.6 
2.7 
14.3 
3.2 
6.6 
0.8 
NM 


2.7 

0.3 

11.7 

10.6 

5.4 

NM 

9.0 

2.9 

14.2 

4.4 

8.2 

0.7 

5.4 


20.6 

1.4 
53.0 
15.6 
18.8 

NM 
47.5 
20.2 
50.0 

6.6 
12.0 
13.3 

5.8 


14 

43 
7 
15 
16 
NM 
18 
11 
13 
10 
14 
17 
12 


(B)  COMPUTERS  &  PERIPHERALS 

GROUP  COMPOSITE  74737.3  9  144539.9  8  5209.6  -16  9720.4 

APPLE  COMPUTER  AAPL l3)  1825.0  17  3770.0  22  200.0  -1  433.0 

COMPAQ.  COMPUTER  CPQ  10127.0  8  19640.0  4  387.0  NM  712.0 

DELL  COMPUTER  DELL ""  7280.0  31  14081.0  31  525.0  21  960.0 

EMC  EMC  2145.9  30  3968.5  27  429.0  50  761.0 

GATEWAY  GTW  2141.9  12  4479.8  12  121.6  36  257.7 

HEWLETT-PACKARD  HWP (2)  12028.0  15  23701.0  15  816.0  7  1610.0 

INTERNATIONAL  BUSINESS  MACHINES  IBM  21651.0  -1  40999.0  -3  1941.0  -19  3460.0 

IOMEGA  IOM  303.6  -13  648.5  -12  40.4  NM  92.2 

LEXMARK  INTERNATIONAL  GROUP  LXK  893.0  9  1784.7  11  84  1  13  164  3 

MAXTOR  MXTR  667.1  27  1358.4  13  13.2  NM  40.8 

MICRON  ELECTRONICS  MUEI  (4)  369.5  13  703.3  0  -1.9  NM  3.9 

PALM  PALM  °»  350.2  101  622.5  107  12.4  82  23.4 

QUANTUM  DLT  &  STORAGE  SYSTEMS  DSS l9)    366.2  11  731.4  1  44.0  -15  66.2 

QUANTUM  HARD  DISK  DRIVE  GROUP  HDD (9)     863.7  15  1765.5  6  16.5  NM  33.4 

SEAGATE  TECHNOLOGY  SEG l6)  1548.0  -6  3121.0  -9  231.0  -77  367.0 

SILICON  GRAPHICS  SGI  l61  534.1  -36  1097.7  -24  -607.6  NM  -625.7 

SUN  MICROSYSTEMS  SUNW161  5016.6  42  9021.3  39  720.4  82  1228.5 

SYMBOL  TECHNOLOGIES  SBL  341.4  25  661.4  24  36.2  30  67.9 

UNISYS  UIS  1597.1  -16  3265.8  -12  56.3  -52  162.8 

XEROX  XRX  4688.0  -4  9119.0-  0  145.0  -68  -98.0 


-8 

28 

634 

12 

50 

36 

-2 

-10 

NM 

15 

NM 

-65 

74 

-39 

NM 

-67 

NM 

87 

30 

-29 

NM 


7.0 

11.0 
3.8 
7.2 

20.0 
5.7 
6.8 
9.0 

13.3 
9.4 
2.0 
NM 
3.6 

12.0 
1.9 

14.9 
NM 

14.4 

10.6 
3.5 
3.1 


9.0 

13.0 

NM 

7.8 

17.4 

4.7 

7.3 

10.9 

NM 

9.1 

NM 

2.1 

3.9 

15.6 

NM 

62.1 

19.0 

11.2 

10.1 

6.2 

9.2 


19.9 

18.1 

9.0 

31.2 

19.0 

21.2 

15.8 

37.8 

8.5 

48.6 

1.4 

6.7 

4.5 

26.0 

-6.5 

8.3 

-66.3 

25.4 

15.9 

21.5 

10.9 


51 

26 

43 
71 

NM 
38 
36 
28 
28 
19 

NM 
31 

NM 
14 

NM 
36 

NM 
98 
58 
7 
22 


Mil 


ill.  . 

3 


1.2 

2.0 
0.6 
0.6 
0.5 

i.5  555 

2.9!  *18«0>! 
3.9(  ROUP  CO 
0.1"  NUCHA 
2.5C.5LKNI 

-o.oi'Nu 

0.33 

0.09 

0.84 
-0.56 

1.34 
-4.52 

1.10 

0.73 

1.45 

0.67 
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PROFITS 

2N0         CHANGI 
QUARTER        FROM 
2000            1999 
t  Mil               % 

$MI1 

CHANGI 

FROM 
1999 
% 

MARGINS 

2ND 
0UAR1ER    QUARTER 
2000 
%              % 

Kl TURN  hU 

I'jIJIW 
2  MONTHS 
ENDING 

PRIM 

FARNINC, 

RATIO 

/  2/ 

2ND 
QUARTER 

2000 
$  MIL 

CHANGE 

FROM 

1999 

% 

1 

MONTHS 

2000 

$  MIL 

CHANGI 

FROM 
1999 
% 

FIR 
SHARE 

COMPUTER  SOFTWARE  &  SERVICES 

)UP  COMPOSITE 

32437.1 

11 

64663.3 

16 

9331.0 

65.8 

133 

46 

16108.3 

130.3 

100 

57 

28.8 

21  9 

13.7 
18.3 

21.4 
472 

62 

51 

1.02 

'BE  SYSTEMS  ADBE  "> 

300.1 

22 

582.3 

23 

221 

{RICA  ONLINE  AOI.  I6> 

1929.0 

39 

37980 

44 

338.0 

115 

759.0 

34 

17  5 

113 

20.3 

NM 

0.47 

■RICAN  MANAGEMENT  SYSTEMS  AMSY 

318.0 

4 

629.1 

6 

16.1 

250 

31.4 

54 

5  1 

1.5 

19,5 

16 

1  62 

1  SOFTWARE  BMCS  (9) 

372.7 

7 

849.1 

8 

10.0 

-39 

108.0 

-8 

2.7 

4,1 

13.3 

19 

0.93 

ILETRON  SYSTEMS  CS  "0I 

275.1 

-21 

656.8 

5 

-37.9 

NM 

3933 

NM 

NM 

NM 

29.9 

11 

2.38 

IENCE  DESIGN  SYSTEMS  CDN 

298.7 

13 

556.2 

-7 

5.6 

NM 

-6.2 

NM 

1.9 

NM 

-7,7 

NM 

-0.29 

:I0IAN  CEN 

343.8 

7 

705.6 

10 

32.2 

10 

490 

-37 

9.4 

11.1 

134 

26 

0.83 

CO  SYSTEMS  CSCO  (5> 

4919.0 

55 

9269.0 

54 

662.0 

4 

1487.0 

62 

13.5 

20.1 

12.7 

NM 

0.35 

AOISCO  CDO  (31 

953.0- ' 

-27 

1966.0 

-13 

17.0 

53 

60.0 

NM 

1.8 

2.8 

10.3 

34 

0.81 

IIPUTER  ASSOCIATES  INTERNATIONAL  CA (ffl 

1137.0 

8 

3044.0 

21 

23.0 

NM 

415.0 

NM 

2.0 

NM 

16.8 

12 

2,09 

rfPUWARE  CPWR  ,9) 

513.9 

16 

1095.9 

16 

23.6 

-74 

70.2 

-67 

4.6 

20  5 

22,9 

11 

0.74 

SYSTEMS  DST 

337.0 

10 

677.4 

12 

47.2 

41 

103.4 

54 

14.0 

109 

11,6 

35 

2.69 

CTRONIC  DATA  SYSTEMS  EDS 

4616.2 

0 

9146.6 

2 

254.3 

6 

543.2 

147 

5.5 

5,2 

16.2 

26 

1,54 

ST  DATA  FDC 

1383.8" 

-1 

2701.6 

1 

216.4 

12 

381.4 

14 

15.6 

13.8 

32.9 

16 

2.91 

2,  ERV  FlSV 

416.4 

21 

812.8 

19 

45.0 

31 

88.2 

30 

10.8 

10,0 

13.7 

41 

1.26 

.ILEO  INTERNATIONAL  GLC 

425.4 

7 

866.1 

8 

43.2 

-31 

90.6 

-35 

10.2 

15.6 

37.0 

10 

1.87 

t  WON  IMN 

309.1 

-13 

637.9 

-8 

13.8 

29 

34.3 

142 

4.5 

3.0 

8.7 

14 

1.71 

J  UIT  INTU  (5> 

329.1 

26 

754.6 

19 

297.1 

294 

354.4 

110 

90.3 

28.8 

26.5 

13 

2.72 

•rosoft  msft  (6> 

5804.0 

1 

11460.0 

11 

2409.0 

9 

4794.0 

16 

41.5 

38.2 

23.1 

41 

1.71 

t/ELL  NOVL  l2) 

302.3 

-4 

618.4 

3 

31.0 

-20 

75.9 

12 

10.3 

12.3 

14.3 

16 

0.57 

iCLE  ORCL  <7) 

3374.3 

15 

5823  7 

16 

4912.4 

831 

5675.6 

592 

NM 

17.9 

97.5 

36 

2.10 

1PLESOFT  PSFT 

420.2 

16 

795.6 

12 

15.9 

NM 

32.7 

NM 

3.8 

NM 

3.0 

NM 

-0.11 

CELINE.COM  PCLN 

352.1 

216 

665.9 

314 

-4.5 

NM 

-18.1 

NM 

NM 

NM 

NM 

NM 

-7.76 

BRE  HOLDINGS  TSG 

662.0** 

4 

1307.0 

2 

63.0 

0 

129.0 

-17 

9.5 

9.9 

46.7 

10 

2.29 

BEL  SYSTEMS  SEBL 

387.4 

119 

699.9 

119 

45.3 

88 

86.9 

92 

11.7 

13.7 

7.0 

NM 

0.46 

FTWARE  SPECTRUM  SSPE  <8) 

247.2 

7 

560.4 

14 

-1.1 

NM 

1.1 

-77 

NM 

1,1 

4.1 

9 

1.69 

■NGARD  DATA  SYSTEMS  SDS 

401.1 

14 

785.8 

12 

53.7 

46 

95.2 

NM 

13.4 

10.4 

13.6 

24 

1.35 

j%M  COMS  "' 

RITAS  SOFTWARE  VRTS 

763.7 

-38 

2178.9 

-18 

-159.4 

NM 

347.0 

113 

NM 

6.0 

15.2 

34 

1.88 

275.4 

140 

520.1 

179 

-1723 

NM 

-346.7 

NM 

NM 

NM 

-21.9 

NM 

-1.85 

1.8 

HOO  YHOO 

■  J1JJ  Hi.! 

i^wiHl 

110 

498.5 

114 

65.5 

NM 

143  3 

NM 

24.2 

NM 

11.7 

NM 

0  34 

DUSTRY  COMPOSITE 

27816.5 

19 

54404.0 

21 

1499.4 

32 

3156.5 

63 

5.4 

4.9 

14.9 

14 

2.78 

)  FOREST  PRODUCTS 

iOUP  COMPOSITE  6944.3  32  13697.4  40  257.3  -21  550.6 

ORGIA-PACIFIC  GROUP  GP  5451.0  43  10834.0  51  206.0  -3  400,0 

UISIANA-PACIFIC  LPX  778.1  1  1555.0  14  21.0  -75  78.7 

YONIER  RYN  283.6  10  572.7  18  17.4  2  52.9 

IIVERSAL  FOREST  PRODUCTS  UFPI  4316  -3  735.7  -2  12  9  1  19  0 


) PAPER 

iOUP  COMPOSITE 
USE  CASCAOE  8CC 
INSOLIDATED  PAPERS  CDP 
RT  JAMES  FJ 
TERNATIONAL  PAPER  IP 
MBERLY-CLARK  KMB 
EAD  MEA 

EYERHAEUSER  WY 
ILLAMETTE  INDUSTRIES  WLL 

IDUSTRY  COMPOSITE 


20872.2 

1926.3 
506.9 
1756.6 
6800.0 
3464.5 
1095.9 
4187.0 
1135.0 


ROAOCASTING 


18117.2 


16 

15 
16 

2 
13 
10 

9 
38 
13 

16 


40706.7 

3872.6 
990.3 
3433.2 
13200.0 
6851.7 
2011.5 
8098.0 
2249  3 

33992.3 


15 

18 

11 

1 

10 

9 

8 

42 

16 

15 


1242.1 

31.0 

33.0 
116.4 
270.0 
434.3 

64.2 
203.0 

90  2 

984.3 


53 

^17 
227 
-14 
NM 
11 
43 
24 
42 

-57 


2605.9 

70.6 
58.3 
212.8 
648.0 
904.5 
89.3 
447.0 
175.5 


16 

29 
-30 

64 
5_ 

78 

-6 
142 
-16 
NM 

18 

32 
118 

85 


3.7 

3.8 
2.7 

6.1 
3.0 


6.2 

5.6 

11.0 

6.6 

2.9 


18.3 

21.5 
13.0 
13.2 
14.0 


6.0 

1.6 
6.5 
6.6 
4.0 
12.5 
5.9 
4.8 
7.9 


4.5 

3.5 
2.3 
7.9 
NM 
12.4 
4.5 
5.4 
6.3 


1449.9       -53 


5.4       14.6 


14.2 

11.7 
7.2 

29,5 
7.0 

31.5 
9.3 

12.1 

15  2 

11.2 


6 

5 

5 

12 

8 


16 

9 
37 
21 
16 
18 
11 
12 
10 

46 


t)  PUBLISHING 

ROUP  COMPOSITE 

OW  JONES  DJ 
,  ANNETT  GCI 
|  ARCOURT  GENERAL  H  °> 

OUGHTON  MIFFLIN  HTN 

NIGHT-RIDOER  KRI 

IcCLATCHY  MNI 

IcGRAW-HILL  Mm 

EW  YORK  TIMES  NY  1 

RIMEDIA  PRM 

CHOLASTIC  SCHL  m 


16053.2 
593.2 

1490.2 
410.3 
250.8 
852.5 
286.4 

1019.2 
8856 
425.5 
394.1 


13 

16 
16 
•6 
14 
5 
5 
10 
14 
0 
17 


30143.1 

1143.9 

2854.6 

813,2 

349.3 

1660.2 

552.9 

1821.8 

1728.8 

830.0 

706.9 


11 

18 
16 

6 
14 

5 

4 
11 
14 

1 
17 


981.6 

100.6 

265.8 

-40.2 

15.3 

96.3 

24.8 

1079 

101.7 

7  1 

31.7 


-55 

76 
1 

NM 
82 
11 
13 
20 
22 

NM 
42 


1505.5 

189.2 

468.8 

-73.6 

■24.1 

257  1 

40.6 

1655 

184.8 

46  5 

33.7 


-50 

74 
7 
NM 
NM 
72 
14 
45 
28 
NM 
49 


6.1 

170 
17.8 
NM 
6.1 
11,3 
8.7 
10.6 
11.5 
NM 
8.0 


15.3 

11.2 

20.9 
NM 
38 

107 
8,1 
98 

10.7 
NM 
66 


16.7 
60.7 
20.1 
20.1 
129 
25.5 

9.8 
29.1 
25.2 

NM 
128 


38 
17 
15 
34 
27 
11 
17 
26 
21 
NM 
22 


3.38 

4.62 
1.75 
3.20 
1.56 


2.67 
2.98 

1.10 
1.47 
2.09 
3.32 

2,20 
388 

3  06 

1  28 


0  BROADCASTING 

ROUP  COMPOSITE 

2064.0 

965.9 
1098.1 

48 

56 

4  1 

3849.3 

54 

2.7 

31  2 

28  6 

-97 

-71 
NM 

-55.6 

-8.2 

474 

NM 

NM 

NM 

0.1 
3.2 

NM 

6.9 

17.2 

NM 

-0.7 
-0.2 
-2.7 

NM 

NM 
NM 

-0.15 

.EAR  CHANNEL  COMMUNICATIONS  CCU 
SA  NETWORKS  USAI 

1748.4 

21  no  9 

76 

39 

-0.08 

a  2; 

1.63 
3.93 
3  45 
1.64 
1  73 
4.78 
1.94 

1.99 

2.96 
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CORPORATE  SCOREBOARD 

COMPANY  SYMBOL 

SALES 

PROFITS 

2ND          CHANGE 
QUARTER         FROM 
2000           1999 
$  MIL.            % 

6 

MONTHS 
2000 
SMIL. 

CHANGE 

FROM 

1999 

% 

MARGINS 

2ND           2ND 

QUARTER    QUARTER 

2000          199S 

%              % 

RETURN  ON 
COMMON 
EQUITY 

12  MONTHS 

ENDING 

6-30 

PRICE- 
EARNINGS 
RATIO 
7-27 

2ND 

QUARTER 

2000 

SMIL. 

CHANGE 

FROM 

1999 

% 

6 

MONTHS 

2000 

SMIL 

CHANGE 

FROM 

1999 

% 

Mel 

ear! 
si 

SCRIPPS  (E.W.)  SSP                                           439.2 

12 

S50  1 

11 

45  6 

3 

79.2 

4 

10  4 

11.3 

12.1 

26 

1 

TIME  WARNER  TWX                                           7080.0 

8 

13644.0 

8 

75.0 

-87 

-26.0 

NM 

1.1 

9.1 

11.5 

90 

oh 

TRIBUNE  TRB                                                     1334.8 

79 

2049.1 

46 

123.1 

-86 

191.5 

-84 

9.2 

NM 

14.6 

19 

>] 

WASHINGTON  POST  WPO                                    591.5 

6 

1138.3 

6 

41.2 

-39 

65  2 

-42 

7.0 

12.2 

12.9 

26 

l&l 

umu-mmm.) 

USTRIES 

INDUSTRY  COMPOSITE 

(A)  CONSTRUCTION  A  1 

GROUP  COMPOSITE 

73561.4 

28 

140089.2 

28 

1788.3 

-24 

3422.5 

-11 

2.4 

4.1 

8.7 

38 

0  I 

1NGINEERING 

6700.2 

4 

13502.5 

4 

132.0 

NM 

244.9 

168 

2.0 

NM 

8.3 

20 

1.1 

EMCOR  GROUP  EMCG 

24 

1608.4 

30 

9.2 

69 

14.1 

88 

1.1 

0.8 

18.0 

10 

"l 

FLUOR  FLR  <2>                                                    2557.8 

-17 

5556.3 

-14 

51.0 

NM 

103.3 

NM 

2.0 

NM 

14.0 

10 

~'T 

FOSTER  WHEELER  FWC                                     1005.0 

18 

1827.0 

-1 

8.6 

61 

17.0 

-18 

0.9 

0.6 

-39.9 

NM 

-3.1  J 

JACOBS  ENGINEERING  GROUP  JEC  l3)                857.8 

11 

1739.6 

12 

19.1 

14 

37.2 

13 

2.2 

2.2 

10.6 

19 

1  II 

MASTEC  MTZ                                                       297.7 

25 

570.4 

28 

21.3 

75 

32.8 

99 

7.2 

5.1 

13.8 

24 

1  11 

MORRISON  KNUDSEN  MK  »' 

2 

1152.6 

17 

11.7 

-15 

20.7 

-9 

2.0 

2.4 

11.1 

11 

of! 

URS  URS  (2) 

535  4 

141 

1048  3 

149 

11.1 

58 

19.7 

56 

2.1 

3.1 

16.1 

7 

2.1 

(B)  INDUSTRIAL  DISTRI 

GROUP  COMPOSITE 

BUTTON 

35379.1 

50 

65844.2 

49 

754.5 

34 

1500.6 

31 

2.1 

2.4 

12.9 

33 

,J  1 

ARROW  ELECTRONICS  ARW                              3161.7 

41 

5931.1 

33 

84.0 

459 

147.0 

239 

2.7 

0.7 

13.4 

14 

2.; 

AUDIOVOX  VOXX  <"                                              381.6 

58 

721.8 

60 

6.9 

7 

12.2 

29 

1.8 

2.7 

9.5 

12 

l  - 

BELL  MICROPROOUCTS  BELM                             382.4 

65 

748.7 

66 

4.0 

86 

7.2 

79 

1.0 

0.9 

11.3 

19 

i.: 

CAMERON  ASHLEY  BUILDING  PRODUCTS  CAB  a)  264.0 

-2 

519.8 

5 

-2.4 

NM 

-3.6 

NM 

NM 

1.3 

7.7 

NA 

l. 

CELLSTAR  CLST  "»                                            561.4 

-2 

1151.2 

6 

-39.7 

NM 

-30.2 

NM 

NM 

2.4 

4.2 

17 

o.: 

CRANE  CR                                                            387.9 

-4 

771.7 

-4 

47.8 

32 

75.5 

10 

12.3 

8.9 

18.7 

12 

l.' 

DYNEGY  DYN                                                     5719.5 

81 

11068.8 

78 

90.6 

224 

159.6 

185 

1.6 

0.9 

11.3 

43 

1  1 

ENRON  ENE                                                     16886.0 

75 

30031.0 

74 

289.0 

30 

627.0 

32 

1.7 

2.3 

12.1 

55 

i  \ 

GENUINE  PARTS  GPC                                        2135  5 

6 

4213.5 

7 

96.6 

4 

188.3 

5 

4.5 

4.6 

17.5 

9 

2.1| 

GETTY  PETROLEUM  MARKETING  GPM  <">          285.3 

79 

535.7 

69 

2.0 

734 

3.6 

-34 

0.7 

0.2 

5.9 

13 

0.2ft 

GRAINGER  (W.W.)  GWW                                     1242.0 

8 

2437.2 

9 

55.7 

10 

96.9 

-9 

4.5 

4.4 

11.4 

17 

l.sl 

HUGHES  SUPPLY  HUG  ""                                  831.2 

17 

1553.5 

18 

14.4 

8 

25.8 

6 

1.7 

1.9 

12.5 

7 

2  f  1 

KAMAN  KAMNA                                                      256.4** 

4 

516.3 

4 

9.3 

15 

17.8 

16 

3.6 

3.3 

8.4 

10 

l.ll 

KENT  ELECTRONICS  KNT  l9)                                308.3 

50 

601.9 

57 

8.8 

362 

16.2 

565 

2.9 

0.9 

7.0 

37 

0  Si 

PATTERSON  DENTAL  PDCO  l8)                             277.1 

18 

537.3 

15 

18.0 

28 

35.2 

27 

6.5 

6.0 

19.5 

27 

0.9J 

PIONEER-STANDARD  ELECTRONICS  PIOS  l9)      675.1 

17 

1350.1 

19 

10.2 

33 

21.6 

26 

1.5 

1.3 

12.5 

10 

1  3J 

RELIANCE  STEEL  &  ALUMINUM  RS                   44C.9 

15 

871.7 

15 

16.7 

22 

32.8 

18 

3.8 

3.6 

14.6 

,    9 

:  :l 

SCP  POOL  POOL                                                  254.0 

13 

374.6 

16 

19.8 

25 

21.0 

27 

7.8 

7.1 

22.6 

18 

1  4I 

UNITED  STATIONERS  USTR 

928.9 

16 

1908  3 

17 

22.8 

31 

4o  7 

30 

2.5 

2.2 

21.0 

11 

2.7 

(C)  POLLUTION  CONTR 

GROUP  COMPOSITE 
IT  GROUP  ITX 

DL 

881.4 

15 

1700.0 

20 

65.5 

3 

120.5 

7 

7.4 

8.3 

13.2 

13 

1.1 

347.9 

15 

665.0 

19 

6.3 

-29 

11  1 

-24 

1.8 

2.9 

10.8 

4 

1.0 

REPUBLIC  SERVICES  RSG                                   533  5 

15 

1035.0 

20 

59  2 

9 

109.4 

12 

11.1 

11.8 

13  7 

14 

1.2 

(D)  PRINTING  A  ADVERTISING 

GROUP  COMPOSITE                                    5839.0 

15 

11129.7 

15 

412.5 

7 

700.1 

19 

7.1 

7.6 

28.1 

28 

1.7 

ADVO  AD  l3)                                                         295.8 

13 

558.2 

8 

14.7 

19 

23.2 

25 

5.0 

4.7 

NM 

19 

2.1 

BANTA  BN                                                           345.8 

16 

674.6 

11 

12.6 

7 

22.5 

5 

3.7 

3.9 

16.0 

27 

0.70] 

1 

DONNELLEY  (R.R.)  DNY                                        1388.8 

11 

2731.8 

10 

56.3 

5 

103.0 

4 

4.1 

4.3 

28.5 

9 

2.49J 

INTERPUBLIC  GROUP  IPG                                1418.2 

15 

2616.4 

16 

136.8 

-9 

174.1 

-12 

9.6 

12.2 

20.1 

40 

1.03 

OMNICOM  GROUP  OMC                                     1520.2 

20 

2899.3 

20 

127.4 

19 

270.9 

57 

8.4 

8.4 

30.7 

34 

2.53 

TRUE  NORTH  COMMUNICATIONS  TNO               375.1 

10 

706.1 

12 

27.1 

29 

37.3 

32 

7.2 

6.2 

12.6 

52 

0.93 

YOUNG  &RUBICAM  YNR 

495.0 

19 

943.3 

18 

37  5 

22 

69.1 

37 

7.6 

7.4 

74.6 

25 

2.24] 

(E)  OTHER  SERVICES 

GROUP  COMPOSITE 

24761.7 

15 

47912.7 

17 

423.8 

-69 

856.5 

-55 

1.7 

6.3 

1.5 

82 

0.261 

ABM  INDUSTRIES  ABM  (2)                                   440.0" 

10 

868.6 

10 

9.9 

18 

17.4 

14 

2.2 

2.1 

14.3 

14 

1.741 

ACNIELSEN  ART                                               401.8 

6 

775.8 

6 

14.8 

-29 

15.0 

-44 

3.7 

5.5 

12.2 

22 

l.od 

AUTONATION  AN                                                5339.5 

5 

10569.7 

10 

96.6 

-1 

161.3 

4 

1.8 

1.9 

-0.6 

NM 

0.03 

CARMAX  GROUP  KMX  (,°>                                   625.7 
CASEY'S  GENERAL  STORES  CASY  (81                  447.3* 

29 

46 

1130.0 

31 

13.9 
6.9 

410 

11 

12.2 
12.1 

NM 
-20 

2.2 
1.5 

0.6 
2.0 

3.4 
12.8 

7 
16 

0.45 

850.6 

42 

0.76 

CDI  CDI                                                                    437.4 

7 

858.8 

8 

12.8 

3 

24.6 

2 

2.9 

3.0 

15.8 

8 

2.63 

CENDANT  CD                                                  1137.0 

-18 

2265.0 

-16 

175.0 

-80 

301.0 

-71 

15.4 

62.8 

-37.6 

NM 

-1.15 

CINTAS  CTAS  (7)                                                  504.8 

11 

978.8 

10 

52.8 

168 

.     101.9 

75 

10.5 

4.3 

18.5 

36 

1.14 

CONVERGYSCVG                                                 521.9 

22 

1035.5 

25 

45.5 

39 

90.0 

38 

8.7 

7.7 

16.0 

42 

1.04 

CRESTLINE  CAPITAL  CLJ                                   1 180.5 

8 

2183.0 

6 

11.1 

-3 

21.1 

9 

0.9 

1.0 

10.3 

9 

2.26 

HANDLEMAN  HDL  <8>                                         279.1 

9 

622.4 

14 

9.8 

-20 

24.5 

37 

3.5 

4.8 

17.3 

9 

1.32 

KELLY  SERVICES  KELYA                                    1 106.7 

4 

2186.8 

4 

21.8 

5 

37.9 

5 

2.0 

1.9 

15.0 

10 

2.42 

LITHIA  MOTORS  LAD                                           417  9 

36 

813.5 

53 

6.2 

35 

11.2 

47 

1.5 

1.5 

14.9 

7 

1.72 

MANPOWER  MAN                                              2714.1 

17 

5282.4 

17 

38.0 

19 

63.6 

21 

1.4 

1.4 

24.6 

19 

2.07 

MARCHFIRST  MRCH                                            380.2 

228 

607.6 

170 

-374.4 

NM 

-491.8 

NM 

NM 

6.0 

-6.8 

NM 

-3.75 

PAYCHEX  PAYX  (7)                                                  413.4 

36 

798.6 

31 

51.6 

36 

101.2 

37 

12.5 

12.4 

33.7 

88 

0.51 

PITTSTON  PZB                                                   1033.2 

6 

2052.3 

6 

-1.3 

NM 

9.2 

-68 

NM 

1.6 

1.9 

12 

0.95 
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CORPORATE  SCOREBOI 

Inll 

SALES 

PROFITS 

2ND          CHANGE 
QUARTER        FROM 
2000           1999 
SMIL             % 

6 

MONTHS 
2000 
SMIL 

CHANGE 

FROM 

1999 

% 

COMPANY  SYMBOL 

MARGINS 

2ND            2ND 

QUARTER     QUARTER 

2000          1999 

%              % 

RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

6-30 

PRICE- 
EARNINGS    i 
RATIO 
7-27 

2ND 

QUARTER 

2000 

SMIL. 

CHANGE 

FROM 

1999 

% 

6 

MONTHS 
2000 
SMIL 

CHANGE 

FROM 

1999 
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OUINTILES  TRANSNATIONAL  QTRN 

423  1 

5 

838.0 

10 

82 

NM 

45.4 

NM 

NM 

6.2 

-1.1 

NM 

RENT-A-CENTERRCII 

392.2 

12 

784.8 

13 

34.6 

149 

55.5 

114 

8.8 

4.0 

35.0 

10 

ROBERT  HALF  INTERNATIONAL  RMI 

671.0 

35 

1303.8 

33 

46.8 

38 

90.2 

30 

7.0 

6.8 

24.2 

39 

RUSH  ENTERPRISES  RUSH 

249.8 

32 

461.2 

26 

1.7 

-55 

28 

-61 

0.7 

2.1 

15.5 

4 

SERVICEMASTER  SVM 

1626.4 

6 

2972.9 

12 

69.4 

285 

108.4 

102 

4.3 

1.2 

18.3 

12 

SONIC  AUTOMOTIVE  SAH 

1548.3 

114 

3012.7 

129 

22.5 

122 

39.8 

137 

1.5 

1.4 

16.6 

7 

UNITED  AUTO  GROUP  UAG 

1204.1 

15 

2314.9 

19 

11.1 

"28 

16.7 

36 

0.9 

0.8 

7.3 

8 

UNITED  RENTALS  URI 

729.9 

45 

1308.9 

46 

47.2 

82 

64.6 

53 

6.5 

5.1 

11.7 

11 

VOLT  INFORMATION  SCIENCES  VOL  l2) 

536.  1 

1 

1036  2 

1 

7.7 

36 

11  3 

38 

1.4 

1   1 

13  1 

16 

10       151519.2 


12       7365.5 


14691.7 


24 


9.6         9.9 


9.9 


32 


22      TELECOMMUNICATIONS 


INDUSTRY  COMPOSITE  76523.4 

(A)  EQUIPMENT  A  SERVICES 

GROUP  COMPOSITE  50835.4  10  101288.9  13  3597.5  1  7536.2  38  7.1  7.7  6.3  42 

ADC  TELECOMMUNICATIONS  ADCT ,21  709.2  55  1253.8  46  93.7  107  150.0  321  13.2  9.9  11.4  98 

AT&TT  16221.0  3  32122.0  8  1767.0  11  3508.0  32  10.9  10.1  7.2  17 

AT&T  WIRELESS  GROUP  AWE  2477.0  32  4675.0  36  200.0  167  226.0  769  8.1  4.0  NA  NA 

CENTURYTEL  CTL  423.2  2  836.1  1  57.8  8  107.1  -6  13.7  12.8  12.3  17 

COMVERSE  TECHNOLOGY  CMVT""  261.3  30  501.9  28  56.4  58  106.9  57  21.6  17.8  22.8  75 

IDTlDTC15'  263.1  37  538.6  53  127.7  NM  230.7  NM  48.5  1.1  43.4  6 

LUCENT  TECHNOLOGIES  LU  l31  8713.0  -6  18969.0  5  14.0  NM  740.0  -42  NM  8.1  16.7  52 

NEXTEL  COMMUNICATIONS  NXTL  1260.0  59  2339.0  61  -241.0  NM  -520.0  NM  NM  NM  -56.6  NM 

PANAMSATSPOT  322.2  61  621.4  58  59.2  94  115.8  90  18  4  15.3  6.0  30 

QWEST  COMMUNICATIONS  INTERNATIONAL  Q.    1282.0  47  2498.8  43  7.2  -61  19.8  -15  0.6  2.1  6.4  NA 

SCIENTIFIC-ATLANTA  SFA (el  552.6  56  993.3  47  59.1  25  97.2  43  10.7  13.3  16.8  79 

SPRINT  FON  GROUP  FON  4434.0  5  8831.0  6  365.0  -19  810.0  -9  8.2  10.8  13.9  19 

SPRINT  PCS  GROUP  PCS  1460.0  98  2b37.0  97  -456.0  NM  -966.0  NM  NM  NM  -95.5  NM 

TELEPHONE  &  DATA  SYSTEMS  TDS  550.3  11  1054.6  11  24.8  -89  64.1  -74  4.5  43.6  2.8  55 

TELLABSTLAB  800.7  48  1440.2  42  162.7  33  282.8  27  20.3  22.6  26.7  43 

U.S.  CELLULAR  USM  397.7  10  757.7  10  56.8  -71  103.9  -53  14.3  54.0  8.3  35 

WILLIAMS  COMMUNICATIONS  GROUP  WCG       515.1  3  1048.5  5  -3.9  NM  -100.2  NM  NM  NM  -12.7  NM 

WORLDCOM  WCOM  10193.0  12  20171.0  11  1275  0  47  2560.0  62  12.5  9.6  9.3  23 

(B)  TELEPHONE  COMPANIES 

GROUP  COMPOSITE 

ALLTEL  AT 

BELLSOUTH  BLS 

BROADWING  BRW 

SBC  COMMUNICATIONS  SBC 

U  S  WEST  USW 


TATION 


INDUSTRY  COMPOSITE 


25688.0 

1775.0 

6752.0 

500.0 

13211.0 

3450.0 

62293.4 


9 

9 

10 

102 

8 

7 


50230.3 

3420.0 

13239.0 

961.3 

25783.0 

6827.0 


9 

9 
9 

99 
7 
7 


3768.0 

1003.5 
1064.0 
-29.5 
1851.0 
-121.0 


11       120143.2 


11       3827.6 


(A)  AIRLINES 

GROUP  COMPOSITE  26439.9  12  49761.5  11 

ALASKA  AIR  GROUP  ALK  552.8  4  1042  5  5 

AMERICA  WEST  HOLDINGS  AWA  617.9  9  1180.8  8 

AMR  AMR  5011.0  10  9588.0  12 

AMTRANAMTR  333.5  17  654.9  16 

CONTINENTAL  AIRLINES  CAL  2571.0  18  4848.0  15 

DELTA  AIR  LINES  DAL (6)  4469.0  14  8298.0  12 

NORTHWEST  AIRLINES  NWAC  2927.0  13  5497.0  13 

SOUTHWEST  AIRLINES  LUV  1460.7  20  2703.3  18 

TRANS  WORLD  AIRLINES  TWA  954.9  10  1763.9  8 

UAL  UAL  5109.0  13  9654.0  11 

US  AIRWAYS  GROUP  U  2433.0  6  45310  4 


1699.6 

88 

33.5 

321.0 

5.9 

153.0 

460.0 

115.0 

190.6 

-4.2 

336.0 

80.0 


12 

371 
35 

NM 
-4 

NM 

48 

-18 

-79 

-21 

49 

-65 

16 

26 

-4 

21 

NM 

-50 

-75 


7155.5 

1219.6 

2065.0 

-85.1 

3673.0 

283.0 

5902.4 

2059.4 

-0.4 
48.1 
410.0 
3.9 
167.0 
683.0 
118.0 
286.3 
-67.5 
446.0 
-35.0 


12 

205 
47 

NM 
-1 

-65 

28 

-22 

NM 

-29 

76 

-88 

-23 

18 

30 

13 

NM 

-41 

NM 


14.7 

56.5 
15.8 

NM 
14.0 

NM 

6.1 

6.4 

1.6 
5.4 
6.4 
1.8 
6.0 

10.3 
3.9 

13.1 
NM 
6.6 
3.3 


14.3 

13.1 
12.8 
11.2 
15.8 

12.6 

4.6 

8.8 

7.9 

7.4 

4.8 

5.9 

6.1 

9.3 

4.6 

12.9 

NM 

14.8 

13.9 


25.7 

37.2 
24.9 
-5.3 
25.7 

44  5 

14.8 


21 

12 
18 
NM 
23 
44 

16 


17.2 

8.2 
13.4 
12.2 
11.8 
27.6 
28.3 
266.9 
16.8 

NM 
16.4 

NM 


11 

10 
6 
6 
9 
8 
5 
9 
24 

NM 
7 

NM 


(B)  RAILROADS 

GROUP  COMPOSITE  8982.0  2  17775.0  3         664.0 

BURLINGTON  NORTHERN  SANTA  FE  BNI  2235.0  2  4473.0  2          249.0 

CSX  CSX  2190.0  -16  4337.0  -16             55.0 

NORFOLK  SOUTHERN  NSC  1578.0**  32  3073.0  38          116.0 

UNION  PACIFIC  UNP  2979  0  7  5892.0  7           244.0 

(C)  TRANSPORTATION  SERVICES 

GROUP  COMPOSITE  13801.0  12  26840.5  12 

AIRBORNE  FREIGHT  ABF  811.0  4  1623.5  5 

AVIS  GROUP  HOLDINGS  AVI  1096.5  72  2109.5  75 

CNF  CNF  1529.2  12  2992.0  14 

DOLLAR  THRIFTY  AUTOMOTIVE  GROUP  DTG  286.7  11  521.1  11 

FEDEX  FDX171  4849.0  11  9367.0  10 


586.6 

13.8 
37.4 
46.0 
24.8 
245.0 


3 

-3 

-52 
51 

26 

3 

-49 
37 
-6 
46 

11 


1073.0 

492.0 
84.0 
68.0 

429  0 

965.3 

31.7 
57.0 
85.3 
36.1 
358.0 


-10 

o 

-56 

-64 
33 


7.4 

11.1 
2.5 
7.4 
8.2 


7.3 

11.7 
4.4 
6.4 
7.0 


7.8 

15.5 

-0.9 

2.0 

10.9 


16 

9 
NM 
60 
12 


8 

-39 
34 
-6 
61 
20 


4.3 

1.7 
3.4 
3.0 
8.6 
5.1 


4.6 

3.5 
4.3 
3.6 
6.6 
5.0 


14.6 

7.9 
13.3 
17.7 
18.7 
14.8 


13 

10 


7 
17 


2. 
5. 
2 

-0. 

1 
1 

2.1 


2.7 

2.6 
2.6 
5.3 
1.3 
6.4 
9.9 
3.5 
0.9 

-5.9 
7.1 

-2.5! 


1.61 

2.5^ 

-0.26 

0.31 

3.51 


2.29 

1.43 
2.83 
3.24 
2.98 
2.32 
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Maybe  you  can't  afford  an 

jntire  team  of  Web  experts. 

But  you  can  rent  ours. 


Now  you  don't  have  to  be  dependent  on  part-time  workers  for  your  full-time  business.  Even  if  your 
business  is  just  getting  off  the  ground,  you  can  have  a  group  of  Internet  experts  on  staff.  Just  call 
Interland,  the  only  true  Web  solutions  provider  offering  everything  from  site  design  and  hosting  to  secure 
e-commerce  and  dedicated  servers.  So  why  count  on  one  person  when  you  can  have  an  entire  team 
of  Webmasters  dedicated  to  your  business  with  Interland?  One  call  and  they'll  start  working  for  you. 

Increase  revenue.  Expand  your  business.  Reach  more  customers. 


@  Affordable  hourly  pricing 

@  Web  hosting,  co-located  and  dedicated 

@  Build  a  Web  site  from  scratch 

services  available 

@  Get  a  Web  site  makeover 

@  On-staff  engineers  include  MCSP,  CCIE,  Red  Hat 

@  Quick  solutions  in  as  little  as  one  week 

and  more 

@  24/7/365  state-of-the-art  Network  Operations  Center 

@  On-staff  experts  in  Oracle,  SQL,  Real  Media, 

@  Professional  marketing  sevices  available 

Windows  Media  and  SANS 

Microsoft 


Certified 


m 


redh.it. 


interland 

We  make  the  Web  work  for  your 


Call  Today  800.303.2476  www.interland.com  •  404.586.9999  •  sales@interland.com 


©2000  Interland.  Inc  All  Rights  Reserved. 


} 
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How  business  becomes  e-business. 


Che  a 


pANKii" 


W 


RW 


The  great  e-business  shakeout  is  well  under  way.  For 
those  who  didn't  make  it,  our  condolences.  At  least 

the  end  was  quick. 

For  those  who  have  made  it,  who  broke  the  code  and 
figured  out  how  to  build  a  truly  viable  e-business,  our 

heartiest  congratulations. 

As  it  turns  out,  many  of  these  successful 

companies-including  the  majority  of  the  Fortune 

e-50-have  built  their  e-businesses  on  an  exceptionally 

strong  foundation. 

The  BEA  E-Commerce  Transaction  Platform." 

This  award-winning  set  of  innovative  software  and 

services  is  uniquely  designed  to  help  businesses 

rapidly  develop  and  launch  advanced  e-commerce 

initiatives.  It's  an  end-to-end  solution  that  includes 

rich  personalization  and  complete  B2B  integration. 

In  fact,  it's  now  the  global  standard  by  which  all 

e-commerce  software  is  measured. 

Which  explains  why  it's  BEA's  market-leading  platform 

that  powers  Nokia,  Chase  Manhattan,  FedEx, 

Amazon.com,  United  Airlines,  Wells  Fargo,  E*TRADE, 

Qwest  and  over  4,000  other  successful 

e-businesses.  Find  out  how  we  can  help  yours. 

Visit  us  at  www.bea.com. 


,#'V 


HIS'5' 


% 


www.bea.com 


©2000  BEA  Systems,  Inc.  BEA  is  a  registered  trademark  of  BEA  Systems,  Inc.  All  other  company  and 
product  names  are  trademarks  of  their  respective  owners. 
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2000 
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2000 
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{MIL 

fROM 
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2000 
SMIL 

CHAHGI 

(ROM 

% 
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2ND 
QUARTER 

2000 

% 

SUM 

1  FRTZ17' 

19 

794.3 

20 

218 

NM 

0.3 

■  GMT  t 

316.4 

0 

605.4 

0 

324 

1 

700 

9 

102 

10.3 

13 

290 

UHRZ 

1289.3 

10 

2424.5 

10 

103.7 

18 

1600 

17 

8.0 

20  1 

10 

■GROUP  HUBG 

344.3 

8 

672.9 

7 

2.3 

-13 

2.0 

-57 

0.7 

0.8 

63 

12 

l«0N  (C.H.)  WORLDWIDE  CHRW 

751.0 

30 

1401.1 

29 

18.9 

35 

34.2 

38 

2.5 

2.4 

23.0 

40 

1  49 

[r  SYSTEM  R 

1332.2 

10 

26408 

11 

29.6 

44 

49.5 

57 

2.2 

1.7 

7  4 

15 

1.45 

TY  INDUSTRIES  TRN  (9) 

533.7 

-23 

1180.1 

20 

20.9 

54 

54.8 

-36 

3.9 

6.5 

13.9 

5 

3.60 

■  TEC  WAB 

249  2 

-15 

508.0 

-14 

80 

-64 

24.4 

-43 

3.2 

7  7 

10.1 

21 

0.46 

TRUCKING  &  SHIPPING 
[UP  COMPOSITE 

13070.5 

12 

25766.2 

13 

877.5 

NM 

1804.7 

NM 

6.7 

NM 

25.3 

22 

2.18 

ANDER  &  BALDWIN  ALEX 

276.4 

5 

496.3 

8 

28.2 

21 

42.4 

9 

10.2 

8.8 

10.2 

16 

1.58 

;D  HOLDINGS  AHI 

295.9 

3 

578.8 

6 

69 

67 

5.9 

NM 

2.3 

1.4 

10.2 

7 

0.92 

RICAN  FREIGHTWAYS  AFWY 

356.9 

23 

682.1 

23 

18.6 

42 

32.0 

61 

5.2 

4.5 

186 

9 

1.84 

JNSAS  BEST  ABFS 

472.0 

13 

915.0 

13 

17.7 

60 

30.9 

66 

3.8 

2.6 

25.4 

5 

2.64 

50LIDATED  FREIGHTWAYS  CFWY 

586.1 

-1 

1179.7 

3 

0.1 

-96 

-2.9 

NM 

0.0 

0.4 

3  7 

NM 

-041 

T  (J.B.)  TRANSPORT  SERVICES  JBHT 

583.5 

17 

1117.1 

15 

11.1 

3 

16.1 

-25 

1.9 

2.2 

6.6 

19 

0.75 

1STAR  SYSTEM  LSTR 

358.6 

4 

685.6 

4 

9.4 

-12 

17.8 

-2 

2.6 

3.1 

43.2 

12 

4 .71 

DWAY  EXPRESS  ROAD 

707.4 

14 

1384.7 

13 

9.9 

29 

20.3 

30 

1.4 

1.2 

17.1 

9 

2.64 

ft  TRANSPORTATION  SWFT 

316.6 

21 

608  1 

22 

16.6 

-5 

27.2 

-8 

5.2 

6.7 

164 

15 

1.00 

ED  PARCEL  SERVICE  UPS 

7284.0 

11 

14504.0 

13 

695.0 

NM 

1508.0 

NM 

9.5 

NM 

30.6 

25 

2.36 

3EIGHTWAYS  USFC 

621.9 

13 

1230.1 

16 

27.5 

5 

49.8 

14 

4.4 

4.8 

19.0 

7 

4.00 

INER  ENTERPRISES  WERN 

307.2 

18 

598.6 

19 

12.9 

-27 

23.2 

-23 

4.2 

6.7 

10.3 

12 

1.12 

LOW  YELL 

904.2 

20 

1786.3 

20 

23  5 

81 

34.0 

92 

2.6 

1  7 

15.8 

6 

2.66 

IKaZMBMBBKM 

USTRY  COMPOSITE 

83886.4 

35 

160974.7 

28 

4375.8 

17 

9987.8 

28 

5.2 

6.0 

12.4 

15 

2.22 

ELECTRIC,  WATER  &  COGENER ATION 
)UP  COMPOSITE                                   71126.1 

34 

135247.8 

28 

3490.9 

3 

8068.9 

17 

4.9 

6.4 

12.5 

14 

47 

2.31 

AES 

15380 

140 

3014.0 

136 

111.0 

56 

292.0 

403 

7.2 

111 

16.8 

1.13 

IANT  ENERGY  LNT 

572.6 

18 

1193.4 

16 

44.0     ■ 

9 

65.0 

-22 

7.7 

8.3 

7.4 

12 

2.26 

:ren  aee 

940.3 

9 

1765.7 

11 

116.8 

30 

181.4 

23 

12.4 

10.4 

13.7 

12 

3.06 

IRICAN  ELECTRIC  POWER  AEP 

3168.0 

7 

6213.0 

6 

-9.0 

NM 

131.0 

-66 

NM 

6.4 

7.6 

15 

2.23 

£RICAN  water  WORKS  AWK 

346.4 

9 

654.2 

10 

45.1 

8 

72.2 

16 

13.0 

13.1 

93 

16 

1.58 

STA  AVA 

1353.4 

-4 

2735.4 

3 

-21.5 

NM 

-11.0 

NM 

NM 

0.6 

-7.0 

NM 

-1.06 

CK  HILLS  BKH 

337.0 

81 

585.0 

65 

8.1 

4 

17.1 

2 

2.4 

4.2 

17.0 

13 

1.75 

.PINE  CPN  t 

363.7 

85 

599.1 

73 

51.7 

176 

69.8 

210 

14.2 

9.5 

14.6 

63 

1.17 

ERGYCIN 

1769.5 

39 

3352.6 

25 

76.4 

26 

216  2 

14 

4.3 

4.7 

158 

10 

2.70 

■IECTIVCIV 

1152.4 

44 

2197.7 

26 

18.4 

-41 

50.9 

-36 

1.6 

3.9 

7.5 

17 

0.92 

4SOLIDATED  EDISON  ED 

2034.2 

38 

4352.8 

34 

72.1 

3 

263.7 

6 

3.5 

4.7 

13.2 

9 

3.31 

SSTELLATION  ENERGY  GROUP  CEG 

868.4 

1 

1860.6 

4 

42.9 

-40 

118.3 

-25 

4.9 

8.3 

95 

17 

1.92 

iL  ENERGY  CPL 

892.3 

17 

1769.4 

16 

108.2 

71 

194.2 

25 

12.1 

83 

12.2 

12 

2.74 

S1INI0N  RESOURCES  D 

2056.0 

56 

4128.0 

58 

-106.0 

NM 

35.0 

NM 

NM 

9.1 

4.9 

16 

2.94 

.DPL 

314.7 

8 

701.4 

4 

15.8 

-58 

65.9 

^10 

5.0 

12.9 

17.6 

22 

1.11 

■:  ENERGY  DTE 

1428.0 

24 

2610.0 

20 

108.0 

-2 

225.0 

0 

7.6 

9.6 

12.4 

9 

3.35 

KE  ENERGY  DUK 

10926.0 

133 

18216.0 

105 

329.0 

14 

722.0 

21 

3.0 

6.1 

10.3 

25 

258 

SON  INTERNATIONAL  EIX 

2749.2 

30 

5472.5 

30 

141.7 

6 

256.9 

-9 

5.2 

6.3 

11.9 

11 

1.75 

TERGYETR 

2137.8 

-8 

3949.3 

0 

245.8 

17 

354.2 

25 

11.5 

9.1 

9.0 

12 

2.63 

:STENERGY  FE 

1702.1 

12 

3310.0 

13 

151.7 

5 

310.9 

3 

8.9 

9.5 

12.7 

10 

258 

L  GROUP  FPL 

1670.0 

3 

3138.0 

4 

208.0 

157 

333.0 

13 

12.5 

5.0 

13  7 

12 

432 

UGPU 

1280.4 

43 

2456.8 

25 

-208.4 

NM 

-74.9 

NM 

NM 

5.6 

4.0 

24 

1.13 

WAIIAN  ELECTRIC  INDUSTRIES  ME 

413.1 

12 

815.0 

13 

19.6 

-  16 

49.1 

10 

4.7 

6.3 

11.3 

10 

302 

NNESOTA  POWER  MPL 

327.0 

17 

649.6 

21 

64.2 

NM 

94.6 

315 

19.6 

0.7 

15.6 

11 

2.00 

1NTANA  POWER  MTP 

333.8 

8 

698.6 

1  1 

36.4 

44 

67.7 

15 

10.9 

8.2 

15.2 

22 

1.44 

:W  CENTURY  ENERGIES  NCE 

876.9 

9 

1815.5 

6 

94.6 

92 

199.9 

33 

10.8 

6.1 

14.2 

10 

3.42 

AGARA  MOHAWK  HOLDINGS  NMK 

1055.8 

15 

22453 

10 

188 

NM 

4  3 

NM 

NM 

NM 

-1.4 

NM 

-0.23 

SOURCE  Nl 

923.0 

37 

1990.5 

27 

23.4 

2 

103.0 

4 

2  5 

3.4 

11.8 

15 

1.31 

)RTHEAST  UTILITIES  NU 

1415.0 

36 

2797.3 

34 

16.1 

161 

95.5 

212 

1.1 

0.6 

4  3 

29 

0.75 

1RTHERN  STATES  POWER  NSP 

679.1 

8 

1472.1 

7 

62.2 

441 

110.2 

73 

92 

1.8 

10.5 

13 

STAR  NST 

641.6 

69 

1306.9 

74 

329 

9 

70.0 

25 

5.1 

9.6 

10.2 

15 

2.80 

JE  ENERGY  OGE 

726.9 

61 

1308  5 

58 

317 

16 

32.5 

3i 

4.4 

8.4 

13  6 

11 

:CO  ENERGY  n 

1373.0 

1£ 

27160 

11 

125.0 

30 

290.0 

15 

9.1 

8.0 

340 

12 

3.63 

HPCQ 

5638.0 

20 

10646.0 

9 

248.0 

27 

528.0 

45 

4.4 

4.2 

2.7 

0.59 

NNACLE  WEST  CAPITAL  PNW 

756.5 

39 

1244.7 

27 

89.9 

31 

1440 

45 

11.9 

12.6 

14.1 

3  70 

»l  I' PI 

1297.0 

29 

2710.0 

31 

99.0 

41 

24  7.0 

26 

76 

70 

29.8 

8 

JBLIC  SERVICE  CO.  OF  NEW  MEXICO  PNM 

26 

650.3 

22 

18.0 

1 

399 

3 

5.5 

7.0 

88 

JBLIC  SERVICE  ENTERPRISE  GROUP  PEG      1521.0 

6 

3445.0 

7 

1420 

22 

412.0 

12 

9.3 

12.6 

18.3 

UGET  SOUND  ENERGY  PSD 

5388 

24 

1186.0 

1/ 

274 

12 

105.6 

5 

5  1 

7.1 

127 

11 
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COMPANY  SYMBOL 


SALES 


PROFITS 


2ND 

QUARTER 
2000 
SMIL 

CHANGE 
FROM 
1999    • 
% 

6 

MONTHS 

2000 

$  MIL. 

CHANGE 
FROM 
1999 

% 

2ND 

QUARTER 

2000 

SMIL. 

CHANGE 

FROM 

1999 

% 

6 

MONTHS 

2000 

SMIL. 

CHANGE 

FROM 

1999 

% 

MARGINS 

2N0            2ND 

QUARTER     QUARTER 

2000          1999 

%              % 

RETURN  ON 
COMMON 
EQUITY 

12  MONTHS 
ENDING 
6-30 

PRICE-       J 
EARNINGS    CI 
RATIO 
7-27 

RELIANT  ENERGY  REI 

5770.5 

58 

10004  6 

59 

216.5 

190 

549  6 

NM 

3.8 

2.0 

40  3 

6 

RGS  ENERGY  GROUP  RGS 

310.7 

13 

696.5 

16 

18.3 

23 

57.6 

11 

5.9 

5.4 

12.3 

9 

SCANA  SCG 

662.0 

52 

1484.0 

61 

30.0 

15 

107.0 

65 

4.5 

6.0 

10.5 

11 

SOUTHERN  SO 

3195.0 

14 

5768.0 

10 

347.0 

11 

584.0 

9 

10.9 

11.3 

15.0 

12 

TECO  ENERGY  TE 

5595 

14 

1084.0 

16 

57.5 

9 

111.0 

8 

10.3 

10.7 

14.9 

14 

UNICOM  UCM 

1808.0 

7 

3465.0 

7 

148.0 

21 

344.0 

46 

8.2 

7.2 

18.4 

12 

WPS  RESOURCES  WPS 

374.7 

69 

773.5 

40 

12.1 

12 

42  1 

23 

3.2 

4.9 

12.4 

12 

(B)  GAS,  OIL  &  TRANSMISSION 

GROUP  COMPOSITE 

12760.2 

39 

25726.9 

28 

884.9 

172 

1918.8 

105 

6.9 

3.5 

11.6 

22        : 

COLUMBIA  ENERGY  GROUP  CG 

462.8 

-2 

1449.0 

-14 

82.9 

135 

226.3 

15 

17.9 

7.5 

17.8 

14 

EL  PASO  ENERGY  EPG 

4227.0 

63 

7333.0 

50 

140.0 

218 

311.0 

NM 

3.3 

1.7 

5.0 

77           1 

EQUITABLE  RESOURCES  EQT 

338.4 

78 

717.5 

18 

16.2 

124 

55.3 

50 

4.8 

3.8 

12.9 

21         ; 

KEYSPAN  KSE 

947.6 

74 

2264.2 

50 

53.4 

132 

225.6 

36 

5.6 

4.2 

10.1 

15         ; 

KINDER  MORGAN  KMI 

549.8 

27 

1030.4 

20 

24.8 

101 

70.9 

95 

4.5 

2.9 

11.0 

17         ,  } 

MDU  RESOURCES  GROUP  MDU 

363.0 

25 

735.0 

34 

21.1 

19 

34.5 

13 

5.8 

6.1 

13.0 

15 

NEW  JERSEY  RESOURCES  NJR  l3> 

247.9 

55 

616.9 

27 

3.1 

2 

35.0 

5 

1.3 

1.9 

14.3 

15        ; 

NICOR  GAS 

348.4 

28 

1007.7 

19 

30.6 

15 

69.4 

6 

8.8 

9.8 

16.0 

13        ; 

PEOPLES  ENERGY  PGL  l3) 

261.2 

19 

786.5 

10 

10.9 

55 

68.3 

-7 

4.2 

3.2 

11.5 

12        ; 

PIEDMONT  NATURAL  GAS  PNY  ,2» 

283.0 

18 

551.6 

11 

37.4 

8 

81.5 

8 

13.2 

14.5 

11.5 

14        ; 

SEMPRA  ENERGY  SRE 

1536.0 

1 

3002.0 

11 

117.0 

38 

233.0 

25 

7.6 

5.6 

18.2 

9            1 

UGI  UGI  <3) 

335.9 

30 

946.3 

25 

-4.3 

NM 

34.9 

-30 

NM 

4.6 

15.4 

14            ] 

WILLIAMS  WMB 

2859  1 

43 

5286.8 

34 

351.8 

NM 

473.1 

518 

12.3 

0.9 

9.8 

33            1 

ALPHABETICAL  LIST  OF  COMPANIES 

The  number  following  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 


A&P 10c 

Abbott  Laboratories  12b 
ABM  Industries  21  e 
ACNielsen  21e 
ADC  Telecomm.  22a 
Adobe  Systems  18c 
Advanced  Micro  9d 
ADV021d 
AES  24a 
AFLAC  17b 

Agilent  Technologies  9c 
Agribrands  International  10b 
Air  Products  &  Chemicals  4 
Airborne  Freight  23c 
AK  Steel  Holding  16b 
Alaska  Air  Group  23a 
Alberto-Culver  8 
Albertson's  10c 
Alcoa  16a 

Alexander  &  Baldwin  23d 
Allegheny  Tech.  5 
Allergan  12b 
Alliant  Energy  24a 
Allied  Holdings  23d 
Allstate  17b 
Alltel  22b 
Altera  9d 
Alza  12b 
Ama20n.com  8 
AMC  Entertainment  14b 
Amerada  Hess  11a 
Ameren  24a 
America  Online  18c 
America  West  Holdings  23a 
American  Axle  &  Mfg.  2b 
American  Electric  24a 
American  Express  17a 
American  Freightways  23d 
American  General  17b 
American  Greetings  14d 
American  Home  12b 
American  Intl.  Group  17b 
American  Management 
Systems  18c 
American  National  17b 
American  Power  9a 
American  Standard  13a 
American  Waterworks  24a 
AmeriSource  Health  12a 
Ames  Dept.  Stores  8 


Ametek  9a 

Amgen  12b 

Amphenol  9d 

AMR  23a 

Amtran  23a 

Anadarko  Petroleum  11a 

Analog  Devices  9d 

Andrew  9b 

Anheuser-Busch  6c 

Anixter  International  5 

AnnTaylor  Stores  8 

Antec  9b 

Apache  11a 

Apartment  Investment  13b 

Apple  Computer  18b 

Applied  Materials  15c 

Apria  Healthcare  Group  12c 

Arch  Coal  11a 

Archer  Daniels  10b 

Arkansas  Best  23d 

Armstrong  Holdings  6b 

Arrow  Electronics  21b 

ArvmMentor2b 

Ashland  11a 

Associated  Banc -Corp  3a 

Associates  First  Capital  17a 

Astoria  Financial  17c 

AT&T  22a 

AT&T  Wireless  22a 

Atmel  9d 

Audiovox  21b 

Autoliv  2b 

AutoNation  21  e 

AutoZone  8 

Avery  Dennison  15a 

Avis  Group  23c 

Avista  24a 

Avon  Products  6d 

AVX9d 


Ball  7a 
BancWest  3d 
Bandag2c 
Bank  of  America  3c 
Bank  of  New  York  3a 
Bank  One  3b 
Bank  United  17c 
Banknorth  Group  3a 
Banta  21d 


Bard  (C.R.)  12d 

Barnes  &  Noble  8 

Bausch&Lomb12d 

Baxter  International  12d 

BB&T  3c 

Bear  Stearns  17a 

Beazer  Homes  USA  13b 

Becton,  Dickinson  12d 

Bed  Bath  &  Beyond  6b 

Belden  16c 

Bell  Microproducts  21b 

BellSouth  22b 

Bemis7b 

Benchmark  Electronics  9d 

Bergen  Brunswig  12a 

Best  Buy  6b 

Bestfoods  10b 

Bethlehem  Steel  16b 

Bindley  Western  Inds.  12a 

Biomet  12d 

BJ  Services  lib 

BJ's  Wholesale  Club  8 

Black  &  Decker  15b 

Black  Hills  24a 

Block  (H&R)  17a 

Blyth  15a 

BMC  Software  18c 

Boeing  1 

Boise  Cascade  19b 

Borders  Group  8 

BorgWarner  2b 

Boston  Scientific! 2d 

Boyd  Gaming  14b 

Bradlees  8 

Bristol-Myers  Squibb  12b 

Broadwing  22b 

Brown  Shoe  6a 

Brown-Forman  6c 

Brunswick  14d 

Building  Materials  8 

Burlington  Industries  15d 

Burlington  Northern  Santa  Fe  23b 

Burlington  Resources  11a 


Cabletron  Systems  18c 
Cabot  4 

Cadence  Design  Systems  18c 
Callaway  Golf  14d 


Calpine24a 

Cameron  Ashley  21b 

Campbell  Soup  10b 

Canandaigua  Brands  6c 

Capital  One  Financial  17a 

Caraustar  Industries  7b 

Cardinal  Health  12a 

Carlisle  15a 

CarMax  Group  21e 

Carnival  14d 

Casey's  General  Stores  21  e 

Caterpillar  15c 

CBRL  Group  14a 

CDI21e 

CDW  Computer  Centers  8 

CellStar21b 

Cendant  21 e 

Centex  13b 

Centura  Banks  3c 

CenturyTel  22a 

Cendian  18c 

Champion  Enterprises  13b 

Charming Shoppes 8 

Charter  One  Financial  17c 

Chase  Manhattan  3a 

Chesapeake  7b 

Chevron  11a 

Chiquita  Brands  Intl  10b 

Cincinnati  Financial  17b 

CINergy  24a 

Cintas21e 

Circuit  City  Group  6b 

Cisco  Systems  18c 

CIT  Group  17a 

Citigroup  17a 

CKE  Restaurants  14a 

Clear  Channel  Communs.  20a 

CNF  23c 

Coastal  11a 

Coca-Cola  6c 

Coca-Cola  Bottling  6c 

Coca-Cola  Enterprises  6c 

Cole  National  8 

Colgate-Palmolive  6d 

Colonial  BancGroup  3a 

Columbia  Energy  Group  24b 

Comdisco  18c 

Comenca  3b 


Commerce  Bancshares  3b 
Commercial  Metals  16b 
Commonwealth  Inds.  16c 
Compaq  Computer  18b 
CompuCom  Systems  18a 
Computer  Associates  18c 
Compuware  18c 
Comverse  Tech.  22a 
ConAgra  10b 
Concord  EFS  17a 
Conectiv  24a 
Conexant  Systems  9d 
Conoco  11a 
Conseco  17b 
Consol  Energy  11a 
Consolidated  Edison  24a 
Cons.  Freightways  23d 
Consolidated  Papers  19b 
Consolidated  Stores  8 
Constellation  Energy  24a 
Continental  Airlines  23a 
Convergys  2le 
Cooper  Industries  9a 
Cooper  Tire  &  Rubber  2c 
Coors  (Adolph)  6c 
Corn  Products  Intl.  10b 
Corning  15a 
Costco  Wholesale  8 
Countrywide  Credit  17a 
CP&L  Energy  24a 
Crane  21b 

Crestline  Capital  21e 
Crown  Cork  &  Seal  7a 
CSKAuto8 
CSX  23b 

Cummins  Engine  15c 
Cypress  Semiconductor  9d 
Cytec  Industries  4 

El 

DainRauscher  17a 

Dana  2b 

Danaher9c 

Darden  Restaurants  14a 

Dean  Foods  10b 

Deere  15c 

Delco  Remy  International  15a 

Delhaize  America  10c 

Dell  Computer  18b 

Delphi  Automotive  2b 

Delta  Air  Lines  23a 

Deluxe  18a 


Dexter  1  Sd 

Dial  6d 

Diebold  18a 

Dillard's  8 

Dime  Bancorp  17c 

Dole  Food  10b 

Dollar  General  8 

Dollar  Thrifty  Automotive  23c 

Dollar  Tree  Stores  8 

Dominion  Resources  24a 

Donaldson  15c 

Donaldson,  Lufkin  &  Jenrette  1 7a 

Donnelley  (R.R.)  21d 

Dover  15c 

Dow  Chemical  4 

Dow  Jones  20b 

DPL  24a 

Dreyer's  Grand  Ice  Cream  10b 

DST  Systems  18c 

DTE  Energy  24a 

Duke  Energy  24a 

Oun&Bradstreet17a 

DuPont4 

Dura  Automotive  Systems  2b 

Dynegy  21b 

El 

E*Trade  Group  17a 
Earthgrains  10b 

Eastman  Chemical  4 

Eastman  Kodak  14d 

Eaton  2b 

Ecolab  6d 

Edison  International  24a 

Edwards  (A.G.)  17a 

El  Paso  Energy  24b 

Electronic  Data  Systems  18c 

EMC  18b 

Emcor  Group  21a 

Energizer  Holdings  15a 

Engelhard  16c 

Enron  21b 

Entergy  24a 

EOG  Resources  11a 

Equifax  17a 

Equitable  Resources  24b 

Everest  Re  Group  17b 

Express  Scripts  12c 

Exxon  Mobil  11a 


a 

Fairchild  Semiconductor  9i 

Family  Dollar  Stores  8 

Fannie  Mae  17a 

Federal  Signal  15a 

Federal-Mogul  2b 

Federated  Dept.  Stores  8 

FedEx  23c 

Ferro  4 

Fidelity  National  Finl.  17a 

Fifth  Third  Bancorp  3b 

Finova  Group  17a 

First  American  17a 

First  Data  18c 

First  Tennessee  Natl.  3c 

First  Union  3c 

Firstar  3b 

FirstEnergy  24a 

Flserv  18c 

FleetBoston  Financial  3a 

Fleetwood  Ents.  13b 

Fleming  10a 

Flowserve15a 

Fluor  21a 

FMC15C 

Footstar  8 

Ford  Motor  2a 

Forest  Laboratories  12b 

Fort  James  19b 

Fortune  Brands  15a 

Foster  Wheeler  21  a 

FPL  Group  24a 

Franklin  Resources  17a 

Freddie  Mad  7a 

Freeport-McMoRan  C&G  16c 

Fritz  23c 

Fuller  (H.B.)  4 

Furniture  Brands  6b 

o 

Galey&Lord15d 
Galileo  Intl.  18c 
Gannett  20b 
Gap  8 

Gateway  18b 
GATX  23c 

Gaylord  Container  7b 
GenCorp  2b 
Genentech  12b 
General  Cable  16c 
General  Dynamics  1 


-*i3,', 
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Don't  move.  We'll  come  to  you 


2000 
sable 


The  new  2000  Mercury  Sable  has  foot  pedals*  that 
move  forward  or  backward  at  the  push  of  a  button. 
So  they're  never  too  close  or  too  far  away.  Plus  a 
Personal  Safety  System  that  includes  dual-stage  front 
airbags'  and  energy-absorbing  safety  belts.  How  else 
does  the  new  Sable  accommodate  you?  Click  or  call. 
www.mercuryvehicles.com    ■    888.566.8888 


jtional. 

ways  wear  your  safety  belt  and  secure  children  in  the  rear  seat. 


Mercury  Live  life  in  your  own  lane 
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The  number  following  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 


General  Electric  5 
General  Mills  10b 
General  Motors  2a 
Genlyte  Group  9a 
Genuine  Parts  21b 
Geon4 

Georgia-Pacific  Group  19a 
Getty  Petroleum  21b 
Giant  Industries  11a 
Gillette  6d 

Golden  State  Bancorp  17c 
Golden  West  17c 
Goldman  Sachs  Group  17a 
Goodrich  (B.F.)  1 
Goodyear  Tire  &  Rubber  2c 
Goody's  Family  Clothing  8 
GPU  24a 
Grace(W.R.)4 
Grainger  (WW)  21b 
Great  A&P  10c 
Great  Lakes  Chemical  4 
GreenPomt  Financial  17c 
Guidant  12d 

a  wmm 

Hadco  9d 
Halliburton  lib 
Handleman21e 
Hanna(M.A.)15a 
Harcourt  General  20b 
Harley-Davidson  14d 
Harnischfeger  15c 
Harrah's  Entertainment  14b 
Harris  9b 
Harsco  15a 

Hartford  Financial  Services  1 7b 
Hasbro  14d 
Hawaiian  Electric  24a 
Hayes  Lemmerz  Intl.  2b 
HCA-The  Healthcare  Co.  12c 
Health  Management  Assccs.  12c 
Healthsouth  12c 
Heilig-Meyers  6b 
Heinz  (HJ.)  10b 
Heller  Financial  17a 
Hershey  Foods  10b 
Hertz  23c 

Hewlett-Packard  18b 
Hexcel  15a 
Hibernia  3c 
Hillenbrand  15a 
Holly  11a 
Home  Depot  8 
HomeBase  8 
HON  Industries  18a 
Honeywell  Intl.  5 
Hormel  Foods  10b 
Horton  (D.R.)  13b 
Houghton  Mifflin  20b 
Household  Intl.  17a 
Hub  Group  23c 
Hubbell  9a 

Hughes  Electronics  9b 
Hughes  Supply  21b 
Hunt  (J.B.)  23d 
Huntington  Bancshares  3b 


IBM  18b 
IBP  10b 
IDT  22a 

IKON  Office  Solutions  5 
Illinois  Tool  Works  15c 
I  matron  18c 
Ingersoll-Rand  15c 
Ingles  Markets  10c 
Insight  Enterprises  8 
Intel  9d 
Interface  15d 
Intermet  16c 
International  Flavors  4 
International  Game  Tech.  15a 
Intl.  Home  Foods  10b 
Intl.  Multifoods  10a 


International  Paper  19b 
Interpublic  Group  21  d 
Interstate  Bakeries  10b 
Intimate  Brands  8 
Intuit  18c 
Iomega  18b 
IT  Group  21c 
ITT  Industries  15c 


Jabil  Circuit  9d 
Jacobs  Engineering  21a 
JDS  Uniphase  9d 
JLG  Industries  15c 
Jo-Ann  Stores  8 
Johns  Manville  13a 
Johnson  &  Johnson  12d 
Johnson  Controls  15a 
Jones  Apparel  Group  6a 

ci  mmm 

Kaman21b 

Kaufman  &  Broad  Home  13b 

Kellogg  10b 

Kellwood  6a 

Kelly  Services  21  e 

KEMET  9d 

Kennametal  15b 

Kent  Electronics  21b 

Kerr-McGeella 

KeyCorp  3b 

KeySpan  24b 

Kimberly-Clark  19b 

Kinder  Morgan  24b 

KLA-Tencor  9c 

Kmart  8 

Knight  Trading  Group  17a 

Kmght-Ridder20b 

Kohl's  8 

Kroger  10c 

Kulicke  &  Soffa  Inds  15c 


L-3  Communications  9b 

La-Z-Boy  6b 

Laboratory  Corp.  of  America  1 2c 

Lafarge  13a 

Lam  Research  15c 

Lands'  End  8 

Landstar  System  23d 

Lear  2b 

Legg  Mason  17a 

Leggett  &  Piatt  6b 

Lehman  Brothers  Holdings 

17a 

Lennar 13b 

Lennox  International  13a 

Lexmark  International  18b 

Liberty  Financial  17b 

Lilly  (Eli)  12b 

Limited  8 

Lincoln  Electric  15b 

Lincoln  National  17b 

Linens 'N  Things  6b 

Lithia  Motors  21  e 

Litton  Industries  9b 

Liz  Claiborne  6a 

Lockheed  Martin  1 

Longs  Drug  Stores  12a 

Louisiana-Pacific  19a 

Lowe's  8 

LSI  Logic  9d 

LTV  16b 

Lubrizol  4 

Lucent  Technologies  22a 

Lyondell  4 

a 

M&T  Bank  3a 
M  DC.  Holdings  13b 
Mail-Well  7b 
Mandalay  Resort  14b 
Manpower  21  e 
Manufacturers  Services  9d 
Marchfirst  21e 


Mark  IV  Industries  2b 

Marriott  Intl.  14c 

Marsh  &  McLennan  17a 

Marshall  &llsley  3b 

Martin  Marietta  Materials  13a 

MasTec21a 

Mattel  14d 

Maxtor  18b 

Maxxam  16a 

May  Department  Stores  8 

Maytag  6b 

MBNA  3a 

McClatchy  20b 

McCormicklOb 

McDonald's  14a 

McGraw-Hill  20b 

McKesson  HBOC  12a 

MDU  Resources  Group  24b 

Mead  19b 

Medtronic  12d 

Mellon  Financial  3a 

Men'sWearhouseS 

Merck  12b 

Merrill  Lynch  17a 

Metris  17a 

MGIC  Investment  17b 

MGM  Mirage  14b 

Michael  Foods  10b 

Michaels  Stores  8 

MicroAge  18a 

Micron  Electronics  18b 

Micron  Technology  9d 

Microsoft  18c 

Milacron  15c 

Millennium  Chemicals  4 

Miller  (Herman)  18a 

Minnesota  Mining  15a 

Minnesota  Power  24a 

Mitchell  Energy  11a 

Modine  Mfg.  2b 

Mohawk  Industries  15d 

Molex  9d 

Montana  Power  24a 

Morgan  (J.P)  3a 

Morgan  Stanley  Dean  Witter  1 7a 

Morrison  Knudsen  21a 

Motorola  9b 

Mueller  Industries  16c 

Murphy  Oil  11a 

Musicland  Stores  14d 

a 

Nabisco  Group  10b 
Nabisco  Holdings  10b 
Nabors  Industries  11b 
Nacco  Industries  15b 
Nash  Finch  10a 
National  City  3b 
National  Semicond.9d 
National  Service  9a 
National  Steel  16b 
Navistar  International  2a 
NCR  18a 

Neiman  Marcus  Group  8 
New  Century  Energies  24a 
New  Jersey  Resources  24b 
New  York  Times  20b 
Newell  Rubbermaid  15a 
Newmont  Mining  16c 
Newport  News  Shipbuilding  1 
Nextel  Communications  22a 
Niagara  Mohawk  24a 
Nicor  24b 
Nike  6a 
NiSource  24a 
NL  Industries  4 
Noble  Affiliates  lib 
Nordstrom  8 
Norfolk  Southern  23b 
North  Fork  Bancorp.  3a 
Northeast  Utilities  24a 
Northern  States  24a 
Northern  Trust  3b 
Northrop  Grumman  1 
Northwest  Airlines  23a 


Novell  18c 

Novellus  Systems  15c 
NSTAR  24a 
Nucor  16b 
NVR  13b 
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Occidental  Pet.  11a 
Office  Depot  8 
OfficeMax  8 
OGE  Energy  24a 
Old  Kent  Financial  3b 
Old  Republic  Intl.  17b 
Olin  16c 
OM  Group  4 
Omnicare12a 
Omnicom  Group  21d 
Oracle  18c 
Oshkosh  Truck  2a 
Outback  Steakhouse  14a 
Owens  &  Minor  1 2d 
Owens  Corning  13a 
Owens-Illinois  7a 
Oxford  Health  Plans  12c 


Paccar  2a 

Pacific  Century  Fin.  3d 

Pactiv  7b 

PaineWebber  Group  17a 

Pall  5 

Palm  18b 

PanAmSat  22a 

Park  Place  Entertainment  14b 

Patterson  Dental  21b 

Paychex21e 

Payless  Cashways  8 

Payless  ShoeSource  8 

PC  Connection  8 

PE  Biosystems  9c 

PECO  Energy  24a 

Penn  Traffic  10c 

Penney  (J.C.)  8 

Pentair  15c 

People's  Bank  17c 

Peoples  Energy  24b 

PeopleSoft18c 

Pep  Boys  8 

Pepsi  Bottling  Group  6c 

PepsiCo  6c 

PerkinElmer9c 

Petco  Animal  Supplies  8 

Petsmart  8 

Pfizer  12b 

PG&E  24a 

Pharmacia  12b 

Phelps  Dodge  16c 

Philip  Morris  6e 

Phillips  Petroleum  11a 

Phillips-Van  Heusen  6a 

Piedmont  Natural  Gas  24b 

Pier  1  Imports  6b 

Pilgrim's  Pride  10b 

Pinnacle  West  24a 

Pioneer-Standard  21b 

Pitney  Bowes  18a 

Pittston  21e 

PNC  Financial  Svcs.  3a 

Polaris  Industries  14d 

Polaroid  14d 

Popular  3c 

Potlatch  7b 

PPG  Industries  13a 

PPL  24a 

Praxair  4 

Precision  Castparts  1 

Price  (T.  Rowe)1 7a 

Priceline.com  18c 

Primedia  20b 

Progressive  1 7b 

ProVantage  Health  Svcs.  12a 

Provident  Financial  3b 

Providian  Financial  3d 

PS  Co.  of  New  Mexico  24a 

Public  Service  Ent.  24a 


Puget  Sound  Energy  24a 
Pulte13b 
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Quaker  Oats  10b 
Qualcomm  9b 

Quantum  DLT&  Storage  Sys.  18b 
Quantum  Hard  Disk  Drive  18b 
Quest  Diagnostics  12c 
Quintiles  Transnational  21  e 
Qwest  Communications  22a 

EH 

RJ.  Reynolds  Tobacco  6e 

RadioShack6b 

Ralston  Purina  10b 

Raymond  James  Finl.  17a 

Rayomer  19a 

Raytheon  1 

Reebok  International  6a 

Regions  Financial  3c 

Reliance  Steel  &  Alum.  21b 

Reliant  Energy  24a 

Rent-A-Center21e 

Republic  Services  21c 

RGS  Energy  Group  24a 

Rite  Aid  12a 

Roadway  Express  23d 

Robert  Half  International  21e 

Robinson  (C.H.)  23c 

Rock-Tenn  7b 

Rockwell  International  9a 

Rohm  &  Haas  4 

Ross  Stores  8 

Rouge  Industries  16b 

RPM13a 

RuddicklOc 

Rush  Enterprises  21e 

Russell  6a 

Ryder  System  23c 

RyersonTull  16b 

Ryland  Group  13b 


Sabre  Holdings  18c 
Safeco  17b 
Safeway  10c 
Saks  8 
Sanmina  9d 

SBC  Communications  22b 
Scana  24a 
SCG  Holding  9d 
Schering-Plough  12b 
Schlumberger  1  lb 
Scholastic  20b 
Schulman(A.)4 
Schwab  (Charles)  17a 
Scientific-Atlanta  22a 
SCP  Pool  21b 
Scripps  (E.W.)  20b 
Seagate  Technology  18b 
Sealed  Air  7b 
Sears,  Roebuck  8 
Sempra  Energy  24b 
ServiceMaster  21  e 
7-Eleven  10c 
Shaw  Industries  15d 
Sherwin-Williams  13a 
ShopKo  Stores  8 
Siebel  Systems  18c 
Sigma-Aldrich  12b 
Silgan  Holdings  7a 
Silicon  Graphics  18b 
SLM  Holding  17a 
Smarts  Final  10c 
Smith  (A.O.)  9a 
Smith  International  lib 
Smithfield  Foods  10b 
Smurfit-Stone  Container  7b 
Snap-on  15b 
Sodexho  Marriott  14a 
Software  Spectrum  18c 
Solectron  9d 
Sonic  Automotive  21  e 
Sonoco  Pioducts  7b 


Southdown  13a 

Southern  24a 

SouthTrust  3c 

Southwest  Airlines  23a 

Sovereign  Bancorp  17c 

Spartech  15a 

Spiegel  8 

Sports  Authority  8 

Springs  Industries  15d 

Sprint  FON  Group  22a 

Sprint  PCS  Group  22a 

SPX9a 

St.  Jude  Medical  12d 

St  Paul  17b 

StanCorp  Financial  Group  17b 

Standard  Pacific  13b 

Standard  Register  18a 

Stanley  Works  15b 

Staples  8 

Starbucks  10b 

Starwood  Hotels  &  Resorts  14c 

State  Street  3a 

Steelcase  1 8a 

Stein  Mart  8 

Stewart  &  Stevenson  15c 

Stilwell  Financial  17a 

Stryker  12(1 

Student  Loan  17a 

Summit  Bancorp.  3a 

Sun  Microsystems  18b 

SunGard  Data  Systems  18c 

Sunoco  11a 

SunTrust  Banks  3c 

Superior  TeleCom  16c 

Supervalu  10a 

Swift  Transportation  23d 

Sybron  International  12d 

Symbol  Technologies  18b 

Synovus  Financial  3c 

El 

Talbots  8 

Target  8 

TCF  Financial  3b 

TDWaterhouse  Group  17a 

Tech  Data  18a 

Teco  Energy  24a 

Tecumseh  Products  13a 

Tektronix  9c 

Telef  lex  1 5a 

Telephone  &  Data  Sys.  22a 

Tellabs  22a 

Temple-Inland  7b 

Tenet  Healthcare  12c 

Teradyne  9c 

Texaco  11a 

Texas  Industries  16b 

Texas  Instruments  9d 

Textron  5 

3Com  18c 

3M15a 

Tiffany  8 

Time  Warner  20b 

Timken  15c 

TJX  8 

Toll  Brothers  13b 

Toro  15c 

Tosco  11a 

Tower  Automotive  15a 

Toys  'R'  Us  8 

Trans  World  Airlines  23a 

Trans  World  Entertainment  14d 

Transatlantic  Holdings  17b 

Transocean  Sedco  Forex  lib 

Tribune  20b 

Tricon  Global  Restaurants  14a 

Trinity  Industries  23c 

True  North  Communs.  21d 

TRW  5 

Tupperware  15a 

Tyco  Intl.  15c 
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US  West  22b 
U.S.  Bancorp  3b 
U.S.  Cellular  22a 


U.S.  Office  Products  8 

UAL  23a 

UGI  24b 

Ultramar  Diamond  Shamr 

Unicom  24a 

Unifi  15d 

Union  Pacific  23b 

Union  Planters  3c 

UnionBanCal  3d 

Unisys  18b 

United  Asset  Mgmt.  17a 

United  Auto  Group  21  e 

United  Parcel  Service  23 

United  Rentals  21e 

United  Stationers  21b 

United  Technologies  1 

Universal  Forest  Product 

Universal  Health  12c  i 

Unocal  11a 

Unova  15c 

URS21a 

US  Airways  Group  23a 

USA  Networks  20a 

USFreightways  23d 

USG  13a 

UST6e 

USX-Marathonlla 

USX-U.S.  Steel  16b 

£1 

Vail  Resorts  14b 

Valero  Energy  11a 

Valhi  5 

Valspar  13a 

Value  City  8 

Vastar  Resources  11a 

Venator  Group  8 

Veritas  Software  18c 

VF6a 

Viad5 

Viasystems  Group  9d 

Vishay  Intertechnology  9d 

Visteon  2bt 

Volt  Info.  Sciences  21e 

Vulcan  Materials  13a 


Wabash  National  2b 
Wabtec23c 
Wachovia  3c 
Walgreen  12a 
Wallace  Computer  18a 
Wal-Mart  Stores  8 
Washington  Mutual  17c 
Washington  Post  20b 
Watsco13a 
Weatherford  Intl.  lib 
Webb  (Del)  13b 
Weirton  Steel  16b 
Weis  Markets  10c 
Wellman4 
WellPoint  Health  12c 
Wells  Fargo  3b 
Werner  Enterprises  23d 
Westvaco  7b 
Weyerhaeuser  19b 
Whirlpool  6b 
Wickes  8 

Willamette  Industries  19b 
Williams  24b 

Williams  Communications  22a 
Williams-Sonoma  6b 
WorldCom  22a 
Worthingfon  Inds.  16b 
WPS  Resources  24a 
Wrigley(Wm.)Jr.  10b 

Esxmmm 

Xerox  18b 

Xilinx  9d 

Yahoo  18c 

Yellow  23d 

York  Intl.  13a 

Young  &  Rubicam  21d 

ZaleS 

Zions  Bancorporation  3d 
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Deutsche  Banc  Alex.  Brown 


By  promoting  the  success  of  our  clients, 
we've  leapt  ahead  of  our  competitors 


Euromoney  Awards 


for  Excellence 
3.  OOO 


'Deutsche  Bank  is  the  kind  of 

financial  counterparty  its 

corporate  and  institutional 

clients  really  want:  adept  at 

capital  markets  and 

investment  banking" 

Euromoney 


A 


Best  bank: 

Deutsche  Bank 

Best  foreign  exchange  bank: 

Germany 

Latin  America 

Deutsche  Bank 

Best  bank: 

Argentina 

Deutsche  Bank 

Best  foreign  bond  house: 
Deutsche  Bank 

Best  government  bond 

Best  domestic  bond  house: 

trading  house: 

Deutsche  Bank 

Deutsche  Bank 

Best  domestic  equities  firm: 

Chile 

Deutsche  Bank 

Best  foreign  equity  house: 

Best  Eurobond  trading  house: 

Best  domestic  M&A  advisor: 

Deutsche  Bank 

Deutsche  Bank 

Deutsche  Bank 

Mexico 

Portugal 

Best  foreign  equity  house: 

Eurozone 

Best  foreign  bond  house: 

Deutsche  Bank 

Best  domestic  bank: 

Deutsche  Bank 

Deutsche  Bank 

South  Africa 

Best  bond  firm: 

Non-Eurozone  Europe 

Best  foreign  securities  house: 

Deutsche  Bank 

Switzerland 

Deutsche  Bank 

Best  equities  firm: 

Best  foreign  bank: 

Deutsche  Bank 

Deutsche  Bank 

Asia 

Austria 

Best  foreign  bank: 
Deutsche  Bank 

Best  foreign  bond  house: 
Deutsche  Bank 

Malaysia 

Best  foreign  equity  house: 

Best  foreign  bond  house: 

Deutsche  Bank 

Deutsche  Bank 

Best  foreign  equities  firm: 
Deutsche  Bank 

UK 

Korea 

Best  foreign  bank: 

Best  foreign  bank: 

France 

Deutsche  Bank 

Deutsche  Bank 

Best  foreign  bank: 

Best  foreign  securities  house: 

Deutsche  Bank 

Best  foreign  bond  house: 

USA 

Deutsche  Bank 

Deutsche  Bank 

Best  foreign  equities  house: 

Italy 

Deutsche  Banc  Alex.  Brown 

New  Zealand 

Best  foreign  bank: 

Best  foreign  M&A  house: 

Best  foreign  bond  house: 

Deutsche  Bank 

Deutsche  Banc  Alex.  Brown 

Deutsche  Bank 

Investment  banking  performance  is 


We've  always  believed  that  if  we  put  our 
customers  first,  we  would  come  out  on  top 
in  global  investment  banking. 

It's  another  reason  why  Deutsche  Bank  is 
leading  to  results. 


leading  to  results™' 
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Deutsche  Bank 
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INFINEON    CYCLES 


mBS  improves 
s  afety. 


Airbags 
ion  impact. 


ESP  systems 
Handling. 


Navigation 
road  map. 


ver  automation, 
rjternet  on  wheels, 
neon  chips. 


The  modern  automobile  is 
well  on  track  to  becoming  a  mobile 
supercomputer.  Guided  by  advanc- 
ed semiconductors  that  control 
everything  from  fuel  injection  to 
downloading  the  latest  movies 
from  the  wireless  Internet.  And  as 
this  technology  gets  more  complex 
and  sophisticated,  the  more  user- 
friendly,  safe,  and  entertaining  our 
cars  will  become. 

We're  a  leading  provider  of 
microelectronic  systems  that  are 
turning  the  family  automobile  into 
a  high-tech  multimedia  playground. 
If  ourtechnologies  aren't  already  in 
your  car  today,  they  probably  will 
be  tomorrow.  So  come  talk  to  us  — 
before  your  car  does. 


www.infineon.com 


Infineon 


technologies 


thinking. 
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How  the  music-sharing  phenom  began, 
where  it  went  wrong,  and  what  happens  next 


Spencer  E.  Ante 


o  Napster!   Woo-hoo!," 
screams  a  25-year-old 
woman   who   goes   by 
the    name     Netmixia. 
She  is  standing  outside 
the  office  of  Napster 
Inc.  in  Redwood  City, 
Calif.,  holding  up  Nap- 
ster    placards     while 
wearing    pink    sequin 
1  a  skimpy  black  tank  top,  and  a 
Lucent  white  cape  with  a  mask. 
lixia  is  here  with  her  friend  Jacob 
fence,  27,  who  is  in  a  T-shirt,  shorts, 
lunglasses.  The  two  drove  35  miles 
BBerkeley,  Calif.,  to  show  their  sup- 
Bor  the  embattled  music-sharing 
|I\vo  vans  from  local  TV  networks 
arked  outside  the  company's  head- 
ers, their  anchors  preparing  to 
live  stand-up  for  the  evening  news. 
|;got  3,000  songs  on  my  hard  drive," 
Lawrence.  "I'm  the  biggest  fan 
hd." 

[ere  aren't  many  businesses  in  the 

that  are  fortunate  enough  to  in- 

this  level  of  devotion.  Less  than  an 

earlier,  in  a  shock  decision,  two 

Iral  appeals  judges  in  Northern  Cal- 

lia  delivered  a  last-minute  reprieve 

■Tapster,  staying  the  preliminary  in- 

pon  issued  on  July  26  that  could 

closed  the  popular  Web  service. 

^now,  Netmixia,  Lawrence,  and  more 

20  million  other  people  can  trade 

I  righted  music — free.  The  news  sent 

fcter's  Web  traffic  skyrocketing  to 

11-time  high  of  849,000  visitors  on 

28.  The  record  industry  had  hoped 

|.irn  off  the  music.  Instead,  the  vol- 

just  cranked  up. 

fcside  Napster,  it's  pandemonium  as 

company's  46  employees  celebrate 

temporary  legal  victory.  Napster's 

tagement  was  on  a  conference  call 

|i  its  legal  team  trying  to  figure  out 

to  obey  the  injunction  when  they 


got  the  news  of  the  stay.  John  Mum 

iner,  the  6-foot,  6-inch  venture  capitalist 
who  sits  on  Napster's  hoard,  stomps 
around  the  office  beating  his  chest  and 
playing  with  a  Napster-branded  yo-yo. 
"This  is  like  the  playoffs,"  says  Hum- 
mer, a  first-round  draft  pick  in  the  Na- 
tional Basketball  Assn.  who  played  pro- 
fessionally for  six  years  with  the  Seattle 
Supersonics  and  Buffalo  Braves.  "They 
won  the  first  game.  And  we  won  the 
second  game.  It's  going  to  seven,  and 
we're  gonna  win  it." 

Or  will  they?  You  wouldn't  know  it 
from  the  expression  on  Shawn  Fanning, 
the  19-year-old  college  dropout  who  cre- 
ated Napster.  He's  wandering  the  halls 
looking  dazed  after  three  days 
of  zig-zagging  fortunes. 
"I  feel  numb,"  says 
Fanning,  tugging  the 
bill  of  his  trademark 
University  of  Michi- 
gan baseball  cap.  And 
well  he  should — it's 
far  too  early  to  break 
out  cigars. 

Indeed,  this  ragtag 
bunch  of  Internet  rebels 
may  never  get  the  chance 
to  enjoy  their  victory  smoke. 
A  three-judge  appeals-court 
panel  will  hear  arguments  on 
whether  the  injunction  should  be  lifted 
after  taking  written  arguments  between 
now  and  Sept.  12.  Many  legal  experts 
predict  that  the  judges  will  reinstate 
the  injunction,  in  which  case  Napster 
will  be  forced  to  stop  everything  except 
its  chat  rooms  and  newr-artist  program. 
Why  the  apparent  turnabout?  Because 
the  standards  for  injunctions  are  quite 
high.  Even  though  the  appeals  court 
was  not  comfortable  letting  Patel  pull 
the  plug  on  Napster  before  a  trial  fin- 
ishes, they  may  decide  she  was  right 
after  they  have  time  to  review  the  mat- 
ter. Napster  argues  that  its  users  are 
protected  by  "fair  use"  rights,  which  let 


people  tape  a  ong  or  i  v  show  lor  a 
friend  without  violating  copyright  la 

Still,  the   fact-    of  the   Ca  e   remain   the 

Bame,  and  experts  Bay  they  don't  look 
good  for  Napster:  The  upstart  enable- 
the  free  distribution  of  copyrighted  mu- 
sic. "If  I  were  a  betting  man,  I  would 
say  Napster  faces  an  uphill  hat  tie,"  says 
David  Post,  a  professor  specializing  in 
cyberlaw  at  Temple  University  Law 
School  in  Philadelphia. 

Even  if  Napster  defies  the  odds  and 
wins  the  case,  it  faces  the  same  thorny 
question  that  has  dogged  it  from  the 
beginning:  How  will  it  ever  make  mon- 
ey? Today,  Napster  generates  zippo  rev- 
enues. That  could  change,  though,  if  the 
company  works  out  a  deal  with 
the  record  industry.  Nap- 
ster executives  are  ex- 
ploring a  host  of  options, 
from  charging  for  ads 
and  sponsorships  on  its 
site  to  charging  a 
monthly  subscription 
fee  with  a  cut  going 
to  the  record  industry. 
"When  you're  facing 
these  lawsuits  it's  very 
difficult  to  do  anything," 
says  Napster  ceo  Hank  Bar- 
ry. "At  some  point,  though,  I 
can  imagine  we'll  move  to  a  model 
where  revenues  get  generated."  But  the 
record  biz  may  not  be  interested  in  any 
collaboration.  "They  need  to  crush  these 
upstarts  so  they  can  build  their  own  on- 
line business  model,"  says  Anthony 
Berman,  an  attorney  at  San  Francisco 
law  firm  Idell,  Berman  &  Seitel. 

The  odds  of  any  startup  making  it 
into  the  winner's  circle  are  long.  And  in 
Napster's  case,  they  may  be  even  worse. 
A  look  at  the  company's  brief  but  elec- 
tric 15-month  life  shows  that  it  pursued 
a  high-risk,  self-destructive  path  when  it 
couldn't  afford  to  make  many  mistakes. 
From  the  get-go,  its  founders  not  only 
considered  but  studied  the  law — and  con- 


NAPSTER'S  HIGH  AND  LOW  NOTES 


\7ie  brainstorm  of  a  17-year-old  college  freshman  became  the  hottest  phenomenon  on  the  Net  in  less  than  a  year.  Now 
under  legal  assault,  its  very  existence  is  in  doubt.  Whatever  happens,  Napster  has  changed  the  music  biz  forever. 


\NUARY,  1999  Shawn 
|anning  drops  out  of 

ortheastern  University 
Ifter  the  first  semester 
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f  his  freshman  year  to 
nish  writing  the  software 
or  Napster. 


JUNE  1,  1999  Napster 
begins  operations,  letting 
people  download  free 
software  that  enables 
them  to  swap  music 
stored  on  each  other's 
computers. 


AUGUST,  1999  Napster 
closes  its  first  round  of 
seed  funding 
from  John 
Fanning, 
Shawn's  un- 
cle, and  other 
investors, 
enough  to  keep 
the  company  go- 
ing for  six  more  months. 


SEPTEMBER,  1999 

Eileen  Richardson,  a 

largely  unknown 

venture  capitalist  from 
Boston,  is 
hired  to  be 
Napster's 
CEO. 
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eluded  that  they  would  be  free  to  dis- 
pense music  to  the  masses  after  a  knock- 
down, drag-out  legal  fight.  John  Fan- 
ning, the  uncle  of  Shawn  Fanning  and 
Napster's  chief  business  strategist 
says  he  has  personally  read  the 
entire  U.  S.  Court  of  Appeals  for 
the  Ninth  Circuit's  rulings  on 
copyright  law  and  determined 
that  the  highest  courts  in  the  land 
will  side  with  the  company.  In  an 
e-mail  obtained  by  business 
week,  John  Fanning  even  sug- 
gests that  there  is  only  a  10% 
chance  that  Napster  could  lose 
a  court  case. 

That  the  elder  Fanning,  a 
36-year-old  entrepreneur  who 
has  worked  in  the  computer 
business  since  1988,  had  no  for- 
mal legal  training  mattered  not 
to  this  small  tribe  that  be- 
lieves the  music  in- 
dustry    must 
ultimately 
bend     to 
the     will 
of      cut- 
ting-edge 

technologies  like  Napster.  Such  hubris 
is  the  common  thread  that  weaves  the 
Napster  story  together.  For  nine  cru- 
cial months  during  its  early  stages,  Nap- 
ster was  run  by  ceo  Eileen  Richardson, 
who  was  combative,  inexperienced,  and 
unable  to  develop  a  business  model 
palatable  to  the  record  industry.  For- 
mer employees  say  Richardson  could  be 
heard  screaming  into  the  phone  at 
record-company  executives  on  the  other 
end. 

When  it  came  time  to  compromise, 
Napster  waited  too  long  to  bring  in  sea- 
soned and  reasoned  minds  that  could 
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have  salvaged  a  deal  with  the  record 
labels.  "I  think  Napster  is  a  disaster  as  a 
company,"  says  Randy  Komisar,  the  for- 
mer ceo  of  LucasArts  Entertainment 
Co.,  who  was  asked  by  several  venture- 
capital  companies  to  screen  Napster  as  a 


THE  CASE  FOR  NAPSTER 


NAPSTER  HELPS  RECORD  SALES  Advocates 
say  the  service  is  the  Internet's  version 
of  radio  or  MTV,  providing  a  powerful 
mechanism  to  stimulate  demand. 

NAPSTER  HAS  SUBSTANTIAL  NONINFRINGING 
USES  The  noncommercial  sharing  of  MP3 
files  is  "fair  use,"  supporters  say.  Napster, 
for  example,  can  be  used  to 
sample  and  exchange  the 
music  of  new  artists 
1  who  want  to  share  their 
property. 

NAPSTER  HELPS  BUILD  THE 
MARKET  FOR  DIGITAL  DIS- 
TRIBUTION The  service  is 
paving  the  way  for  the 
record  industry's  online  plans 
by  seeding  the  market  and 
building  consumer  aware- 
ness and  acceptance  of 
downloading  music. 

possible  investment.  "It  left 
the  record  industry  with  no  choice 
but  to  gain  control  or  shut  it  down." 

Although  Napster's  future  is  uncer- 
tain, its  legacy  will  surely  live  on.  The 
company's  bold  new  way  of  distributing 
music  by  enabling  individuals  to  share 
each  other's  personal  music  collections 
pioneered  the  creation  of  a  much  big- 
ger idea:  so-called  peer-to-peer  comput- 
ing, a  way  of  sharing  information  by 
hooking  up  the  contents  of  an  individ- 
ual's computer  into  a  global  information 
index  that  others  can  use.  Today,  most 
people  request  information  from  com- 
puter servers  on  the  Net  that  are  easily 
controlled  by  one  company.  "Napster  is 
truly  revolutionary — and  it  will  be  a  pre- 
cursor of  some  of  the  most  important 
Web  applications  over  the  next  several 
years,"  says  James  W  Breyer,  a  manag- 
ing partner  at  Accel  Partners,  a  Silicon 
Valley  venture-capital  firm.  "There  will 
be  hundreds  of  companies  that  pursue  a 
peer-to-peer  model  in  areas  such  as  stor- 
age, file  sharing,  and  processing." 

Napster  didn't  start  out  with  such 
huge  ambitions.  Shawn  Fanning  had  a 


THE  CASE  AGAINST  NAPSTi 


NAPSTER  HURTS  RECORD  SALES  The  reel 

industry  believes  that  Napster  is  a  copyij 
killer  that  displaces  record  sales  and  prl 
motes  the  idea  that  music  should  be  fret 

NAPSTER  IS  BUILDING  A 
BUSINESS  BASED  ON 
PIRACY  Record 
executives  say  that 
over  87%  of  the 
files  downloaded 
on  Napster  violate 
copyrights. 


■■(■ 


■tai 


A 


NAPSTER  HARMS 

THE  RECORD  INDUSTRY'S 

DIGITAL-DISTRIBUTION  EFFORTS  Why 

should  consumers  pay  for  something 
they  can  get  for  free?  Record  execs  say 
that  any  fee-based  digital  distribution 
must  unfairly  compete  against  Napster's 
free  service. 


(to  4J0< 


rough-and-tumble  childhood.  He 
up  on  welfare,  without  his  biologies  An- 
ther, in  Brockton,  Mass.,  a  working- 
town  20  miles  outside  Boston. 
Shawn's  uncle  John  was  always  1 
to  lend  a  helping  hand.  John  bor 
Shawn  his  first  computer  when  he  w  Olivers 
sophomore  in  high  school  and  later  Uetinj 
for  a  new  phone  line  so  Shawn  o  Holms 
surf  the  Web  whenever  he  wanted.  I  ; 
ing  summer  breaks  in  high  sell  end,  hi 
Shawn  worked  as  an  intern  at  his  un  i»]  fep 
company,  NetGames,  an  online-gan  am  kick 
site.  L  te 

It  was  there  that  he  began  lean  Lsta 
about  computer  programming.  In  stiwi; 
fall  of  1998,  Shawn  went  to  Northeast  devel<< 
University  in  Boston  to  study  compi  i  Intern 
science.  Bored  by  college,  he  Hi  tgroui 
around  his  uncle's  office  instead  of  br  etmsi 
tending  class.  There,  Shawn  star  f^ 
work  on  the  Napster  software,  wh  \  -m 
he  conceived  as  a  better  way  tl  jter  j 
search  engines  to  find  MP3  music  files,  j^u, 
didn't  see  us  turning  into  a  busines  ^ 
says  Shawn.  "I  just  did  it  because  ati,  to 
loved  the  technology."  $  SUI 

As  the  two  got  into  the  project,  th  ^ 


OCTOBER/NOVEMBER, 
1999  Napster  and  the 
major  record  companies 
hold  talks  about 
cooperating  to  distribute 
music  over  the  Net.  But 
Richardson's  abrasive 
style  hurts  chances  for 
a  compromise  with  the 
record  industry. 
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DEC.  7, 

m  ***  " 

1999  The 

N^ 

Recording 

..     **    i 

Industry 

Nl'     J 

Association 

of  America 

(RIAA)  sues 

for  copyright 

infringement,  asking  for 

damages  of  $100,000 

each  time  a 

song  is 

copied. 

FEBRUARY/MARCH, 
2000  Scores  of 
universities  ban  Napster 
because  heavy  student 
use  is  overwhelming  their 
computer  systems. 
Students  circulate 
online  petitions,  urging 
administrators  to  lift 
their  Napster  bans. 


APR.  13,  2000  Rock 
band  Metallica  sues  Nap- 
ster for  copyright  infringe 
ment  and  three^ 
schools — Yale 
University, 
University  of 
Southern 
California, 
and  Indiana 
University. 


IA 
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(1  it  had  commercial  potential.  In 
v,  1999,  with  his  uncle's  blessing, 
dropped  out  of  college  to  focus 
Ifter.  In  May,  about  a  month  be- 
hawn  finished  a  test  version  of 
■r,  the  elder  Fanning  incorporated 
npany.  John  got  70%;  Shawn  got 
We  all  knew  from  the  beginning 

■  would  be  huge,"  recalls  John 
lg.  While  Shawn  is  the  public  face 
pster,  today  he  owns  less  than 
f  the  upstart  and  is  not  involved 

■  company's  business  decisions, 
i  Fanning  has  no  senior  manage- 
position  and  isn't  on  the  board, 
y,  he  works  on  developing  the 
Shy's  software. 

oster  was  an  instant  hit.  On  June  1 
:  year,  to  test  the  beta  version  of 
iftware,  Shawn  gave  it  to  some  30 
Is  he  met  through  online  chat 
i — on  the  condition  that  they  not 
d  the  word.  When  they  got  their 
;  on  it,  they  couldn't  resist.  In  just 
t  days,  Napster  was  downloaded 
HK>  to  4,000  people.  Now,  Shawn's 

had  proof  to  back  up  his  hunch 

Napster's  power. 

at  summer,  John  Fanning  began  to 

Napster's  first  round  of  funding. 

first  person  he  brought  in  was  his 

i  i  and  mentor,  Yosi  Amram,  a  Har- 

University  mba  who  had  run  prod- 

narketing  for  a  small  database  com- 

.  John  sold  the  first  "A"  round  of 

1  iter  equity  at  10(2  a  share.  By  sum- 

3  end,  he  had  raised  enough  money 

ind  Napster  for  six  more  months. 

am  kicked  in  $250,000  and  brought 

How  tech  entrepreneur  Bill  Bales, 

invested  $100,000  and  became  Nap- 

I  first  hire  as  vice-president  for  busi- 

development. 

i  Internet  lore,  Napster  is  portrayed 

group  of  freewheeling  kids  who 

r  considered  the  leg;  J.  implications  of 

software.  That  just  isn't  the  case. 

i   word  of  mouth  spreading  about 

th  ['Ster,  John  Fanning  called  Andrew 

bridges,  a  lawyer  at  Silicon  Valley 

firm  Wilson,  Sonsini,  Goodrich  & 

ati,  to  discuss  the  potential  legal  is- 

B    surrounding    Napster.    Fanning 

ited  to  talk  to  Bridges  because  he 


11  From  the  very  begin- 
ning, we  were  intent  on 
following  the  law  J  J 


—  JOHN  FANNING,  chief 
strategist  (and  Shawn's  uncle) 


AY  9,  2000  To 

jmonstrate  its  concern 
Dout  copyright 
ifringement,  Napster 
Dots  more  than  300,000 
lembers  from  its  service 
>r  downloading 
letallica  songs. 


knew  a  lot  about  how  copyright  laws 
apply  to  digital  technologies  after  suc- 
cessfully defending  Diamond  Multime- 
dia Systems  Inc.,  a  manufacturer  of  MP3 
players  that  had  been  sued  by  the 
Recording  Industry  Association  of  Amer- 
ica (riaa).  During  those  conversations 
in  the  spring  of  1999,  Fanning  learned 
about  many  of  the  key  legal  precedents 
that  would  later  form  the  basis  of  Nap- 
ster's defense  in  its  lawsuit  with  the 
RIAA.  The  talks  gave  the  senior  Fan- 
ning the  confidence  to  push  the  busi- 
ness forward.  More  important,  he 
became  convinced  that  if  Napster 
was  sued,  it  wrould  have  a  good 
shot  at  winning  in  court.  "From 
the  very  beginning,  we  were  in- 
tent on  following  the  law,"  says 
John  Fanning. 

Meanwhile,  Napster  raged 
across  the  college  circuit  like  a  forest 
fire.  College  students  throughout  the 
U.S.  were  discovering  Napster,  and  they 
couldn't  get  enough  of  it.  At  Oregon 
State  University,  Napster  was  taking 
up  10%  of  the  school's  Internet  band- 
width by  October,  1999.  At  Florida  State 
University,  Napster  was  consuming  20% 
to  30%  of  that  school's  pipes.  Bob  Fo- 
ertsch,  the  computer-security  officer  at 
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NAPSTER 


the  University  of  Illinois  at  Urbana- 
Champaign,  says  that  at  one  point,  it 
was  hogging  75%  to  80%-  of  the  univer- 
sity's bandwidth.  By  this  time,  Napster 
had  passed  the  1  million-dowTiload  mark. 
That  fall,  it  became  clear  that  Napster 
had  a  whale  by  the  tail.  Colleges  began 
banning  it.  At  Iowa's  Grinnell  College, 
the  situation  got  so  bad  that  networking 
specialist  Michael  Pifer  was  forced  to 
send  out  a  letter  explaining  why  it  pro- 
hibited Napster  on  ResNet,  a  high-speed 
computer  network  Grinnell  set  up  for 
its  dorm  rooms  and  college-owned 
campus  buildings.  "Quite  simply," 
wrote  Pifer,  "Napster  is  eating  up 
ALL  available  bandwidth." 

To  cope  with  this  viral  growth, 
John,  Amram,  and  Shawn  knew 
they  needed  to  bring  in  a  ceo  to 
ran  the  company.  Bill  Bales  sug- 
gested Eileen  Richardson,  a  Boston  ven- 
ture capitalist  he  knew.  With  the  bless- 
ing of  John  Fanning  and  Amram, 
Richardson  became  Napster's  first  ceo  in 
September,  1999 — though  only  for  the 
startup  phase. 

Richardson's  mission  was  clear:  to 
stabilize  the  company,  raise  Napster's 
first  round  of  venture  capital,  and  soon 
after  find  a  ceo  to  replace  her.  From 


MAY  21,  2000  Venture 
capital  firm  Hummer 
Winblad  invests  $15  mil- 
ion.  Hank  Bar- 
ry, a  Hummer 
partner,  be- 
comes Nap- 
ster's CEO. 
Richardson 
eaves  shortly 
thereafter. 


at 

^  JUNE  13. 

rar 

m  2000 

W 

V«The  RIAA 
W files  a 

<-y  '     motion 

^  s"-. 

Cr    for  a  pre- 

liminary 

injunction  to 

block  al 

major-label  con- 

tent  from  being  traded 

through 

Napster. 

JUNE  15,  2000  Napster 
hires  David 
Boies,  the 
lawyer  who 
triumphed 
over 

Microsoft 
in  the 
Justice 
Dept.'s  an- 
titrust case. 
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the  beginning,  Napster  em- 
ployees and  outside  execs 
say  she  was  out  of  her 
depth.  To  be  sure,  Richard- 
son faced  a  torrent  of  chal- 
lenges. But  in  hindsight. 
Napster  paid  a  price  for  hir- 
ing and  sticking  with  a  ceo 
who  was  confrontational  and 
inexperienced  for  the  Her- 
culean task  at  hand.  This 
was  the  first  time  Richard- 
son had  run  a  company,  let 
alone  a  Net  startup  that  was 
challenging  the  giants  of  the 
music  business. 

From  late  summer,  1999, 
up  to  when  the  RIAA  sued 
Napster  on  Dec.  7,  the  two 
sides  were  engaged  in  dis- 
cussions about  the  service. 
People  familiar  with  the  sit-  " 
uation  describe  the  talks,  which  involved 
executives  from  Napster  and  various 
record  companies,  as  a  clash  of  cultures 
and  monster  egos.  In  late  November, 
one  former  Napster  employee  says  he 
met  with  an  executive  from  a  major 
record  label  who  gave  him  the  impres- 
sion "that  there  was  a  deal  in  hand." 
The  talks  did  not  get  very  far,  but  the 
general  idea  was  to  sell  a  minority  stake 
in  Napster  to  the  company  and  allow 
Napster  to  license  a  host  of  content  from 
one  label.  That  deal  could  then  be  used 
as  leverage  to  approach  another  record 
label.  Several  weeks  later,  on  Dec.  7, 
the  RIAA  sued  Napster. 

Many  insiders,  especially  John  Fan- 
ning, believe  the  record  industry  was 
never  serious  about  negotiating  a  com- 
promise with  Napster.  But  numerous 
venture  capitalists,  tech  execs,  and  Nap- 
ster employees,  say  there  was  a  chance 
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for  both  sides  to  come  together  before 
the  lawsuit  was  filed.  Richardson,  they 
say,  hurt  the  chances  of  a  possible  com- 
promise because  of  her  abrasive  style. 
One  Napster  employee,  who  declined  to 
be  identified,  heard  Richardson  yelling 


LEGAL  BLOW:  Napster  attorney  Boies  after  Judge  Patel 
issued  her  injunction 


on  the  phone  at  Frank  Creighton,  the 
head  of  the  riaa's  antipiracy  group. 
Richardson  also  had  face-to-face  meet- 
ings with  Hilary  B.  Rosen,  the  riaa's 
president,  that  did  not  go  well,  according 
to  people  familiar  with  the  discussions. 
"Eileen  got  into  fights  with  Hilary,"  says 
Marc  Geiger,  ceo  of  ARTlSTdirect,  a  dig- 
ital-music company  that  partners  with 
the  record  industry.  "Eileen  was  fairly 
arrogant  and  thought  what  they 
were  doing  was  right."  Richard- 
son declined  to  comment. 

By  now,  Napster's  relationship 
with  the  RIAA  had  deteriorated  to 
the  point  of  warfare.  That  didn't 
stop  the  company  from  raising 
more  money.  In  October,  1999, 
Napster  raised  a  $2  million  series  "B" 
round  of  angel  funding  from  a  phalanx  of 
wealthy  Silicon  Valley  execs  such  as  An- 
gel Investors  founding  partner  Ron  Con- 
way and  Excite@Home  co-founder  Joe 
Kraus.  That  would  help  fund  its  growth 
for  six  more  months,  when  Napster 
hoped  to  raise  its  first  round  of  venture 
capital. 

By  fall,  it  wras  time  to  move  from  the 
East  Coast  and  set  up  shop  in  Silicon 
Valley.  Shawn,  Jordan  Ritter,  and  Sean 
Parker,  who  all  helped  write  the  beta 
version  of  Napster,  moved  into  a  hotel 
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room  in   San   Mateo, 
They  lived  there  for 
months,  stirring  up  t 
by  trying  to  sneak  int 
bars  wrhile  underage 
thought  they  were  invin 
says  Bales,  who  maxe 
his  credit  card  putting 
up    at    the    hotel.    N; 
moved  into  formal  digs, 
ing  15  employees  into  a 
cramped  office  over  th 
two  floors  of  a  bank  in 
town  San  Mateo. 

More  than  money  ar 
flee  space,  Napster  n« 
management  that  could 
it  broker  an  agreement 
the  record  industry.  One 
to  bring  in  more  savvy 
agement  would  have  be 
"  quickly  recruit  an  experit 
venture  capitalist  from  an  A-list 
But  some  Napster  employees 
Richardson  wanted  to  keep  contr 
the  company  and  build  Napster's 
base  before  bringing  in  outside  ta 
One  Napster  former  exec  says 
brought  in  two  offers  from  ves  in 
winter  of  1999  that  gave  Napster  a 
er  valuation  than  what  they  got 
Hummer  Winblad  Venture  Partners 
months  later.  But,  the  exect 
claims,  Richardson  refused  t( 
cept  the  deals  because  she  wa 
to  bring  in  a  venture  capit 
herself. 

It  wasn't  until  February,  2 
that  Napster  started  shopping 
venture-capital  backing.  Rich; 
son  and  several  Napster  execs  made 
rounds  of  Sand  Hill  Road,  the  legenc 
strip  of  asphalt  that  is  home  to  mos 
the  nation's  top  vc  firms.  By  then, 
who  had  heard  Napster's  pitch  say 
company  spent  too  much  time  crow 
about  its  growing  audience  and 
enough  articulating  how  the  service 
going  to  turn  a  profit.  And  the  legal 
sues  scared  many  people.  "It  was  h 
to  see  how  it  was  legal,"  says  Andr 
L.  Anker,  a  partner  at  August  Capit 
Napster  execs  claim  they  receiv 
several  offers  to  invest  in  the  compa 
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JUNE  19,  2000  Napster 
hires  former  A&M 
Records  exec  Milton  Olin 

to  be  chief  op- 
erating 

1    officer. 


JULY  24,  2000  Napster 
announces  plans  to  work 
with  digital-rights 
technology  company 
Liquid  Audio  to  try  to 
make  its 
music 
downloads 
safe  for 
copyright 
holders. 


JULY  26,  2000 

U.S.  District 
Judge  Marilyn 
Patel  rules  in  fa- 
vor of  the  record 
industry  and  or- 
ders Napster  to  stop  al- 
lowing copyrighted  mate- 
rial to  be  swapped  over 
its  network  by  midnight 
two  days  later. 


JULY  28,  2000  Nin 

hours  before  Napster 
would  have  had  to 
shut  down,  the 
Ninth  U.S.  Circuit 
Court  of  Appeals  rules 
that  the  company 
should  be  allowed  to 
continue  operating. 
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some  of  which  were  from  such  top-tier 
vc  firms  as  Kleiner  Perkins  Caufield  & 
Byers  and  Benchmark  Capital.  Bench- 
mark execs  say  they  never  made  an  of- 
fer to  Napster,  and  Kleiner  Perkins  de- 
clines to  comment.  The  fact  that  Napster 
did  not  secure  an  investment  until  May, 
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say  venture  capitalists,  indicates  that 
the  company  was  having  a  hard  time 
raising  money.  Several  venture  capital- 
ists say  Napster  received  an  offer  from  a 
big-name  firm,  but  it  was  contingent  on 
the  company  reaching  a  compromise 
with  the  record  industry.  It  didn't  help 


that  on  Apr.  13,  Napster  was  sued  for 
copyright  infringement  by  heavy-metal 
superstars  Metallica. 

On  May  21,  nine  months  after 
Richardson  became  ceo,  Napster  finally 
raised  $15  million  from  Hummer  Win- 
blad  and  brought  in  Hummer 
partner  Hank  Barry  as  interim 
CEO.  Hummer  co-founder  John 
Hummer  also  joined  the  Napster 
board.  Hummer,  which  had  in- 
vested in  many  ailing  consumer 
Net  companies,  such  as  Pets.com, 
was  looking  for  a  home  run  and 
placed  a  high-risk  bet  on  Napster.  While 
Hummer  Winblad  did  not  make  the  in- 
vestment with  a  specific  blueprint  for  a 
business  model,  it  believed  that  Barry 
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could  bring  all  the  parties  toge 
forge  a  compromise  that  would  pi 
path  to  revenues.  Richardson 
company.  "I  chose  Hank,"  say 
Fanning.  "He  had  all  the  right  s 
Barry,   a   former   lawyer   w 
worked  with  tech  and  ent 
ment  companies,  hit  the 
sprinting.  For  the  first  til 
Napster's  short  history,  Ba: 
gan  to  mold  the  service 
business.  On  June  16,  he  bi| 
in  Microsoft  Corp.  shredder 
Boies  to  beef  up  Napster's 
defense.  On  June  19,  he  hired 
Olin,  a  former  senior  vice-presid' 
A&M  Records,  to  be  coo.  On  Ju 
Napster  nabbed  another  music 


AT  ATLANTIC,  MY  BEEF  IS  NOT  GETTING  PAID' 


Val  Azzoli  gets  the  question  at  his 
tennis  club,  at  industry  cocktail 
sessions,  and  most  recently,  from 
his  mailman.  All  of  them  want  to 
know  what  he's  going  to  do  about 
that  nasty  little  beast  called  Napster. 

It  has  been  just  13  months  since 
Shawn  Fanning  first  released  his 
software  into  the  ether.  In  short  or- 
der, the  scruffy  kid  with  the  crafty 
idea  has  been  lionized  on  magazine 
covers,  even  feted  in  a  one-hour 
MTV  special.  As  conventional  wis- 
dom has  it,  the  likes  of  Azzoli, 
the  45-year-old  co-chairman  and 
co-CEO  of  music-label  powerhouse 
Atlantic  Group,  will  soon  be  left 
for  carrion.  The  music  industry 
just  doesn't  get  it,  they  say.  It's 
moving  too  slowly.  It  must  get 
with  the  program. 

Azzoli  throws  up  his  arms  and 
sends  a  small  shriek  across  his 
corner  office  in  midtown  Manhat- 
tan. "It's  not  that  we're  asleep  at 
the  wheel,"  says  the  executive, 
whose  label  now  moves  6%  of 
music  sold  in  the  U.  S.  "It's  that 
we're  trying  not  to  hurt  anyone." 
While  everybody  seems  to  have 
an  opinion  on  what  the  record  busi- 
ness should  do,  he  says,  "it's  a  lot 
more  complicated  than  people  know." 
It  took  American  carmakers  more 
than  a  decade  to  adapt  to  competi- 
tion from  more  nimble,  higher-quality 
Japanese  rivals.  Now,  it  seems,  pun- 
dits and  casual  fans  alike  are  de- 
manding the  overhaul  of  an  80-year- 
old  industry  in  Internet  time — just  a 
few  months. 

Even  without  music-sharing  site 
Napster  Inc.  hanging  over  him,  Az- 
zoli says  his  label  "is  going  that  way 


anyway."  It  will  soon  distribute  part 
of  its  catalog  through  the  Web  sites 
of  traditional  record  sellers  and  on- 
line-only retailers.  The  impending 
merger  of  corporate  parent  Time 
Warner  Inc.  with  America  Online 
Inc.  will  no  doubt  hasten  the  label's 
online  exposure.  Eventually,  he  says, 
Napster  and  the  record  companies 
will  make  peace.  Azzoli  acknowledges 
that  there  were  some  earlier  negotia- 


AZZOLI:  "We're  trying  not  to  hurt  anyone" 


tions  with  the  upstart  company  but 
will  not  comment  on  them.  "I  think 
we  can  all  work  in  harmony,"  he 
says.  "I  would  even  pay  Napster  to 
be  a  distributor.  But  my  beef  is  not 
getting  paid." 

And  there's  the  rub.  Azzoli  runs 
down  a  list  of  the  different  groups  he 
must  satisfy:  First,  the  musicians. 
(Lately,  Led  Zeppelin's  Jimmy  Page 
has  joined  the  grumbling  about  Nap- 
ster.) To  promote  Atlantic's  music  on 
the  Net,  Azzoli  will  have  to  renegoti- 
ate contracts  for  each  of  Atlantic's 


artists.  Then  there's  the  technology 
which,  despite  years  of  developmer 
has  yet  to  produce  a  copyright-se- 
cure, easy-to-use  way  of  transferrir 
music  online.  Looming  largest  are 
the  retailers,  who  still  sell  82%  of 
music  and  will  dominate  for  the  forj 
seeable  future.  "We  don't  want  to 
bite  the  hand  that  feeds,"  says  Az- 
zoli. "We  need  a  slow  transition  to 
let  these  people  retool  to  adapt  to 
the  new  climate." 
TOUGH  SPOT.  Even  critics  of  the| 
major  labels  say  the  companies 
have  been  put  in  a  tough  spot: 
They've  been  publicly  damned  fo 
not  changing,  but  no  one  on  ei- 
ther side  of  the  Napster  debate 
has  created  a  realistic  model  for 
what  they  should  change  to.  "If 
Warner  opened  up  its  whole  cataj 
log  online,  Tower  Records  is  go- 
ing to  be  ticked  off  and  penalize 
them  in  their  stores.  Then  Warn- 
er's fourth-quarter  profits  go 
down,  they  fire  more  people,  and 
they  end  up  dropping  more 
bands,"  says  Jeff  Smith,  general 
manager  at  New  York  indepen- 
—    dent  label  spinART  records,  which  | 
has  had  its  own  legal  scraps  with 
Warner  Music.  "They  have  to  be  cau-| 
tious,"  says  Smith. 

For  now,  Azzoli  doesn't  predict  a 
digital  doomsday.  "This  is  the  most 
exciting  time  to  be  in  the  music  busi-| 
ness.  If  we  don't  screw  it  up,  this 
can  make  it  a  whole  lot  bigger." 
Still,  Azzoli  had  better  not  get  tired 
of  those  Napster  questions.  It  looks 
as  if  he  will  be  answering  them  for  a 
long  time. 

By  Dennis  K.  Berman 
in  New  York 
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Keith  Bernstein,  who  was  a  vice-presi- 
dent at  Universal  Music  Group's  digi- 
tal-music division. 

Barry  also  renewed  negotiations  with 
the  record  industry.  David  Pakman,  se- 
nior vice-president  of  MyPlay.com,  a  ser- 
vice that  allows  people  to  store  MP3  and 


Cover  Story 


other  music  files  online,  says  Barry  held 
the  first  constructive  conversations  with 
the  record  companies,  talking  about  how 
the  industry  could  use  Napster  to  its 
benefit.  But  Barry  couldn't  get  past  the 
music  industry's  licensing  concerns.  Con- 
tractual problems  with  artists  and  pub- 
lishers over  royalties  have  yet  to  be 
worked  out,  limiting  the  extent  to  which 
music  can  be  distributed  over  the  Nap- 
ster service.  "The  technology  is  here, 
entrepreneurs  are  here,  and  consumers 
are  ready,"  says  Pakman.  "The  only 
thing  missing  is  the  licensing.  That's 
what's  holding  everything  back." 

Even  as  Napster's  day  in  court  was 
approaching,  John  Fanning  was  still 
holding  to  his  belief  that  its  ruling  would 
vindicate  Napster.  In  an  internal  e-mail 
the  night  before  the  hearing  for  a  pre- 
liminary injunction,  he  boldly  predicted 
that  a  stay  would  be  granted.  "If  the 
motion  is  granted,  the  order  will  be 
stayed  pending  appeal  to  the  Ninth 
Circuit,  where  the  motion  will  be 
decided... and  if  they  rule  against 
us,  which  I  view  as  a  10% 
chance,  we  would  be  appeal- 
ing to  the  Supreme  Court, 
where  the  future  of  the 
world  will  be  hanging  in 
the  balance." 

On   July   26,    Shawn 
Fanning  and  Hank  Bar- 
ry arrived  at  the  U.S. 
District   Court  in   San 
Francisco  at  around  1:45 
p.m.,  15  minutes  before 
the  hearing  was  sched- 
uled to  begin.  When  they 
got  off  the  elevator  at  the 
18th     floor,     they    were 
greeted  by  about  200  peo- 
ple who  had  been  lining  up 
since  10  a.m.  to  make  sure 
they  grabbed  a  seat  for 
the   landmark   copyright 
case.  Shawn  dressed  for 
the    occasion,    wearing 
khakis,  a  blue  blazer,  and 
a  tie.  Sweat  ran  down 
his  neck  as  he  waited  to 
enter    the    courtroom. 
John  Fanning  stayed  in 
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Massachusetts,  certain  that  the  District 
Court  case,  no  matter  who  won,  was 
going  to  be  appealed  to  the  Ninth 
Circuit. 

The  hearing  lasted  about  two  hours. 
By  the  time  it  was  over,  Napster  had 
been  legally  eviscerated.  Judge  Patel 
dismissed  virtually  every  Napster  argu- 
ment, granting  the  injunction  from  the 
bench  after  a  15-minute  recess.  The 
sweep  and  strength  of  her  ruling 
stunned  the  Napster  team  and  most 
courtroom  observers.  Napster  had  to 
figure  out  a  way  to  remove  all  of  the  in- 
fringing content  from  its  service  by  mid- 
night Friday.  After  the  hearing  ended, 
its  legal  team  huddled  in  the  back  of 
the  courtroom.  Shawn,  tears  welling  up 
in  his  eyes,  pinched  the  bridge  of  his 
nose  in  disbelief.  A  few  minutes  later, 
the  team  broke  the  huddle.  On  a  bench 
outside  the  courtroom,  while  an  RIAA 
spokeswoman  handed  out  a  press  re- 


Meanwhile,  file-sharing 

systems  that  are 
virtually  impossible  to 
turn  off  are  spreading 

ease,    Hank    Barry    scribbled 
Napster's  official  statement  on  a 
piece  of  paper.  Barry  was  assisted 
by  Ricki  Seidman,  a  crisis-manage- 
ment media  consultant  who  ran 
the  war  room  during  Bill  Clin- 
ton's 1992  run  for  President. 
Napster's    worst    night- 
mare had  come  true — and 
its  team  was  completely 
unprepared.       Napster's 
spokespeople      told      re- 
porters that  Barry  was  go- 
ing to  read  the  statement 
when  he  got  down  to  the 
lobby.  Napster's  core  team, 
including  Hank,  Shawn,  Sei- 
dman, and  John  Hummer, 
crammed   into   an  elevator. 
But  the  elevator  wouldn't  go 
down.  It  seemed  the  nightmare 
would  never  end.  Finally, 
the  whole  team  scrambled 
into  an  elevator  that  worked. 
In  the  lobby  of  the  court- 
house,      record-industry 
lawyers  and  RIAA  executives 
mugged   for  a  pack  of  re- 
porters, slapping  each  other 
on  the  back,  tossing  off  sound  bites 
for  the  evening  newscast.  Napster's 
team  darted  past  the  media  horde  and 
climbed  into  the  back  of  a  black  Lin- 
coln Town  Car  that  quickly  sped  away. 
Barry  never  read  his  statement. 


At  7  p.m.  on  July  28,  Napstc 
sented  a  live  Webcast  message 
Hank  and  Shawn.  "We  will  keep 
for  Napster  and  for  your  right  to 
music  on  the  Internet,"  said  S 
Then  Barry  talked:  "We  believe  ii 
ster,  and  we  believe  in  you.  Hs 
there  with  us." 

Back  at  the  Napster  office,  the 
aline  rush  from  the  appeal  couri 
prieve  had  begun  to  wear  off.  F(j 
first  time  this  week,  Napster  erf 
ees  are  leaving  the  office  before  I 
ungodly  hour.  Some  employees  he 
to  a  Kiss  concert,  others  are  happy 
home  and  rest.  Shawn  is  still  there, 
ing  catch  with  a  young  woman  in 
fice.  "I  think  everything  will  worko  I 
timately,"  says  Shawn.  "There's  jut 
much  potential." 

Most  analysts  say  the  smartest 
for  Napster  and  the  record  industry  * 
find  a  way  to  work  together.  Naps  m 
holding  talks  with  many  parties,  W 
there  was  no  deal  by  Aug.  2.  The  ic  - 
to  sell  the  record  companies  a  min  pip* 
stake  in  Napster  and  split  subscrij  li 
sponsorship,  and  advertising  revei  p  Nape 
If  20  million  users  pay  $100  a  yeai  | 
subscriptions,  that's  $2  billion.  Na{  prmati 
also  is  looking  at  ways  to  market  its  o.  That  rr, 
base  by  charging  a  fee  to  tap  int<  pnin 
fans  or  redirect  them  to  other  m|fcarn! 
sites.  Fees  would  likely  turn  off 
diehard  Napster  fans.  And  Napster 
cash-starved.  While  the  upstart  is  b 


• 
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ing  through  about  $500,000  a  mont  beveryth 
has  enough  money  to  survive  for  ne  joobti 
two  years  at  present  levels.  But  a  i  p,  it  I 
makes  sense  because  it  would  at  1<  «ple  to  i 
give  the  record  industry  some  con  in?  oil 
over  the  online  distribution  of  its  prod  oft  star 
Whether  Napster  flourishes  or  fo  lip  ami 
the  process  it  started  will  play  on.  If  iibdj 
music  biz  doesn't  deal  with  Napster,  c  Ion  loi 
er  file-sharing  systems  that  are  virtu;  ay>  of 
impossible  to  turn  off,  such  as  Gnut<  formati 
and  FreeNet,  will  flourish.  And  the  ba  NONYM 
will  move  to  other  information-intens  gwofi 
fields  such  as  movies  and  publishing.  1  ta  ffi 
anarchic  environment  of  the  Net  is  1  ig  mas 
perfect  breeding  ground  for  the  free-s{  vailabi 
ited  swap  of  information.  "The  grassro  pgjng 
emotional  response  to  Napster  can't  electa 
stopped,"  says  Accel's  Breyer. 

Reached  late  on  the  evening  he  we 
Aug.  1,  the  night  before  he  wBople 
headed  off  for  a  brief  vacatic  Btw 
Barry  was  cautiously  optimism' 
that  a  compromise  could  1  fas 
reached.  "I  wish  I  had  mo  my  : 
progress  to  show  for  my  efforts  ipp 
he  admits.  "But  I'm  not  going  x.- 
stop  trying."  Otherwise,  Napster  mjai 
wind  up  among  the  martyrs  in  the  1: 10 
ternet  Revolution. 

With  Steven  V.  Brull  in  Los  AngeliA 
and  Dennis  K.  Berman  and  Mikti 
France  in  New  York 
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By  Dennis  K.  Herman 
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WITH  TECHNOLOGY  LIKE  THIS,  WHO  NEEDS  NAPSTER? 


apster  Inc.  could  succumb  to  its 
legal  enemies,  or  it  could  tri- 
umph. Whatever  the  outcome, 
simple  idea  at  its  core — easy-to- 
peer-to-peer  computing — already 
unleashed  an  intellectual  storm 
stands  to  change  how  digital  bits, 
lifeblood  of  the  New  Economy,  are 
vered,  stored,  and  valued. 
tit  n  Napster-like  systems,  every  indi- 
jal  computer  is  both  a  receiver 
a  sender  of  information,  be  it  MP3 
I  dissertations,  or  recipes.  That's  a 
;e  difference  from  traditional  Web 
:s,  in  which  most  users  only  receive 
>rmation  from  a  central  server — a 
thod  that  makes  it  easy  to  keep 
s  on  content,  usage,  and  payments. 
t  with  peer-to-peer  computing,  once 
;oi|  i  index  each  individual's  files  (which 

low  Napster  operates),  you've  es- 
eaij  itially  created  a  sprawling  brain  full 
\a|  information  that  others  can  tap 
o.  That  makes  it  possible  to  design 
ystem  in  which  usage  and  pay- 
Bits  are  difficult  to  track. 
The  fallout  from  Napster 
already  affecting  industries 
yond  the  music  business. 
iiitlj  I  everything  from  movies 
nei  i  books  to  comic  strips  goes 
a  1 1  *ital,  it  becomes  easier  for 
It  ople  to  swap  virtually  any- 
om  ing  online.  Dozens  of  for- 
od  ofit  startups  sutfh  as  Apple- 
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would  be  like  litigating  against  Op- 
penheimer  for  creating  nuclear 
weapons." 

Some  industries  are  trying.  On  July 
20,  the  Motion  Picture  Association  of 
America  filed  suit  against  file-sharing 
outfit  Scour  Inc.  The  MPAA  claims  that 
the  Web  site  helps  users  distribute 
copyrighted  movies  such  as  current 
releases  Gladiator  and  The  Perfect 
Stor»i. 

For  now,  the  music  industry  re- 
mains the  flashpoint  for  file-sharing. 
Its  reaction  to  the  Napster  challenge 
will  become  a  road  map  for  other 
copyright-based  businesses,  though 
music  execs  concede  that  they  are 
unsure  how  their  responses  will  play 
out.  EMI  Group  PLC  and  Sony  Corp. 
have  recently  begun  selling  digital 
music  online.  Sony  is  now  offering 
commercial  downloads  of  about  50 
tracks  for  about  $2.49  apiece.  EMu- 
sic,  a  San  Francisco  startup,  is  bet- 
ting on  a  subscription  service  in 
which  users  would  pay  as  little  as 


foi)up  and  Lightshare  Inc.  are 
iw  using  Napster  as  inspi- 

0  i  tion  for  copyright-friendly 
i;  ays  of  sharing  all  kinds  of 

formation. 

^onymous.  Meanwhile,  a 

ew  of  underground  efforts 

1  ive  different  motives:  keep- 
ig  music  and  movies  freely 
mailable  to  the  public,  chal- 
•nging  the  very  notion  of  in- 
Mlectual  property  and  copy- 
ight.  Napster  clones,  such  as 
tie  well-known  Gnutella,  let 
eople  trade  music  tiles  with- 
out revealing  their  locations 

n  the  Net.  Another  anony- 
\  nous  trading  service, 
i  'YeeNet,  is  specifically  de- 
igned to  make  mincemeat  of 
floating  copyright1  laws.  "You 
•an't  stop  tile  sharing  tech 
Lologies,"  says  Hill  Hales. 

1 1  >  of  AppleSoup,  a  copy- 
•ight  friendly  company  found- 
id  by  Napster  veterans.  "It 


THE  BEAT  GOES  ON 

Even  if  the  record  industry  is  successful  in 

shutting  Napster  down,  other  companies  allow 

people  to  swap  music  over  the  Web  for  free. 

GNUTELLA  This  open-source  software  lets  users 
share  all  sorts  of  digital  files,  including  music 
and  video.  Unlike  Napster,  there's  no  company  in 
the  middle  of  the  transfers — files  are  swapped 
directly  between  individuals.  That  will  make  it 
much  more  difficult  for  record  companies  to 
stop  Gnutella  because  they  will  have  to  go  after 
each  user  individually. 

FREENET  The  most  radical  of  the  free-music 
advocates.  The  brainchild  of  Irish  programmer 
Ian  Clarke,  FreeNet  uses  encryption  to  keep 
the  identities  of  its  users  secret.  Record 
companies  will  have  a  hard  time  figuring 
out  who  is  using  FreeNet  to  share  music 
and  other  files  over  the  Net. 

IMESH  An  Israeli  company 
that  lets  users  swap  all 
sorts  of  info  over  the  Net, 
including  music  and 
videos.  It  asks  visitors 
to  respecj:  copy- 
rights and  informs 
them  that  com- 
plying with  the 
law  is  their 
responsibility. 


$9.99  per  month  to  gain  access  to  a 
library  of  125,000  MP8  singles.  And 
on  Aug.  1,  Universal  Music  Group 
announced  that  it  will  begin  selling 
encrypted  music  tracks  that  feature 
added  content  such  as  biographies 
and  photographs. 

But  as  long  as  Napster  remains  on- 
line, and  free,  it  may  be  difficult  for 
Universal,  Sony,  and  others  to  find  an 
audience.  "No  one  really  knows 
whether  consumers  are  going  to  buy 
music  that  way,"  says  Yankee  Group 
Research  Inc.  analyst  Jim  Penhune. 
"Free  is  tough  to  beat." 
LOSING  BATTLE.  Next  on  the  virtual 
chopping  block  is  the  film  industry, 
which  already  has  watched  a  handful  of 
pirates  zip  first-run  movies  across  the 
Net.  With  limited  bandwidth,  it's  still 
virtually  impossible  to  ship  huge  movie 
files  electronically.  But  compression 
techniques  and  broadband  connections 
should  make  that  widely  possible  in 
two  years  or  less,  says  John  S.  Fer- 
rell,  a  high-tech  intellectual-property 
attorney  at  Carr  &  Ferrell  in 
Palo  Alto,  Calif. 

In  many  ways,  the  software 
industry  has  anticipated  the  po- 
tential for  massive  piracy  and 
file-sharing.  It  has  already 
fought  a  mostly  losing  battle 
against  pirates  in  Asia  and 
Eastern  Europe.  That's  one  rea- 
son why  Microsoft  Corp.  is 

pushing  hard  for  a  software- 
subscription  model,  in 
which  computer 
applications  will 
be  sold  as  a 
monthly  service 
rather  than  hard 
goods  that  can  be 
duplicated  and  dis- 
tributed. "You'll 
only  have  access  to 
it  if  you  pay  a  sub- 
scription," says 
Merrill  Lynch  & 
Co.  analyst  John  M.  A. 
Roy.  "But  you  want  to 
make  it  easy  enough  so 
people  pay  rather  than 
pirate." 
Of  course,  no  one  has  figured 
out  how  to  do  that  just  yet.  But 
as  Napster  and  cither.-  grow,  the 
pressure  is  en. 

■>an  rorers  flu   Internet. 
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GE  CATCHES 
ONLINE  FEVER 


A  new  financial- 
services  site  must 
elbow  its  way  into 
a  crowded  market 

General  Electric  Co.  does  not  enter 
new  markets  lightly.  Chairman 
John  F.  (Jack)  Welch  is  famous 
for  his  ironclad  rule  that  GE  must 
be  No.  1  or  No.  2  in  its  businesses  or 
get  out.  It  has  been  a  successful  for- 
mula for  one  of  the  world's  most  prof- 
itable and  best-managed  companies.  But 
will  it  work  in  one  of  ge's  boldest  new 
ventures — the  cutthroat  world  of  online 
consumer  financial  services? 

In  early  February,  ge  quietly 
launched  its  first  financial  Web  site  for 
consumers,  the  General  Electric  Finan- 
cial Network,  or  www.gefn.com.  Now, 
after  two  years  of  planning  and  an  in- 
vestment that  executives  will  only  say  is 
already  in  the  tens  of  millions  of  dollars, 
ge  is  making  clear  it  has  big  am- 
bitions for  the  site. 

-^^w^ — 


It  will  launch  a  national  TV  ad  blitz 
that  will  start  in  September  and  be 
featured  prominently  during  the  Sum- 
mer Olympics,  to  which  ge  subsidiary 
NBC  holds  the  rights.  More  national 
marketing  is  planned  through  early 
next  year.  The  pitch:  gefn.com  is 
the  place  where  consumers  can  go 
to  simplify  their  investment  lives 
and  get  everything  from  a  bank 
account  to  life  insurance  to  ge  mu- 
tual funds.  "Make  no  mistake," 
says  Michael  D.  Frazier,  head  of 
the  ge  Capital  consumer  unit 
building  gefn.com,  "we  want  to 
be  as  well  known  to  consumers 
for  financial  security  as  we  are 
for  light  bulbs  and  appliances." 

With  so  much  of  the  baby  boomers' 
wealth  up  for  grabs,  ge  has  good  reason 
to  build  its  brand  name  in  financial  ser- 
vices. Still,  gefn.com  is  a  bold  strategy 
for  a  newcomer  in  an  already  crowded 
marketplace.  And  not  everyone  is  con- 
vinced ge  will  easily  accomplish  its  goal. 
The  nation's  top  banks  and  brokers  have 
already  staked  out  a  leadership  claim 
in  ge's  target  market.  And  its  offering 
so  far  falls  short  of  the  feature- 
packed  sites  of  even  smaller 
competitors,  such  as  Wing- 
spanBank.com.  At  gefn.com, 


consumers 

can    do    basic    banking 

and  get  GE  insurance  and  loans, 

they  can't  trade  stocks  or  buy  mu 

funds  other  than  ge's  own  funds  (ta  alreadv 

"Launching  a  potpourri  of  product  a  u 

not  going  to  be  sufficient,"  says  Er  r  manv 

Rajendra,  global  director  of  the  e-fins  art.  \{ 

practice  at  consultants  A.  T  Kear:  ehanr 


"The  risk  of  becoming  yet  another 
nancial]  portal  is  very  high." 

GE  does  not  expect  to  be  an  also- 
in  online  consumer  finance.  The 
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BRINGING  GOOD  THINGS  TO  ONLINE  CONSUMERS? 

INSURANCE  Quotes  for  GE  auto,  life,  home,  and  long-term 
care  insurance,  but  none  from  competitors. 

INVESTMENTS  GE  mutual  funds  and  direct  stock  investment 
plan,  but  no  brokerage  services. 

BANKING  Low-cost  online  banking.  Bill  payment  through 
CompuBank  and  Paytrust. 


CREDIT  CARDS  Online  application  for  GE  Platinum  Master 
card  with  no  annual  fee. 
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LOANS  Home  mortgages  and  equity  loans  from  GE 
Mortgage,  but  no  quotes  from  competitors. 

DATA:  GEfN 


cause  revenues  have  nearly 
tripled  from  the  $3.4  billion 
when    he    arrived     in     1996. 
Cobbled  together  partly  with 
15  major  acquisitions,  such  as 
insurer  Life  of  Virginia,  since 
1997,  GEFA's  assets  under  man- 
agement have  more  than  dou- 
bled from  $45  billion  to  an  esti- 
mated $109  billion  expected  at 
the    end    of  this   year.    As    for 
gefn.com,  Frazier  says:  "We  can 
get  into  a  path  of  profitability 
that's  immediately  accretive,  or  in  a 
very  short  time,  which  is  something 
the  dot-coms  would  die  for." 

With  some  25  million  customers, 
gefa  has  a  huge  opportunity  to  re- 
cruit users  for  gefn.com.  Indeed,  ge 
plans  to  go  after  many  of  these  cus- 
tomers by  putting  links  to  gefn.com 
on  intranets  at  companies  that  have 
existing  relationships  with  GE  through 
their  insurance  or  401(k)  plans.  "We  al- 
ready have  scale,  now  we  have  to  focus 
on  execution,"  Frazier  says. 

With  just  35  employees,  gefn.com 
made  its  "soft"  launch  on  Feb.  8.  Many 
of  the  site's  key  products  are  in-house 
ge  fare  ranging  from  auto  insurance  to 
mutual  funds.  But  two  key  features 


So  far,  GEFN's  offering  falls  short 
of  the  feature-packed  sites 
launched  bv  smaller  rivals 


mu 

laij  already 

a  huge   advantage 

many  rivals,  GE  executives  claim. 

Ji|>art,  it's  an  important  new  distribu 

channel  for  GE  Capital's  booming 

ncial-services  business,  whose  $9.6 

on  in  revenues  last  year  were  larger 

i  those  of  the  top  five  online  brokers 

if  ibined.  GE  won't  break  out  earnings 

GE   Financial  Assurance,  but  says 

t  its  income  has  grown  at  a  rate  of 

a  year  since  1996.  The  unit  sells  in- 

ance,  mutual  funds,  and  401(k)  plans 

consumers  and  corporations  world- 

le.  About  35%  of  GEFA's  sales  are 

de  by  direct  mail  and  its  own  sales- 

ce;  the  rest  are  made  through  a  net- 

1  rk  that  includes  independent  agents, 
.  ikers,  banks,  and  securities  firms  such 
)  ( 'harlos  Schwab  &  Co. 
.  Led  by  Frazier,  a  41-year-old  execu- 
j  e  straight  out  of  the  Welch  mold,  the 
it  has  been  one  of  ge's  most  powerful 
iwth  engines  in  the  past  five  years, 
azier,  formerly  head  of  GE  Japan,  is 

osidered  golden  inside  ge    partly  De- 
nse of  his  Net  savvy  and  partly  be- 


WEB  SITE  BOSS  GOINGS:  NO  PLANS  TO  GO  OFFLINE 


were  farmed  out  to  specialists.  Hous- 
ton's CompuBank  provides  banking  and 
bill-payment  services,  while  Paytrust 
Inc.  in  Princeton,  N.J.,  provides  an  al- 
ternative, all-electronic  bill-payment  sys- 
tem. Bill  Goings,  senior  vice-president 
for  e-business  and  head  of  gefn.com, 
says  the  site  will  eventually  add  new 
features,  including  brokerage.  "Choice 
is  a  critical  part  of  our  strategy,"  he 
says. 

UPWARD  BOUND?  Given  its  huge  finan- 
cial clout,  GE  could  easily  afford  to  make 
a  bid  for  the  likes  of  Schwab  or  Merrill 
Lynch  to  propel  itself  into  the  big 
leagues  and  close  the  obvious  glaring 
hole  in  its  online  offering.  But  execu- 
tives say  they  are  not  going  to  expand 
gefn.com  by  acquisition  but  plan  to  con- 
tinue to  expand  by  building  more  al- 
liances with  other  providers.  GEFA's  en- 
try into  e-brokerage  will  likely  be 
through  a  "carefully  crafted  alliance," 
they  say,  but  decline  to  provide  details. 
That's  leading  some  analysts  to  ques- 


tion whether  gefn.corn  can  make  it  to 
the  ranks  of  top  financial  Web  tfa  with 
the  present  strategy.  One  potential  road- 
block: the  lack  of  branch  offices.  The  fi- 
nancial assurance  unit  doesn't  have  a 
physical  place  for  customers  to  go  and 
transact  business.  Instead,  service  ifi 
handled  through  call  centers  and,  more 
recently,  over  the  Net.  GEFA  is,  however, 
planning  a  pilot  scheme  for  Atlanta.  It 
will  set  up  a  storefront  operation  in  a 
shopping  mall,  where  customers  can 
learn  about  term  life  insurance  and  an- 
nuities— and  buy  them,  too.  But  there's 
no  intention  to  add  similar  operations 
elsewhere. 

Experience  at  other  Internet-only 
banks  suggests  that's  a  risky  course. 
They  have  failed  to  capture  even  a 
small  percentage  of  the  online  market, 
in  large  part  because  customers  still  de- 
mand access  to  bank  tellers,  says  Dan 
Latimore,  an  online  financial-services 
consultant  with  Mainspring  Communi- 
cations Inc.  in  Cambridge,  Mass.  Any 
newcomer  "will  have  to  have  some 
physical  presence  or  else  they'll  be  stuck 
in  a  niche  for  the  next  five  years,"  when 
consumers  will  presumably  be  more 
comfortable  with  Internet-only  banking. 
He  adds:  "I  would  be  shocked  if  they 
didn't  have  something  in  the 
works." 

Goings  says  he  has  no 
plans  to  acquire  a  brick-and- 
mortar  bank.  While  he  ad- 
mits that  online  financial 
services  are  still  in  their  in- 
fancy, he  says  he  is  confi- 
dent that  consumers  will 
see  the  benefits  of  gefa  as 
a  "financial  solutions"  company.  Next 
up,  though,  is  expanding  gefn.corn  over- 
seas. The  financial  assurance  unit  oper- 
ates in  17  countries,  and  34%  of  its  rev- 
enues come  from  Europe  and  Asia. 
Execs  see  the  best  opportunities  are  in 
Japan,  the  world's  No.  2  life  insurance 
market  and  where  consumers  have  sav- 
ings of  $13  trillion. 

ge's  online  finance  unit  may  well  have 
a  hard  time  making  a  big  splash.  But 
the  test  of  its  success,  says  Frazier,  will 
not  be  whether  it  overtakes  Charles 
Schwab  and  Citicorp.  Jack  Welch  is  pre- 
pared to  bend  his  ironclad  rule  for  fi- 
nancial services,  a  highly  fragmented 
industry.  "Being  No.  1  or  No.  2  is  not 
as  important  as  being  big  enough  to 
control  your  own  destiny."  says  Frazier. 
Right  now,  gefn.corn  lacks  the  heft 
to  do  so.  But,  given  the  track  record 
of  most  gk  businesses,  it's  too  early  to 
write  this  one  off, 

By  Pamela  L.  Moore  and  Geoffrey 
Smith  in  Stamford,  Conn. 
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HIGH-TECH  STOCKS: 
A  WORLD  OF  HURT 

Foreign  markets  mirror  U.S.  concern  about  profits 

Iisery  loves  com- 
pany— especially 
when  it  comes 
to  technology  and  tele 
com  stocks  these  days 
Not  only  is  the  Nasdaq 
down  14%  since  the  middle 
of    July,    tech    stocks    are 
wreaking  havoc  from  Japan  to 
Helsinki.  Japan's  version  of  the  Nas- 
daq, the  Jasdaq,  is  down  13%,  Frank- 
furt's high-tech  Nemax  50  index  has 
fallen  10%,  and  the  Euro.NM  growth 
index  is  off  8%.  Leading  the  downward 
charge  are  such  international  heavy- 
weights as  Nokia,  Lucent,  China  Mo- 
bile, and  WorldCom. 

But  don't  despair,  especially  if 
you're  a  long-term  investor.  This 
global  tech  swoon  is  most  likely 
temporary,  due  to  the  double- 
whammy  of  profit  warnings  and 
the  fear  that  the  U.  S.  economy 
isn't  slowing  enough.  What's 
more,    it's    providing    much 
needed  relief  by  bringing  val- 
uations down  to  more  rea- 
sonable levels  and  deflating 
rampant  speculation.  "Ex 
pectations  in  these  stocks  got  well  out  of 
control  through  the  course  of  last  year — 
not  just  in  the  U.  S.  We're  seeing  a  nec- 
essary unbundling  of  euphoria,"  says 
David  Bowers,  chief  global  strategist  at 
Merrill  Lynch  &  Co. 
TAKING  A  BREAK.  It  also  doesn't  mean 
that  tech  will  cease  being  the  global  mar- 
ket leader.  Worldwide  demand  for  high- 
speed  Internet  access,  wireless,   and 
broadband  communications  will  only  in- 
crease, say  analysts.  But  for  now,  tech 
stocks  are  taking  a  break.  "The  Nasdaq 
is  in  the  rehab  center,  and  we  can't  let  it 
out  because  it  will  try  to  sneak  a  drink  at 
Harry's  Bar,"  says  Charles  Pradilla,  chief 
investment  strategist  at  S.G.  Cowen  Se- 
curities Corp.  Pradilla  thinks  the  tech 
downdraft  will  continue  through  the 
year's  end,  with  the  Nasdaq  remaining  in 
a  trading  range  from  3,200  to  4,400. 

Not  all  global  tech  stocks  are  in  the 
doldrums.  Canadian  optical  networking 
company  Nortel  Networks  Corp.,  for 
instance,  is  faring  well.  And  emc  Corp., 


TECHS  TANK 
AROUND 
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COMPANY/TICKER           STOCK  PRICE 
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AMAZON  (AMZN) 

30% 

42'A 

CHINA 
MOBILE  (CHL) 

42%; 

48% 

ERICSSON 
(ERICY) 

18'/8 

22"/8 

HUTCHISON              69 
WHAMP0A  (0013.HK) 

777s 

LUCENT  (LU) 

45M6 

64 

NOKIA  (NOK) 

41 

55 

NTT  DoCoMo 
(NTDMY) 

133 

146% 

TELMEX  (TMX) 

51% 

65% 

SOFTBANK  (SFTBF) 

87 

127 

WORLDCOM 
(WC0M) 

38%s 

49% 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 

the  top  corporate  data-storage  cor 
in  the  U.S.,  Europe,  and  Asia,  re 
reported  a  50%  jump  in  earning 
its  revenue  should  accelerate  fc 
rest  of  the  year.  Tech  stocks  thj 
performing  the  best  have  real  eai 
and  strong  growth  momentum, 
got  to  be  much  more  specific  anc 
about  individual  companies  rathei 
sectors,"  says  Achim  Ferhrenbach 
analyst  at  M.  M.  Warburg  &  Co 

By  and  large,  however,  tech  s| 
are  suffering  globally.  The  bigges 
son  is  that  the  world's  stock  ma] 
still  closely  track  the  U.S.  A 
the  U.S.,  third-  and  fourth-qi 
jrofit  warnings  from  tech 
panies  are  mounting.  I 
past  two  weeks,  World 
Inc.  and  Lucent  Tech 
gies  Inc.  have  said 
earnings  for  the 
ond  half  of  the 
would  be  lackk 
due  to  slower  sale 
Overhanging  the 
ket  is  the  interest-rat 
flation  scenario,  w 
could  last  longer 
a  bad  summer  c 
And  that's  espec: 
affecting  richly 
ued      tech     sto 
While    it's    unliP 
that  the  Federal 
serve  will  raise  r 
when  it  next  m« 
on    Aug.    22,    m 
strategists    and    so 
economists  say  that  anot 
hike  before  the  end  of  the  year  is  lik 
especially  if  short-term  economic 
aren't  tame  enough. 
OUT  OF  FAVOR.  Then  there  are  pr 
lems  within  the  tech  sector.  Investi  \ 
are  increasingly  questioning  Inten ! 
business  models,  especially  those  of  co 
panies  that  have  yet  to  turn  a  profit. 
July  27,  Amazon.com,  which  already  w  . 
down    70%    from    its    52-week    hij  t 
plunged  to  its  lowest  level  since  E  I 
cember,  1998,  as  investors  lost  patien 
after  a  second-quarter  revenue  shoi  | 
fall.  "Investors  are  finally  asking,  'G  i 
this    company    make    money?' "    sa; 
Pradilla.  Softbank,  the  Japanese  cor 
pany  that  invests  in  Internet  comp 
nies,  is  down  more  than  70%  this  yea 
Software  stocks,  too,  are  out  of  fav( 
because  companies  are  increasingly  se' 
ing  Internet  applications  rather  tha  $ 
prepackaged,  shrink-wrapped  program 
bmc  Software  and  sap,  for  instance,  hav 
turned  in  dismal  performances  in  t 
past  year. 

Global  wireless  companies  such 
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Nokia,  Motorola,  and  Ericsson  have  lost 
their  luster  in  recent  weeks.  The  reason: 
They  predict  slower  cell  phone  sales  in 
the  second  half  of  this  year.  Investors 
are  also  concerned  about  the  huge  fees 
these  companies  must  pay  for  the  li- 
censes that  will  allow  them  to  offer  mo- 
bile data-communications  services.  Eu- 
rope already  has  started  to  auction  off 
these  licenses,  and  the  U.S.  will  start 
soon.  Yet  another  issue  is  the  race  to 
see  which  companies  wall  dominate  the 
third  generation  of  wireless.  Even  so, 
analysts  say  that  wireless  stocks  should 
start  to  pick  up  again  when  new  cell- 
phone models  come  out  next  year. 
HARD  HIT.  And  semiconductor  companies 
have  been  hit  hard  recently  on  concerns 
that  the  chip  boom  has  peaked  and  will 
start  to  drop  off.  In  an  attention-grab- 
bing report  issued  last  month,  Salomon 
Smith  Barney  analyst  Jonathan  J. 
Joseph  warned  that  hard-to-find  chips 
were  becoming  easier  and  cheaper  to 
buy,  while  chipmakers  continued  to 
ramp  up  capacity.  The  report  sent  U.S. 
stocks  such  as  National  Semiconductor 
Corp.  and  Texas  Instruments  Inc.  down- 
ward. It  also  hit  such  chipmakers  as 
South  Korea's  Samsung  Electronics, 
which  has  fallen  some  15%  since  July  24, 
and  Hyundai  Electronics  Industries  Co., 
which  has  dropped  16%. 

There's  good  semiconductor  news, 
however.  Analysts  say  that  sales  will 
likely  pick  up  next  year  as  global  PC  de- 
mand increases.  Also,  companies  that 
manufacture  chips  for  computers  are 
increasingly  making  them  for  a  variety 
of  New  Age  communications  devices. 
A  rebound  in  cell-phone  sales  should 
also  help  the  sector. 

One  area  that's  getting  attention: 
stocks  of  Old  Economy  companies  that 
are  using  technology  to  their  advan- 
tage. For  instance,  Grupo  Televisa,  the 
Mexican  media  company,  is  using  the 
Net  for  content  distribution.  And  ener- 
gy company  Enron  Corp.  uses  the  In- 
ternet as  a  marketplace  and  is  moving 
into  broadband. 

Despite  the  recent  sell-off,  investors 
remain  sanguine  when  it  comes  to  tech. 
According  to  a  recent  study,  46%  of  in- 
vestors surveyed  by  Charles  Schwab  & 
Co.  say  they  plan  to  invest  in  a  tech- 
focused  mutual  fund  within  the  next  six 
months,  more  than  double  last  year's 
21%.  And  with  small  investors  besting 
gurus  in  tech  forecasting  in  recent 
years,  that  could  mean  this  sell-off  is 
just  a  bull-market  hiccup. 

By  Marcia  Vkkers  in  New  York,  with 
Mara  Der  Hovanesian  in  New  York, 
David  Fairlamb  in  Frankfurt,  and  bu- 
reau reports 
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INVESTORS 
HEAD  NORTH 

As  the  Dow  and  Nasdaq  slow, 
Toronto  stocks  gain  23% 

Canada's  stock  market  has  been  the 
Rodney  Dangerfield  of  the  invest- 
ment world.  Canada  boasts  some 
of  the  world's  top  aerospace,  telecom, 
and  high-tech  companies,  but  the  Toron- 
to Stock  Exchange  has  never  attracted 
much  attention  from  U.S.  investors. 

Not  anymore.  The  Toronto  Stock  Ex- 
change 300  Composite  Index  is  taking 
off — rising  faster  than  any  major  bench- 
mark index  in  the  world  (table).  While 
the  Dow  Jones  industrial  average  is  off 
7%  and  the  Nasdaq  Composite  Index 
has  tumbled  10%  since  January,  the  tse 
300  has  climbed  23%. 

So  American  investors  are  piling  in, 
pumping  up  Toronto's  market  further. 
U.S.  investors  poured  $17  billion  into 
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Canada 
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USA 
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Canadian  stocks  in  the  first  five 
of  this  year,  compared  with  $11 1 
for  all  of  1999.  By  the  end  of 
Canadian  government  agency  est] 
the  figure  will  hit  $40  billion.  "Th<| 
dian  market  is  getting  the  recog 
deserves,"  says  tse  Chairman  Da 
Sullivan. 

BIG  HITTERS.  Behind  the  market's! 
is  the  explosive  growth  of  Bral 
(Ont.)    communications-gear   su] 
Nortel  Networks  Corp.  Even 
its  stock  has  come  off  its  highs  in 
days,  it  has  soared  46%  since  Jal 
The  company  accounts  for  roughl] 
of  the  TSE  300's  gain  as  its  marl 
italization  has  risen  to  $213  billior 
$132  billion  in  January.  It  makl 
33%  of  the  TSE  300  index,  whi 
weighted  according  to  market  cap! 
er  high-tech  hitters  include  the  C( 
an  portion  of  jds  Uniphase  Corp 
Celestica  Inc. 

In  fact,  some  brokers  on  Ton] 
Wall  Street— called  Bay  Street- 
that  the  TSE  300  should  be 
tse  1.  "The  change  in  the  ind< 
many  days  is  entirely  due  to  the 
ment  of  Nortel,"  says  Wayne  E.  D| 
a  partner  at  Deans  Knight  Capital 
agement     Ltd. 
BRIGHT  LIGHT:        next-biggest    firr 
The  TSE  300         the  tse  300,  Sead 
leads  all  world     Co.,  accounts  for) 
benchmarks  than  3%  of  the  inc 

Still,  the  TSE 

steep  climb  is  more  than  a  one- 
show.  U.  S.  investors,  who  are  the  ] 
jority  of  non-Canadian  investors, 
discovering  many  undervalued  je^ 
across  their  Northern  border.  Cana 
economy  is  expanding  at  a  brisk 
with  unemployment  at  a  24-year 
and  inflation  below  2%.  "They  pic 
the  U.S.  market  over  pretty  well 
then  were  looking  for  other  mart 
that  were  trading  at  better  valu^ 
says  Eric  C.  Tripp,  executive  manag 
director  for  institutional  equity  at 
Nesbitt  Burns. 

Indeed,  even  without  Nortel,  the 
of  the  tse  300  index  would  still  be  I 
12%,  a  greater  rise  than  any  other  gll 
al  benchmark.  With  the  exception! 
sectors  such  as  metals  and  minerq 
many  Toronto  Stock  Exchange  ec 
are  experiencing  double-digit  gro\ 
with  oil  and  gas  stocks  up  21%  and 
ities  gaining  12%. 

What  could  halt  this  upward  traji] 
tory?  A  reversal  in  Canada's  econon] 
fundamentals.  But  right  now,  no  in<| 
cators  point  downward.  So  Canada's  Tl 
300  should  continue  to  fly —  unless  Nq 
tel  takes  a  tumble. 

By  Hugh  Filman  in  Toronl 
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STORAGE  HAS  A  NEW  MEANING.  DRIVEN  BY  THE  NEEDS  OF  THE  NET  ECONOMY,  SUN  IS  CHANGING  THE  VERY  NATURE  OF  STORAGE,  FREEING  BUSINESS 

INFORMATION  by  putting  it  where  it  belongs,  on  the  network.  IN  YOUR  FACE,  ready  to  come  SCREAMING  at  you,  wherever 

AND  WHENEVER  YOU  NEED  IT.  WE'VE  CREATED  A  COMPLETE  STORAGE  PRACTICE  INCLUDING  SOFTWARE,  SYSTEMS  AND  SERVICES.  A  TOTAL 

JOLUTION  DEVELOPED  TO  DELIVER  THE  LEVELS  OF  AVAILABILITY,  SCALABILITY  AND  MANAGEABILITY  THAT  .COM  APPLICATIONS  REQUIRE-AN  OPEN  APPROACH 

THAT  WILL  MANAGE  ANY  STORAGE  PLATFORM.  TRADITIONAL  STORAGE  WON'T  GET  THE  JOB  DONE.  SUN  CAN  HELP  YOU  HARNESS  INFORMATION 

RATHER  THAN  MERELY  STORE  IT,  TURNING  YOU  INTO  A  FORCE  TO  BE  RECKONED  WITH. 
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E  NETWORK  IS  THE  COMPUTER  "  WWW.SUN.COM/STORAGE  O2000  SUN  MICROSYSTEMS.  INC  ALL  RIGHTS  RESERVED  SUN,  SUN  MICROSYSTEMS.  THE  SUN  LOGO.  THE  JAVA  COFFEE  CUP 
M  THE  NETWORK  IS  THE  COMPUTER.  ANO  WE'RE  THE  OOT  IN  COM  ARE  TRADEMARKS  OR  REGISTERED  TRADEMARKS  OF  SUN  MICROSYSTEMS.  INC  IN  THE  UNITED  STATES  AND  OTHER  COUNTRIES. 


microsystems 
We're  the  dot  in  .com" 


Finance 


COMMENTARY 

By  Gary  Weiss 


HEDGE-FUND  DISASTER?  WHAT  HEDGE-FUND  DISASTER? 


If  you  think  Wall  Street  has  a 
short  memory,  you're  dead  wrong. 
No,  the  folks  who  work  on  Wall 
Street,  regulate  Wall  Street — and, 
above  all,  invest  in  its  wares,  notably 
its  hedge  funds — don't  have  a  bad 
memory.  They  don't  have  any  memo- 
ry at  all.  Just  take  a  look  at  the  af- 
termath of  the  crisis  in  the  financial 
markets  caused  by  Long-Term  Capi- 
tal Management.  It  happened  just 
two  years  ago.  But  as  far  as  Wall 
Street  and  its  regulators  are  con- 
cerned, it  never  happened  at  all. 

Long-Term's  principals  are  back 
in  business — doing  exactly  the 
same  kind  of  high-stakes  trad- 
ing strategies  that  got  the  ft 
nancial  world  in  an  uproar 
two  years  ago.  Meanwhile, 
regulators  and  Congress 
have  done  absolutely 
nothing — enacting  not  a 
single  new  law  or  regu- 
lation— to  prevent  a  rep 
etition  of  the  combined 
secrecy  and  hubris  that 
sent  the  financial  world 
reeling.  Now,  as  then,  the 
financial  world  is  relying 
on  sound  lending  practices     ^j 
by  bankers  and  major  bro-      ^| 
kerages — something  totally         #j 
absent  two  years  ago — to  pre- 
vent another  ltcm  crisis. 

It's  an  old  and  familiar  story  by 
now.  Led  by  former  Salomon  Broth- 
ers trader  John  W  Meriwether,  Long- 
Term  engaged  in  various  forms  of  ar- 
bitrage— wagers  that  relationships 
between  the  markets  eventually  re- 
turn to  historic  patterns.  The  Russian 
debt  default  of  August,  1998,  and  the 
crisis  that  followed,  skewed  those  pat- 
terns dramatically.  By  betting  on 
those  relationships  with  vast  sums  of 
boiTowed  money,  and  then  losing, 
Long-Term  almost  sent  some  of  the 
nation's  largest  banks  and  brokerages 
into  a  tailspin. 

FATAL  STRATEGIES.  The  denouement 
of  the  Long-Term  saga  was  a  contro- 
versial Federal  Reserve-sponsored 
bailout.  In  an  upcoming  book  on 
Long-Term  Capital,  Wliere  Genius 
Failed,  journalist  Roger  Lowenstein 
chronicles  the  succession  of  losing 
trading  strategies  that  proved  fatal  to 


this  $4.7  billion  hedge  fund.  Lowen- 
stein argues  convincingly  that  the 
bailout  squandered  an  opportunity  to 
give  the  markets  a  dose  of  needed 
discipline.  By  rescuing  ltcm  and  its 
creditors,  the  Fed  made  it  easier  for 
Wall  Street  to  forget  that  the  crisis 
had  ever  taken  place.  That  is  precise- 
ly what  happened — as  proven  by  the 
fact  that  Meriwether  is  back  in  busi- 
ness, big-time.  And  major  institutions, 


J 


You  may  recall  the 

Long-Term  Capital 

rescue,  but  regulators 

don't  seem  to 

MERIWETHER  IS  BACK  IN  BUSINESS 

their  identities  cloaked  by  the  opacity 
of  the  hedge-fund  world,  are  again 
lending  him  money. 

Meriwether's  new  trading  opera- 
tion is  called  jwm  Partners.  It  has 
raised  a  respectable  $400  million,  and 
in  the  first  half  of  the  year  it  has 
climbed  7%,  which  is  fairly  typical 
for  arbitrage  funds.  How  much  bor- 


rowed money  did  Meriwether  use 
get  those  returns?  The  fund  is  no 
commenting  for  the  record,  but  a 
source  close  to  the  fund  says  JWM 
using  leverage  in  the  range  of  12 
18  to  1.  That's  less  than  the  30  to 
leverage  previously  used  by  LTCM, 
but  vastly  more  than  the  2  to  1   ( 
leverage  typically  used  by  hedge 
funds.  And  steep  enough  to  make 
that  7%  return  seem  ridiculously  1 
in  comparison  to  the  risk. 

Only  self-restraint  by  everyone 
concerned  can  keep  Meriwether  frc 
going  back  to  the  leverage  that 
^     proved  disastrous  two  years  ag( 
^^    That's  because  regulatory  ove 
sight  is  unchanged.  And  ef- 
forts to  force  hedge  funds  t 
improve  their  disclosures 
have  gone  nowhere.  Take||A 
the  bill  that  was  intro- 
duced in  Congress  last 
September  by  Represen 
tative  Richard  H.  Bake: 
(R-La.),  chairman  of  the 
House  capital  markets 
subcommittee.  Baker's  bi 
would  require  the  largest 
hedge  funds  to  provide 
regular  public  disclosures 
their  positions,  including 
their  use  of  leverage. 
Hedge-fund  managers  hate 
the  Baker  bill,  and  so  far  they  ar<  dtS  3Lt 
getting  their  way.  It  is  languishing 
in  committee.  And  a  similar  fate 
seems  likely  for  a  little-publicized  ef-  j.| 
fort  by  the  Commodity  Futures 
Trading  Commission  to  beef  up 
hedge-fund  disclosures.  The  cftc's 
proposed  regulation  ran  into  a  brick 
wall  of  hedge-fund  opposition  from 
the  moment  it  was  published  in  the 
Federal  Register  on  Apr.  17.  "Post- 
LTCM,  market  participants  are  wary 
and  chastened,"  goes  a  July  6  com- 
ment letter  from  Tudor  Investment 
Corp.,  run  by  hedge-fund  magnate 
Paul  Tudor  Jones.  Sure — "wary  and 
chastened"  enough  to  give  John 
Meriwether  12  to  18  to  1  leverage. 
This  tired  old  argument  will  carry 
the  day — until  regulators  cure  them- 
selves of  their  Long-Term  Capital 
Management  amnesia. 

Senior  Writer  Weiss  covers  hedge  funds. 
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tertainment 


»0s,  CEOs...  THAT'S 
NTERTAINMENT! 


h  the  public  crazy  about 
"f  3ks  and  startups, 
lywood  is  betting  on  a 
;  of  new  business  shows 


|  or  months  now,  Hollywood  produc- 
.  ers  have  been  racking  their  brains 
to  come  up  with  ways  to  turn  the 
New  Economy  into  the  next  big, 
cable  thing.  Just  an  hour  plane  trip 
h,  all  those  geeks  in  Silicon  Valley 
•  managed  to  churn  out  episode  after 
ode  of  success,  making  CEOs  into 


stars  and  ticker-watching  into  a  national 
pastime.  So  far,  though,  the  slicksters  in 
Hollywood  have  yet  to  cash  in. 

But  that  could  be  about  to  change. 
Coming  soon  to  screens  large  and  small 
is  a  raft  of  new  shows,  movies,  and  doc- 
umentaries that  will  attempt  to  sate  the 
public's  fascination  with  all  things  digital. 

The  thinking  is  that  if  the  New  Econ- 
omy can  launch  at  least  five  new  maga- 
zines (Wired,  Fast  Company,  Industry 
Standard,  Red  Herring,  and  Business 
2.0)  and  a  slew  of  best-sellers  (eboys, 
The  Millionaire  Mind,  The  New  New 
Thing,  Irrational  Exuberance,  and  Nud- 


IN  2000 


isl  on  the  Late  Shift),  then  why  not  sit- 
coms,  movies,   documentaries — even 
hour-long  dramas? 

Hollywood  is  a  little  late  to  the 
game  in  part  because  it  doesn't 
set  trends,  it  follows  them.  Plus, 
conventional  wisdom  until  now 
has  been  that  most  heroes  on 
/     _  TV  dramas  have  to  be  cops, 

lawyers,  or  doctors.  "No- 
body could  imagine  a  hero 
from    any    other    venue," 
says   Michael  Chernuchin, 
exec  producer  of  Turner  Net- 
Jj  work  Television's  new  fall 

series,  Bull,  the  first  of 
the  New  Economy  dra- 
mas. Chernuchin  says  he 
has  been  pitching  Bull 
since  1990.  But  the  Hol- 
lywood kingpins  told 
him  nobody  cared  about 
business.  That  was  before 
the  days  of  overnight  bil- 
lions and  Microsoft  trust- 
busting.  "When  Wall  Street 
moved  to  the  front  page,  it 
opened  up  a  whole  new  area  for  enter- 
tainment," Chernuchin  says.  "There's  ma- 
jor drama  in  business — everybody's 
jumping  on  the  bandwagon." 
$TREET  NEWS.  So  much  so  that  the 
bandwagon's  getting  a  bit  crowded,  with 
stories  ranging  from  the  superficial  to 
the  serious.  Sex  in  the  City  creator  Dar- 
ren Star  is  taking  a  flier  with  The  Street, 
his  designer-garb-filled  take  on  the 
brash,  beautiful,  under-30  set  on  Wall 
Street.  "The  show  will  have  its  roots 
in  how  Wall  Street  supports  and  makes 
possible  all  these  startups,"  says  Star. 

In  The  Streets  first  episode,  two  bad- 
ly dressed  nerds  watch  the  stock  of  their 
company — which  sells  sperm  from  Ivy 
League  students — quadruple  in  an  IPO; 
Russian  strippers  (a  nonfictional  favorite 
of  investment  banking  boys)  demand 
friends-and-family  stock  for  their  online 
brokerage  accounts  ("You  guys  want  to 
party,  we  want  the  IPO  price!");  and 
series  hero  Jack  Kenderson,  a  baby-faced 
investment  banker  with  a  killer  apart- 
ment, learns  that  his  workaholic,  Har- 
vard MBA  fiancee  has  her  old  bovfriend 


IN  2001 


ENEW 

ONOMY, 

ARRING... 


THE  STREET  Fox's  saucy  look  at  Wall  Street  traders  from 
Sex  hi  the  City  creator  Darren  Star 

BULL  TNT's  drama  about  ihvestment  bankers  and  the 
families  behind  them 

LEVEL  9  The  Paramount  Network's  series  about  a  group 
of  hip  cybersleuths  protecting  the  world  from  the  evils 
of  hackers 


THE  NEW  NEW  THING  NBC's  minisenes  based  on  Michael 
Lewis'  best-seller 

STARTUP,  AN  INTERNET  ADVENTURE  A  documentary  about 
a  Silicon  Alley  company  that  promises  to  revolutionize 
instant  messaging 

STARTUP.COM  Another  doc  with  theatrical  release  from 
Blair  Witch  Project  distributor  Artisan  Entertainment 
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on  speed  dial.  The  idea  is  to  mix  every- 
thing of-the-moment — from  music  like 
Groove  Armada's  /  See  You  Baby 
(Shakin'  That  Ass)  to  references  to  mojo 
and  mezzanine  rounds — into  the  lives  of 
these  Wall  Street  wizards  in  the  same 
way  Star  blends  what's  cool  into  Sex  in 
the  City.  To  get  the  tone  just  right,  the 
show  has  hired  as  a  consultant  New 
Economy  uber-auihority  Po  Bronson,  au- 
thor of  the  best-sellers  The  First  $20 
Million  Is  Always  the  Hardest  and  The 
Nudist  on  the  Late  Shift. 
HACKER  TRACKERS.  Also  in  the  TV 
pipeline:  Level  9,  a  new  fall  show  from 
the  Paramount  Network  that  centers  on 
a  band  of  young  cybersleuths;  a  reality- 
based  series  from  Bunim/Murray,  cre- 
ators of  MTV's  The  Real  World,  about 
journalists  starting  a  New  York  City 
Web  magazine;  and  a  spring,  2001,  nbc 
miniseries  based  on  Michael  Lewis'  The 
New  New  Thing.  Lewis  is  also  at  work 
on  a  New  Economy  screenplay,  as  is 
Bronson. 

Part  of  what  has  worked  against  Hol- 
lywood in  getting  these  products  to 
market  is  that  the  industry  doesn't  op- 
erate on  Internet  time.  Like  book  pub- 
lishing, much  of  entertainment  is  stuck 
on  an  archaic  production  cycle,  with  sit- 
coms and  movies  often  taking  years  to 
develop.  That's  why  documentary  film- 
makers, long  the  penniless  runts  of  L.A., 
have  a  huge  advantage  right  now.  They 
can  move  quickly  and  give  audiences 
an  even  better,  more  authentic  cinema 
verite  rush  than  they  can  get  with  real- 
ity-based hits  like  Survivor. 

"It  felt  like  the  end  of  the  '20s  to 
me,  and  I  wanted  to  capture  this  gold 
rush  before  it  was  over,"  says  New 
York  City  filmmaker  Anne  Sundberg, 
whose  feature  What  Happened  to  Tully 
won  the  Los  Angeles  Independent  Film 
Festival's  Critics  Prize  this  year.  Sund- 
berg is  now  making  a  documentary 
called  Startup,  an  Internet  Adventure, 
with  Josh  Marrow.  The  story  centers 
on  a  Silicon  Alley  company  still  in 
stealth  mode  that  promises  to  revolu- 
tionize instant  messaging.  "The  best 
way  to  do  this  is  to  live  with  these  peo- 
ple, and  you  can't  do  that  with  a 
60-person  crew,"  Sundberg  says. 

In  typical  New  Economy  fashion,  the 
content  market  will  soon  be  flush  with 
stories  of  startups.  Two  other  documen- 
taries— one  from  Sundance  contender 
Wonsuk  Chin,  the  other  from  D.  A. 
Pennebaker  and  Chris  Hegedus,  the  team 
who  made  The  War  Room — are  also  in 
the  works.  Their  names?  StaH-up!  and 
Startup.com,  respectively.  Could  an  In- 
ternet-style shakeout  be  far  behind? 

By  Michelle  Conlin  in  New  York 


CABLE 


DEATH  OF 

THE  VIDEO  STORE? 


Video  on  demand  is  a  couch  potato's  dream  come  true 


Snug  in  bed,  remote  control  firmly 
in  hand,  Atlantan  Michael  Burke 
is  Blockbuster's  worst  nightmare. 
He  and  his  family  rent  three  to 
four  movies  a  week,  yet  they  haven't 
been  to  a  video  store  in  two  years. 
There's  no  need.  The  Burkes  rent 
movies  directly  from  their  cable  opera- 
tor, Charter  Communications  Inc.  From 
bed,  Burke  can  stop,  pause,  and  rewind 
movies  as  if  they  were  on  tape  in  a 
vcr.  "Who  needs  a  video  store  any- 
more?" asks  Burke,  a  42-year-old  senior 
product  manager  at  PerkinElmer  Inc. 

Cable-TV  operators  are  betting  bil- 
lions of  dollars  that  Burke  is  right. 
They're  starting  to  roll  out  a  service 
called  "video  on  demand,"  which  uses 
the  industry's  new  high-speed  digital 
networks  to  provide  old  and  new  movies 
anytime  customers  want  them.  So  far, 


only  a  handful  of  cities,  including  Tan 
Honolulu,  Duluth,  Ga.,  and  Austin,  T 
have  cable  systems  offering  video  on 
mand.  But  the  market  is  about  to  t 
off.  Scientific-Atlanta  Inc.,  which  b 
video-on-demand  networks  for  cable 
erators,  has  been  hired  to  launch 
technology  this  year  in  40  markets 
taling  more  than  25  million  cable  s 
scribers.  "Video  on  demand  is  real 
it  is  coming,"  vows  James  F.  McDon 
Scientific-Atlanta's  president  and  C 
The  betting  is  that  the  business 
quickly  move  into  fast-forward.  Yan 
kee  Group,  the  research  firm,  pre 
diets  that  by  2003,  there  will  be 
nearly  8  million  people  sub 
scribing  to  video  on  demand, 
generating  more  than  $1 
billion  for  cable  opera 
tors.  Movies  are  just 
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Bnning.  It  a  digital  network  can 
Mvies  on  demand,  why  not  TV 
id  video  games?  That's  the  ca- 
stry's  plan.   Video  on  demand 
>me  the  lace  ribbon  on  a  pack 
gital  services,  including  Internet 
id  online  banking.  Says  Michael 
rime  Warner  Cable's  vice-pres- 
corporate  development:  "It's 
nning  of  real  choice,  of  watching 
u  want,  when  you  want." 
;'s  some  hype  here,  sure.  But 
io  rental  industry  isn't  taking  it 
Today's  entrenched  players  in 
billion  business,  which  includes 
games,  and  other  videos,  are 
■    d  to  lose  15%  of  their  market 
by  2005.  Says  Forrester  analyst 
Schwartz:   "Once   they   [con- 
|  try  it,  they'll  never  go  back." 
ader  Viacom  Inc.'s  Blockbuster 
:ore  chain  has  teamed  up  with 
ne  companies  and  utility  Enron 
o  provide  its  own  video-on-de- 
ervice  by  the  end  of  the  year. 
s  Blockbuster  Chief  Executive 
ntioco:  "We'll  double  the  market 
«eo  rentals  and  keep  30%  of  it." 
nwhile,  market-share  wars  among 
tores,  cable  operators,  and  digital 
e  broadcasters  are  about  to  get 
driving  down  the  price  of  renting 
and  games  and  making  more  of 
available.  Blockbuster's  Antioco 
ustomers   will   soon  be   paying 
a  month  for  unlimited  access  to 
lovies  and  games.  Silicon  Valley- 
Diva  Systems  Corp.,  which  pro- 
/ideo-on-demand  services  for  many 
Dperators,  offers  a  package  of  430 
5  for  an  average  $3  a  rental, 
le's  battle,  then',  is  on  two  fronts: 
rental  stores  and  also  the  feisty 

satellite  broadcasters,  which 
)een  in  cable's  sights  for  years. 
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( !ompanies  like  DirecTV 
Inc.  and  EchoStar  ( !om 

munications  Corp.  use 
satellites  in  beam  225- 
plus  channels  to  14.3  mil- 
lion subscribers  nation- 
wide. While  that  number- 
is  small  compared  with 
cable's  66.5  million  sub- 
scribers, digital  satellite 
subscribers  are  expected 
to  jump  nearly  73%,  to 
25  million,  by  2005.  That's 
a  huge  growth  rate,  con- 
sidering that  cable  house- 
holds are  expected  to  in- 
crease an  anemic  2.5%,  to 
68  million,  in  the  next  five 
years.  What's  more,  many 
of  those  signing  up  for 
DirecTV  and  EchoStar 
are  cable's  cream-of-the- 
crop  customers:  high-in- 
come households  buying 
the  pay-for-view  movies, 
sporting  events,  and  digi- 
tal packages  that  repre- 
sent cable's  most  prof- 
itable services.  But  with 
its  VCR-Iike  features, 
"video  on  demand 
should  stem  the 
loss  of  sub- 
scribers to  dig- 
ital satellite," 

says    Michael 
Salerno,  an  ana- 
lyst at  researchers 
Adams  Media  Re- 
search in  Carmel  Val- 
ley, Calif. 

How  does  video  on  de- 
mand work?  The  technolo- 
gy is  complex  and  differs 
somewhat  from  system  to  sys- 
tem, but  the  general  operating 
principle  is  that  cable  operators 
store  movies  as  computer  files 
on  a  server.  One  server 
can  simultaneously  deliv- 
er a  copy  of  the  same 
movie  to  up  to  20,000 
customers.  Movies  en- 
ter TVs  through  a  new 
type  of  set-top  box  that's 
'    really  a  computer.  Made  by 
Scientific-Atlanta,  Motorola 
Lnc.'s  General  Instrument  unit, 
and  others,  these  new  set-tops 
let  consumer's  pause,  stop,  forward, 
and  rewind  movies. 
The  concept  isn't  entirely  new.  It 
began  life  as  something  jokingly  called 
"sneakernet,"  referring  to  the  days  when 
sneakered  hotel  employees  used  to  race 
among  basement  VCRS,  popping  in  tapes 
as  guests  ordered   movies  from  their 
rooms.  In  the  early  1990s,  the  cable  in- 
dustry embraced  new  technology  that 


TUNING  IN 

VIDEO  ON  DEMAND  IS  SET  TO  TAKE  OFF 


VIDEO-ON-DEMAND 
REVENUE 

-ill 


DATA;  YANKEE  GROUP 


Solved    such    problem 

but  was  still  unreliable 
and  expensive.  Today, 

a  combination  of 
equipment  advai 
and  falling  component 
prices  has  slashed 
costs  by  90%.  A  video- 
on-demand  set-top  box 
that  cost  $4,000  in 
1993  today  sells  for 
$300  or  less. 

That  development 
has  turned  video  on 
demand  from  a  money 
pit  to  a  money-maker. 
Forrester  estimates 
that  a  $3.5  million  in- 
vestment, enough 
money  to  add  video  on 
demand  in  a  system  of 
200,000  subscribers, 
will  break  even  in 
two  years.  Adds  John 
Hildebrand,  director  of 
multimedia  technology 
at  Atlanta-based  cable 
operator  Cox  Commu- 
nications Inc.:  "We'll 
make  money  if  cus- 
tomers buy  only  two  movies  a  week." 
That's  about  the  same  rate  as  video 
stores  but  renting  movies  from  cable 
will  be  easier:  The  cable  operator  will  ei- 
ther charge  a  monthly  fee  for  the  service 
or  tack  rental  charges  onto  monthly  bills. 
NEW  RIVALS.  Consumers  may  be  crazy 
for  video  on  demand  when  they  hear 
about  it,  but  it  could  be  a  while  until 
everyone  can  have  it.  The  networks  nec- 
essary to  deliver  the  service  reach  only 
about  50%  of  all  cable  households  today. 
The  cable  guys  are  expected  to  lay 
enough  broadband  pipe  to  solve  this 
problem  soon  enough.  But  meanwhile, 
other  technologies  are  cropping  up  that 
could  challenge  the  concept.  Upstarts 
TiVo  Inc.  and  Replayrv  Inc.  sell  a  $300 
set-top  box  that  lets  consumers  record, 
save,  and  edit  any  TV  show — and  jettison 
the  commercials. 

Then  there  are  the  movies  them- 
selves. As  it  stands  now,  Hollywood  stu- 
dios release  new  movies  first  to  rental 
stores  and  then  to  cable.  "For  video  on 
demand  to  be  a  success,  it's  going  to 
have  to  offer  the  same  roster  of  new 
movies  as  the  video  stores,"  says  Tom 
Wolzien,  a  media  analyst  at  Sanford  C. 
Bernstein  &  Co.  It  won't  be  easy  per- 
suading the  studios  to  change  their  re- 
lease schedules,  given  that  141  of  their 
revenue  now  comes  from  rental  stores. 
Still,  even  Blockbuster's  Antioco  be- 
lieves the  studios  will  eventually  em- 
brace video  on  demand.  All  they  have  to 
do  is  see  Burke  and  his  kids  with  their 
feet  up,  ordering  the  next  Hick. 

By  Charles  H.  Haddad  in  Atlanta 
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SIGN  LANGUAGE 

HELPS  KIDS 

DEVELOP  VERBAL 

SKILLS 


"DADDY' 


'I  HAVE  TO  GO  Pi 


Look  Who's  Talking 
-With  Their  Hands 

By  signing,  even  infants  can  tell  you  what's  on  their  mind 


BY  DIANE  BRADY 

Jennifer  Neale's  daughter  started  using 
words  at  the  age  of  seven  months.  Elena, 
now  21  months  old,  isn't  unusually  gifted 
with  language;  rather,  she  communicates 
using  her  hands.  Neale,  a  University  of 
California  doctoral  candidate  in  ecology, 
and  her  husband  Ben  Sacks,  began  using 
simple  gestures  with  Elena  when  she  was  five 
months  old,  after  hearing  about  the  benefits  of 
sign  language  for  babies.  Soon,  Elena  was  able  to 
sign  such  requests  as  more,  eat,  sleep,  and  change. 
"It  was  easy  and  fun,"  says  Neale,  adding  that  her 
daughter  probably  knew  200  signs  by  the  time  she 
was  a  year  old.  "We  never  had  a  period  where  we 
couldn't  figure  out  what  she  wanted."  When  Ele- 


BOST? 


na  was  speaking  a  few  months  later,  her  vocs 
lary  was  extensive — because,  Neale  believes  nest 
her  experience  with  signs.  [use? 

A  growing  body  of  research  supports  Ne* 
faith  in  the  power  of  sign  language  for  bab 
Once  considered  useful  only  for  the  deaf  or  hi 
of-hearing,  sign  language  is  becoming  a  powei  %[ 
tool  to  promote  early  communication  for  eve 
one.  The  reason:  Professionals  say  children  i  °s 
communicate  with  hand  signs  much  sooner  tl  ^ 
they  can  master  verbal  skills.  "It's  a  question 
how  children  mature,"  says  Marilyn  Daniels,  | 
associate  professor  of  speech  communication 
Pennsylvania  State  University  and  author 
forthcoming  book  called  Dancing  with  Wor 
Signing  for  Hearing  Children's  Literacy. 


k 
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Signing  not  only  increases  bonding  between 
parent  and  child,  it  also  helps  reduce  a  major 
source  of  tantrums  and  stress  for  infants 


dels  is  one  of  numerous  researchers  who 
age  families  to  learn  and  use  basic  signs  as 
as  possible.  Most  suggest  using  American 
language  (asl)  because  it's  easy  to  learn, 
xdized,  and  an  official  language  used  by  the 

J  Dmmunity.  But  othei-s  note  that  even  home- 
signs  can  encourage  commu- 
:>n  at  least  six  months  before 
children  start  to  form  basic 
i.  Signing  not  only  increases 
irents'  bond  and  interaction  with  their  ba- 
it helps  reduce  a  major  source  of  tantrums 
itress  for  infants.  It  also  creates  a  more 

jjcally  expressive  environment. 
OOST?  What's  more,  most  signs  are  easy 
sople  to  pick  up  and  use.  Those  who  don't 
to  delve  into  asi.  dictionaries  and  courses 
west  in  books  and  tapes  designed  specifical- 
•  use  with  hearing  babies.  Joseph  Garcia,  an 


Parenting 


early  childhood  education  re- 
searcher in  Bellingham,  Wash., 
has  produced  paperbacks,  video 
kits,  and  reference  guides  as  part 
of  a  series  called  Sign  with  Your 
Baby.  University  of  California 
professors  Linda  Acredolo  and 
Susan  Goodwyn  put  out  Baby 
Signs:  How  to  Talk  with 
Your  Baby  Before  Your 
Baby  Can  Talk,  based  on 
the  results  of  their  stud- 
ies with  hearing  families. 
Unlike  Garcia,  who  is  a 
firm  proponent  of  ASL, 
Acredolo  and  Goodwyn 
suggest  making  up  signs 
to  avoid  frustration  for 
parents.  "Babies  only 
need  the  signs  for  a  short 
period  of  time,"  says 
Acredolo,  who  argues 
that  "there's  nothing  to 
be  gained  from  having 
parents  run  home  to 
search  for  the  exact  sign  every 
time  they  want  to  teach  some- 
thing new." 

Still,  few  dispute  that  any  form  of  nonverbal 
communication  goes  a  long  way  toward  helping 
babies  develop.  When  Acredolo  and  Goodwyn  re- 
visited the  subjects  of  their  1993  study  of  140 
families,  they  found  that  children  who  signed  as 
babies  had  a  mean  I.Q.  of  114,  compared  to  the 
nonsigning  control  group's  mean  I.Q. 
of  102.  Even  if  signing  doesn't  pro- 
duce smarter  children,  anecdotal  ev- 
idence suggests  that  it  may  help 
them  speak  earlier  than  their  nonsigning  coun- 
terparts, because  signing  seems  to  help  them 
grasp  some  basics  of  language  structure.  Jenny 
Culver,  an  Internet  consultant  in  Brookfield,  Wis., 
notes  that  her  pediatrician  initially  feared  that 
using  signs  with  Culver's  daughter  Madeline  might 
delay  the  child's  speech.  Instead,  Madeline's  first 
words  came  at  a  relatively  early  14  months  as  a 
sentence:  "What's  that?"  Culver  also  feels  that 


SITE 

-v.geocities.com/babysigning 
fU.handspeak.com 
Aw.masterstech-home.com/ASLDict.html 

bs.yahoo.com/clubs/signwithyourbaby 

w.sign2me.com 


Signing  Online 


THE  CULVERS: 

Madeline's  first 
words:  "What's  that?" 


DESCRIPTION 

A  guide  for  parents  interested  in  signing  with  their  babies 

Dictionary  lets  users  look  up  more  than  2,800  signs,  including  common  signs  for  babies 

Has  fewer  signs  than  Handspeak.com  but  uses  animation  to  help  people  learn 

A  chat  club  for  parents  teaching  sign  language  to  infants  and  toddlers 

Educator  Joseph  Garcia's  site  includes  workshops  and  discussion  groups 
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sign  language  may  have 
helped  Madeline,  who  was 
adopted  from  Russia  when 
she  was  10  months  old, 
adapt  to  English. 

A  major  benefit  of  signing 
is  that  parents  can  figure 
out  what  a  child  wants.  Bur- 
ton White,  an  education  psy- 
chologist in  Waban,  Mass., 
and    author  of  The   First 
Three  Years  of  Life,  notes 
that  the  second  year  of  life 
is  a  time  when  most  chil- 
dren— and  especially  boys — 
have  very  little  spoken  lan- 
guage and  can  cause  their 
parents  a  lot  of  grief.  "If  a 
child    has    some    way    of 
telling  you  what's  bothering  THE  SACHSES:  Elena  knew  some  200  signs  before  she  was  a  ye 
him,  that  reduces  frustra- 
tion  for  everyone,"  says  White.  That's  certainly 
true  for  Monica  Beyer  of  St.  Joseph,  Mo.,  who  did- 
n't turn  to  sign  language  until  she  had  her  second 
son,  Corbin,  who's  now  16  months  old.  He  was 
able  to  communicate  his  wants  much  earlier  than 
his  older  brother.  "I  wish  I  had  known  about 
teaching  infants  sign  language  when  my  older 
son    was    small,"    says 


*%■ 


Beyer,  noting  that  her  4- 
year-old,  Dagan,  now 
signs  to  his  brother. 

Still,  deciding  to  take 
the  time  to  sign  takes 
energy  and  a  strong 
commitment.  Those  who 


►  American  Sign  Language  Dictionary,  by 

Martin  L.A.  Sternberg,  Harper  Resource 

Books,  $60  (unabridged);  $12  (abridged 

'     ,  .  °  make  up  their  own  signs 

r. LP. ...' have  to  remember  and 

►  American  Sign  Language  the  Easy  Way, 

by  David  Stewart,  Barrons  Educational 
Series,  $13.95. 


YBaby  Signs,  by  Linda  Acredolo  and  Susan 
Goodwyn,  NCT  Contemporary  Publishing, 
$12.95  (book),  $20  (video).  Web  site: 
www.babysigns.com. 

►  Baby's  First  Words:  A  Sign  and  Say 
Interactive  Language  Book,  by  Meredith 


use  the  same  gestures. 
Those  who  use  standard 
signs  need  to  look  up 
and  learn  key  words. 
Then  they  must  repeat 
the  signs  again  and 
again,  weeks  or  even 
months  before  the  child 
is  likely  to  sign  back. 
Mardi  Solomon,  a  free- 
lance     researcher      in 


^^L^^t^^^^ll6^.: Bellingham,  started  with 


*•  Opposites:  A  Beginner's  Book  of  Signs,  by 

Angela  Bednarczyk,  et  al,  Star  Bright 
Books,  $4.95. 

VSign  with  Your  Baby,  by  Joseph  Garcia, 
Northlight  Communications,  $14.95  (book), 
$39.95  (video),  $9.95  (reference  guide), 
$49.95  (learning  kit).  Web  site: 
www.sign2me.com. 

►  Simple  Signs  and  More  Simple  Signs,  by 

Cindy  Wheeler,  Viking  Children's  Books, 
$14.99  each. 

>The  Joy  of  Signing,  by  Lottie  L.  Riekehof, 
Gospel  Publishing  House,  $21.99. 


three  signs:  more,  eat, 
and  nurse.  "We  were 
consistent  and  very  mo- 
tivated," says  Solomon, 
who  started  when  her 
daughter,  Eva,  was 
7  months  and  found  her 
signing  back  about  six 
weeks  later.  Some  moth- 
ers, however,  feel  it's  a 
solo  effort:  They  com- 
plain that  husbands,  rel- 
atives, and  other  care- 
givers fail  to  learn  or 
reinforce  the  signs. 
Those  who  do  make 


and 


the  effort  clearly  feel  they're  giving  their  c 
a  head  start.  That's  especially  true  for 
who  take  the  time  to  learn  ASL,  which  h 
added  benefit  of  being  a  recognized  langu 
its  own  right.  Researchers  have  long  recoi 
that  it's  far  easier  to  acquire  second 
languages  at  a  young  age.  And  learning  t 
guages,  they've  demonstrated,  gives  childr 
tellectual  skills  that  extend  into  other  are; 

Children  who  keep  up  asl  are  effectively 
gual — and  can  converse  with  the  28  millio 
and  hard-of-hearing  people  living  in  the 
community  that  has  traditionally  b'een  mar 
ized.  "Just  creating  more  awareness  for  the| 
community  is  good,"  says  Reeba  Lynn,  a  lit 
outreach  manager  in  San  Mateo,  Calif.,  who 
year-old  daughter  is  deaf.  Lynn  first  notice* 
general   benefits   of  baby   signing  when 
9-month-old  son  signed  "cold"  after  wat 
signs  to  his  older  sister.  "I  had  no  clue  rmy^- 
was  picking  it  up,"  says  Lynn,  whose  three 
dren  are  now  fluent  in  asl. 

So  when  is  the  best  time  to  start  teac! 
signs?  While  parents  can  do  it  from  birth 
some  research  has  found  babies  signing  as  y 
as  four  months — researchers  say  it's  fine  to 
"If  you  start  showing  signs  at  seven  mo: 
many  kids  would   be   signing  back  at  e 
months,"  says  Garcia,  who  began  researc 
the  subject  in  1986.  By  nine  months,  he  s 
some  babies  can  master  75  signs.  Despite 
years  of  training,  Garcia  does  not  encour] 
teaching  infants  the  entire  body  of  asl.  "I  a< 
cate  adding  signs  for  the  most  dominant  thin 
a  child's  life,"  he  says.  "The  goal  is  to  take  a 
from  stress,  not  add  to  it." 

In  the  end,  using  signs  can  dramatically  e 
communication  with  babies.  It  won't  stop  t 
from  getting  into  jams,  whacking  other  child 
or  otherwise  being  tough  toddlers.  But  it 
help  parents   open   a  window  into   childre 
thoughts  long  before  the  infants  start  to  spe; 
Then,  along  with  waving  bye-bye  and  maki 
funny  faces,  they  can  actually  let  parents  kn 
how  they  feel  and  what  they  want. 
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TING  IN 
IRLY, 

[IVES  FOR 
IANAGERS 


Now  Anyone  Can  Be 
A  Venture  Capitalist 


With  business 
development 
companies, 
you  get  VC 
opportunities 
— and  more 


BY  LEWIS  BRAHAM 

Getting  in  on  the  ground  floor.  That's  the 
lure  of  investing  in  venture  capital.  Yet 
it's  not  easy  for  investors  to  ante  up. 
Most  VC  funds  are  private  partnerships 
that  require  either  a  net  worth  of  at  least 
$1  million  or  an  annual  income  of 
$200,000.  Even  those  who  can  meet  such 
terms  may  not  want  to  lock  up  their  money  for 
several  years,  as  these  funds  demand. 

So  earlier  this  year,  mevc  Advisers,  a  San 
Francisco  venture-capital  firm,  launched  a  pub- 
licly traded  fund  called  mevc  Draper  Fisher  Jur- 
vetson  Fund  I,  raising  $330  million  from  thou- 
sands of  individual  investors.  There  are  no  big 
minimums  or  lengthy  lockups, 
and  buying  the  shares  is  as 
easy  as  a  couple  of  clicks  at  an 
e-broker's  site. 

Thus  far,  mevc  Draper  shares  haven't  exactly 
wowed  anyone.  In  fact,  they're  down  22%  from 
their  initial  offering.  But  it  takes  a  while  to  set  up 
private  equity  deals — only  30%  of  the  fund's  ipo 
proceeds  have  been  Invested  so  far — and  those  in- 
vestments can  take  several  years  to  pay  off. 
NO  REDEMPTIONS.  This  fund  may  be  new,  but  it's 
really  just  a  flashier  version  of  a  seasoned  in- 
vestment vehicle  known  as  a  business  develop- 
ment company.  Simply  put,  BDCS  are  publicly 
traded,  closed-end  funds  that  make  private  equity 


Private  Equity 


investments,  which  include  venture  capital.  Soon, 
mevc  will  launch  a  family  of  vc  funds. 

All  this  might  sound  a  little  like  Internet  in- 
cubators cmgi,  icge,  and  idealab!,  which  make  vc 
investments.  But  there's  a  difference:  Incuba- 
tors are  required  to  have  controlling  stakes  of  at 
least  60%  in  the  companies  they  own.  bdcs  don't 
have  that  restriction,  which  makes  them  more  di- 
versified— and  perhaps  a  little  less  risky. 

Not  all  bdcs  are  venture-capital  funds  (table, 
page  136).  Allied  Capital,  the  largest  and  one  of 
the  oldest  BDCs,  mostly  makes  loans  to  private 
Old  Economy  companies,  and  it  generates  high 
current  yield  instead  of  long-term  capital  gains. 
Right  now.  Allied  Capital's  cur- 
rent yield  is  10.2%,  roughly 
equivalent  to  what  you'd  earn 
from  a  junk  bond  fund. 

What's  different  here  is  that  Allied  Capital 
gets  an  equity  kicker  in  its  deals,  in  the  form  of 
warrants  for  shares.  That  allows  it  to  earn  some 
capital  gains.  But  Allied  Capital's  own  stock — an 
income-oriented  issue  in  a  growth-obsessed  mar- 
ket— hasn't  fared  well  for  the  past  two  years.  Its 
long-term  record,  however,  is  excellent.  The  com- 
pany says  the  shares'  annual  total  return  for 
the  past  40  years  has  averaged  19%.  That's  price 
appreciation  with  dividends  reinvested. 

Midway  between  the  income  producers  and 
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the  aggressive  play.ers  are  value  investors,  such 
as  Equus  II  and  Brantley  Capital.  They  make 
private  equity  investments  in  established  busi- 
nesses that  want  to  restructure  or  acquire  other 
companies. 

How  does  a  BDC  work?  Like  a  normal  corpo- 
ration, a  closed-end  fund  has  a  fixed  number  of 
shares  outstanding;  it  doesn't  redeem  shares,  or 
add  new  ones,  as  a  mutual  fund  does.  Mutual 
funds  can't  invest  easily  in  private  companies 
whose  shares  aren't  traded,  because  they  must 
be  able  to  sell  shares 
easily  to  meet  share- 
holder redemptions.  A 
bdc  manager  doesn't 
have  to  contend  with  re- 
demptions. Shareholders 
who  want  out  must  sell 
their  BDC  stock  in  the 
open  market — where  the 
price  is  usually  different 


Bestofthe  BDCs 


TOTAL  RETURN* 


SYMBOL 


YEAR-TO 
DATE" 


THREE- 
YEAR" 


PREMIUM/ 
DISCOUNT 


INCOME  PRODUCERS 

ALLIED  CAPITAL 

ALLC 

4.5% 

45.7% 

+65.9% 

AMERICAN  CAPIiAL  STRATEGIES  ACAS 

14.9 

59.3 

+41.7 

VALUE  INVESTORS 

EQUUS  II 

EQS 

1.8 

-29.4 

-36.9 

BRANTLEY  CAPITAL 

BBDC 

19.5 

13.7 

-31.5 

CAPITAL  SOUTHWEST 

CSWC 

0.6 

-16.0 

-3.1 

MACC  PRIVATE  EQUITIES 

MACC 

-14.8 

89.7 

-23.7 

AGGRESSIVE  PLAYERS 

WINFIELD  CAPITAL 

WCAP 

-69.3 

755.8 

-34.4 

MEVC  DRAPER 

MVC 

NA 

NA 

-18.8 

HARRIS  &  HARRIS  GROUP 

HHGP 

-39.1 

222.5 

+80.4 

RAND  CAPITAL 

RAND 

74.6 

134.2 

+98.7 

FRANKLIN  CAPITAL 

FKL 

28.1 

64.1 

-32.8 

'Appreciation  plus  reinvestment  of  dividends    "Through  July  28,  2000 

DATA;  BLOOMBERG  FINANCIAL  MARKETS 

from  the  value  of  the  underlying  portfolio,  or 
net  asset  value  (NAV). 

Shares  of  Allied  Capital,  for  instance,  almost 
always  trade  higher  than  its  portfolio  value,  be- 
cause its  rich  yield  delivers  cash  up  front.  Shares 
of  value  players,  such  as  Equus  II  and  Brantley 
Capital,  nearly  always  trade  at  deep  discounts. 
For  the  venture-capital  BDCs,  the  premiums  and 
discounts  fluctuate  widely,  depending  on  market 
speculation. 

The  NAV  itself  is  a  tricky  number.  BDCs  value 
their  private  equity  at  original  cost  until  there  is 
a  "significant  event."  That  event  could  be  an 
IPO,  or  perhaps  a  second  round  of  financing  for 


one  of  the  portfolio  companies — or  an  o| 
sale  of  a  company.  The  bdc's  managers 
what  is  a  significant  event  and  how  to  va| 
investments.  Most  bdcs  report  the  value 
holdings  quarterly. 

"GOOD  DEALS."  Clearly,  mevc  Draper  is 
a  lot  of  attention  these  days.  The  fund's 
is  to  invest  in  early-stage  technology  cor 
with  the  idea  of  taking  them  public  as  si 
possible.    Their    holdings    include    stalf 
FOLlofn,  which  customizes  stock  portfolil 
line,   and   eYak, 
specializes  in  Webl 
videoconferencing! 
manager  John  Gr 
a  well-regarded  inj 
veteran. 

Better  opporti 
may  lie  in  smaller 
er-known  venture  I 
ers,  such  as  WjI 
Capital.  Portfolic 
Manager  Scot 
who  is  also  a  buJ 
professor  at  Columbia  University,  scorel 
with  Internet  darlings  Commerce  One  anf 
berian  Outpost.  Even  after  the  dot-com 
this  year,  his  $1.4  million  investment  in 
merce  One  is  worth  $31  million.  Winfield's  I 
has  also  gone  for  a  ride:  After  peaking  at  | 
December,  it's  now  at  12.  But  even  at  that 
its  three-year  appreciation  is  a  heady  75| 
M.  H.  Meyerson  analyst  Andrew  Scott  still  tl 
it's  a  bargain.  "These  guys  are  getting  invj 
with  some  good  deals,"  he  says.  "One  of 
companies,  Vivid  Semiconductor,  is  going  to| 
big  hit  when  it  goes  public." 

Another  bdc,  Harris  &  Harris  Group,  spd 
izes  in  biotech.  Manager  Charles  Harris  hai 
veloped  ties  with  major  research  centers  suJ 
Cold  Spring  Harbor  Laboratory,  where  hel 
trustee.  His  latest  success  is  Alliance  Phaj 
ceutical,  which  manufactures  a  blood  substij 
Purchased  privately  at  $2  a  share,  Alliarf 
stock  now  trades  at  11  in  the  public  mail 
Another  portfolio  company,  Genomica,  a  genoj 
software  designer,  recently  filed  for  an  IPO. 
ris  &  Harris  trades  at  a  high  80%  premiur 
NAV,  but  many  believe  Harris'  management  s| 
and  connections  may  be  worth  it. 

The  best  buys  in  bdcs  may  be  in  the  v\ 
players.  Equus  II,  for  instance,  trades  at 
which  Gruntal  analyst  Michael  McGrath  saj 
barely  more  than  the  value  of  its  publicly  tra 
holdings.  In  effect,  the  stock  market  assigns 
value  at  all  to  the  private  equity  positions,  wll 
constitute  about  75%  of  the  Equus  II  portfq 
Of  course,  those  holdings  include  a  window 
ufacturer,  a  glass  recycler,  and  a  turf-grass  grl 
er — hardly  the  kinds  of  companies  that  make| 
vestors  salivate. 

Value  plays  in  private  companies  get  no  mj 
respect  these  days  than  they  do  in  the  pulf 
market.  So  as  the  bdc  concept  expands,  it's 
aggressive  venture-capital  players  that  will  li 
ly  grab  all  the  attention. 
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makes  the  difference.  As  a  client  of  UBS,  you 

!i'<now  that  you  can  rely  on  an  integrated 
network  of  financial  specialists  working 
around  the  clock,  around  the  globe.  Working 

fjlin   private   banking,   investment  banking, 

i 

j  asset    management,    private    equity    and 

J  e-services.  We  look  further,  come  back  faster. 
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BY  ROBERT  BARKER 


FAIR  SHAKES 

FOR  FUND  HOLDERS 

You  usually  do  get  what  you  pay  for.  Unless, 
that  is,  you're  paying  someone  to  pick 
stocks  or  bonds  for  your  mutual  fund.  Over 
the  past  three  years,  for  instance,  just  one-third 
of  the  funds  in  Morningstar's  database  beat  their 
benchmarks  after  adjusting  for  risk.  Managers  of 
all  the  other  funds  got  paid  for  giving  investors 
lower  returns  than  they  would've  received  from 
index  funds. 

If  you're  feeling  generous,  congratulate  the 
fund  industry  for  getting  money  for 
nothing.  Otherwise,  I'd  like  to  tell 
you  about  an  oddly  named  little 
fund  family  that,  for  its  own 
survival,  is  taking  a  bold  step 
in  the  right  direction — toward 
pay  for  performance. 

Based  in  the  shadow  of  Mass- 
achusetts Institute  of  Technology, 
n/i  numeric  investors  is  a  nest  of 
quants  whose  miles  of  computer 
cable  deliver  a  daily  flood  of  stock 
and  company  data.  Its 
four  funds  hold  $265 
million  in  assets,  al-  j 
most  an  afterthought 
to  the  $4  billion  it 
runs  for  institutions. 
Last  year,  poor  re- 
turns and  the  depar- 
ture of  star  manager 
John  Bogle  Jr.  put  the  fund  family  in  a 
pinch.  "I  was  naive  about  the  fickle- 
ness of  investors,"  founder  Langdon 
Wheeler  told  me.  When  some  funds  fal- 
tered, many  investors  bailed  out.  "And 
if  assets  get  small  enough,  you're  pay- 
ing for  the  privilege  of  running  money," 
he  said.  So  Wheeler  nearly  folded  the 
fund  operation. 

FAILURE  RATES.  Instead,  n/i  last  fall 
asked  investors  to  adopt  a  pay-for- 
performance  deal.  In  place  of  charging 


Pay  for 
Performance 

Management  fees  for  the  n/i 
numeric  investors  Growth 
Fund  (NISGX)  increase  along 
with  performance.  The  fund 
collects  0.35%  of  assets  if  it 
trails  its  benchmark,  the  Rus- 
sell 2500  Growth  index.  If  the 
fund  beats  the  index,  the  fees 
go  up  as  follows: 


IF  THE  FUND  BEATS  ITS 

BENCHMARK  BY  THIS 

MANY  PERCENTAGE  POINTS... 


.ITS  MANAGEMENT 
FEE  IS... 


0  to  0.99 


0.45% 


±J?..i.'.r.? ?.:.?... its  flat  0.75%  annual  management  fee 


2  to2.99 

3  to  3.99 


0.65 
0.75 


on  fund  assets,  n/i  proposed  to  charge 
as  little  as  0.35%  or  as  much  as  1.35%. 
The  actual  fee  would  be  set  by  how 

Z..:9.Z/.?.^ ~.:~.~. well  or  poorly  each  fund  did  against  its 

benchmark  index  over  the  prior  12 
months.  For  example,  if  a  fund  were 
to  beat  its  benchmark  by  nine  or  more 
percentage  points,  n/i  would  collect  a 
1.35%  fee  (table).  Each  percentage 
point  less  in  relative  performance 
would  lop  a  tenth  of  a  point  off  the 
fee.  If  n/i  failed  to  meet  the  index,  it 
would  get  the  minimum,  0.35%. 


5  to  5.99 

6  to  6.99 

7  to  7.99 

8  to  8  99 

9  or  more 


0.95 
L05 
L15 

1.25 
1.35 


*The  Russell  2500  Growth  Index 

DATA:  COMPANY  REPORTS.  BW 


Investors  in  one  of  the  funds,  n/i  Micr 
turned  thumbs  down.  That  fund  has  d 
well  that  had  its  investors  been  paying 
formance,  they  would  have  been  hit  for  t 
1.35%.  They're  betting  that  they'll  keep 
premium  returns  at  a  middling  price.  But 
of  three  other  funds  agreed,  and  next  y 
management  fee  they  pay  will  be  set  by 
turns  they  get.  "We  can  take  that  risk," 
er  said,  "because  we  have  the  hubris  to 
that  we  can  add  value." 

These  aren't  the  only,  or  first,  funds  to 
performance.  At  Fidelity  Investments,  fees 
funds  with  $325  billion  in  assets  vary  wit! 
tive  returns.  Ditto  at  17  of  Vanguard  G| 
20  actively  managed  stock  and  balanced 
Fidelity  and  Vanguard  go  n/i  one  better  by 
ing  returns  over  thre> 
periods.  That,  said 
guard    principal 
Molitor,    keeps 
agers  from  taki 
much  risk  if  the 
the  benchmark  1 
the  year,  or  fro: 
ting  on  a  lead  if 
get  ahead  early. 
Yet  these  are  e 
I    tions.      Among 
;    11,000     funds, 
J|    ingstar  counts  jus 
with      pay-for-pe: 
mance  plans.  WhU 
delity's  and  Van 
plans    penalize 
agers  for  trailing 
benchmarks,  few 
set  up,  as  n/i's  are 
pay  a  minimum  if  they  merely  match  t 
benchmark.  If  giant  Fidelity  Magellan,  for 
stance,  meets  the  Standard  &  Poor's  500-stocl 
dex,  Fidelity  gets  its  basic  fee,  now  0.57%,  < 
twice  the  fee  on  its  Spartan  500  Index  Func 
It's  perhaps  quixotic  to  expect  a  revolu 
any  time  soon  in  how  funds  pay  managers 
I'll  risk  looking  foolish  with  this  modest  pro] 
al:  Before  any  mutual  fund's  board  of  direct 
signs  another  advisory  contract,  it  should 
"What  would  it  cost  our  fund  holders  to  get 
average  returns  promised  by  an  index  fund 
vesting  in  similar  stocks  or  bonds?" 

In  a  few  cases,  such  as  funds  pursuing  ex< 
strategies  or  markets,  a  comparable  index  fi 
may  not  exist.  Most  funds,  however,  could  se 
comparably  low  minimum  fee  for  mediocre 
dex-matching — returns.  Higher  returns  coi 
earn  higher  fees,  as  high  as  the  market  can  be 
•In  other  words,  investors  would  pay  for  wl 
they  get.  Can  you  imagine  anything  fairer? 
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PeopleSoft  Customer  Relationship  Management  is  about  knowing  what  your  customers 
want  -  even  before  they  do.  By  tracking  your  customers'  behavior  and  history,  PeopleSoft's  new 
generation  or  e-business  applications  gets  information  into  the  hands  of  the  people  in  your 
company  who  need  it,  when  they  need  it.  Now,  armed  with  Vantive's  best  of  breed  CRM  technology, 
everyone  can  proactively  forge  and  develop  profitable  customer  relationships  like  never  before. 
Which  is  exactly  the  competitive  advantage  your  people  need  to  successfully  lead  your  business. 


PeopleSoft  CRM  powered  by 


CUSTOMERS  •  EMPLOYEES  •  SUPPLIERS 


People  power  the  internet. 


www.peoplesoft.com/crm         1.888.773.8277 
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ITH   OUR  HELP, 


THE   MARS   LANDER 


HAVE  ACTUALLY 


LANDED   ON   MARS. 

Make  your  next  project  a  success  by  using  HelloBrain.com.  It's  the  digital  marketplace  where  you  can  source 
solutions  to  virtually  any  problem.  Just  post  your  project  and  let  the  best  minds  from  around  the  world  find  you. 
From  programming  to  protocol,  diamond  making  to  DSP  algorithms,  they  can  deliver  the  solution  you  need 
to  get  to  market  fast.  Which  could  make  the  difference  between  flying  like  a  rocket  and  falling  like  a  rock. 


HelIoBrain.com 

The  World's  Intellectual  Capital  Exchange/ 
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MOUNTING 
EXPECTATIONS 


Shares  of  Seitel  (ski),  which  have  been  in 
their  own  bear  market  this  year,  have  sud- 
denly sprung  to  life.  In  April,  Seitel  was  at 
6,  down  from  18  late  last  year,  but  in  July  this 
provider  of  seismic  data  and  geophysical  gear 
used  in  oil  exploration  shot  up.  By  Aug.  2,  it  had 
doubled,  to  129/i6. 

One  reason:  Demand  for  seismic  data  has 
spurted,  as  the  search  for  petroleum  intensifies. 
Seitel  estimates  its  second-quarter  seismic-re- 
lated sales  alone  jumped  to  a  record  $33  mil- 
lion— up  48%  from  the  previous  quarter.  Higher 
gas  prices  have  upped  cash  flow,  and  "Seitel's 
clients  are  reinvesting  to 
replace  and  increase  re- 
serves," says  Jeff  Freed- 
man  of  Prudential  Securi- 
ties, who  rates  Seitel  a 
"strong  buy." 

There  is  another  side  to 
the  Seitel  story:  buyout 
talk.  One  pro  who  zeroes  in 
on  underpriced  oil-and-gas 
stocks  says  that  several 
companies  in  oil-field  ser- 
vice—-Schlumberger,  Halliburton,  and  Baker  Hugh- 
es— have  made  overtures  to  Seitel.  The  highest 
price  feeler  is  said  to  be  close  to  25  a  share. 

Freedman,  who  likes  Seitel  purely  on  its  im- 
proving fundamentals,  says  "it  isn't  far-fetched 
for  a  major  player  to  want  to  buy  Seitel  be- 
cause of  its  dominant  position  in  seismic  explo- 
ration." Seitel  owns  the  largest  seismic  data  li- 
brary in  North  America  and  will  benefit,  he  says, 
from  the  lack  of  seismic  capital  investment  in  the 
past  two  years.  Freedman  says  his  2000  earnings 
estimate  of  90(2  a  share  and  $1.10  for  2001  may 
turn  out  to  be  "conservative"  because  of  the 
heated  demand  for  seismic  data — and  the  in- 
creasing value  of  its  oil-and-gas  reserve  base. 
Seitel  has  just  sold  3%  of  its  reserves  for  $16.9 
million,  putting  the  worth  of  the  remaining  re- 
serves at  $250  million,  figures  one  analyst.  Seit- 
el spokesman  Russ  Hoffman  declined  comment. 

OGDEN  COULD 
GET  SWITCHED  ON 


The  new  stripped-down  Ogden  (or.) 
is  winning  adherents.  When  Og- 
den announced  in  September  that 
it  was  de-conglomerating  to  transform 
itself  into  a  pure-play  energy  compa- 
ny, its  stuck  took  a  dive — from  27  to  8 
in  barely  two  months.  It  has  since  ral- 
lied  a  bit,  closing  at  12/i  on  Aug.  2. 
Some  savvy  investors  think  it  may  hit 
20  this  year.  One  of  them  is  Jan  Loeb 
of  Wasserstein  PereUa,  who  rates  the 
stock  a  "strong  buy."  He  values  the 
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new  Ogden  at  17  times  his  200]  earn  mate 

of  $1.20  a  share,  lor  2000,  he  expects  $1.05. 

At  Bear  Stearns,  Gary  Schneider  notes  that 
Ogden  is  attracting  such  investors  as  Greenway 
Partners,  with  13.8%,  and  Delafield  Asset  Man- 
agement, with  less  than  5%.  "Greenway  isn't 
known  to  be  a  passive  investor:  It  has  a  history 
of  shaking  up  companies  that  do  not  perform," 
says  Schneider.  Ogden's  new  management,  led  by 
CEO  Scott  Mackin,  has  also  been  buying.  Ogden's 
new  focus  on  independent  power  projects,  says 
Schneider,  has  the  potential  to  propel  the  stock 
upward.  For  years,  he  notes,  Ogden  has  been  de- 
veloping independent  power  projects  such  as 
waste-to-energy  facilities. 

PICKING  UP  THE  CHIPS 
AT  STATION  CASINOS 

In  Las  Vegas,  rumors  abound  regarding  who's 
next  in  the  takeover  game.  A  newcomer  on  the 
list:  Station  Casinos  (stn),  whose  niche  is  cater- 
ing to  local  gamblers  through  its  four  large  hotel- 
casinos  and  two  smaller  gaming  properties  in 
Nevada.  Chuck  DiRocco,  publisher  of  the  Las 
Vegas  newspaper  Gaming  Today,  says  his  sources 
are  betting  that  Station  Casinos  will  be  bought 
out.  Several  gambling  companies  have  talked  with 
Station  Casinos  bigwigs,  he  says.  The  price  being 
mentioned:  20  to  25  a  share.  The  stock  is  currently 
at  12%,  down  from  20  in  May.  mgm  Grand  and 
Park  Place  Entertainment  are  mentioned  to  be 
among  the  possible  buyers.  Park  Place  declined 
comment  and  mgm  Grand  didn't  return  calls.  Sta- 
tion Casinos  says  it  isn't  for  sale. 

Management  is  said  to  be  ready  to  bail  out 
because  of  the  beating  the  stock  has  taken  as  a 
result  of  an  investigation  in  Missouri  stemming 
from  bonus  payments  made  by  Station  Casinos  to 
an  outside  lawyer.  Questions  have  been  raised 
about  whether  any  of  the  money  was  used  im- 
properly to  influence  public 
officials.  Station  Casinos  de- 
nies any  wrongdoing.  Some 
executives  have  been  sub- 
poenaed to  appear  before 
the  gaming  commission  in 
a  public  meeting  in  connec- 
tion with  the  case.  On  July 
20,  Station  agreed  to  sell 
its  Missouri  riverboats. 

Buyout  or  not,  some  pros 
view  the  stock's  recent  drop 
as  a  buying  opportunity.  Analyst  Stuart  Linde  of 
Lehman  Brothers  says  the  sale  of  the  Missouri  as- 
sets is  a  "smart  strategic  deal."  The  company  can 
now  focus  on  its  Las  Vegas  business,  says  Linde, 
who  thinks  the  problems  in  Missouri  have  already 
been  reflected  in  the  share  price. 


BusinessWeek  online 


Watch  for  Gene  Marcial's  Inside  Wall  Street  Online 
column  every  Tuesday  afternoon  at 
www.businessweek.com/today.htm 
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Figures  of  the  Week 


■  STOCKS 

S&P  500 

July    Jan.    July  July 27 -Aug. 2 

1570 [ 1480 


U.S.  MARKETS 


Aug.  2 


%  change 
Year  to    Last  12 
Week      date    months 


GLOBAL  MARKETS 


1460 


-1438.7 


1420 


1400 


COMMENTARY 

The  markets  are  still  fitful.  Grim  earn- 
ings forecasts  from  tech  heavy-hitters 
jolted  Nasdaq,  down  8.3%,  with  Dell, 
Cisco,  and  WorldCom  leading  the  way. 
Fixated  on  conflicting  reports  about  in- 
flation and  the  pace  of  economic 
growth,  investors  quickly  cashed  in  on 
Monday's  tech  rally,  seeking  refuge  in 
the  Dow,  up  1.6%.  The  broader  S&P 
500  slumped,  falling  0.9%. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


S&P  500 

Dow  Jones  Industrials 
Nasdaq  Composite 
S&P  MidCap  400 
S&P  SmallCap  600 
Wilshire  5000 

SECTORS 

BusinessWeek  50* 

BusinessWeek  Info  Tech  100* 

S&P/BARRA  Growth 

S&P/BARRA  Value 

S&P  Energy 

S&P  Financials 

S&P  REIT 

S&P  Transportation 

S&P  Utilities 

GSTI  Internet 


1438.7 

10,687.5 

3658.5 

496.1 

206.5 

13,366.6 

1214.7 
881.1 
863.1 
601.5 
869.0 
144.8 
88.4 
638.7 
286.3 


-0.9 
1.6 
-8.3 
-0.1 
-1.6 
-1.7 


-3.4 
-8.4 
-3.0 
1.5 
6.9 
1.2 
2.5 
4.9 
4.9 


-2.1 
-7.0 
-10.1 
11.6 
4.4 
-3.2 


-6.6 
NA 

-2.7 

-1.5 
4.1 
8.8 

20.1 
7.0 

26.0 


8.3 
0.4 
39.4 
22.4 
12.7 
10.1 


23.9 

NA 

15.7 

-0.2 

3.1 

6.3 

8.1 

-9.6 

12.3 

-2.1 


S&P  Euro  Plus  (U.S.  Dollar) 
London  (FT-SE  100) 
Paris  (CAC  40) 
Frankfurt  (DAX) 
Tokyo  (NIKKEI  225) 
Hong  Kong  (Hang  Seng) 
Toronto  (TSE  300) 
Mexico  City  (IPC) 
FUNDAMENTALS 


S&P  500  Dividend  Yield 

S&P  500  P/E  Ratio  (Trailing  12  mos.) 

S&P  500  P/E  Ratio  (Next  12  mos.)* 

First  Call  Earnings  Revision* 

"First  Call  Corp. 

TECHNICAL  INDICATORS 


PSE  Technology 

*Mar.  19.  1999  =  1000 


396.2     -10.3     -44.4 
1018.1       -4.4         4.7       70.7 


•Feb.  7.2000=1000 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 

GROUPS  month  % 


Property-Casual.  Insurers  17.2 

Invest.  Banking/Brkrge.  15.7 

Leisure  Time  14.8 

Railroads  14.8 

Airlines  14.6 


Defense  Electronics 
Semiconductors 
Invest.  Banking/Brkrge. 
Communications  Equip. 
Hospital  Management 


85.0 
64.4 
60.3 
59.1 
56.9 


Instrumentation  -43.2 

Office  Equip.  &  Supplies  -20.0 

Toys  -19.8 

Oil  &  Gas  Drilling  -14.4 

Gold  Mining  -12.1 


Office  Equip.  &  S 
Toys 

Furnishings  &  App 
Metal  &  Glass  Con 


Life  Insurance 


\>.:.- 1 


■  MUTUAL  FUNDS 

Week  ending  Aug.  1 
■  S&P  500  ■  U.S.  Diversified  BAN  Equity 
4-week  total  return 


%      -4      -3       -2      -1        0 


Week  ending  Aug.  1 
■  S&P  500  ■  U.S.  Diversified  ■  All  Equity 
52-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return  % 

Leaders 

Real  Estate  6.6 

Financial  5.8 

Miscellaneous  1.0 

Health  0.1 

Laggards 

Japan  -12.3 

Diversified  Pacific/Asia  -8.2 

Technology  -8.1 

Communications  -7.4 


52-week  total  return 

Leaders 

Technology 

Health 

Mid-cap  Growth 

Small-cap  Growth 

Laggards 

Precious  Metals 

Miscellaneous 

Large-cap  Value 

Financial 


77.3 
68.4 
52.5 
51.6 

-11.3 

-2.4 

0.3 

2.7 


EQUITY  FUNDS 

4-week  total  return 


%      52-week  total  return 


%       5        10       15      20      25      30 
Data:  Standard  &  Poor's 


Leaders 

Matthews  Dragon  China  I  13.3 

Lex.  Troika  Dialog  Russia  11.6 

Fidelity  Insurance  11.0 

Guinness  Flight  ML.  China  10.7 
Laggards 

PBHG  New  Opportunities  -22.6 

Apex  Mid  Cap  Growth  -21.3 

Millennium  Growth  &  Income  -21.1 

Jacob  Internet  -19.8 


Leaders 

Dresdner  RCM  Biotech.  N  223.0 

PBHG  Select  Equity  217.6 

PBHG  New  Opportunities  192.4 

Franklin  Biotech.  Disc.  A  175.9 
Laggards 

ProFunds  Ultrashort  Inv.  -77.4 

Potomac  OTC  Short  ^47.1 

Apex  Mid  Cap  Growth  -32.4 

Calvert  New  World  Africa  A  -31.0 


I  INTEREST  RATES 

KEY  RATES 


Hlft! 
jMOQ 
Aug.  2    Week  ag  |Sl« 


MONEY  MARKET  FUNDS 


6.16%       6.15% 


hi 


90-DAY  TREASURY  BILLS 


6.23 


6.20 


1-YEAR  TREASURY  BILLS 


6.10 


6.06 


10-YEAR  TREASURY  NOTES 


5.98 


6.04 


30-YEAR  TREASURY  BONDS 


5.76 


5.81 


30-YEAR  FIXED  MORTGAGEt       8.15 


8.19 


tBanxQuote,  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  bond     : 


( 

to* 
national 
Associates 


GENERAL  OBLIGATIONS 


4.87% 


TAXABLE  EQUIVALENT 


7.06 


INSURED  REVENUE  BONDS 


5.01 


TAXABLE  EQUIVALENT 


7.26 


111  IIP 


I  THE  WEEK  AHEAD 


INSTALLMENT  CREDIT  Monday,  Aug.  7,  3 
p.m.  edt>-  Consumers  likely  took  on  $8 
billion  more  in  debt  than  they  paid  off  in 
June,  says  the  median  forecast  of  econo- 
mists polled  by  Standard  &  Poor's  mms,  a 
unit  of  The  McGraw-Hill  Companies. 

PRODUCTIVITY  &  COSTS  Tuesday,  Aug.  8, 
8:30  a.m.  edt>-  Output  per  hour  worked 
at  nonfarm  businesses  likely  grew  at  an 
annual  rate  of  3.1%  in  the  second  quar- 
ter, on  top  of  a  2.4%  advance  in  the 
first,  says  the  s&p  mms  survey.  Unit  labor 


costs  likely  grew  less  than  1%  last  quar- 
ter, after  rising  1.5%. 

BEIGE  BOOK  Wednesday,  Aug.  9,  2  p.m.  edt 
►  The  Federal  Reserve's  report  on  region- 
al economies  will  be  released  in  advance 
of  the  Aug.  22  policy  meeting. 

EXPORT-IMPORT  PRICES  Thursday,  Aug.  10, 
8:30  a.m.  edt>-  Export  prices  likely  rose 
0.2%  in  July,  after  falling  0.1%  in  June. 
Import  prices  likely  edged  up  0.2%  last 
month,  on  top  of  June's  0.8%  jump. 


!!?, 


ill!) 


RETAIL  SALES  Friday,  Aug.  11,  8:3oU 
edt*-  Retail  sales  probably  rose  0. 
July,  and  were  up  by  0.5%,  excluc 
hide  sales.  In  June,  total  retail  bu 
increased  0.5%,  while  nonauto  reci 
rose  0.2%. 

PRODUCER  PRICE  INDEX  Friday,  Aug.  1 
8:30  a.m.  edt>-  Producer  prices  off1 
ished  goods  likely  rose  0.1%  in  Ju  ' 
jumping  0.6%  in  June.  Excluding  1* 
and  energy,  core  prices  likely  also  r 
0.1%  in  July  after  falling  0.1%  in 
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JUbL 


1290 
1265 
1240 


-1214.7 


1190 


|sn  better  times.  The  technology  roil  pushed  the  index  down  3.4%  tor  the  week,  with  Cisco  Sys- 
Appliance,  both  companies  that  provide  equipment  that  power  the  Internet,  down  11.1%  and 
1  Investors  scurried  to  the  safety  of  defensive  stocks,  boosting  energy  stocks,  such  as  Enron 
nd  pharmaceuticals  Pfizer  and  Merck,  which  both  gained  about  6%. 


COMPANY  PERFORMANCE 

%  change 

Since 
Week     3/1/00 


%  change 


ley  Dean  Witter 


oologies 

jchnology 
^| 'Stems 


wab 

t 

ter 


pliance 


terials 
S  t  lational 
JL  Associates 


2.3 
-2.4 
-11.1 
-4.7 
-6.1 
-6.7 
-0.9 

3.6 
-7.6 
-8.2 
-7.6 
-1.4 

2.2 

-0.8 

-15.6 

-5.3 

-24.5 

5.4 

1.4 

i-1.2 

-11.4 

-2.3 

0.0 

-0.7 

-9.8 


-23.6 
-10.8 

-7.5 
2.3 

36.9 
-85.8 

22.5 
-20.8 
-34.6 
-20.0 
3.4 
-49.6 

20.2 

-4.5 

-8.0 

18.2 
-19.0 

11.1 

8.1 

-63.4 

-21.4 

45.4 
-63.1 

36.6 
-55.4 


Since 

Rank     Company 

Week 

3/1/00 

26     Intel 

-8.9 

9.3 

27     Tribune 

2.7 

-13.3 

28     Xilinx 

-0.6 

0.8 

29     Enron 

7.3 

12.5 

30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 


Lexmark  International 

Omnicom  Group 

America  Online 

Guidant 

MBNA 

Pfizer 

Solectron 

Gateway 

Wells  Fargo 

General  Dynamics 

Texas  Instruments 

Capital  One  Financial 

General  Electric 


1.9 

-3.6 

-2.5 

5.6 

5.0 

6.0 

-6.8 

-10.4 

1.2 

3.3 

-12.2 

4.3 

0.1 


Kansas  City  Southern  Industries    3.7 

Wal-Mart  Stores  -8.0 

Paccar  -1.3 

PE  Biosystems  Group  20.1 

Merck  6.4 

Adobe  Systems  -6.2 

Reliant  Energy  8.2 

Citigroup  1.6 


-60.5 

-10.0 
-8.4 

-13.0 
41.6 
44.7 
12.2 

-24.8 
19.5 
38.5 

-31.6 
47.4 
19.2 
51.4 
10.3 
-1.5 
-9.0 
24.2 
15.9 
69.4 
37.0 


ODUCTION  INDEX 

Change  from  last  week:  0.5% 
Change  Irom  last  year:  15.1% 


.The  index  is  a  4-week 
moving  average 


Nov. 
1999 


Mar 
2000 


July 
2000 


|n  index  continued  its  upward  trend.  Be- 
of  the  four-week  moving  average,  the  in- 
ised,  to  176.6  from  175.6.  The  seasonal- 
|tput  of  autos  and  trucks  jumped  sharply 
ned  after  the  Independence  Day  week.  In 
oduction  was  the  mam  source  of  strength 
roduction  of  steel,  electric  power,  crude- 
al,  lumber,  and  rail-freight  traffic  all  de- 
ng  degrees. 

ich  of  the  index  components  is  at  www.business- 
oduction  index  Copyright  2000  by  The  McGraw-Hill 


I  ONLINE  RESOURCES 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

S&P  PERSONAL  WEALTH  Real  time  mar 
ket  coverage,  industry  analysis,  and 
personalized  retirement  advice. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing yoirr  money. 
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For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessweek.com. 
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company's  online  doesn't 

mean  anyone's  in  line. 
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How  can  you  guarantee  that  your  URL  isn't  MIA?  BusinessWeek  helps 
with  the  Marketing  Your  Dot. Com  video. 

From  Dell  to  Staples,  you'll  learn  the  strategies  that 
several  high-profile  companies  employed  to  successfully 
launch  on  the  Web.  They'll  reveal  the  secret  to  building 
and  establishing  your  brand  online  and  explain  which 
promotional  outlets  get  the  word  out  and  which 
services  bring  customers  in.  Marketing  Your  Dot. Com 
delivers  the  information  you  need  to  turn  your  virtual 
business  into  an  online  reality. 

Make  sure  your  Web  site  clicks  with  your  market, 
with  the  Marketing  Your  Dot. Com  video. 
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Offshore  Trusts,  Corps.,  Private  Banking 

•  Best  Jurisdictions  •  Maximum  Privacy 

•  Tax  Savings   •  Estate  Planning 
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Steven  Sears,  CPA  •  Attorney  at  Law 
714-544-0622  •  www.searsatty.com 


Ted  Dasher  Inc. 

Hewlett-Packard 


•  Buy»Sell»Trade  - 

LaserJet  •  ColorPro  •  DraftMaster  •  Desk 

DraftPro  •  DesignJet  •  Ruggedwnter 

Electrostatic  Plotters 

I  HP  9000/3000  Workstations  &  Personal  Computers 

Demo  &  Refurbished  Equipment 

800-638-4833 

iP.TOJc;  Email  salesadasher com 


Aviation/Fractional  Ownership 


FOR  THE  SAME  REASON 


www.flexjet.com 


YOU'RE  NOT  USING  A 
TYPEWRITER  AND  A  PAY  PHONE 

Today's  entrepreneur  now  has  affordable  access  to  fractionat 
ownership  of  Learjet-  or  Challenger'  business  jets;  a  modern 
business  tool  that  enables  you  to  increase  your  productivity 
and  your  competitive  advantage.  We  offer  the  most  complete 
range  of  latest  technology  aircraft  available  today.  So 
while  there  may  be  other  options  to  Flexjet,  there  can 
only  be  one  choice.  Flexjet.   For  more  information  on  the 
many  affordable  benefits  of  fractional  ownership  and  our 
unprecedented  level  of  personal  service  and  attention  to 
detail,  call  1-800-FLEXJET. 


BOMBARDIER 

AEROSPACE 


Flexjet  is  a  Bombardier  Aerospace  program. 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


A&M  Records  112 
Abercrombie  &  Fitch 

(ANF)  58 

Accel  Partners  112 
Acer  Group  52 
Adams  Media  Research 

130 
Advanced  Micro  Devices 

(AMD)  84 

Advantest  America  37 
Alliance  Pharmaceutical 

(ALLP)  1 35 
Allied  Capital  (ALLC) 
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Alteon  WebSystems 

(AT0N)46 
Amazon.com  (AMZN) 

124 
America  Online  (AOL) 

118,148 

Angel  Investors  112 
AppleSoup  121 
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(ADM)  84 
Arco8 

ARTISTdirect  112 
AT&T  Wireless  (AWE)  1 0 
AT.  Kearney  122 
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Baker  Hughes  (BHI)  144 
Ballard  Power  Systems 

(BLDP)  62 
Bank  One  (ONE)  84 
Bear  Stearns  (BSQ144 
Benchmark  Capital  112 
Best  Buy  (BBY)  84 
Blockbuster  (BBI)  130 
BMO  Nesbit  Burns  126 
Boston  Properties  (BXP) 

38 

BPAmoco(BPA)8 
Brantley  Capital  (BBDC) 

135 
Briefing.com  84 
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Cazenove  42 
Celera  Genomics  26 
Celestica  126 


Charles  Schwab  (SCH) 

122 
Charter 

Communications 

(CHTR)  130 
Chase  Manhattan 

(CMB)  84 
Chevron  (CHV)  84 
Chiron  46 
CMGI(CMGI)135 
Coca-Cola  (KO)  56 
CompuBank122 
Computer  Sciences 

(CSC)  46 
Conoco  (COC)  84 
Cox  Communications 

(COX)  130 

Crystal  Dynamics  112 
Cyberian  Outpost 

(COOL)  135 


DaimlerChrysler  (DCX) 

62 
Delafield  Asset 

Management  144 
Deutsche  Bank  (DBK) 

62,84 

DirecTV  (GMH)  130 
Diva  Systems  130 
Donaldson,  Lufkin  & 

Jenrette  (DU)  14 
Dorling  Kindersley  42 
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EchoStart  (DISH)  130 

El  Paso  Energy  (EPG)  84 

EM1 121 

eMusic  121 

Enron  (ENE)  124, 130 

Equity  Office  Properties 

Trust  (EOP)  38 
Equus  II  (EQS)  135 
Ericsson  (ERICY)  42, 

124 
E*Trade  Group  (EGRP) 

34 
Excite@Home  (ATHM) 

112 
Exxon  Mobil  (XCM)  84 


Federal  Home  Loan 
Mortgage  28 


Fidelity  Investments  138 
First  Call  84 
First  Union  (FTU)  84 
Ford  Motor  (F)  62, 70 
Forrester  Research 
(FORR)  130 
FPL  Group  (FPL)  84 
FreeNet  121 
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Gap  (GPS)  58 
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vBut  read  this  ad  for  an  even  better  deal! 
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t  as  highest 

magnification  of30xt 

the  Episcope" 

resolves  as  distinctly 

as  any  laboratory 

microscope,  yet  it  is 

only  2"  long.  An 

optical  miracle! 


1 

•  than  just  a  telescope... more  than 
i  microscope... 

iscope '" 

•<$b    :omplete  vest-pocket  optical  system) 

1  only  $59.95* 

nove  the  Episcope"  from 
s  fitted  leather  case  and 
JO-power  microscope.  A 
>f  the  wrist  converts  it  to  a 
iescope,  or  a  unique  3x 
:  ape-loupe.  Another  twist, 
OU  have  a  choice  of  mag- 
>  and  loupes:  5x,  lOx,  and 
jwers.  The  Episcope",  only 
ig,  was  developed  in  Wet- 
Germany),  the  home  of 
i-famous  Leica  cameras; 
:>w  being  made  by  one  of 
s  finest  lens  makers.  The 
:s  are  superb:  brilliant 
nosity,  needle-sharp 
-Mil  s,  absolute  planarity, 

chromatic  correction,  and  fully  anastig- 
c.  The  Episcope"  is  the  first  choice  of 
■gists,  biologists,  numismatists,  philate- 
.  engineers,  and  just  anybody  who  likes 
see  the  infinite  detail  in  his/her 
oundings.  It  comes  with  aplastic 
pod"  for  extended  observations 
cr30x  magnifications.  Episcope™  #1062F713a 

Tfl  whole  new  world  of  writing  pleasure. . . 

3yager'M  Fountain  Pen 
ill  only  $49.95* 

>ne  Voyager"  Foun- 
tain Pen,  another  in 
ine  of  Fujiyama  lux- 
writing    instru- 
»ts,    is   equal    or 
erior  to  the  great 
s  of  Europe  and 
erica  in  function 
appearance,  quite 
stinguishable  in  heft 
fceL  The  2-tone  nib 
le  Voyager"  Fountain 
is  heavily  18-kt. 
I-plated,  tipped  by  a 
y-smooth  iridium 
nt.  Just  as  those  fine 
xspean  and  Ameri- 
pens,  Voyager  Pens  are  tastefully  decorated 
h  gold-plated  applications  and  pocket  clip.  The 
ly  astonishing  thing  about  the  Voyager"  Fountain 
I  is  the  price.  If  you  now  write  with  ballpoint 
is,  you  can't  know  what  a  pleasure  it  is  to  write 
h  liquid  ink  and  with  a  truly  fine  fountain  pen. 
■  pen  flows  effortlessly  across  the  paper — there 
»o  need  to  exert  pressure.  You  can  write  on  and 
without  tiring.  Order  your  Voyager    Fountain 
rfsj  today!  Vdyagef  Fountain  Pen  #1001F713d 
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•The  Voyager"  Foun- 
tain Pen  comes  with  a 
dual  ink  supply— 
piston  converter 
and  ink  cartridges,  i 
Tux  cartridges 
are  included 
with  the  pen. 


Never  let  a  dead  i  nr  battery  s/u//  yon 
again — go  with... 

Car  Starter  II 
only  $49. 


The  sickening 
click" 


"click- 
of  a  dead  car 
batterv  is  the  most  dis-  •O^tol  uM  keep  is  charge 
couraging  sound  a  for  pars  anil  uill  work  m  the  most 
motorist  can  hear.  You  extren^  luilcold  temperature  con- 
are  stranded— some-  ditions.  Its  output  is  on  astomsh- 
times  for  hours  or  in  mg  75  omp-hs.,  incomparably 
dangerous  neighbor-  higher  than  any  competing  umt. 
hoods— or  are  dependent  °"  Starter  u "  measmes  85" 
on  the  kindness  0(  x  2"  x  2"  and  weiglis  only  27 
strangers,  who  might  not  <K-  Yo"  s,w",d  always  teeP  " 
even  have  jumper  cables.  '"  the  8love  compartment  of 
And  you  know  how  dan-  every  °"e  °f  Vour  cars' 
gerous  jumper  cables  (and  strangers!)  can  be. 

This  can  never  happen  to  you  with  Car 
Starter  IT",  a  portable  power  source  that  will 
charge  your  car  battery  in  15  minutes  or 
less — just  by  plugging  it  into  your  cigarette 
lighter!  After  use,  you  can  recharge  the  unit 
again  right  through  that  same  cigarette 
lighter.  And  that  isn't  all:  You  can  also  use 
Car  Starter  II"  to  operate  any  and  all  12-volt 
appliances,  such  as  small  TV  sets  (up  to  16 
hours),  portable  fridges,  cellular  phones  (up  to 
100  hours),  camcorders,  and  much  more. 

Don't  ever  again  worry  about  a  dead  battery  and 
a  stalled  car — give  convenience  and  safetv  to  your- 
self and  your  loved  ones  and  order  vour  Car  Starter 
Jf™  umt(s)  today!  CarStarter  it  #1080F713b 

b\reaseyourlieiaingntt^biiafactoroflQx,and 
gettop-notdxTMsterwreceptionlxsideSriuim... 

POWer  VOX  VIF  "(Hearing  Mate) 

only  S49.95* 

he  instructions  of  Pow- 


T 


Mate)  caution  you  to  have 
the  control  on  "very  low" 
when  you  first  try  it, 
because  this  instrument  is 
truly  amazing  in  its  sound 
amplification — up  to  10 
times  the  actual  level.  You 
will  be  able  to  hear  a  pin  •  Power  Vox  VTf  (Hear- 
drop  10  feet  away,  televi-  ing  Mate)  docs  for  hearing 
sion,  the  movies,  and  the  what  binoculars  do  for  see- 
theater  without  any  trou-  '"/■  "  b""8s  everything 
>  ,  j  1...1  .   10-times  closer.  Power- 

ble,  and  every  little  sound  ,,     ,„»,.  .  ..   , 

'  ,    Vox  Vir   is  not  a  medical 

in  your  surroundings.  A  hmring  demce  ,t  is  „  way 

walk  through  the  woods  for  y0u  to  experience  the 
will  let  you  listen  to  birds,  world  of  sound  around 
deer,  squirrels,  and  even  you— and  to  enjoy  outstand- 
little  crawly  things.  Tired  >»g  ™  stereo  reception. 
of  listening  to  the  world  or  to  people?  Simply 
push  the  blue  button  and  you  will  scan  your 
choices  of  the  FM  stations  in  your  area,  in 
truly  marvelous  stereo  fidelity.  PowerVox 
Vllm  (Hearing  Mate)  comes  with  belt/ 
pocket  clip  and  two  AAA  batteries.  Pow- 
erVox VII"  (Hearing  Mate)  #1076F713e 


lint  your  home  <>)  varmints 
and  pests  once  and  for  all... 

Rodelsonix  IX 
only  $69.95* 

Mice,  rats,  roaches,  bats,  fleas,  spiders  and 
other  pests  make  life  miserable  at  home 
or  at  the  plant.  Old-fashioned  poisons  get  rid  of 
them — but  only 
temporarily, 
and  they  are 
a  hazard  to 
you  and  to  ' 
your  pets. 
Rodelsonix  IX" 
works  on  a  dif- 
ferent principle: 

It  delivers  a  tre-    .Rodelsonix  IX"  is  an  industrial-tvf<e 
mendous  blast   unit,  the  most  powerful  you  can  get. 

of  ultrasound "  s  "  humane  and  effective  system  to 

inaudible  to  you  get  rid  °f  pests—once  and  for  all. 
and  your  pets — that  disrupts  the  nervous  systems  of 
those  pests.  They'll  leave  your  home  within  a  few 
weeks — never  to  return.  No  poison  and  no  mess. 
Rodelsonix  IX"  is  an  industrial-type  unit 
designed  and  engineered  to  be  effective  in  restau- 
rants, factories,  and  food-processing  plants.  It  pro- 
tects up  to  10,000  sq.  ft.  (70,000  cu.  ft.).  It  has  six 
variable  pitch  and  "loudness"  settings.  You  can 
even  adjust  it  to  keep  larger  pests,  such  as  raccoons 
or  rabbits,  at  bay.  Rodelsonix  IX"  #1007F713c 

Almost  as  bright  as  the  sun... 

Night  Piercer  ir 

1  Million  CandlePower  Halogen  Spotlight 

only  $79.25* 

The  Night  Piercer  ir~ 
casts  a  focused 
beam  that  can  be  seen 
for  many  miles.  It  is  20- 
times  brighter  than 
automobile  headlights, 
more  luminous  than 
aircraft  landing 
lights.  This  pow- 
erful light  is 
indispensable 
for  tracking  and 
exploring  un- 
known territory 
and  for  any  contingencies  at  night,  in  plane, 
boat,  truck,  or  car.  With  its  red  gel,  the  Night 
Piercer  II"  can  be  a  lifesaver  in  any  emergency. 
The  unit  contains  two  sealed  heavy-duty  lead- 
acid  batteries  and  can  be  recharged  either 
through  your  household  current  or  through  the 
cigarette  lighter  socket  of  your  car,  RV  or  boat. 
Both  adapters  are  included,  of  course.  The  Night 
Piercer  ir~  should  be  your  companion  on  all 
vour  travels.  Don't  leave  home  without  it — 
order  it  today!  Night  Piercer  IF'  #1088F713f 


•  Night  Piercer  II "  is 
constructed  of  heavy- 
duty  high-impact  poly- 
propylene. It  comes  with  a 
super-bright  100-watt  halogen 
bulb  and  red  gel  for  use  as  warn- 
ing light.  110-volt  and  12-volt 
rechargers  are  also  included. 


►Our  "special  deal":  BUY  AMY  2  ITEMS  AMD  GET  ANOTHER  ONE  EREE! 

For  instance:  Buy  a  $69.95  item  and  a  $49.95  item  and  get  another  $49.95  or  lesser-priced  item  FREE! 


(H5s) 


'OR  FASTEST  SERVICE,  ORDER  BY 
TOLL-FREE  PHONE  OR  BY  FAX. 

SEE  NUMBERS  BELOW, 
r  customer  service,  please  call  (415) 
.  3-2810.  For  wholesale  orders,  call 
■  iris  Simpson  at  that  same  number. 


You  may  order  by  toll-free  phone,  by  mail,  or  by  fax 
arid  pay  by  check  or  Visa /MasterCard.  Please  give 
order  numlvr  shown  after  the  item.  Add  $4.95  ship- 
ping insurance  for  your  order  (except  three  Car 
Starter  II  units  or  three  Rodelsonix  IX  for  $4  90),  plus 
Dili's  ta\  tor  CA delivery  You  have  JO-day  return  and 
.  mi- 1  cir  warranty.  We  do  no)  refund  shipping  charges. 


2360  Third  St.,  San  Francisco,  CA  94107 


®  Order  by  toll-free  phone:  (800)  797-7367  or  (fastest!)  by  fax:  (415)  643-2818  © 
Visit  our  website  at  www.haverhills.com 


Editorials 


HOW  TO  FOIL  INTERNET  PIRATES 


When  needlepointers  use  the  Internet  to  get  cross-stitch 
patterns  for  free,  you  know  copyright  theft  is  getting 
out  of  hand.  The  Los  Angeles  Times  recently  reported  that 
needlepointers  are  downloading  patterns  from  various  illegal 
Web  sites  instead  of  paying  for  pattern  books.  Needlepoint  de- 
signers and  their  publishers  are  predictably  outraged,  while 
many  of  the  downloaders  say  they  don't  understand  what  the 
fuss  is  all  about.  "Why  shouldn't  friends  help  each  other  out 
and  save  a  little  bit  of  money?"  asks  one. 

Purloined  music  from  Napster  Inc.  (page  112).  Stolen 
movies  from  Scour  Inc.  It's  beginning  to  seem  that  no  intel- 
lectual property  is  safe  from  the  casual  theft  that  the  Inter- 
net makes  easy.  People  who  would  never  swipe  a  compact 
disk  from  a  store  think  nothing  of  doing  the  same  at  the  key- 
board of  a  personal  computer.  Some  justify  their  theft  with 
nonsensical  slogans  like  "Information  wants  to  be  free."  Oth- 
ers have  never  thought  through  what  they're  doing,  or  just 
can't  resist  a  freebie.  The  danger  is  that  piracy  via  the  In- 
ternet will  lose  its  stigma  entirely,  and  copyright  laws  will  be- 
come as  ineffective  as  Prohibition.  If  the  people  who  create 
copyrighted  works  can't  get  paid  for  them,  they  will  stop  pro- 
ducing them.  Then  only  altruists,  aesthetes,  and  cranks  will 
create  "content,"  and  we'll  all  be  the  poorer  for  it. 

Fortunately,  the  situation  is  not  yet  desperate.  There  are 
several  things  that  can  be  done  to  make  sure  that  copyright 
law  and  intellectual  property  survive  the  Internet  Age.  Here 
are  a  few: 

■  Embrace  technology  instead  of  fighting  it:  Napster  Inc.  and 
other  illegal  file-swapping  sites  on  the  Internet  caught  on  in 
part  because  an  arrogant  music  industry  made  it  impossible 
for  fans  to  download  songs  legally.  The  major  labels  took 
advantage  of  their  control  of  the  distribution  system  to 
charge  high  prices  for  music  while  paying  relatively  small  roy- 
alties to  the  talent.  They  forced  fans  to  buy  albums  when 
they  wanted  singles.  And  they  withheld  or  underpromoted 
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artists'  work  after  gaining  rights  to  it.  Now  the  labels 
move  ahead  as  quickly  as  possible  with  download  servi 
open  the  door  to  their  music  archives  at  a  price, 
vices  will  embed  computer  code  into  songs  so  that  th 
ient  can't  pass  them  along  to  other  people.  Music 
tifiably  worry  that  hackers  will  crack  the  security,  a 
already  have  with  digital  video  disks  of  movies.  The 
is  to  respond  with  better  security.  It's  a  tiresome 
it's  better  than  avoiding  the  Internet  altogether. 

■  Allow  some  copying:  Too  much  protection  of  copyr 
works  is  as  bad  for  creativity  as  too  little:  Culture 
about  building  on  what  has  come  before.  That's  why  cop 
law  has  always  permitted  limited  copying  for  personal  u; 
quotations  of  snippets  for  reviews,  education,  researcl 
news  reports.  In  its  zeal  to  protect  copyright  holders 
gress  went  overboard  in  the  Digital  Millennium  Copyrigl 
of  1998.  It  prohibited  all  attempts  to  gain  access  to 
righted  material  that  is  encrypted — effectively  blocking 
legitimate  kinds  of  copying.  The  law  needs  to  be  fixed 
it  ensnares  innocent  victims. 

■  Give  the  market  time  to  work:  Copyright  defenders  wo: 
there  are  so  many  sources  for  pirated  works  that  it  wo' 
impossible  to  stamp  out  all  of  them.  But  you  don't  ne 
vanquish  all  of  them  to  make  a  big  dent  in  the  pro 
Web  surfers  will  gravitate  to  the  handful  of  for-profit 
that  offer  the  biggest  selections  and  are  easiest  to  us 
essence,  the  America  Onlines  of  the  download  world, 
good  part  is  that  those  big,  conspicuous  sites  will  be  in 
to  honor  copyrights.  Why?  Because  if  they  don't,  it  will 
snap  for  the  courts  to  fine  them  or  shut  them  down. 

Copyright  owners  will  survive  the  Internet,  just  as 
survived  radio,  photocopiers,  and  the  vcr.  While  there 
100%  solution  to  Internet  piracy,  the  steps  outlined 
should  go  a  long  way  toward  making  the  problem  manag 
and  keeping  the  creative  juices  flowing. 


TAIWAN:  STOP  THE  WAR  OF  WORDS 


\ 


Taiwan  President  Chen  Shui-bian  thinks  he  and  his  fellow 
Taiwanese  don't  get  enough  respect  from  mainland  Chi- 
na's leadership  in  Beijing.  He's  right:  Beijing  continues  to 
treat  Taiwan  as  a  renegade  province  that  must  be  brought  to 
heel.  Lately,  some  Taiwanese  executives  who  support  Chen 
have  complained  that  their  factories  on  the  mainland  have 
been  harassed  by  the  authorities.  China's  leaders  need  to 
realize  that  tough  words  and  actions  are  pushing  Taiwan 
away,  not  bringing  it  closer. 

But  Chen,  too,  needs  to  be  cautious.  To  his  credit,  since 
becoming  President  he  has  modulated  his  pro-independence 
views  considerably.  Still,  in  a  July  27  interview  with  business 
WEEK  (page  49),  Chen  skated  close  to  the  edge  of  confrontation 


when  he  spoke  of  Taiwan  as  "a  sovereign  and  indepenc 

country."  Chen  also  said  he  intends  to  continue  the  for 

President's  policies  of  traveling  to  diplomatically  friendly  c< 

tries  abroad,  will  continue  to  seek  Taiwan's  representatior 

the  U.  N.  and  other  international  bodies,  and  supports  contin 

research  into  a  U.  S.-developed  Theater  Missile  Defense  systm^ 

All  of  those  policies  have  angered  Beijing  in  the  past.         o 

Both  Beijing  and  Taipei  should  cool  the  rhetoric  and  lay  W 

the  symbolic  gestures.  Instead,  they  should  restart  long-s  i 

ill  i 
pended  talks  on  such  confidence-building  measures  as  cooj 

ation  on  fishing  rights,  hijacking,  and  smuggling.  At  a  ti 

when  emotions  on  both  sides  of  the  Taiwan  Strait  are  raring 

high,  it's  important  to  aim  toward  peace,  not  provocation, 
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J  Amoco,  ARCO,  Castrol. 
hat  does  it  add  up  to? 

hneans  a  new  company  able  to  offer 
Dbal  energy  solutions. 

means  the  retail  presence  to  serve 
million  customers  a  day 


means  a  company  that  makes  gasoline 
|d  diesel  that  produce  lower  emissions. 

means  the  world's  leading  producer 
solar  power. 

means  the  talent  and  resources  to  go 
feyond  what  people  expect. 

)day  100,000  employees  in  100  countries 
in  together  to  form  a  new  company 
ailed  BR  Tomorrow,  we  begin  building  a 
ew  brand  of  progress  for  the  world. 

>eyond  petroleum 

ww.bp.com 
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Improve  safety  1                  m 
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At  the  NASA  Ames  Research 
Center  in  Mountain  View, 
California,  a  small  group  of 
scientists  and  engineers  are  predicting  the  future 
of  air  traffic.  Using  advanced  visualization 
technology  available  only  from  Silicon  Graphics, 
NASA  FutureFlight  Central  gathers  satellite 
imagery,  digital  photographs,  and  architectural 
data  to  perform  real-time  air  traffic  simulations 
anywhere  in  the  world  at  any  point  in  time. 
With  this  new  facility,  airport  planners  discover 
ways  to  manage  flight  traffic  more  efficiently, 
thereby  reducing  the  risk  of  accidents  and 
delays.  The  high-performance  solution  that 
powers  NASA  FutureFlight  Central  is  one  of 
many  ways  SGI  gives  its  customers  the  power 
to  see  the  challenges  they  face.  And  stay  ahead 
of  the  competition.  To  learn  more  about  our 
solutions,  or  for  information  on  our  services, 
consulting,  and  support,  visit  our  Web  site. 


www.sgi.com/ahead 
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©  2000  Silicon  Graphics.  Inc  All  rights  reserved  Silicon  Graphics  is  a  registered  trademark  and  SGI.  the  SGI  log< 
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Sarah's  work  takes  her  everywhere  the 
wind  blows.  She  works  for  an  aeroelectnc 
power  company,  and  work  is  rarely®  the 
office.  But  now  she  can  do  business 
anywhere.  With  the  Mobile  Internet 
Lucent  is  helping  to  create,  anyone  on 
the  go  can  have  the  full  power  of  the 
Internet,  right  at  their  fingertips. 
Wherever  they  are.  No  wires,  no  outlets, 
no  desks.  When  you  change  the  way 
people  communicate,  you  change 
the  way  they  do  business.  Lucent 
Technologies.  We  make  the  things  that 
make  communications  work/ 

Expect  great  things 
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EDITED  BY  ROBERT  McNATT 
CAR  TALK 

A  LIVE  WIRE 
TO  SPARK  UP  GM 

IT'S    NOT   THE    STYLE    OF    GM 

ceo  G.  Richard  Wagoner  to 
make  sweeping  changes  in 
the     executive 
suite.    But    as 
gm's  old  guard 
retires,    he's 
putting     his 


OUT  AND  IN: 

Hackworth,  Cowager 

team  in  place.  Senior  Vice 
President  for  Manufacturing 
Donald  Hackworth,  63,  is  said 
to  be  retiring  as  early  as  this 
fall.  Replacing  Hackworth, 
say  insiders,  is  Gary  Cowger, 
53,  gm's  labor  boss  and  ex- 
chairman  of  its  Adam  Opel 
subsidiary. 

Cowger  is  a  rising  star.  He 
reduced   tensions   with   the 


uaw  last  year,  quickly  negoti- 
ating a  national  pact  and  ink- 
ing contracts  with  all  76  lo- 
cals in  a  relatively  speedy 
seven  months.  He  has  also, 
say  union  leaders,  improved 
labor  relations  in  the  wake 
of  a  bitter  1998  walkout  at 
two  plants  in  Flint,  Mich., 
when  Hackworth  alienated 
the    uaw.    "We've    sort    of 
picked  up  the  pieces  from 
two  years  ago,"  Wag- 
oner has  said.  "Gary 
gets  a  lot  of  credit 
for  that." 

Insiders  say  that 
Hackworth  can  also 
share  blame  for  Gen- 
eral Motor's  bland  styling. 
Some  designers  gripe  that  his 
rigid  vehicle  specs  boosted 
productivity  but  made  for 
dull  cars.  Cowger  is  expected 
to  be  less  rigid  with  manu- 
facturing rules,  allowing  more 
creative  design.  GM  declined 
to  comment.        David  Welch 


PRODUCT  PEEK 

DIGITAL  X-RAY 
COMES  INTO  FOCUS 

FOR  20  YEARS,  DIGITAL  X-RAY 
machines  have  been  the  Holy 
Grail  of  radiologists.  X-ray 
images  that  are  available  in 
15  seconds,  can  easily  be 
stored  on  a  computer  net- 
work, and  can  detect  the 
finest  of  hairline  fractures  are 
just  what  the  doctor  ordered. 
However,  the  technology  to 
improve  the 
resolution  of 
traditional  X- 
rays  hasn't  been 
available. 

This  summer, 
a  small  New 
York  company, 
Swissray  Inter- 
national, with 
technical  help 
from  Eastman 
Kodak,  said  it 
had  solved  that  problem  and, 
in  addition,  had  developed  a 
system  that  delivers  50%  less 


X-RAY  ROOM:  Circa  1965 


radiation  to  patients.  In  doing 
so,  the  company  believes  that 
its  machines,  costing  about 
$450,000,  have  bested  indus- 
try giants  General  Elec- 
tric and  Siemens  in  the 
$20  billion-a-year  X-ray 
business.  Although  com- 
peting systems  can  dig- 
itally X-ray  only  certain 
body  parts,  only  Swiss- 
ray's  machine  is  flexible 
enough  to  X-ray  bones  in 
any  part  of  the  body. 

In  August,  the  company 

a  will  install  the 
first  of  these 
machines  in  a 
hospital  in  Bay 
Shore,  N.Y. 
Although  three 
times  the  cost 
of  conventional 
X-ray  machines, 
the  new  system 
will  pay  for  it- 
self in  less  than 
two  years 
through  reduced  film  and  de- 
veloping costs,  Swissray  ex- 
ecutives say.     Ellen  Licking 


TALK  SHOW  Mlf  the  unions  are  successful  with  this  sd 
they  will  have  a  good  shot  at  moving  not  just  into  wirelel 
also  other  high-technology  sectors  of  today's  economy)' 

— mit professor  Paul  Osterman,  on  the  Verizon  si 
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TAKE  ME  OUT  TO 
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THIS     SUMMER,      BASEBALLS 

Seattle  Mariners  became  the 
first  major  sports  team  to  of- 
fer customers  a  shot  at  buy- 
ing tickets  priceline.com-style. 
For  three  games,  it  allowed 
fans  to  bid  for  seats  online, 
with  prices  set  by  supply  and 
demand. 

The  exercise  in  "dy- 
namic pricing,"  which 
the  Mariners  under- 
took to  judge  its  ef- 
fects   on    the    gate, 
worked  like  this:  At 
the  team's  Web  site, 
fans  put  in  bids  for 
seats,  whose  prices 
fluctuated  according 
to  demand.  It  they 
matched  the  going 
price,  the  tickets 
were  theirs.  But 
fans  also  could  1&  cheap  seats  now? 


bid  low,  hoping  that, 
to  game  time,  prices 
fall.   The   program  co 
1,000  seats.  The  choic 
field-level  seats  were  c 
bid  up  to  $128.  But  fj 
cheap  seats  failed  to  s< 
even  with  $2  discounts 
Neither  the  Marine 
ticketmaster.com,  which 
set  up  the  plan,  is  sure 
its  future.  After  all,  a 
might  not  want  too  man; 
planning  on  last 
discount 
Predicts  D; 
gala,  who  a 
sports 
about  usin 
Web:    "I'm 
vinced  it  wo: 
come  a  mainsi 
way  of  selling  tic 
But  then  again,  som 
pie  were  convinced 
Ken     Griffe; 
MARINER:     would   never 
Tbo  many     for  Cincinnati 
Mark 
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THE  LIST   TEEN  ANGELS  AND  REBELS 


Companies  spend  millions 
to  spot  the  next  hot  teenage 
trend.  Get  it  right,  and  it 
can  be  a  gold  mine.  Get 
it  wrong,  and  you  end  up 
with  a  warehouse  full  of 
OK  Cola— an  early  '90s 
Coca-Cola  flop  aimed  at 


teens.  So  iSwag.com,  a  E 
site  linking  brand  manag< 
distributors,  and  supplier: 
branded  merchandise,  su 
veyed  423  teens  to  see  r 
some  brands  matched  up 
with  their  lifestyles.  Here 
some  of  their  findings: 


J1%  of  teens  who  wear 
Eminem-licensed 
clothing  obey  their 
parents'  curfews 

74%  of  teens  in  Calvin  Klein 
clothes  consider  them- 
selves overweight 


||£j  34%  of  teens  who  sport 


Christina  Aguilera  logo 


17%  of  teens  in  Tommy  Hilfi 


55%  of  teens  who 
wear  Ivy  League 
logos  say  they've 
tried  marijuana 

40%  of  girls  with 
Britney  Spears- 
licensed  duds  consider 
themselves  popular 

11%  of  teens  with  Backstreet 
Boys-branded  clothing 
own  a  beeper 


15%  of  teens  with  state 
college  names  on  their 
clothes 


21%  of  those  with 

Christina 
Aguilera's  to£ 


%  of  teens 
Dr.  Dre-licens 

clothes 
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LEADERS  SELECT  LEADERS 

Its  easy  to  set  up  a  web  store,  but  much  more  difficult  to  actually  sell  online.  That's  why  eCommerce  leaders  Cisco 
Systems  and  Dell  Computers  both  chose  Selectica  to  power  their  next  generation  Internet  commerce  configuration 
capabilities.  With  Selectica,  Cisco  and  Dell  will  provide  their  customers  a  unique  interactive  buying  experience. 
Our  Internet  Selling  System  enables  customers  to  find,  configure  and  accurately  order  even  the  most  complex 
products  easily  and  efficiently.  And  now,  Selectica  SME  brings  this  world-class  capability  to  small  and  medium 
businesses.  Find  out  how  in  our  free  guide  Seven  Keys  to  Internet  Selling  Success.  Plus,  learn  how  eCommerce 
leaders  Cisco,  Dell  and  others  successfully  sell  complex  products  and  services  online  in  the  new  book, 
Net  Ready(a  $24.95  value,  free  to  qualified  respondents).  Just  call  toll-free  800-900-2850,  ext.  2000  or  visit: 
www.selectica.com/netready2 
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FOOD  STUFF 

BOOT  CAMP  CUISINE 
ON  EVERY  CORNER 

WANT   SOME    K-RATIONS   WITH 

that  Slurpee?  Convenience 
store  giant  7-Eleven  is  team- 
ing up  with  Wornick  Co.,  one 
of  the  leading  suppliers  of 
"meals  ready-to- 
eat"  for  the  U.S. 
military,  to  create 
new  shelf-stable 
products  to  sell. 
But  this  isn't  your 
grandfather's  mili- 
tary mush,  the 
chain  insists. 

Wornick's  Cafe  YUMMY? 
Express  line  fea- 
tures  such  preservative-free 
entrees  as  Chicken  Salsa  and 
Green  Pepper  Beef  Steak, 
which  can  sit  on  shelves  or 
in  briefcases  for  up  to  a  year. 
Steve  Keane,  a  7-Eleven  se- 
nior category  manager,  says 
the  items — introduced  at  7- 


Eleven  in  March  but  now  at 
other  retailers — rank  in  the 
top  20%  of  his  grocery  prod- 
ucts in  sales.  And  this  fall,  7- 
Eleven  will  add  other  shelf- 
stable  dishes  to  its  "meal 
solutions"  section  from  food 
giant  ConAgra. 

But  will  consumers  find 
year-old  food  a  solution  to 
anything?     "Per- 
ceived     lack      of 
quality"     is     the 
biggest     obstacle 
for       consumers, 
concedes    Keane. 
But  Wornick  execs 
say  that  technolo- 
gy has  vastly  im- 
Gourmet  K   proved  the  taste 
-  of  the   $3.29  mi- 
crowave meals,  which  cook  in 
only  two  minutes. 

Still  not  ready  to  bite? 
Well,  remember:  Spam  was  a 
shelf-stable  military  favorite, 
too.  And  more  than  5  billion 
cans  of  that  stuff  have  been 
sold.  Wendy  Zellner 


SCROOGED 

A  PRE-PAID 
POWER  PLAY 


STARTING  IN         JANUARY, 

Orlando  will  be  the  site  of 
the  biggest  U.S.  test  so  far 
of  a  common  European  prac- 
tice— and  no,  it  isn't  free  cra- 
dle-to-grave health  care.  It's 
pay-as-you-go  electricity  in 
your        home.  ._ 

And     power 
providers 
figure  it  can 
save  them  a 
bundle. 

It  works 
when  cus- 
tomers opt 
for  a  special 
indoor  electric 
meter  through  which  they 
swipe  a  card,  similar  to  an 
ATM  card,  purchased  from  the 
local  utility.  When  the  card 
is  swiped  through  the  unit — 
connected  to  a  traditional 
electric  meter — the  power 
flows.  The  unit  displays, 
countdown-style,  how  much 
money  has   been  used   up; 


when  it  reaches  zero,  the 
lights  go  out.  The  plan  is 
aimed  at  students  and  low- 
income  tenants,  who  pay  $400 
for  the  special  meters. 

An  Orlando  Utilities  Com- 
mission spokesman  says  the 
company,  with  153,000 
customers,  will  save  through 
fewer  field  service  calls  and 
uncollectible  bills.  He  says  the 
company  has  calculated  the 
savings,  but  won't  get 
specific.  Drop- 
fam-,  ping  coins 
fjfT^/y       inti  >  a  slot  to 

/  /a     pay  f°r  neat 

is  common 
in  London 
flats.  This 
similar 
method  has 
been  tried  in 
the  U.S.  only 
once  before,  at  a  small  Arizona 
utility.  The  hope  is  that  the 
practice  will  catch  on  because, 
power-wise,  people  will 
"totally  control  their  own 
destinies,"  says  general 
manager  Bob  Haven.  The  pro- 
gram will  begin  with  250  vol- 
unteers. Dennis  Blank 
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l-WAY  PATROL 

MORE  WIRED 
THAN  SEATTLE? 

IF   YOU   THINK  OF  TACOMA, 

Wash.,  at  all,  chances  are  it's 
as  the  blue-collar  neighbor  of 
high-tech  Seat- 
tle,  or  even 
worse,  as  the 
home  of  the 
"Tacoma  Aro- 
ma"— the  sul- 
fite smell  from 
its  timber 
mills.  Tacoma, 
however,  is 
pushing  a  new 
image:  "Amer- 
ica's No.  1  TACOMA:  High 
wired  city." 

Hey,  shouldn't  that  be 
Seattle,  or  Redmond,  Mi- 
crosoft's home?  Or  someplace 
in  Silicon  Valley?  Nope,  says 
Juli  Wilkerson,  Tacoma's 
economic  development  direc- 


tor. She  claims  the  t 
though  only  for  compj 
sized  cities  on  a  per 
basis.  Tacoma  has  inv 
$100  million  since  1997 
down  700  miles  of  its 
fiber-optic   line.    And 
1999,    she    says    AT&T 
Qwest 
spent  $201 
lion    on 
infrastruc 
As     a     n 
compani 
many     fl 
Seattle's 
—can  sav 
to   $40,00 
technol 
start-up 
Since 
Tacoma 
lured  100  high-tech  firm 
With  the  biggest  U.S. 
owned  network,  and  all 
fiber  per  capita,  Tacoma 
stick    that    in    your    1 
Seattle.  Taeyma  . 
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THE  BIG  PICTURE 


WHO  WANTS  TO  BE 
A  MILLIONAIRE? 

There  are  now  7  million  people 

worldwide  with  more  than 

$1  million  in  investable 

financial  assets,  18% 

more  than  in  1998. 

Look  for  a  12%  an 

nual  increase  in 

the  global  number] 

of  millionaires 

through  2004. 

DATA:  MERRILL  LYNCH 


NUMBER  OF  HIGH 
NET  WORTH 
INDIVIDUALS 

MILLIONS 


11997 
1998 
1999 


FOOTNOTES  Average  amount  that  consumers  plan  to  spend,  per  child,  on  back-to-school  shopping:  $548;  in  1998:  $456 


POWERSTREET.  NOW  AT 
THE  INTERSECTION  OF 

PHONE  AND  WEB. 


]  POWERSTREET®  FIDELITY.COM 
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Trade  on  the 


SPRINT    PCS 

WIRELESS    WE  B.; 


■■Ml 


NOW  POWERSTREETSM  LETS  YOU  TRADE  FROM  VIRTUALLY 
ANYWHERE  ON  THE  SPRINT  PCS  NETWORK. 

With  our  InstantBrokerSM  technology  and  the  Sprint  PCS  Wireless  WetT,M  you  get  much 
more  than  just  quotes  on  the  phone.  You  can  place  trades,  check  balances,  receive  news 
updates,  place  limit  orders...  practically  everything  you  can  do  by  computer.  (And  stock  trades 
start  at  just  $14.95.)  For  more  information  on  trading  with  your  wireless  Internet-ready 
phone,  just  visit  Fidelity.com/goto/wireless. 
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Fidelity 


Investments 


WE  HELP  YOU  INVEST  RESPONSIBLY 


514.95  for  stock  trades  up  to  1,000  shares  placed  via  the  Web  in  qualifying  accounts  (minimum  12  stork,  bond  or  option  trades  in  a 

ling  12-month  period).  See  fidelity.com  for  a  complete  commission  schedule. 

tystem  availability  and  response  time  may  be  subject  to  market  conditions. 

iequires  activation  of  a  Sprint  PCS  Service  Plan  $19.99  or  higher.  Plans  require  credit  approval.  Sprint  PCF  iA  ieless  Web  is  not  available 

lile  roaming  off  the  Sprint  PCS  Network  and  may  not  be  immediately  available  in  select  affiliate  markets.  A  i  ate  of  $0.39  per  minute 

plies  to  all  wireless  Internet  usage  without  the  Sprint  PCS  Wireless  Web  option.  Sprint  is  a  registered  I  k  of  Sprint 

>mmunications  Company  LP.  Sprint  PCS,  Sprint  PCS  Wireless  Web  and  Sprint  PCS  Phone  are  either '   i     narks  or  service      irks  of 

>rint  Communications  Company  LP.  All  rights  reserved. 

Jelity  Brokerage  Services,  Inc.  Member  NYSE,  SIPC.  007 
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A  TEXAS  INSTRUMENTS  TECHNOLOGY 
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by  Texas 

projection 

leading  manufacturers 

brightest  projectors 

unleashing  a  new 

projectors  that 

computer.  So  now 

crisp  clarity  of 

takes  you.  From 

projectors  to 

and  digital  cinema 

solution  for  all 

mor 


the  wave  of  the  future. 

Digital  Light  Processing™  technology 
Instruments  is  revolutionizing  the 
industry.  With  DLP™ imaging  technology, 
are  creating  the  lightest  and 
available.  In  fact,  our  DLP™ processor  is 
category  of  ultralight,  microportable 
are  half  the  weight  of  your  notebook 
you  can  deliver  the  impact  and 
digital  quality,  wherever  your  travel 
microportable  and  large-screen 
high-definition  home  entertainment 

Tl  provides  the  premier  digital 
of  your  projection  needs.  To  find  out 
about  DLP™  technology  and  the 

products  it  enables,  visit  our  Web 
site  or  call  1-888-DLP-BY-TL 


www.dlp.com 
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Editor's  Memo 


YOU  AIN'T  SEEN  NOTHING  YET 


Business  week  has  played  a  key 
role  in  defining  and  popularizing 
the  New  Economy.  Early  on,  we 
recognized  that  the  confluence  of  two 
broad  trends — the  globalization  of 
business  and  enormous  strides  in  in- 
formation technology — were  creating 
a  productivity  revolution  that  allows 
greater  growth  without  more  inflation. 

So  when  our  editors  began  plan- 
ning this  Special  Double  Issue  more 
than  six  months  ago, 
we  decided  to  examine 
how  the  New  Economy 
will  radically  reshape 
the  corporation.  Our 
goal:  Define  the  con- 
tours of  a  new,  nimble 
business  model. 

Just  as  the  currency 
of  the  20th  Century 
corporation  was  physi- 
cal goods,  the  currency 
of  the  21st  Century 
corporation  will  be 
ideas.  The  Industrial 
Economy  is  rapidly  giving  way  to  the 
Creative  Economy.  Competitive  ad- 
vantages once  enjoyed  by  big  compa- 
nies are  now  available  to  startups 
thanks  to  plentiful  capital  and  the 
power  of  the  Web. 

With  globalization  still  at  an  early 
stage,  the  Internet  promises  to  affect 
corporations  more  in  the  next  20 
years  than  it  has  in  the  past  five.  We 
expect  nothing  less  than  a  breathtak- 
ing transformation  of  the  corporation 
against  the  backdrop  of  a  global  econ- 
omy that  rewards  creativity,  innova- 
tion, and  speed. 

Companies  will  live  in  an  ecosystem 
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with  alliance  partners,  spin-off  ente  « 
prises,  contractors,  and  free  agents. 
New  ideas  and  technologies  will  be 
plucked  from  around  the  globe.  The 
corporate  hierarchy  will  be  reconfig 
ured.  Relationships  with  communiti 
and  schools  will  be  redefined.  Even 
government  could  look  quite  differe 

Our  reporting  is  supplemented  t  go 
commentaries  from  leading  thinker 
Harvard  University's  Richard  S.  T 
low  on  how  the  20th  C 
tury  corporation  set  th 
stage;  Jim  Collins  on 
what  future  CEOs  can 
learn  from  the  past;  CI; 
5 1  ton  M.  Christensen  wit  \t 

a  cautionary  note  about  rlnc..  it : 

Wthe  virtual  corporation;  a.  The  iM; 
Tom  Peters  on  survival  fcdnji, 
skills  for  the  white-colls  g^thi 
worker;  and  Adrian  J. 
Slywotzky  on  how  cus- 
tomers will  design  their 
own  products.  In  addi- 
tion, award-winning  ar 
chitects  share  their  vision  for  the 
look  of  the  new  corporation. 

With  stunning  clarity,  the  21st  Ce 
tury  team  of  more  than  30  reporters 
and  editors  led  by  Assistant  Manag- 
ing Editor  Joyce  Barnathan,  Senior 
Editor  Mary  Kuntz,  Senior  Writer 
John  A.  Byrne,  and  Associate  Eco- 
nomics Editor  Peter  Coy  will  show 
you  how  powerful  forces  are  reshap 
ing  work  and  the  workplace.  Welcon 
to  the  21st  Century  Corporation. 
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STEVE  JOBS  HAVE  THE 
IN  TO  KEEP  APPLE  FRESH? 


mt  is  must  stinking  about  Steve  .lobs 
[  bple"  (Cover  Story,  July  :^1)  is  his 
1   fast  dedication  to  his  personal  vi- 
The  early  Macintoshes  were  eye- 
*■">   ts  because  of  their  operating  system 
Hpheir  ease  for  the  end  user-.  With  his 
STEP,  Jobs  took  the  concept  of  end- 
ease  to  the  next  level.  I  am  a  Unix 
and  I  thought  that  NEXTSTEP  was 
•solute  joy.  Where  most  other  Unix 
ms  had  huge  overhead  to  maintain, 
L>ne  took  the  best  of  the  Macintosh 
uter  and  manned  it  to  network  de- 
and  application  development.  The 
problems  were  the  huge  price  tag 
.he  lack  of  support  from  the  manu- 
rers  of  central  processing  units. 
n  sit !  hen  Jobs  returned  to  Apple  Com- 
ul  •  Inc.,  it  seems  he  followed  the  same 
p.  The  iMac  did  to  the  Internet  what 
plac  did  to  computing — making  it  eas- 
lf}  use  the  Internet  and  access  multi- 
a  technology.  What  is  Jobs  trying  to 
)w?  Is  this  a  case  where  he  wants  to 
r  the  world  his  designs  are  the  best, 
there  another  evolution  for  the  end 
that  only  Steve  Jobs  can  see?  With 
tstep,   the   casing   was   dark   and 
fity,  so  the  vision  was  lost.  With  the 
st  Ce  |  jr  Mac  Cube,  the  casing  may  be  clear, 
he  vision  from  Jobs  is  not. 

John- William  DeClaris 
Fulton,  Md. 


■Mir 
icfr 

;hap- 

:fcom 


ifteen  years  after  I  started  my  pro- 
onal  career  in  the  graphic  design  busi- 
with  a  Mac  Plus,  I  still  get  excited 
n  Apple  lays  out  a  newT  plan.  With  or 
iOut  Steve  Jobs,  Apple  has  been  the 
ing  force  in  PC  creativity,  if  not  quan- 
you  can't  deny  it  has  gotten  more  ex- 
g  with  Jobs  back  at  the  helm. 
tistory  has  shown  that  there  never 
supposed  to  be  a  winner  between 
OSOfl  Chairman  William  H.  Gates  III 
•lobs;  the  media  invented  that.  The 
h  is  that  in  today's  workplace,  Win- 
s  and  Mac  OS  reside  comfortably,  like 
and  yang.  They  need  each  other  to 
■eed:  One  drives  the  numbers  and 
traffic;  the  other  drives  the  vision 
the  power. 

was  lucky  enough  as  a  young  art 
sctor  to  have  a  cantankerous  old  man 
i  tin ■  in  front  of  a  Macintosh  and  force 
J  to  squeeze  creativity  out  of  it.  We 
gh1  the  nonbelievers  every  step  <>( 
I  way.  I've  ridden  this  wave  for  the 
it  decade,  and  1  owe  a  good  part  of 
I  career  to  .lobs  and  his  Macintosh 
nputer.  It  sounds  corny,  but  without  it, 
would  most  likely  be  just  another 
i  lioeiv  graphic  designer  stuffed  back  in 


the  corner  with  my  pencils  and  markers 
waiting  for  the  ax  to  come  down. 

Rick  Wills 
Menasha,  Wis. 

IS  THE  MUSIC  INDUSTRY  TASTING 
ITS  OWN  MEDICINE? 

Regarding  "Digital  piracy:  Now  the 
spotlight  is  on  Congress"  (Washington 


Outlook,  July  31);  Over  the  years,  certain 
artists  and  the  recording  industry  as  a 
whole  have  profited  heavily  by  encour- 
aging youth  to  "break  all  the  rule>."  The 
music  industry  has  done  a  pretty  good 
job  of  advocating  and  promoting  a 
counter-cultural  lifestyle  that  has  little 
respect  for  family,  authority,  or  the  status 
quo.  I'm  not  antimusic,  and  I'm  certainly 
not  pro-piracy.  But  I  have  to  chuckle  as 


Williams  wants  you  to  know  that  there  is 
no  debate  when  it  comes  to  meeting  demand. 


Demand  more.  Williams  Energy  delivers.  Billions  in  assets.  Commodity 
expertise.  Wholesale  energy  strategies.  Hey,  we  even  help  gas  utilities 
expand  into  electricity  or  any  utility  into  telecom.  Demand  Williams,  our 
foundation's  a  fortress. 


Williams 


ENERGY 


1-800-WltLIAMS  •  WWW.WltLIAMS.COM  •  NYSE:  WMB  &  WCG 
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BlackBerry.™  It's  the  wireless  solution  that  lets  you  send  and  receive  your  email  with  ease. 
There's  no  dialing-in.  No  modem  to  attach.  No  antenna  to  raise.  No  eftort  required.  No  kidding. 
Wireless  email  can  really  be  that  easy.  BlackBerry  works  with  your  office  email.  In  fact, 
it's  the  only  end-to-end  solution  that's  specifically  designed  for  business.  So  it's  really 
no  surprise  that  BlackBerry  is  quickly  becoming  the  corporate  standard  for  wireless  email. 
Simply  put,  BlackBerry  gives  you  everything  you  need  to  stay  connected  and  manage  your 
inbox  while  on  the  go. 


Checking  email  while  on  the  run  can  be  a  major  hassle, 
but  BlackBerry  is  a  convenient  way  to  stay  in  touch."   InformationWeek 


WWW.BLACKBERRY.NET 
|[\J  pQ@BLACKBERRY.NET 


BLACKBERRY 
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Readers  Report 


CORRECTIONS  &  CLARIFICATIONS 

"Who  does  Linda  Wachner  answer  to?" 
(News:  Analysis  &  Commentary,  Aug.  7)  in- 
correctly stated  that  Warnaco's  board  has 
eight  directors.  It  has  nine,  so  about  22% 
of  the  board  consists  of  insiders,  not  25%. 


the  riaa  [Recording  Industry  Associa- 
tion of  America]  and  the  artists  try  to 
figure  out  how  to  put  the  beast  (they 
helped  to  create?)  on  a  leash. 

Brett  Davis 
Wilmington,  Del. 

THE  INTERNET  HAS  BEEN  GOOD  FOR 
THE  HEALTH-CARE  INDUSTRY 

The  Internet  Revolution  has  indeed 
touched  the  health-care  industry  and  will 
continue  to  improve  it  by  way  of  increas- 
ing efficiency,  competition,  and  economies 
of  scale  ("A  startling  medical  break- 
through: the  Internet,"  Economic  View- 
point, July  24).  While  the  two  industries, 
biotech  and  health  care,  may  be  viewed 
separately,  changes  in  the  former  do  ulti- 
mately percolate  through  to  the  latter. 

Because  of  the  availability  of  informa- 
tion and  communication  among  the  sci- 
entists, biotechnology  advancement  is 
faster  in  the  presence  of  the  Net  than 
otherwise.  Also,  a  plethora  of  data  on 
the  Net  pertaining  to  the  clinical  trials, 
for  the  benefit  of  both  the  research  and 
development  team  in  the  industry  and 
the  Food  &  Drug  Administration,  has 
contributed  to  efficient  discovery,  ap- 
proval, and  then  marketing  of  new  drugs. 
Shubhra  Upadhyay 
Sunnyvale,  Calif. 

DEATH  TAX:  SIMPLY 

THE  FINAL  INDIGNITY 

"Death  knell  for  death  taxes?"  (Eco- 
nomic Trends,  July  31)  makes  a  point 
generally  overlooked  by  those  who  com- 
plain that  estate-tax  repeal  benefits  only 
a  fraction  of  U.  S.  households.  The  "tiny 
fraction"  thesis  is  based  on  historical 
data,  but,  as  author  Gene  Koretz  points 
out,  thanks  mainly  to  ebullient  financial 
markets,  many  Americans  recently  have 
accumulated  sufficient  assets  to  become 
vulnerable  to  the  death  tax. 

The  estate  tax  is  the  last  bite  in 
quadruple  taxation.  First,  we  are  taxed  on 
earned  income  during  our  working  lives. 
The  portion  of  savings  that  produces  div- 
idends is  taxed  twice — initially  at  the  cor- 
porate level  and  then  once  again  at  the 
personal  level.  And,  finally,  since  dividends 
aren't  deductible,  the  estate  tax  will  claim 


11%  of  assets  (based  on  the  average  you 
cite).  Equitable?  I  think  not. 

Charles  K.  Elliott  Jr. 

Mount  Pleasant,  S.C. 

DAIMLERCHRSLER'S 
MORALE  PROBLEM 

You  are  right  in  pointing  to  a  morale 
problem,  but  it  is  not  an  "early"  problem 
only,  it  is  concurrent  ("The  merger  that 
can't  get  in  gear,"  News:  Analysis  & 
Commentary,  July  31). 

If,  on  the  one  hand,  Jiirgen  Schrempp 
calls  for  "a  25%  cut  in  overhead  expens- 
es" and  Holden's  remedy  is  "further  belt- 
tightening,"  then  the  absolutely  unneces- 
sary expenditures  for  a  new  luxurious 
headquarters  in  the  Chrysler  Building  in 
New  York,  the  creation  of  a  special  com- 
pany airline  to  fly  executives  between 
Detroit  and  Stuttgart,  and  executive  com- 
pensation not  in  line  with  company  and 
share  performance  only  serve  to  exacer- 
bate the  morale  problem. 

Maybe  DaimlerChrysler  should  take  a 
page  from  Wal-Mart  founder  Sam  Wal- 
ton's book.  He  led  Wal-Mart  to  success  by 
creating  enthusiasm  and  loyalty  among 
the  thousands  of  employees  on  which,  af- 
ter all,  the  ultimate  success  or  failure  of  a 
company  depends.  Even  though  execu- 
tive perks  such  as  a  private  airline  and  a 
prestigious  headquarters  may  not  make  a 
difference  in  financial  terms,  such  actions 
demoralize  the  ordinary  employees  who 
are  pressured  to  save. 

Robert  Marx 
Schorndorf,  Germany 

WHY  LUXURY  BRANDS 

AND  THE  NET  DON'T  MIX 

The  main  reason  that  luxury  brand 
names  such  as  Rolex  and  Versace  don't 
participate  in  e-commerce  is  because 
these  companies  are  trying  to  avoid  what 
is  called  sales-channel  conflict  ("So  the 
rich  are  different,"  e.biz,  July  24).  I  first 
learned  of  this  when  I  visited  Napa  Val- 
ley and  noticed  that  wine  prices  at  the 
winery  were  often  more  expensive  than 
those  in  a  retail  store.  One  would  think 
the  price  would  be  lower  at  the  manu- 
facturing source,  without  the  costs  of 
shipping  or  paying  a  wholesaler  to  dis- 
tribute it.  But  wineries  keep  the  prices 
high  because  they  don't  want  to  rob  busi- 
ness from  their  wholesalers  and  retailers 
by  undercutting  on  price. 

For  the  same  reason,  we  do  not  see 
Gucci,  Rolex,  or  other  luxury-goods  mak- 
ers selling  online.  They  use  their  Web 
sites  only  as  marketing  tools  to  provide 
potential  consumers  with  information  so 
the  consumer  can  make  the  purchase 


through  the  "proper"  retail  ch 
Until  the  luxury-brand  make: 
ready  to  roll  up  their  sleeves  ai 
dirty  at  the  wholesale  and  retail 
and  attempt  to  eliminate  estab 
members  of  its  distribution  chain 
process,  we  won't  see  e-commere 
tionality  on  their  Web  sites  anytirm 

Ryan 
C 

KEEPING  TOYS  AND  PRODUCTS  I 
IN  THE  HOUSE 

In  "He's  not  playing"  (e.biz,  Ju 
about  the  growing  pains  of  e-toyi 
sourcing  was  identified  as  the  reasi 
the  loss  of  control  that  led  to  its  a 
failures.  The  lesson  to  be  learned 
keep  the  work  in-house. 

This  shouldn't  be  interpreted  as 
eral  indictment  of  outsourcing, 
there's  a  difference  between  a  pr 
being  outsourced  and  the  manage 
of  that  process.  Only  by  assignin 
best  project  managers  to  them  will 
be  successful.  But  proper  outsou 
management  can  provide  economi 
vantages,  time  advantages,  talent 
capabilities  that  would  be  otherwis 
ficult  to  achieve. 

Chuck  R 
President  anc 
SlashSupport.con 
San  Jose,  '  * 
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's  knowing  American  Express  can  help  you  control  your  e-purchasing. 

je  American  Express®  Corporate  Purchasing  Card:  a  secure  e-purchasing  tool  with  built-in  cost  controls, 
rtablish  spending  limits.  Designate  preferred  vendors.  Track  expenses  online  or  off.  Integrate  purchasing  data  with 
commerce  software.  And  cut  process  costs  up  to  95%  along  the  way.  Call  i-8oo-AXP-i200  or  visit  americanexpress.com. 
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WHAT  IF  YOU  COULD  ADD  PRODUCT  AND  SERVICE  IS 
WHAT  IF  YOU  COULD  CONNECT  OLD  AND  NEW  SYS  AC 
WHAT  IF  YOU  COULD  DEVELOP  DUSINESS  RULES  QUI 


If  YOU  COULD  INTEGRATE 


It's  a' super  utility,  an  instant  infrastructure  for  a  fast  economy.  Internet  TONET  our  Internet  Transaction  Operations 
Network,  connects  people  and  product  and  business  to  business.  With  XML  adapters,  it  quickly  extends  the  reach  of 
your  back-end  e-commerce  operation,  plugging  in  partners  and  technologies  to  your  value  chain.  For  more  on  the  new! 
power  line  of  Internet  commerce,  download  the  whitepaper  at  www.electroneconomy.com/2 
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Saving  companies  from  the  chaos 
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LIVING  ON  THE  FAULT  LINE 

Managing  for  Shareholder  Value  in  the  Age  of  the  Internet 

By  Geoffrey  A.  Moore 
HarperBusiness  •  288pp  .  $27 


OLD  ECONOMY, 
WE  WILL  BURY  YOU 


When  it  comes  to  understand- 
ing and  explaining  the  Silicon 
Valley  approach  to  business, 
few  management  pundits  have  a  better 
track  record  than  Geoffrey  A.  Moore. 
In  books  such  as  Crossing  the  Cfiasm 
and  Inside  the  Tornado,  he  has  crystal- 
lized much  of  the  thinking  about  how  to 
create  huge  new  technology  markets. 
Now,  in  his  latest  provocative  volume, 
Living  on  the  Fault  Line:  Managing 
for  Shareholder  Value  in  the  Age  of  the 
Internet,  Moore  addresses  a  different 
audience:  Old  Economy  managers.  Such 
codgers,  he  warns,  had  better  rethink 
their  most  fundamental,  time-honored 
practices  if  they're  to  hold  off  the  dot- 
com threat. 

The  world  has  changed  quite  a  bit 
since  the  book  was  written — back  before 
so  many  dot-coms  crashed  to  earth  this 
spring.  With  stocks  such  as  eBay  Inc. 
down  more  than  50%  since  March, 
Moore's  central  argument — that  stock 
price  is  a  proxy  for  competitive  advan- 
tage, and  therefore  good  management  is 
whatever  raises  the  stock  price — seems 
a  bit  too  simplistic. 

But  Moore's  book  is  not  irrelevant, 
not  by  a  long  shot.  Moore  correctly 
points  out  that  even  after  their  fall,  dot- 
coms are  valued  far  more  highly  than 
their  bricks-and-mortar  rivals.  And 
while  Living  on  the  Fault  Line  may  be 
a  bit  over-the-top  to  use  as  a  practical 
blueprint  for  Net  Age  management,  it's 
a  useful  manifesto  for  managers  strug- 
gling to  understand  how  to  cope  now. 

Be  warned,  though:  This  is  not  an 
uplifting  manual  detailing  how  you  too 
can  be  worth  billions,  but  a  horror  story 
that  could  keep  you  up  nights.  To  hear 
Moore  tell  it,  everything  that  has  led 
to  Old  Economy  success  will  now  lead  to 
depressed  stock  prices  and  vanishing 
competitiveness.  Proud  of  your  efficient 
operations?  Outsource  most  of  'em.  After 
all,  nobody  cares  if  you  can  save  a  few 


pennies  when  there  are  vast  new  e-mar- 
kets  to  conquer.  Got  a  world-class  R&D 
outfit?  You're  probably  better  off  scrap- 
ping it  and  just  buying  up  hot  tech  star- 
tups, a  la  Cisco  Systems  Inc.  That  string 
of  record  quarterly  profits?  Who  cares? 
Better  to  spout  a  vision  for  Net  domi- 
nance and  spend  like  a  drunken  sailor  to 
bring  it  off  fast — that'll  do  more  for  the 
stock.  "By  treating  money  as  more  valu- 
able than  time,  [traditional  companies] 
are  effectively  shorting  the  Internet," 
he  writes.  "This  is  a  hugely  risky  strat- 
egy that  ironically  is  being 
conducted  under  a  banner 
of  risk  avoidance." 

The  author's  most  com- 
pelling argument  involves 
the  need  for  companies  to 
outsource  the  day-to-day, 
noncore  activities — janitori- 
al services,  say,  or  manu- 
facturing or  product  de- 
sign— that  take  up  95%  of 
most  companies'  resources. 
In  the  past,  there  was  little 
choice  but  to  tackle  these 
jobs,  which  he  labels  "con- 
text," as  opposed  to  "core." 
But  with  the  Internet  in  place,  there 
now  exists  a  mechanism  to  find  and  do 
business  with  the  most  efficient  provider 
of  such  services.  Even  if  it  costs  more 
than  the  do-it-yourself  method,  out- 
sourcing allows  companies  to  consume 
less  of  the  resources  that  are  in  short 
supply  these  days — time  and  manage- 
ment attention,  primarily — in  exchange 
for  resources  that  are  in  vast  supply, 
namely  money.  Outsourcing  frees  man- 
agement up  to  get  after  the  big  oppor- 
tunities of  the  e-future,  since  that's  still 
the  reason  for  those  inflated  Net  price- 
earnings  ratios. 

As  if  shedding  or  refocusing  95%  of 
your  daily  activities  isn't  a  big  enough 
challenge,  it  gets  worse.  Given  how 
quickly  new  Net  companies  can  sprout 


IN  THE  AGE  OF  THE  INTERNET 


to  attack  new  opportunities,  eve 
day's  "core"  capability  is  bound  t 
come  obsolete.  Sure,  Amazon.com  | 
be  the  best  at  managing  the  log 
of  selling  books  online.  But  what 
pens  when  some  upstart  figures  i 
better  way?  Moore  would  say  An 
will  have  no  choice  but  to  outsouri 
hard-won  expertise. 

If  Moore  shines  with  such  the] 
the  book  has  major  flaws.  For  sta: 
this  is  Moore's  first  attempt  to 
beyond  marketing  punditry  to 
Street  matters — and  it  shows.  Fpi 
ample,  check  out  this  prediction 
[stock  market]  correction  is  not  like 
wash  away  the  dot-coms  and  leav 
traditional  market  leaders  once  ; 
standing  in  all  their  glory.  It  is  far 
likely  to  re-price  everyone  while  ke 
them  in  their  same  valuation  rela 
ship  to  one  another."  Tell  that  to 
zon.com.  Since  April,  its  stock  has 
halved,  to  $30,  while  Wal-Mart  St 
Inc.  has  merely  been  flat. 

What's  more,  M 
doesn't  quite  deliver  i 
effort  to  show  nontec! 
how  to  compete  Net-s 
That's  because  his  an| 
ses — and  thus  his  co 
sions — stem  from  his  e 
rience  as  a  consultan 
tech  outfits  like  Hewl 
Packard,  Apple,  and  Xe 
So  while  he  lays  out  an 
proach  for  treating  a  h 
thetical  dot-com  threat 
value  to  execs  from  o 
industries  is  limited. 
Moore  fans  will  find 
the  second  half  of  this  288-page  b 
rehashes  theories  of  prior  volu 
Moore,  president  of  Chasm  Grouj: 
Palo  Alto,  Calif.,  pleads  guilty  to  s 
criticisms.  He  told  this  reviewer  he 
trying  to  build  on  his  past  work  and 
mits  his  analyses  are  tech-centric. 

In  short,  Fault  Line  is  a  flawed 
useful  book  that's  caught  between  b 
ness  time  zones.  Given  the  bubble  b 
on  Wall  Street,  some  might  say  it  re 
like  a  last  gasp  of  Net-management 
rogance.  But  prudent  readers  would 
well-served  to  consider  Moore's  wa: 
ings — they  just  might  help  you  und 
stand  why  the  Net  changes  everythi 
BY  PETER  BURRO 
Burrows  covers  technology  from  S 
con  Valley. 


MOORE'S  ADVICE  TO  MANAGE  LIKE  A  DOT-COM 
ALREADY  LOOKS  A  BIT  DATED 


E-business  ideas  that 

turn  on  your  brain. 


Platform,  services  and  applications  software  to  help  you  build  a  powerful  online  busines 


imagine   your    data    being    as    safe 
as   your   own    thoughts. 
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In  today's  world  of  Internet 
connectivity,  nothing  is  more  impor- 
tant than  security.  Knowing  that 
your  data  is  as  safe  on  your  server 
as  it  is  being  sent  20,000  miles  over 
the  web.  That  the  money  you  trans- 
fer actually  gets  to  where  you  want 
it,  and  not  into  the  hands  of  organ- 
ized hackers.  Security  is  what  will 
make  or  break  the  Internet.  Its  suc- 
cess, quite  frankly,  depends  on  it. 

We're  working  hard  on  semi- 
conductor solutions  that  will  help 
make  the  Internet  and  IT  communi- 
cations a  more  secure  place.  From 
biometric  sensors  to  high  perform- 
ance encryption  chips,  our  expertise 
is  driving  innovation  in  this  crucial 
field.  So  come  and  talk  to  us  — 
risk-free. 


www.infineon.com 
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A  LOSING  HAND 
FOR  THIS  PALM? 


The  Palm  has 
rich  potential 
as  a  mass- 
market 
product,  but 
its  rivals  may 
steal  the  show 
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Since  the  Palm  hit  the  market  in  1996, 
some  9  million  of  the  handy  devices 
have  been  sold.  But  the  accomplish- 
ment looks  far  less  impressive  next  to  this 
statistic:  Last  year  alone,  worldwide  sales 
of  wireless  phone  handsets  were  nearly 
800  million  units.  So  although  the  Palm 
has  gone  from  techie  plaything  to  the 
corporate  mainstream,  the  company 
wants  to  make  Palm  consumer  prod 
ucts  as  ubiquitous  as  cell  phones. 
Palm  has  introduced  its  first  product 
designed  from  the  ground  up  for 
nonbusiness  use. 

The  new  mlOO  shows  both  the 
promise  and  the  peril  in  store. 
Functionally,  the  mlOO  is  much 
the    same    as    the    existing 
Palm — the  main  innovation  be- 
ing a  window  in  the  cover  that 
shows  the  time  and  date  when 
a  button  is  pushed.  But  the 
mlOO  is  designed  specifically  to 
appeal  to  people  who  have  not  been 
big   Palm   buyers, 

particularly  women       T||E  PALM  Ml  Off 

and  high  schoolers. 
The  package 
combines  a  bit  of 
design  flair  with  a 
size  that  is  easier 
to  hold  with  small- 
er hands.  The  mlOO 
is  a  little  smaller 
than  the  pricey, 
corporate  Palm  V 
in  both  length  and 
width,  with  sides 
that  curve  inward 
for  a  better  grip. 
But  it's  thicker,  to 
allow    the    use    of 
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■HiKimai  A  Palm 
more  for  pleasure  than 
business.  It's  smaller, 
and  features  a  choice 
of  "skins"  to  give  it 
more  personalization. 

E3M31  At  $149,  too 
pricey.  Also  not  very 
different  from  the 
standard  Palm.  Look 
for  Sony  or  others  to 
come  up  with  a  more 
appealing  translation 

of  the  concept, 
disposable  AA  bat- 
teries. Following  the  trend  of  personalization 
through  "skins,"  it  offers  a  variety  of  inter- 
changeable, $20  colored  faceplates  that  can  be 
snapped  on  and  off.  That's  not  so  dramatically 
new.  But  the  mlOO  is  more  marketing  concept 
than  product  innovation,  and  in  marketing,  the  siz- 
zle can  be  more  important  than  the  steak. 

The  goal  of  making  the  Palm  a  true  consumer 
product  is  a  good  one.  The  need  for  a  neat  and 
handy  calendar  and  phone  list  is  hardly  limited  to 
executives  and  engineers,  and  there  are  plenty  of 


people  who  might  enjoy  playing  an  occai 
game  wThile  riding  on  a  bus  or  waiting  for  ai 
pointment.  The  question  is  whether  the  ml 
the  right  product  for  the  job,  and  here  I 
some  serious  questions. 
NO  CIGAR.  The  biggest  problem  is  price 
mlOO  lists  for  $149,  the  same  as  the  recentl 
duced  price  on  the  similar  Hie.  Both  units  h 
monochrome  display,  but  the  mlOO's  is  s: 
by  about  a  quarter-inch  in  each  direction.  Ir 
dition,  instead  of  a  sync  cradle  to  exchange  ii 
mation  with  your  computer,  the  ml 00  cc 
with  a  cable.  The  process  w 
much  the  same,  but  the 
is  cheaper — and'  1 
it.  Palm  is 
continu 
the  ] 
meani 
prices  : 
fall  as  re 
ers  clear  st 
leaving 
mlOO  in  the 
comfortable  p 
tion  of  offering 
for  more. 
Some  of  the 
sign  choices  Palm 
made  are  also  tro 
some.  The  sync  c 
supplied  with  the 
works  only  .with  a  s 
dard  serial  port,  not 
newer  USB  connect 
usb  sync  is  faster,  eai 
to  set  up,  and  works 
any  computer  running 
dows  98.  More  important,  us: 
the  only  connection  on  Apple  iMacs  i 
iBooks,  many  of  which  are  used  by  prime  m 
target  customers.  Mac  owners,  who  will  have 
shell  out  another  $39.95  for  a  usb  adapter,  n 
find  the  Palm-based  Handspring  Visor  a  bet 
buy  at  $179.  In  addition,  no  existing  Palm  ace 
sories,  such  as  modems,  will  work  with  the  m. 
because  it  uses  a  different  connector. 

The  Palm  has  rich  potential  as  a  mass-marl 
product,  but  in  the  end,  the  most  appealing 
ferings  may  come  from  the  growing  number 
companies  that  have  licensed  Palm's  softwa 
Sony,  a  company  that  certainly  understands  mi 
markets,  is  showing  prototypes  of  a  sleek,  Pal 
based  handheld  that  it  will  have  in  stores  tl 
fall,  at  an  as  yet  undisclosed  price.  ffji 

Palm  also  has  worthy  competitors  that  do 
use  Palm  software.  Microsoft's  steadily  improvi 
PocketPC  is  the  strongest  example.  Although  Pali 
are  fast  at  basic  calendar  and  address-book  chor< 
they  need  more  horsepower  for  images  and  sour 
and  a  faster  processor  is  in  the  works.  Highc 
resolution  displays,  both  monochrome  and  col< 
are  also  coming.  Palm's  dominant  share  of  till 
handheld  market  is  not  threatened  yet,  but  tl 
company — and  its  partners — need  products  mo: 
imaginative  than  the  ml 00. 
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Economic  Viewpoint 


BY  LAURA  D'ANDREA  TYSON 


WINDFALL  IN,  WINDFALL  OUT: 
WHAT  COULD  SHRINK  THE  SURPLUS 


FOLLY: 

Proposals 
from  private 
retirement 
accounts  to 
massive  tax 
cuts  could 
wear  down 
any  budget 
cushion  and 
undermine 
fiscal 
discipline 


Laura  D'Andrea  Tyson  is 
dean  of  the  Haas  School  of 
Business  at  the  University  of 
California  at  Berkeley.  She  is 
chair  of  the  Council  on 
Foreign  Relations  Task  Force 
on  Japan. 


In  his  most  recent  congressional  testimony, 
Alan  Greenspan  emphasized  one  of  his  core 
economic  beliefs — namely,  that  federal  budget 
surpluses  have  boosted  investment  and  economic 
growth  by  keeping  real  interest  rates  lower  than 
they  would  have  been  otherwise.  This  has  also 
been  a  guiding  principle  of  budgetary  policies 
championed  by  the  Clinton  Administration.  In- 
deed, during  the  January  announcement  of  his 
nomination  for  a  third  term  as  Federal  Reserve 
chairman,  Greenspan  said  the  Administration's 
commitment  to  fiscal  discipline  was  instrumental 
in  achieving  the  longest  economic  expansion  in 
the  nation's  history. 

Unfortunately,  dramatic  upward  revisions  in 
projected  budget  surpluses  have  made  pre-elec- 
tion economic  promises  that  much  easier  to  toss 
about.  A  careful  look  at  the  numbers,  however,  in- 
dicates that  the  budgetary  windfall  may  end  up 
being  considerably  smaller  than  first  meets  the 
eye — and  captures  the  political  imagination. 

Let's  begin  with  the  distinction  between  pro- 
jected surpluses  in  Social  Security  and  in  the  re- 
mainder of  the  federal  budget.  Congress  has  em- 
braced President  Clinton's  proposal  to  save  the 
substantial  difference  between  payroll-tax  rev- 
enues and  Social  Security  expenditures  during 
the  next  decade  to  cover  shortfalls  that  will  de- 
velop when  the  baby  boom  generation  retires. 
This  "lockbox"  approach  means  that  such  sur- 
pluses, estimated  at  about  $2  trillion  over  the 
next  10  years,  would  be  dedicated  to  debt  re- 
duction and  would  no  longer  be  available  to  fi- 
nance either  tax  cuts  or  spending  programs. 

Breaking  with  this  lockbox  consensus,  Repub- 
lican Presidential  candidate  George  W.  Bush  has 
proposed  diverting  about  $1  trillion  from  pro- 
jected Social  Security  surpluses  into  private  re- 
tirement accounts.  As  I  have  explained  in  this  col- 
umn (BW — June  26),  this  would  hasten  the 
projected  date  of  insolvency  for  Social  Security 
unless  benefits  were  cut  dramatically.  And  even 
under  optimistic  assumptions  about  the  stock 
market  over  the  next  30  years,  the  projected  re- 
turns from  private  accounts  would  fail  to  com- 
pensate for  cuts  in  Social  Security  benefits,  so 
overall  retirement  benefits  would  decline. 

In  a  recent  paper,  Martin  Feldstein,  one  of 
Bush's  economic  advisers,  acknowledges  that  such 
a  privatization  scheme  would  require  a  substantial 
infusion  of  general  revenues  from  the  rest  of  the 
government  budget  to  safeguard  overall  bene- 
fits levels.  Feldstein's  analysis  confirms  that  there 
is  no  such  thing  as  a  free  lunch. 

According  to  the  most  recent  estimates,  the  10- 


year  surplus  in  the  non-Social  Security  port: 
the  federal  budget  will  amount  to  about  $1. 
lion,  double  the  estimate  of  just  five  month 
This  projection  is  based  on  the  assumption 
the  economy  will  grow  at  an  average  ra 
2.9%  a  year  over  the  next  decade.  That  ass 
tion  seems  reasonable  by  the  standards  o 
past  five  years  but  was  considered  wildly 
mistic  when  I  served  as  President  Clinton's 
nomic  adviser.  Indeed,  a  heated  disagree 
between  congressional  Republicans  and  the 
ministration  over  whether  a  multiyear  bu 
deal  should  be  based  on  an  economic  growti 
sumption  of  2%  or  2.2%  was  a  major  reaso 
hind  the  two  government  shutdowns  in  199. 
PAINFUL  CHOICE.  Yet  even  if  current  econ 
assumptions  prove  correct,  there  will  be  far 
than  $1.9  trillion  available  for  tax  cuts  and 
spending  initiatives  over  the  next  decade. 
President  Al  Gore  has  proposed  that  the 
jected  10-year  surplus  of  $400  billion  in  Medi 
Part  A  program  be  saved,  or  "locked  up,"  t< 
tend  its  solvency  date  through  2030,  and 
houses  of  Congress  have  passed  legislatio 
that  effect.  According  to  the  Center  on  Budg 
Policy  Priorities,  an  additional  $400  billion  i: 
quired  simply  to  maintain  current  spending 
on  existing  discretionary  programs,  adjustin 
inflation  and  population  growth,  and  to  extend 
piring  tax  credits  that  are  routinely  appro 
by  Congress.  That  leaves  slightly  more  thai 
trillion  for  all  other  purposes,  including  tax 
increases  in  spending  on  existing  programs, 
funding  for  new  initiatives. 

Both  the  tax  cuts  proposed  by  Republi 
leaders  in  Congress,  with  a  10-year  price  ta 
$1.8  trillion,  and  those  proposed  by  Bush,  wi 
10-year  price  tag  of  $1.7  trillion,  including  inte: 
costs,  significantly  exceed  this  amount.  If 
cuts  were  to  become  law — an  almost  certain 
come  if  the  Republican  Party  retains  control 
Congress  and  wins  the  Presidency — there  wo 
be  no  money  left  to  address  other  priorities  si 
as  reducing  the  ranks  of  the  uninsured,  addin 
prescription  drug  benefit  to  Medicare,  address 
•environmental  dangers,  strengthening  natio 
defense,  and  "leaving  no  child  behind." 

The  country  would  quickly  find  itself  confro 
ed  with  a  painful  choice  between  sacrificing  th 
priorities  and  running  federal  budget  deficits  to 
nance  them,  thereby  undermining  the  fiscal 
cipline  that  has  served  as  the  foundation  of  t 
unprecedented  expansion.  We've  seen  this  tra< 
off  before,  and  we  know  what  happened.  Have 
we  learned  from  the  past? 
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Take  health  care,  for  example.  Say  you're  looking  for  a  way  to  offer  employees  and  retirees  quality  health  care  at  an  affordable  pri  '■ 
One  person  cares  more  about  cost— another,  quality.  And  for  someone  else,  it  could  be  a  preferred  doctor.  Enter  Sageo,™  a  n< 
alternative  that  can  take  on  your  administration  and  provide  your  employees  and  retirees  access  to  a  broad  array  of  health  plat 
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lance  on  how  to  use  their  health  benefits,  and  .1  library  of  interactive  health  and  medical  educational 
ti ices  from  Mayo  Clinic.  It  your  company  is  looking  for  a  cost-effective  wa)  to  deliver  health  care  to 
:'j  doyees  and  retirees,  isn't  it  obvious  what  to  do?  Contacl  us  at  1-877  465  7000orvisitwww.sageo.com. 
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Economic  Trends 


BY  CHARLES  J.  WHALEN 


IT'S  ABOUT 
JOBS,  STUPID 

Crime  falls  as  the  economy  expands 

The  hot  economy  is  taking  a  bite  out 
of  crime.  A  spate  of  recent  econom- 
ic studies  shows  that  although  higher 
rates  of  apprehension  and  incarcera- 
tion are  important,  the  improvement 
in  the  labor  market  also  accounts  for  a 
big  share  of  the  fall  in  the  crime  rate. 
In  a  study  last  year,  labor  economists 
Richard  B.  Freeman  of  Harvard  Uni- 
versity and  William  M.  Rodgers  III  of 
the  College  of  William  and  Mary  con- 
clude that  the  2.6  percentage  point  fall 
in  the  U.S.  unemployment  rate  be- 
tween 1992  and  1997  accounted  for 
about  a  3.9%  decrease  in  crimes  per 
youth.  In  comparison,  they  said,  the  in- 
crease in  penalization  of  crime  ac- 
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counted  for  about  a  3.7%  decrease  in 
crimes  per  youth.  The  strong  economy 
and  tougher  penalties  also  figured  in 
reducing  crime  in  a  working  paper  re- 
leased this  June  by  the  Federal  Re- 
serve Bank  of  Cleveland.  That  paper 
also  cited  the  aging  of  the  population, 
reports  the  Cleveland  Fed's  Peter  Ru- 
pert, noting  that  older  people  are  less 
prone  to  commit  crimes. 

Now,  another  new  analysis  by  econ- 
omists Jared  Bernstein  and  Ellen  Hous- 
ton of  the  Economic  Policy  Institute,  a 
Washington  think  tank,  argues  that  the 
trends  noted  in  earlier  research  have 
only  strengthened  over  the  past  few 
years,  as  America's  record-breaking 
economic  expansion  barrels  on.  "Bet- 
ter labor  market  opportunities  for  low- 
skill  and  low-income  workers  have  con- 
tributed to  the  fall  in  crime,"  says 
Houston. 


While  early  stages  of  the  current  ex- 
pansion improved  the  labor  market 
across  the  board,  Bernstein  and  Hous- 
ton say  it's  really  only  since  1996  that 
the  economy  has  been  strong  enough 
to  substantially  advance  the  opportu- 
nities for  those  most  likely  to  commit 
crimes.  This  suggests  the  largest  im- 
pact on  crime  is  yet  to  come,  because 
the  improvement  in  the  low  end  of  the 
labor  market  is  just  now  beginning  to 
pick  up  steam.  The  authors  add  that 
the  enhanced  opportunities  springing 
from  a  tight  labor  market  can  be  par- 
ticularly beneficial  to  young  African 
Americans,  a  group  overrepresented 
both  in  prison  and  in  the  low-wage 
workforce.  Among  their  policy  recom- 
mendations: have  the  Fed  keep  unem- 
ployment low,  and  increase  training  for 
at-risk  youths. 


THE  SKINNY 
ON  DOWNSIZING 

Neither  evil  nor  ideal,  it  turns  out 

In  the  early  1990s,  "downsizing"  was 
hailed  as  a  corporate  cure-all.  Later, 
it  was  condemned  as  mindless  blood- 
letting. Now,  a  paper  released  by  the 
National  Bureau  of  Economic  Research 
concludes  that  downsizing  is  just  an- 
other management  strategy — -appro- 
priate in  some  circumstances  but  not 
others. 

Downsizing  is  different  from  the  lay- 
offs of  the  past.  Layoffs  came  in  re- 
sponse to  shortfalls  in  product  demand, 
says  the  paper's  author,  Peter  Cappel- 
li  of  the  Wharton  School  at  the  Uni- 
versity of  Pennsylvania.  In  contrast, 
downsizing  involves  job  reductions  dri- 
ven by  a  desire  to  operate  more  effi- 
ciently even  when  demand  is  strong. 

Using  a  national  survey  of  employers 
conducted  by  the  Census  Bureau,  Cap- 
pelli  finds  downsizing  most  likely  to  oc- 
cur where  unions  are  present,  where 
executives  want  to  "flatten"  the  orga- 
nizational structure,  and  where  man- 
agers are  rewarded  for  higher  efficien- 
cy through  profit  sharing  and  stock 
options. 

He  finds  that,  although  downsizing 
can  reduce  labor  costs  per  worker,  it 
also  reduces  sales  per  worker,  and  it's 
not  clear  ahead  of  time  which  has  more 
impact  on  the  bottom  line.  Concludes 
Cappelli:  Downsizing  might  help  when 
a  company  has  financial  trouble  and  has 
little  ability  to  increase  sales,  "but  it's 
not  a  particularly  good  strategy  if 
you're  trying  to  attack  a  market." 


CLOSING 
THE  PAY  GAP 
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n  1999,  the  weekly  pay  of  Ame: 
women  with  full-time  jobs  was  7  J 
of  what  men  got,  up  from  61%  in 
That's  a  big  gain.  But  progress  K 
stalled  since  the  mid-1990s.  A  stuc  - 
Cornell  University  economists  Frai  Iff 
D.  Blau  and  Lawrence  M.  Kahn,  t  W 
published  in  the  fall  2000  issue  p:  ^ 
Journal  of  Economic  Perspectives 
gues  that  the  stall  is  only  tempo]  L 
and  that  the  gap  should  narrow  m  , 
years  ahead. 

The  primary  reason  for  the  shrin  J  - ' 
pay  gap  in  the  1980s  and  early  1'  aids  v 
was  a  rise  in  the  full-time  work  e 
rience  of  women,  Blau  and  Kahn  I 
At  the  outset  of  the  1980s,  men  ha  :V)t, 
average  of  7.5  more  years  of  work 
perience  than  women.  That's  import 
because  work  experience  increases  \ 
productivity  and  pay.  By  the  end  of  a 
1980s,  the  experience  disparity  had 
en  to  4.6  years. 

Women  also  caught  up  because  n 
of  them  went  into  professional  and  n 
agerial  jobs,  and  because  of  a  dec 
in  union  membership,  which  hurt 
wages  of  men  more  than  thos' 
women.  Although  the  governm 
scaled  back  anti-discrimination 
forcement  in  this  period,  Blau  and  K 
believe  it's  likely  that  discrimina 
still  decreased  in  those  years.  Empl 
ers,  they  argue,  began  to  realize  tW 
women  were  more  committed  to  st 
ing  on  the  job  than  they  had  been 
the  past.  Also,  they  say,  changes  in 
cial  attitudes  made  gender  bias  ' 
creasingly  unpalatable." 

Blau  and  Kahn  present  two  possi  ts, 
explanations  for  the  recent  sts  | 
Women's  skills  weren't  catching  up  ^. 
men's  as  quickly  as  they  once  did,  a 
discrimination  ■ 
wasn't  fading  as      PROGI  ' 

fast  as  it  had.  But 
those  negatives 
should  soon  be 
more  than  offset 
as  employers  are 
adopting  work- 
family  policies 
that  enable 
women  to  get  and 
keep  high-paying 
jobs.  The  upshot 
is  that  the  gender 
pay  gap  will  soon  J*RCE8N°T 
begin  to  decline  D„EflUOFUBORSTATISTl0 
once  again. 
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S  PRODUCTIVITY 
)  THE  RESCUE! 

)erstrong  gains  rule  out  higher  interest  rates  anytime  soon 
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t^riJRKKIBPSIffBlyTn  Nothing  warms  the  heart  of 
*.  fcJsBaftJftkrfiilB  Federal  Reserve  Chairman 
luel  Greenspan  like  a  good  productivity  report — espe- 
*/'  the  latest  one,  showing  a  stunning  5.3%  growth 
for  the  second  quarter.  The  data  strongly  support 
new  that  a  new  era  of  technology-driven  produc- 
■slirirfy  gains  is  blunting  inflation,  even  as  the  economy 
arly  li  imds  vigorously. 

will  be  difficult  to  argue  against  that  notion  at  the 

•s  Aug.  22  policy  meeting.  Consequently,  the  pro- 

ivity  data,  combined  with  the  tepid  July  job  num- 

,  pretty  much  rule  out  an  interest-rate  hike  at 

session.  In  fact,  chances  for  higher  rates  later  this 

also  may  be  diminishing".  Why?  Because  produc- 

y  growth  during  the  past  year  has  been  so  strong 

unit  labor  costs  are  actually  falling  (chart). 

Even  though  a  red-hot  econ- 
omy and  its  extremely  tight 
labor  markets  have  put  up- 
ward  pressure   on   pay   and 
benefits,  productivity  growth 
over  the  past  year  has  sped 
up     to     5.1%.     That's     the 
strongest  four-quarter  growth 
rate  in  17  years.  With  that 
pace  exceeding  the  growth  in 
pay,  unit  labor  costs  are  down 
0.4%  from  the  year  before, 
'hese  trends  lead  to  two  important  conclusions  for 
outlook:  First,  without  pressure  from  unit  labor 
is,  inflation  cannot  take  root  in  any  serious  way. 
It  labor  costs  are  the  basic  fuel  that  sustains  a  rise  in 
at  ion.  And  second,  the  profits  outlook  is  good.  As 
l;  as  prices  continue  to  rise  faster  than  unit  labor 
ts,  profit  margins  will  expand,  as  they  have  been  do- 
in  recent  quarters.  Profits  may  still  fall  short  of  the 
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inKi  h  expectations  of  many  investors,  though. 

1  T  CAN  PRODUCTIVITY  maintain  this  accelerated 
('.'  Economists  continue  to  argue  over  how  much 
the  recent  improvement  is  lasting — the  result  of 
v  technologies — and  how  much  is  temporary,  subject 
the  ups  and  downs  of  economic  grovrth.  But  even  as 
•  debate  eont innes,  productivity  growth  keeps  soaring 
new  heights.  Indeed,  its  live-year  growth  rate  has 
jbled  since  1995,  to  2.N'<    per  year,  the  besl   such 

-  >\\  ing  since  the  1960s. 
'lie    answer    may    not    be    known    for   years,    but 


Greenspan  has  made  his  position  clear.  He  told  the 
New  York  Association  for  Business  Economics  on  June 
13  that  "most  of  the  gains  in  the  level  and  growlh 
rate  of  productivity  in  the  U.  S.  since  1995  appear  to 
have  been  structural,  largely  driven  by  the  irreversible 
advances  in  technology  and  its  applications."  With  data 
like  these,  that's  hard  to  deny. 

But  the  past  year's  5.1%  pace  of  productivity  ap- 
pears to  have  been  exaggerated  by  the  economy's  un- 
sustainable strength  in  demand.  Note  that  the  economy 
grew  6%  during  the  past  year,  also  the  fastest  four- 
quarter  rate  since  the  early  1980s.  With  output  that 
strong,  you  would  expect  productivity  to  be  strong  as 
well,  and  if  economic  growth  slows  to  a  more  sustain- 
able 4%,  productivity  growth  is  sure  to  fall  back  also. 

ANOTHER  AREA  OF  CONTENTION  among  economists 
is  the  breadth  of  recent  productivity  gains,  particularly 
in  the  manufacturing  sector.  To  be  sure,  measurement 
problems  grossly  understate  the  performance  of  service- 
sector  efficiency,  especially  in 'financial  services.  Those 
measurement  flaws  are  far  less  onerous  in  manufac- 
turing, wdiere  outputs  are  more  tangible. 

Data  show  that  only  three 
high-tech  industries — comput- 
ers and  office  equipment,  com- 
munications equipment,  and 
semiconductors — account  for  all 
of  the  uptrend  in  factory  pro- 
ductivity growth.  The  Labor 
Dept.  does  not  offer  such  a 
productivity  measure.  But  busi- 
ness week  constructed  an  ap- 
proximation of  output  per  hour 
in  manufacturing,  excluding  the 
three  sectors  and  using  data  on  industrial  production, 
employment,  and  weekly  hours  worked  (chart). 

In  the  past  year,  productivity  growth  in  these  three 
industries,  which  make  up  only  about  10%  of  total  fac- 
tory output,  appears  to  have  been  on  the  order  of  5(  >'  < : 
Output  grew  about  49%  while  hours  worked  declined 
about  1%.  In  the  other  909£  of  manufacturing,  the  pro- 
ductivity miracle  portrayed  by  the  overall  sector  per- 
formance appears  to  be  a  lot  less  remarkable,  despite 
the  increased  use  of  technology  by  many  manufacturers. 

Consider  that  during  the  past  year,  total  manufac- 
turing output  has  grown  6.5%,  while  output  in  the  9095 
that  excludes  computers,  communications  equipment, 
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and  chips  is  up  only  1.8%.  Such  tech  areas  account  for 
nearly  all  of  the  growth  in  factory  output  in  recent 
months.  One  result  of  this  skewed  influence  would  be  a 
sharp  falloff  in  productivity  growth  should  a  high-tech 
slowdown  occur. 

But  any  such  slowdown  still  seems  a  long  way  off.  If 
anything,  capital  spending  is  speeding  up  this  year. 
Outlays  for  business  equipment  surged  at  an  annual 
rate  of  21%  in  both  the  first  and  second  quarters,  the 
largest  two-quarter  advance  in  17  years.  Booming  cap- 
ital-goods orders  through  June  suggest  further  strength 
in  the  second  half.  Strong  investment  now  will  benefit 
productivity  gains  in  coming  quarters. 

THE  OTHER  GOOD  NEWS  from  the  labor  markets  is 
the  July  employment  report,  showing  cooler  job 
growth.  That's  a  prerequisite  for  a  slowdown  in  con- 
sumer spending — and  overall  economic  growth — to  a 
more  sustainable  pace.  Monthly  job  data  are  still  dis- 
torted by  the  ebb  and  flow  of  temporary  Census  Bu- 
reau workers,  but  private-sector  payrolls  rose  by 
138,000  in  July.  So  far  this  year,  gains  in  this  sector 
have  averaged  177,000  per  month,  down  from  202,000 
in  1999  (chart). 

Moreover,  this  year's  job  growth  is  well  within  the 
range  that  is  historically  consistent  with  a  stable  un- 
employment rate.  Unless  job  growth  reaccelerates,  job- 
lessness is  unlikely  to  go  much  below  July's  level  of  4%. 
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JOB  GROWTH:  SL0WE 
BUT  STILL  STRONG 


But  is  a  4%  jobless  rate  also  consistent  with  st 
wage  growth?  So  far,  the  answer  appears  to  be 
Average  hourly  earnings  of  production  workers  in 
rose  0.4%  from  June,  and  so  far  this  year  earnings 
growing  at  a  4.1%  annual  rate,  up  from  3.5%  durinj 
of  1999.  Without  some  loosening  in  the  labor  marke 
meaning  a  higher  unemployment  rate — pay  growth 
keep  accelerating,  at  least  gradually,  as  compa 
scramble  to  fill  vacant  job  slots 

The  worry  for  2001  is  that 
this  acceleration  will  continue, 
even  as  productivity  slows  to 
a  sustainable  pace.  The  result? 
Renewed  upward  pressure  on 
unit  labor  costs.  Indeed,  many 
cost-of-living  adjustments  in 
wages  next  year  will  be  based 
on  inflation  this  year,  which 
has  been  pushed  up  by  a  full 
percentage  point,  mainly  be- 
cause of  higher  energy  prices. 

But  right  now,  that's  not  an  urgent  concern.  If 
five-year  growth  rate  in  productivity  of  nearly  3%  ; 
the  1%  growth  in  the  labor  force  reflect  the  econon 
potential  for  noninflationary  growth,  then  a  4%  e 
nomic  expansion  is  sustainable  over  the  long  haul.  A 
that's  why  Greenspan  is  no  doubt  feeling  quite  plea: 
with  himself  right  now. 
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ONE  SURPRISE  RATE  HIKE  MAY  NOT  BE  ENOUGH 


The  unexpected  hike  in  interest 
rates  by  the  Reserve  Bank  of 
Australia  highlights  the  central 
bank's  concern  about  growing 
price  pressures  in  a  very  robust 
economy. 

On  Aug.  1,  the  RBA 
raised  the  target  for 
its  overnight  cash  rate 
by  a  quarter  point,  to 
6.25%.  The  move  sur- 
prised analysts  who 
had  expected  the  hike 
to  come  later,  most 
likely  at  the  Sept.  5 
meeting.  Commercial 
banks  moved  quickly 
to  raise  their  rates  on 
adjustable  mortgages,  personal 
loans,  and  credit  cards. 

Explaining  their  action,  the  pol- 
icymakers pointed  out  that  over 
the  past  year  "economic  growth 
and  inflation  have  been  higher 
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than  forecast."  Australia's  real 
gross  domestic  product  rose  4.3% 
in  the  year  ended  in  the  first 
quarter  and  could  increase  more 
than  4.5%  in  2000.  The  economy 
will  get  a  third-quarter  lift  from 
the  Sydney  Olympics. 
Early  third-quarter 
spending  also  got  a 
boost  from  changes  in 
the  tax  system. 
Thanks  to  a  cut  in  the 
tax  on  cars,  vehicle 
sales  soared  30%  in 
July  from  June. 

Excessive  demand 
is  a  concern  for  the 
RBA.  It  noted  in  the 
Aug.  1  statement  that  although 
some  sectors,  such  as  housing, 
are  slowing,  others,  including  ex- 
ports, are  rising  strongly.  The 
bank  said  that  better  world 
growth  will  continue  to  lift  the 


S 


economy  in  coming  quarters. 

What  worries  the  RBA  most, 
though,  is  the  recent  increase  in 
inflation.  Overall  consumer  prices 
were  up  3.2%  in  the  year  ended 
in  the  second  quarter  (chart).  Anc 
not  all  of  the  gain  was  in  energy 
prices.  An  increase  in  the  tax  on 
services  increased  service  prices 
by  10%,  and  tighter  labor  market: 
are  beginning  to  fuel  wage 
growth.  The  jobless  rate  has  hov 
ered  around  6.6%  for  the  last  few 
months,  down  from  7.3%  in  the 
first  half  of  1999.  Wages  rose  4.59? 
in  the  12  months  ended  in  May,  a 
rate  considered  by  the  rba  to  be 
an  inflation  threat. 

The  RBA  reiterated  its  stance 
that  policy  must  balance  inflation 
risks  and  sustainable  growth.  So 
unless  job  and  wage  growth 
slows,  don't  rule  out  another  rate 
hike  in  the  second  half. 
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THE  2000  HONDA  CLEARANCE 


It  happens  only  once  a  year.  And  it's  gone  before  you  know  it. 
The  2000  Honda  Clearance.  Still,  nothing  good  lasts  forever. 


SEIZE  THE  MOMENT. 


See  Your  Honda  Dealer  Today 


2000  American  Honda  Motor  Co  .  Inc 


News:  Analysis  &  Commentary 


As  Vice-President  Al  Gore  pre- 
pares to  accept  the  Democratic 
nomination  in  Los  Angeles,  the 
stakes  for  his  party  have  sel- 
dom been  higher.  Not  since 
1948  have  Democrats  put  to- 
gether three  straight  White  House  vic- 
tories. And  Gore,  despite  his  combat- 
ive streak,  is  no  Harry  Truman — at 
least  so  far.  After  months  of  campaign- 
ing, he  has  been  unable  to  make  the 
kind  of  down-home  personal  connection 
with  voters  that  both  Truman  and 
Gore's  boss  Bill  Clinton  have  been  fa- 
mous for.  And  despite  eight  years  in 
the  public  eye,  Gore  has  failed  to  con- 
vince the  public  of  his  role  in  the  Clin- 
ton era's  sizzling  record  of  prosperity. 

To  help  connect  the  Vice-President 
to  the  good  times.  Democrats  plan  to 
turn  their  convention  into  a  series  of 
"real  people"  vignettes  in  which  average 
folks  explain  how  the  economic  boom 
changed  their  lives.  But  the  fortunes  of 
the  Tennessee  Democrat  will  rise  or  fall 
on  his  ability  to  use  the  L.A.  convention 
and  his  Aug.  17  acceptance  speech  to  re- 
cast   himself  as   a 


Despite 
Clinton's 
sterling 
economic 


strong  leader  whose 
don't-rock-the-boat 
economic  policy  rep- 
resents the  better 
choice  for  voters 
contemplating  a 
gamble  on  untried  record,  Voters 
Bushonomics.  gjve  his  No.  2 

"TOUGH  TIME."  Un- 
fortunately  for  Gore,  little  Credit 
he'll  face  an  elec- 
torate that  will  force 
him  to  head  down 
two  tracks  at  the 
same  time.  First,  he 
must  champion  Clin- 
ton's centrist,  pro- 
growth  doctrine  to 
woo  economically 
conservative  inde- 
pendents. And  be- 


for  the  good 
times 


ELECTIOH 


mi 


THE  DEMOCRATS 


cause  of  the  inroads  by  Green  Party  in- 
surgent Ralph  Nader,  Gore  must  also 
halt  further  liberal  defections  with  calls 
for  increased  social  spending  and  a  little 
bashing  of  Big  Oil,  polluters,  and  the 
pharmaceutical  industry.  Gore  faces  a 
strategic  dilemma,  notes  Terry  Madonna, 
a  pollster  with  Pennsylvania's  Millersville 
University.  The  result,  says  Brad  Coker, 
of  Mason-Dixon  Research:  "He  will  have 
a  tougher  time  holding  the  left  than  Bush 
will  have  with  the  right." 

The  Vice-President's  camp  is 
optimistic  that  his  bifurcated  approach 
will  work.  And  Gore  is  cheered  by  the 
boost  he  received  from  the  selection 
of    Connecticut    Senator    Joseph    I. 

AO  riicimfqq  ui/FFk  /  siir.nci  oo    innn 


TEAM  GORE 


The  Veep's  campaign  faces  a  tough  t^sii 


Lieberman  as  his  running  mate  (page 
44).  But  George  W.  Bush  has  made  the 
balancing  act  a  bit  harder  for  Gore.  At 
his  convention,  the  Republican  candi- 
date shifted  the  gop  image  from  that  of 
a  party  focused  on  preserving  the 
wealth  of  the  Old  Guard  to  one  eager 
to  provide  opportunities  and  tax  breaks 
for  the  middle  class.  "Bush  brilliantly 
redefined  Republicanism,"  says  Democ- 
ratic consultant  Hank  Sheinkopf. 
"That's  why  he  now  occupies  the  cen- 
ter. Gore's  job  is  to  push  him  out.  This 
means  shucking  off  Bill  Clinton's  [scan- 
dal] baggage  and  taking  credit  for 


Clinton's  goodies — the  main  goodie  ber, ,. 
ing  the  economy."  ,t 

The   choice   of  outspoken   moralis  ^  ,  i 
Lieberman  will  help  Gore  deflect  GC  ,"  tu  , 
attacks  on  Clinton-era  sleaze.  But  dtje>t 
spite  the  stunning  Clinton  economi  ^ 
record — strong  growth,  22  million  ne^  , 
jobs,  and  the  shift  from  deficits  to   s.,, 
10-year  non-Social  Security  surplus  pre  y 
jected  at  $2.2  trillion — voters  give  Clir  la 
ton's  No.  2  little  credit  for  the  goo  nj, 
times.  A  July  21-24  business  WEEK/Hai  \, 
ris  poll  found  that  only  8%  of  American  ;l: 
give  Gore  "a  lot"  of  credit  for  the  boom  ,,t 

Still,  he  doggedly  plans  to  remind 


AUGUST  28,  2000 


THE  GORE  AGENDA 


IILEMMA 


b« 


ising  centrists — and  liberals 


>rs  of  his  1!)!):!  decision  to  side  with 
ninistration  fiscal  hawks  on  the  need 
?ut  a  $100  billion  "investment  bud- 
To  Core,  this  is  a  testament   to 
lership,  since  liberals  howled  over 
change.   But  like  everything  else 
.lore's  dualistic  strategy,  this  is  a 
t-edged    sword.    While    moderates 
[By  view   his  role  as  proof  that  he's  a 
Spa  tide  New   Democrat,  liberals  are 
rinded  of  the  Administration's  many 
ks  rightward.  Besides  the  deticit-re- 

timi  plan,  then'  was  support   for  the 


ailrth  America  Free  Trade  Agreement, 

id      1996  welfare   reform   act.  and   the 


1997  balanced  budget  deal.  "Prosperity 
was  purchased  at  the  price  of  a  lot  of 
Democratic  blood,"  says  party  pollster 
Mark  Mellman. 

Nonetheless,  Gore  is  prepared  to 
make  his  stand  on  a  program  of  fiscal 
restraint.  This  is  in  stark  contrast  to 
Bush,  who  has  built  an  agenda  around 
big  tax  cuts  and  a  plan  to  privatize 
part  of  Social  Security.  While  Bush  tar- 
gets nearly  all  of  the  non-Social  Secu- 
rity surplus  for  tax  cuts.  Gore  would 
use  at  least  $400  billion  to  pay  off  a 
chunk  of  the  national  debt  and  pledges 
to    eliminate    the    debt    by    2012.    He 


Isii^ 


PAY  DOWN  THE 
DEBT  Reserve  both 
the  $2.2  trillion  So- 
cial Security  surplus 
and  at  least  $400  billion  of  the 
$2  trillion  non-Social  Security  sur- 
plus to  eliminate  the  public  debt 
by  2012,  a  move  that  could  lead 
to  lower  interest  rates. 


SOCIAL  SECURITY 

No  changes  to  the 
basic  retirement 
system.  Gore  has 
called  for  the  creation  of  addition- 
al tax-exempt  individual  accounts 
that  could  be  invested  in  a  broad 
range  of  instruments.  He  would 
also  provide  some  matching  funds 
from  the  government  for  working- 
class  savers. 

MEDICARE 

Gore  would  add  a 
government-financed 
drug  benefit  for  all 
Medicare  beneficiaries. 

TAXES  More  than  a 
dozen  targeted  tax 
cuts  at  a  cost  of 
$500  billion  over  10 
years.  They  are  aimed 
at  encouraging  the  purchase  of 
everything  from  fuel-efficient  cars 
to  health  insurance  to  child  care. 


EDUCATION  Federal 
funds  to  build  more 
schools.  Tougher  stan- 
dards for  both  stu- 
dents and  teachers. 


claims  this  would  not  only  shore  up 
Social  Security  for  the  foreseeable  fu- 
ture, but  would  also  lead  to  lower  in- 
terest rates.  "The  party  has  moved 
from  'tax  and  spend'  to  'spend  and 
save,'"  says  Gore  senior  adviser  Tad 
Devine.  "Paying  down  the  debt  has  be- 
come an  important  idea  in  American 
politics." 

Gore's  stance  has  won  plaudits  from 
bond-market  mavens.  L.  Douglas  Lee, 
president  of  consulting  firm  Econom- 
ics in  Washington,  based  in  Potomac, 
Md.,  says  that  thanks  to  the  'Wee-Pres- 
ident's stress  on  savings,  "the  bond 
market  would  be  happier  under  Gore 
than  Bush."  And  while  it  hasn't  helped 
Gore  yet.  Federal  Reserve  Chairman 
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Alan  Greenspan  says  that  zeroing  out 
the  debt  should  take  precedence  over 
tax-cutting. 

Gore's  harping  on  debt-reduction  isn't 
just  an  actuarial  exercise.  It's  meant  to 
score  points  with  upper-income  swing 
voters  whose  investment  portfolios  are 
very  interest-rate  sensitive.  Indeed,  he 
plans  to  resurrect  much  of  the  respon- 
sibility rhetoric  GOP  maverick  John  Mc- 
Cain used  to  appeal  to  independents 
during  his  brief  campaign  for  President. 
"TAX  CREDITS."  But  while  sermons 
about  fiscal  resolve  may  win  Gore  con- 
verts with  independents,  they  leave 
some  elements  of  his  liberal-labor  base 
cold.  So  Gore  has  to  come  bearing  gifts: 
He  promises  new  Medicare  benefits,  ex- 
panded children's  health  insurance,  and 
jobs  for  thousands  of  new  teachers  in  a 


future  Gore  Administration.  And  he  has 
$500  billion  in  targeted  tax  credits 
aimed  at  lower-  and  middle-class  tax- 
payers for  purchases  of  everything  from 
fuel-efficient  cars  to  child  care  to  health 
insurance. 

In  the  end,  though,  Gore's  biggest 
selling  points  with  the  Left  and  mi- 
norities aren't  his  micro-programs.  It's 
the  idea  that  the  poor  have  been  mak- 
ing steady  progress  under  Democrats, 
and  that  a  President  Bush  could  stop 
this  social  mobility  in  its  tracks.  "The 
liberals  will  be  there  in  the  end,"  pre- 
dicts Sheinkopf.  "Where  else  are  they 
going  to  go?" 

When  it  comes  to  Social  Security, 
Gore  is  taking  his  familiar  "don't-fix- 
what-isn't-broken"  approach.  With  the 
U.  S.  on  a  path  of  hypergrowth,  he 


reckons  the  retirement  fund  can  r». 
out  of  the  red  for  decades.  So  u  su 
Bush,  who  would  slice  off  a  pie  . 
the  current  system  to  create  indiv 
investment   accounts,   the   Demi 
wants  to  leave  the  current  frame  iw 
unchanged.  His  new  idea:  a  $200  b  fe 
Retirement  Security  Plus  plan  |C0$W 
gives  low-  and  moderate-income  v    i 


ers  a  tax  break  for  savings  and 


H 


vides  a  government  match  for  t  |s 
earning  under  $100,000. 

Politically,  this  reassures  seniors 
their  benefits  remain  sacrosanct, 
it's  a  winner  with  the  middle  class, 
rsp's  matching  dollars  amount 
to    an    outright    cash    grant. 
Nonetheless,  economists  doubt 
that  low-income  workers  will  be 
able    to   squirrel    away   much 
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By  Richard  S.  Dunham  and  Howard  Gleckman 
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THE  LIEBERMAN  EFFECT:  HOW  BIG  A  BOOST? 


George  W  Bush  may  have  tried  to 
paint  Al  Gore  as  too  cautious  to 
lead.  But  it  was  the  Vice-President 
and  not  the  Texas  governor  who  took 
the  bigger  risk  in  his  choice  of  a  running 
mate.  In  making  Connecticut  Senator 
Joseph  I.  Lieberman  the  first  Jew  on  a 
major-party  ticket,  Gore  took 
a  giant  leap  into  the  political 
unknown.  But  while  Lieber- 
man received  rave  reviews 
from  Democrats  and  Republi- 
cans alike,  and  his  Aug.  8  se- 
lection sent  Gore  rocketing  in 
the  polls,  it  remains  to  be  seen  whether 
the  58-year-old  senator  will  ultimately 
make  a  difference — for  better  or  for 
worse — in  what  many  analysts  expect  to 
be  a  very  close  election. 

One  obvious  nagging  fear  among  De- 
mocrats: the  potential  for  a  hidden  un- 
dercurrent of  anti-Semitism  to  siphon 
critical  votes  away  from  the  Gore- 
Lieberman  ticket  in  key  swing  states. 
"It's  a  wild  card,"  says  Ira  R.  Forman, 
executive  director  of  the  National  Jewish 
Democratic  Council.  "I  don't  think  it's 
there,  but  you'll  never  know  for  sure." 
And  while  only  6%  of  Americans  tell 
pollsters  they  would  never  vote  for  a 
Jew  for  President,  some  pros  think  the 
number  is  almost  certainly  higher.  "Nev- 
er underestimate  the  intolerance  of  the 
American  people,"  says  independent  poll- 
ster Dick  Bennett. 

Particularly  worrisome  are  the  linger- 
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ing  tensions  between  the  heavily  Democ- 
ratic African  American  and  Jewish  com- 
munities. While  Lieberman  was  a  civil 
rights  worker  in  the  South  in  the  Sixties 
and  his  selection  won  praise  from  promi- 
nent black  leaders  including  the  Rev. 
Jesse  Jackson,  his  candidacy  has  already 
attracted  a  few  stray  ethnic 
slurs.  In  Bush's  home  state,  Lee 
Alcorn,  the  head  of  the  Dallas 
chapter  of  the  NAACP,  told  a  ra- 
dio station  that  there  was  a 
"need  to  be  very  suspicious"  of 
DEMOCRATS    jews  jjj^g  Lieberman  because 
"we  know  that  their  interest  primarily 
has  to  do  with  money."  Kweisi  Mfume, 
national  president  of  the  NAACP,  immedi- 
ately condemned  Alcorn,  and  called  for 
his  suspension. 

Still,  the  random  remarks  and  fears 
have  not  blinded  Democrats  to  the  bene- 
fits that  Lieberman  has  already  brought 
to  a  Presidential  candidate  who  had  been 
trailing  his  Republican  opponent  for  six 
months.  Among  Lieberman's  assets: 

The  moral  shield.  Lieberman,  a  former 
Connecticut  attorney  general,  is  known 


k] 
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as  "the  conscience  of  the 
Senate,"  even  though  at 
times  his  colleagues  con- 
cede he  can  be  a  bit  sancti- 
monious. The  first  Democ- 
rat to  denounce  President 
Clinton's  personal  conduct 
as  "immoral"  in  the  Monica 
Lewinsky  case,  he's  a  long- 
time crusader  against  sex 
and  violence  in  popular  culture 
Arizona  Senator  John  McCain 
denounced  fund-raising  abuses  bfcaK  cred 
parties.  "It  was  a  very  smart  m(  i[m  t 
by  the  Democrats  to  offset  the 
biggest  negative  that  Gore  has, 
is  the  character  issue,"  says  con: 
tive  activist  Brent  Bozell,  who  hif,;[\ 
teamed  up  with  Lieberman  agah  ow  y 
the  entertainment  industry  in  th 
past. 

Lieberman  means  business,  Tl 
senator  is  generally  considered  n  U  >t 
erate,  bipartisan,  and  pro-busines  ^  ln 
the  perfect  match  for  critical  ind^c 
dent  swing  voters.  He's  a  big  boc  ^ 
of  the  New  Economy,  pushing  foi  jje, 
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Source:  Aug.  7  Gallup  Poll  of  667 
registered  voters 
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in  the  accounts.  And  the  I'usli 
aign  insists  that  Gore's  proposal 
■ail  to  the  creation  of  a  costly  bu- 
racy  to  oversee  minimal  benefits, 
■ularly  with  younger  voters  more 
jig  to  take  risks  with  retiremenl 
{B,  the  Texan's  call  to  divert  up 
'  <  of  payroll  taxes  into  individual 
tinent    accounts    may    be    more 


mg. 


COSTLY."  In  the  case  of  Medicare, 
acknowledges  the  financial 
;h — but  he  would  still  pile  on  new 
fits.  He  backs  a  new  prescription 
plan  for  seniors  that  he  says  will 
75  billion  over  five  years,  although 
•  experts  worry  that  the  rapidly 
y  cost  of  prescription  drugs  could 


push    it    closer   to   $100   billion   over  a 
decade 

Economists  who  have  studied  Goreo- 

nomics  believe  that  its  impact  could  be 
modest  when  it  comes  to  spurring  more 
growth.  Goldman,  Sachs  &  Co.  <  stirnates 
the  plan  boosts  annual  growth  by  only 
0.1%  for  the  first  five  years.  By  contrast, 
the  Bush  plan  would  add  0.3%.  Gore's 
proposals  would  add  about  0.25%  to  in- 
flation by  the  tenth  year,  while  Bush's 
would  have  three  times  that  impact  on 
inflation.  Goldman  economist  Edward 
McKelvey  figures  that  with  the  econo- 
my strong,  the  Federal  Reserve  would 
raise  rates  by  about  a  quarter  point  to 
offset  increased  consumption  generated 
by  Gore's  proposals.  His  take  on  Goreo- 
nomics:  It's  "less  costly, 
[but]  more  confusing"  than 
Bush's  alternative. 

An  exceedingly  modest 
plan  wrapped  in  futurist 


rhetoric?  Thai  seems  to  be  the  exp 

assessment   of  Gore'-   -Wad;,  a-  she 

agenda.  Bui  Gore  who  derides  his  op- 
ponent as  the  embodiment  of  risk — 
may  be  running  one  of  his  own.  By 
opting  to  just  tweak  the  government's 
outmoded  bureaucracy,  he's  playing  it 
safe.  But  if  he  underestimates  Ameri- 
cans' longing  for  change,  he  could  play 
into  a  Bush  strategy  built  on  the 
premise  that  sweeping  calls  for  renew- 
al are  a  better  ticket  to  the  White 
House  than  paeans  to  a  prosperous  sta- 
tus quo. 

By  Lee  Walczak,  Howard  Gleckman, 
and  Richard  S.  Dunham,  with  Paula 
Dwyer  and  Rich  Miller  in  Washington 


BusinessWeek  online 


For  an  interview  with  Gore  campaign  chief 
illiam  Daley,  go  to  the  Aug.  28  issue  online  at 
www.businessweek.com. 
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e,  liberalized  immigration,  legal 
permanent  research-and-devel- 
|ax  credit,  and  capital-gains  tax 
it  UK]  sitions  that  could  make  some 

emocrats  think  twice  about  sup- 
lite  \  lim.  "He's  a  great  pick,"  says 
ogstad,  president  of  the  Ameri- 
ness  Conference.  "He  under- 
ow  business  works." 
i  graphic  delight.  Most  of  the 
>n  Jewish  voters  in  the  U.  S.  are 
ated  in  key  swing  states.  If 
an's  selection  boosts  normally 
/ish  turnout  of  around  (55%  to 
in  80%,  it  could  prove  pivotal  in 
M 'lection  in  battlegrounds  such  as 
foil  New  Jersey,  Pennsylvania,  Ohio, 
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)oes  having  Lieberman  or  Cheney 
i  the  ticket  make  voters  more  likely 
to  vote  for  the  nominee? 
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Lieberman 
brings  strong 
positives  to  the 
ticket,  but  one 
Democratic 
fear  is  that  a 
hidden  under- 
current of 
anti-Semitism 
may  siphon  off 
critical  votes 

Illinois,  and  Michigan.  Typically  70%  of 
the  Jewish  vote  goes  Democratic;  Demo- 
cratic strategists  now  estimate  as  much 
as  90%  could  go  Gore-Lieberman. 

Strong  positives.  An  Aug.  7  Gallup 
Poll  found  that  nearly  four  of  five  Ameri- 
cans who  had  formed  an  opinion  of 
Lieberman  viewed  the  two-term  Democ- 
rat favorably.  Like  Richard  B.  Cheney 
on  the  gop  ticket,  Lieberman  adds  an 
aura  of  gravitas  to  the  Democratic  team. 
Unlike  Cheney,  Lieberman  actually  elic- 
its fewer  overtly  negative  reactions 
among  voters. 

But  Lieberman  does  have  his  down- 
side. Among  his  foibles: 

Charismatically  challenged.  Gore  des- 

How  does  the  fact  that  Lieberman 
is  Jewish  affect  your  vote? 

MORE  IN  FAVOR 7 

LESS  IN  FAVOR  4 

NO  DIFFERENCE 88 

NO  OPINION    1 


perately  needed  an  energetic  partner  to 
compensate  for  his  leaden  style.  He 
won't  necessarily  find  it  in  the  plodding 
Lieberman — although  Lieberman  re- 
ceived high  marks  on  his  speech  in 
Nashville  on  Aug.  8.  "He's  articulate," 
says  one  Democratic  ally,  "but  he's  not 
the  most  charismatic  guy."  What's  more, 
Lieberman  is  ill-suited  to  the  "attack 
dog"  role  usually  reserved  for  the  No.  2. 

Potential  liberal  backlash.  While 
Lieberman  is  sure  to  please  centrists, 
he  has  alienated  many  liberals  with  his 
maverick  voting  record.  In  the  past,  he 
has  championed  welfare  reform  and 
military  spending  increases.  He  has 
voted  for  school  voucher  experiments 
and  parental  notification  in  the  cases  of 
teenager  abortions.  And  his  repeated 
criticism  of  the  Hollywood  culture 
leaves  some  LaLa  Land  Democrats 
nonplussed. 

Still,  most  liberals  feel  they  have 
nowhere  else  to  go.  "The  bigger  issue 
here  is  what  kind  of  a  Supreme  Court 
we  will  have  in  the  next  few  years," 
says  Steve  Tisch,  producer  of  films  such 
as  Forrest  Gump  and  Risky  Business. 
"We're  a  lot  more  comfortable  with  Al 
Gore  and  Joe  Lieberman  making  those 
decisions  than  we  would  be  with  George 
Bush  and  Dick  Cheney." 

In  the  end,  the  imponderable  of  the 
upcoming  campaign  may  be  the  question 
whether  any  No.  2  pick — no  matter  how 
inspired — can  alter  the  balance.  Lieber- 
man may  have  done  Gore  an  enormous 
service  by  helping  to  mitigate  his  Clin- 
ton problem.  But  it's  the  Gore  problem 
that  remains  for  Gore  to  solve 

Dunham  is  White  House  correspondent; 

Gleckman  writes  about  economics. 
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CORPORATE  AMERICAS 
DOOR-TO-DOOR  CAMPAIGN 

Business  is  copying  Big  Labor  tactics  this  election 


For  six  weeks  this  summer,  Russel 
Swanger  was  on  a  mission.  The  se- 
nior counsel  at  equipment  manufac- 
turer Harsco  Corp.  traveled  from  Penn- 
sylvania to  Oklahoma,  visiting  17  company 
plants.  His  goal:  to  persuade  4,000  man- 
agers and  administrators  to 
vote  on  Nov.  7.  The  road  trip 
was  far  from  an  exercise  in 
civic  duty.  Although  Swanger 
doesn't  tell  anyone  how  to  vote, 
he  doesn't  need  to.  If  he's  talk- 
ing to  the  bosses,  he  figures 
he's  got  an  audience  of  Republicans  who, 
if  they  show  up  at  the  polls,  could  tilt 
some  key  congressional  races  in  favor  of 
business-friendly  candidates. 

Swanger  is  one  of  the  foot  soldiers 
Corporate  America  has  sent  to  help  car- 
ry out  the  latest  Republican  battle  plan. 
Having  watched  pro-labor  candidates 
bag  big  gains  in  1996  and  1998  thanks  to 
union-sponsored  get-out-the-vote  efforts, 
business  groups  are  forming  their  own 
grassroots  campaigns.  Their  focus:  some 
40  House  and  Senate  races  that  could 
determine  which  party  takes  control  of 
Congress  next  year.  If  successful,  busi- 
ness could  hand  some  big  wins  to  the 
GOP.  Swanger,  whose  Camp  Hill  (Pa.) 
company  provides  technology  and  equip- 


ment to  steel  and  energy  plants,  hopes 
his  efforts  help  counter  organized  labor's 
"disproportionate  impact"  on  the  vote. 

The  Clinton-Gore  ticket  in  1996  was 
one  of  the  main  beneficiaries  of  grass- 
roots labor.  That  year  the  afl-cio  spent 
$15  million,  the  most  spent  by 
any  non-party  organization  on 
grassroots  mobilization.  The  re- 
ZJ  I  {  !    suit  surprised  even  top  labor 

ri  t  I  \\  I  E    officials.  Some  23%  of  voter 
~|*"j*f*"    turnout  came  from  households 
DEMOCRATS    ^^  at  ieast  one  uruon  mem- 
ber, up  from  19%  in  1992.  Of  that  23%, 
almost  three-fourths  voted  to  reelect 
Clinton-Gore. 

In  contrast,  business  focused  on  cam- 
paign donations  and  issue  ads.  The  re- 
sult? As  the  number  of  voting  Ameri- 
cans continues  to  decline — 55%  of  eligible 


ELECTIOH 


Will  mobilizing 

managers  tilt 

key  races 

toward  the  GOP? 


voters  cast  ballots  in  the  1992  Presi 
tial  election,  49%  in  1996,  and  3ffl 
the  midterm  elections  1998 — union  he 
holds  are  becoming  more  influe: 
than  the  afl-cio's  head  a 
of  13  million  would  suggest 
Business  doesn't  want  to 
that  trend  continue,  so  this 
the  U.  S.  Chamber  of  Comm 
launched  a  50-state  campai 
mobilize  its  affiliates  and  I 
members.  And  the  Nati 
Association  of  Manufactu 
is  asking  executives  abroa 
vote  by  absentee  ballot.  S< 
strategists  think  business  can  el 
compete  with  unions  for  the  1 
vote  by  appealing  to  their  poc 
books  with  issues  like  eliminating 
marriage  penalty.  But  that  could  s 
a  labor  backlash  against  a  candid 
perceived  as  pro-management. 
UPHILL  BATTLE.  Regardless,  manj 
business  would  still  rather  give  m 
ey.  So  far  this  year,  business  int 
ests  have  contributed  $703  million, 
cording  to  the  Center  for  Respons 
Politics,  vs.  labor's  $45  million.  To  bo 
more  direct  activism,  the  Business 
dustry  Political  Action  Committee 
Washington  (D.C.)  group,  is  spend 
about  $1  million  this  year  on  Proj 
2000,  a  Web  site  that  offers  guides 
candidates'  records  on  business  issu 
voter  registration  forms,  and  even 
sentee  ballots.  But  even  Darrell  Shi 
executive  director  of  Project  2000,  sa 
it's  an  uphill  battle.  "I'm  having  a  tou 
time,"  admits  Shull,  who  lays  sor 
blame  on  the  candidates  themselve 
"For  years,  [candidates]  said  all  we  h 
to  do  was  support  them  [with  money 
Many  corporate  officials  mistaken 
believe  their  political  involvement  w 
violate  federal  election  laws,  Shull  saj 
So   he   has  been  training  execs   lil 
Swanger  to  use  the  Web  site,  explainir 
that  the  law  allows  participation  in  mai 
work-site  political  activities,  including  o 
site  debates,  distribution  of  candidate  i 
formation  in  company  newsletters,  ar 
corporate  endorsements. 

Swanger  is  one  exec  who  has  be« 
converted.  He  hopes  his  tour  pays  off : 
places  like  Pennsylvania's  10th  distric 
where  gop  Representative  Donald  I 
Sherwood  is  locked  in  a  battle  wit 
Democrat  Patrick  Casey,  son  of  ex-go\ 
ernor  Robert  P.  Casey.  If  they  all  vot< 
the  200  or  so  Harsco  employees  in  th 
district  could  affect  the  race,  whic 
Sherwood  won  by  only  515  votes  tw 
years  ago.  Presuming,  of  course,  the; 
vote  the  way  he  wants  them  to. 

By  Lorraine  Woellert,  with  Paul 
Dwyer,  in  Washington 
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ENERGY 


GRIDLOCK 

ON  THE  POWER  GRID 

Prices  are  spiking.  Utilities  are  strained.  Is  deregulation  a  flop?  Nope,  it's  the  solution 


Four  years  after  deregulating  its 
electric  utilities,  California  is  so 
short  of  power  this  summer  that 
residents  have  been  warned  re- 
peatedly to  prepare  for  rolling  blackouts. 
San  Diego,  the  state's  first  city  with  free- 
market  rates  for  electricity,  has  seen 
prices  double.  Democratic  Governor 
Gray  Davis  calls  the  situation  "unjust 
and  totally  unacceptable."  Even  Steve 
Peace,  the  state  senator  from  San 
Diego  who  was  the  main  architect  of 
deregulation,  is  changing  his  mind  about 
price  decontrol.  "If  these  prices  are  a 
function  of  true  price  signals,  then  you 
have  no  future,"  Peace  told  directors  of 
the  agency  that  runs  the  state's  electrical 
grid  in  early  August.  "Americans  aren't 
going  to  tolerate  it." 

Yikes.  Is  this  what  the 
rest  of  the  country  is  in  for 
as  electricity  deregulation 
goes  nationwide?  Aside 
from  regulatory  issues,  the 
power  grid  is  already  un- 
der strain  from  coast  to 
coast.  A  surge  in  usage, 
fueled  by  the  strong  econo- 
my, is  hitting  an  industry 
that  had  projected  barely 
rising  demand  for  years  to 
come. 

And  how.  The  Energy  Dept.  says 
that  from  1990  through  1999,  peak  sum- 
mer demand  rose  25%,  while  summer 
capacity  rose  just  6%.  Last  summer, 
shortages  caused  brownouts  and  huge 
price  spikes  in  the  Midwest.  This  spring, 
hot  weather  in  the  Northeast  pushed 
New  England  states  to  the  brink  of 
brownouts.  And  on  Aug.  8 
and  9,  the  New  York  Power 
Authority  reduced  service 
to  big  customers  like 
Chase  Manhattan  Bank 
that  agree  to  cut  back 
when  reserves  get  low  in 
exchange  for  a  price  break. 
With  America's  appetite 
for  power  growing  and  the 
margin  for  error  shrinking,  politicians, 
regulators,   and   consumer  advocates 


ELECTRICITY:  WHERE 
THE  PROBLEMS  ARE 

THE  GENERATING  PLANTS 

Construction  of  generating  plants  has 
tailed  off  in  the  past  decade  because  of 
environmental  concerns,  poor  estimates 
of  demand,  and  uncertainty  about 
deregulation.  California,  in  particular,  is 
critically  short  of  power. 

THE  TRANSMISSION  GRID 

Wholesale  trading  of  power  has  put 
heavy  strains  on  the  capacity  of  high- 
voltage  transmission  lines.  But  it  can 
take  years  to  get  permission  to  build  new 
ones — and  many  utilities  feel 
the  profits  aren't  enough 
to  make  it  worthwhile. 
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THE  DISTRIBUTION 
NETWORK 

These  lower-voltage  lines  carry  pow- 
er from  the  transmission  network  to 
homes  and  businesses,  but  in  some 
areas  the  lines  are 
old  and  worn  out. 
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THE  CONSUMERS 

People  and  businesses  are  us- 
ing more  power  than  ever.  They 
are  also  demanding  a  higher 
quality  of  power  for  computers 
and  sophisticated  industrial  equipment  that  can't 
handle  spikes  and  dips  in  the  flow  of  current. 


Ebrnia 

across  the  country  are  trying  to  Je  dated  w 
lessons  from  California's  debacle.  '  thor 
central    question:    Does   deregulate '::. 
make  matters  better?  Or  worse? 

Despite  the  problems,  in  the  long 
the  answer  is  straight  out  of  Econ  !  juices  u 
Free  markets  improve  reliability  ; 
lower  prices.  When  power  supplh-i 
have  to  compete  for  business  insteac  at  back  I 
being  handed  a  legal  monopoly,  they  n the  gri 
their  best  to  keep  costs  down  and  .that in- 
sure that  the  power  keeps  flowing.  Diego,  wl 
BACKLOG.  Proof  that  deregulation  t:  i  pa\irg  a 
mately  helps:  The  North  American  E!«upby 
trie  Reliability  Council  says  that  re  [the rest 
bility  has  improved  this  year  in  Tea  Bornia 
Illinois,  and  the  Southeast  because  of  its  eleetj 
new  generating  plants  built  there  to  pi  e  broke  l 
it  from  deregulation.  More  importa  ups  of  \. 
power  producers  are  lining'  up  to  e;  ,ch  mtw 
the  demand  situation  with  applicatic  supply  ai 
to  build  new  plants  in  states  that  hs  s.  It  w< 
deregulated — about  half  of  all  states.  C  them  ti, 
ifornia  has  a  backlog  of  applications  so  that  t 
plants  capable  of  generating  11,7  :e.  The 
megawatts  of  power,  double  the  incres  iction?: 
in  the  state's  peak  demand  since  19!  iqoate, 
The  biggest  problem  now  is  processi  ere  the 
all  those  applications  while  meeting  str  her.  H: 
air-quality  rules  in  the  smoggy  state,  lam  H 
Deregulation  can  ev  j  |y 
help  cut  demand.  Wh;  ishise 
monopoly  utilities  h;  a  direct 
programs  to  encourai  |o  wo 
efficiency  since  £  ing  m 
1970s,  it's  the  newly  a  fe  r, 
gressive  power  produ  uj  efe 
ers  who  have  becon  %m 
creative  about  pricin  it  \\t. 
Some  are  even  payiriolea| 
regular  customers  not  to  use  electrici'  igaiVal 
during  peak  periods  so  they  can  sell  tl  |j  -, 
freed-up  juice  to  other  customers  thi  11  ,,,, 
need  it  more.  »t"( 

In  fact,  the  only  parts  of  the  electric  fe 
system  where  competition  isn't  makir  >  ;.,■„ 
much  of  a  mark  are  transmission  anej 
distribution  that  is,  the  long-distanc  iti 
high-voltage  grid  plus  the  low-voltag  j, 
network  of  wires  that  carries  power  tiw 
homes  and  businesses.  Because  it's  in 
practical  to  duplicate  those  networks  i, 
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I  remain  regulated  as  monopolies. 

■  p  to  regulators  to  ensure  they  have 
Incentives  to  add  needed  capacity. 
if  deregulation  is  starting  to  work, 
are  so  many   problems  cropping 
The  real  difficulty  is  managing  the 
v  transition  from  monopoly  to  free- 
11.  California,  in  particular,  is  stuck 
e  middle.  The  Federal  Energy  Reg- 
iry  Commission  last  January  pro- 
led  aspects  of  the  state's  system 
lamentally  flawed."  Steven  J.  Kean, 
utive  vice-president  of  power  trad- 
nron  Corp.,  believes  it  is  the  half- 
nature  of  the  reform  that  is  causing 
snafus:  "The  deregulated  market  in 
Ebrnia  has  actually  worked.  It's  the 
dated  market  where  there  have 
horrible  problems." 
regulj  ij.  California  went  wrong  by  cluttering 
996  dereg  law  with  various  bits  of 
;  long  ii  Jation.  For  example,  the  law  capped 
orices  utilities  were  allowed  to  charge 
tamers  for  a  transitional  period.  That 
ins  most  Califomians  have  no  incentive 
ut  back  their  air-conditioning  even 
n  the  grid  is  on  the  verge  of  collapse, 
that  has  made  matters  even  worse  in 
Diego,  where  prices  are  deregulated, 
paying  a  market  price  that  has  been 
en  up  by  unnecessarily  high  demand 
I  i  the  rest  of  the  state, 
'alifornia  also  blew  it  by  chopping 
its  electrical  system  too  finely.  The 
e  broke  the  system  into  hundreds  of 
rta|ups  of  buyers  and  sellers,  each  of 
ch  must  maintain  a  constant  balance 
upply  and  demand  among  its  mem- 
s.  It  would  be  easier  and  cheaper 
them  to  trade  power  with  each  oth- 
;o  that  the  grid  as  a  whole  is  in  bal- 
e.  The  result  of  that  and  other  re- 
ctions:    Even   when    supplies   are 
quate,   they   aren't   always   going 
ere  they're  needed,  driving  prices 
her.  Harvard  University  economist 
liam  Hogan,  who  has  advised  sev- 
1  Northeast  states  on  deregulation, 
s  his  clients  "are  going  in  the  oppo- 
direction"  from  California. 
^o  wonder,  because  deregulation  is 
ing  momentum  fast  in  the  Golden 
ite.  Under  political  pressure  to  hold 
vn  electricity  prices  in  San  Diego,  the 
lifomia  Independent  System  Operator 
t  runs  the  grid  has  lowered  the  cap  on 
olesale     electricity,     from     $750     a 
gawatt  hour,  to  $500,  and  most  re- 
thjitly  to  $250.  The  danger  is  that  caps 
1  scare  off  urgently  needed  invest- 
nt.  "Guys  like  us  that  have  the  tur- 
id  tes  on  order,  we'll  build  elsewhere,  and 
are,"  says  Stephen  W.  Bergstrom, 
isident  of  Houston-based  Dynegy  Inc. 
MCfjth  electricity  turning  into  a  front-bum- 
issue,  California  is  an  object  lesson  in 
w  not  to  do  things. 
By  Peter  Coy  in  New  York,  with 
vristopher  Palmeri  in  Los  Angeles 
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UTILITY  SHARES:  LOADED  WITH  JUICE 


Reliant  Energy  Inc.,  parent  of 
Houston  Lighting  &  Power, 
spent  years  opposing  proposed 
legislation  to  end  its  monopoly  of  the 
Houston  electric  market.  But  as  it 
turns  out,  its  fears  were  unfounded. 
Although  the  Texas  legislature 
passed  a  deregulation  bill  last  year 
that  opened  the  state's  market  to 
other  suppliers,  Reliant  is  thriving. 
Its  profits  surged  77%  in  the  second 
quarter,  and  its  stock  price  is  up 
more  than  60%  in  2000.  Why?  Re- 
liant is  making  a  killing  selling  power 
outside  of  its  traditional  territory. 
It's  not  the  only  one  all  charged 
up.  Many  of  the  na- 
tion's electric  utilities 
are  now  in  a  sweet 
spot  between  limited 
supply  and  spiking 
demand.  Thanks  to  a 
booming  economy  and 
torrid  heat  waves  in 
many  parts  of  the 
U.S.,  electricity 
prices  are  soaring. 
Overall,  electric  utili- 
ty profits  jumped  21% 
in  the  second  quarter, 
according  to  Boston- 
based  earnings  maven 
First  Call.  And  that's  got  utility 
stocks  on  a  tear,  too.  Theirs  is  among 
the  best-performing  sectors  in  the 
Standard  &  Poor's  500-stock  index 
this  year — up  17%  so  far,  vs.  virtual- 
ly no  gain  for  the  s&p  500  overall. 
In  fact,  utility  stocks  are  hardly 
the  "safe"  stocks  they  used  to  be. 
Once  favored  by  conservative  in- 
vestors for  their  steady  dividends, 
utilities  have  become  far  more  free- 
wheeling. "There  has  been  a  massive 
transformation  in  this  industry,"  says 
Reliant  Chairman  R.  Steve  Letbet- 
ter,  "and  the  market  is  rewarding 
companies  that  get  it  right."  The  big 
winners  are  companies  with  excess 


POWER  SURGE 
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power  capacity,  such  as  Pinnacle 
West  Capital  in  Phoenix.  Meanwhile, 
deregulation  has  also  allowed  a  host 
of  utilities  to  expand  into  natural 
gas,  cable,  and  foreign  markets. 

Not  everyone  has  adjusted  to  this 
brave  new  world.  Some  utilities  have 
been  forced  to  buy  high-priced  power 
while  operating  under  local  rate  caps 
that  limit  their  ability  to  pass  on 
higher  costs  to  customers.  That's  a 
key  reason  both  Avista  of  Spokane, 
Wash.,  and  GPU  of  Morristown,  N.  J., 
had  poor  second-quarter  results. 

Many  utilities  earning  fat  profits 
today  from  power  production  could 
be  in  for  a  similar 
shock.  The  soaring 
price  of  electricity 
in  California 
prompted  state 
regulators  to  insti- 
tute a  cap  on  the 
wholesale  price  of 
$250  per  megawatt 
hour.  Other  states 
may  follow  suit. 

But  even  without 
intervention,  the  in- 
dustry itself  will 
spoil  the  party. 
Merrill  Lynch  &  Co. 
utility  analyst  Steven  L.  Fleischman 
says  that  in  two  to  five  years,  supply 
will  meet  peak  demand,  meaning  nar- 
rower price  swings. 

One  wray  or  the  other,  investors 
are  in  for  a  rocky  ride.  Duke  Energy 
Chairman  Richard  B.  Priory  says, 
"deregulation  has  given  the  industry 
new  growth  opportunities  ...  and 
there  will  be  winners  and  losers." 
It's  no  longer  an  industry  of  boring 
companies  that  grow  profits  at  Scr  a 
year.  Though  electric  utilities  have 
never  had  a  boom-bust  cycle,  this 
summer's  price  spikes  have  triggered 
the  first.  It's  unlikely  to  be  the  last. 
By  Geoffrey  Smith  in  Boston 


AUG.  4  . 


BUSINESS  WEEK  /  AUGUST  28.  2000  49 


News:  Analysis  &  Commentary 


COMMENTARY 


By  Andy  Reinhardt 

SEMICONDUCTORS:  FEWER  THRILLS  AND  CHILLS? 


Since  its  inception  four 
decades  ago,  the 
semiconductor  indus- 
try has  never  been  able  to 
defy  business  cycles  that 
swing  wildly  between 
boom  and  bust.  Even 
though  chip  sales  have 
climbed  at  a  steady  17% 
compound  rate  since  1959, 
manufacturing  capacity 
has  grown  in  fits  and 
starts,  always  lagging  be- 
hind or  horribly  exceeding 
demand.  The  current 
doozy  of  a  boom,  which 
dates  back  to  late  1998,  is 
no  exception.  With  de- 
mand still  skyrocketing, 
analysts  are  projecting  a 
77%  industrywide  profit 
surge  this  year,  according 
to  Thompson/First  Call. 
Moreover,  until  a  few 
weeks  ago,  most  everyone 
on  Wall  Street  assumed 
that  the  good  times  would  last  until 
2002.  That's  when  they  figured  chip 
capacity  would  again  outpace  demand 
and  prices  would  plummet.  The  near- 
term  indications  were  certainly  up- 
beat. All  manner  of  chips  were  in  se- 
vere shortage  and  prices  were  holding 
firm  or  trending  up.  Meanwhile,  the 
Philadelphia  Semiconductor  Stock  In- 
dex jumped  68%  between  Jan.  1  and 
early  July. 

MORE  DIVERSITY.  Then  the  bombs 
started  falling.  On  July  5,  two  Sa- 
lomon Smith  Barney  chip  analysts 
cautioned  that  the  industry  could  peak 

SHRINKING  SLICE  OF  THE  PIE 

The  semiconductor  business  is  surging — 

and  not  nearly  as  dependent  on  the 

PC  market  as  it  used  to  be 
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as  soon  as  six  months  from  now. 
Among  the  warning  signs:  creeping 
inventory  levels,  scattered  price  de- 
clines, and  shorter  waits  to  obtain 
some  parts.  Though  rival  Wall  Street 
firms  fired  back  with  counter-argu- 
ments, semi  stocks  went  into  a  funk. 
It  didn't  help  that  some  analysts  said 
cell-phone  makers  such  as  Nokia  and 
Motorola,  who  gobble  up  about  8%  of 
all  semiconductors,  could  miss  their 
2000  sales  projections  by  about  10%. 
The  Philly  index  has  dropped  20%  in 
the  past  month  as  investors  raced  for 
the  doors.  "This  is  a  cyclical  industry, 
and  nobody  wants  to  be  the  last  one 
out,"  says  analyst  Eric  M.  Ross  of 
brokerage  Thomas  Weisel  Partners. 

But  investors  who  bailed  out  of 
chips  may  be  missing  huge  opportuni- 
ties. The  usual  signals  that  investors 
watch  to  determine  the  end  of  the 
boom  are  no  longer  as  telling.  Why? 
The  industry  is  no  longer  as  monolithic 
as  it  was  five  years  ago,  when  parts 
used  in  Pes  set  the  pace.  The  business 
has  become  far  more  diversified.  Now 
it  derives  most  of  its  growth  from  new 
markets  such  as  Internet  equipment 
and  consumer  electronics — everything 
from  data  switches  and  cell  phones  to 
digital  cameras  and  DVD  players. 


Already,  soaring  demand 
for  such  products  is 
smootliing  the  ride  on  the 
semiconductor  roller  coast- 
er. Indeed,  "the  whole  con- 
cept of  a  chip  cycle  is  a  rel- 
ic of  the  past,"  argues 
analyst  Drew  Peck  of  so  i 
Cowen  Securities  Corp.  "It 
no  longer  makes  sense  to 
tar  the  whole  industry  with 
the  same  brush." 
SPECIALTY  CHIPS.  The  num- 
bers bear  him  out.  Accord- 
ing to  the  Semiconductor 
Industry  Assn.,  micro- 
processors and  dynamic 
memory  chips  amounted  to 
38%  of  all  semiconductor 
revenues  in  1995.  But  by 
2003,  they'll  represent  just 
29%  of  a  much  larger  busi- 
ness. Meanwhile,  other  cat- 
egories, such  as  specialty 
chips  used  in  communica- 
tion products  and  optical 
parts  that  speed  the  Net  backbone, 
are  growing  far  faster.  "New  products 
and  applications  all  over  the  world  are 
driving  demand  for  chips,"  says  James 
Morgan,  ceo  of  Applied  Materials,  the 
No.  1  seller  of  chipmaking  equipment, 
which  reported  a  135%  jump  in  quar- 
terly profits  on  Aug.  9. 

That's  why  most  analysts  are  still 
bullish  on  a  range  of  chipmakers. 
Among  the  favorites:  Texas  Instru- 
ments, National  Semiconductor,  and 
Analog  Devices,  all  of  which  specialize 
in  non-PC  chips. 

Which  is  not  to  say  supply  and  de- 
mand won't  get  out  of  whack  again. 
After  three  years  of  chronic  underin- 
vestment since  the  last  glut,  chipmak- 
ers are  pumping  up  production  capaci- 
ty this  year  at  a  record  rate.  Capital 
spending  on  new  plants  will  grow  by 
upwards  of  65%  in  2000,  to  more  than 
$50  billion.  But  until  capacity  catches 
up  to  demand — which  could  be  anoth- 
er 18  to  24  months — investors  have 
time  to  profit.  Weisel's  Ross  figures 
the  best  performers  could  see  80% 
stock  appreciation.  That's  a  boom 
worth  riding. 

Reinhardt  covers  chips  from  Silicon 
Valley. 
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COMMENTARY 


By  Steve  Haram 


COMPUTER  ASSOCIATES:  YOU  CALL  THAT  CHANGE? 


On  Aug.  7,  when  software  giant 
Computer  Associates  Internation 
al  Inc.  announced  that  its  contro- 
versial CEO  Charles  B.  Wang  would 
step  down,  and  that  the  company 
would  spin  off  a  handftil  of  business 
units,  investors  yawned,  ca's  stock 
rose  only  a  fraction, 
and  by  Aug.  9  it  had 
dipped  back  to  25% — 
down  about  two-thirds 
from  its  peak  of  75  in 
January.  As  Deutsche 
Banc  Alex.  Brown  an- 
alyst W.  Christopher 
Mortenson  said,  "A  lot 
more  needs  to  happen." 

It's  a  sorry 
predicament  for  a 
company  that  started 
the  year  as  one  of 
software's  superstars, 
and  for  a  manage- 
ment team  that  has 
consistently  overcom- 
pensated  itself.  The 
good  times  came  to 
an  abrupt  end  when 
CA  announced  on  July 
4  that  earnings  for 
its  fiscal  2001  first  quarter,  ending 
June  30,  would  be  much  lower  than 
expected.  Its  stock  shrank  42%  the 
next  day.  Later,  CA  reported  rev- 
enues up  a  scant  7.6%,  to  $1.14  bil- 
lion— compared  to  the  $1.65  billion 
anticipated. 

A  SURE  FIX.  It  is  not  a  pretty  pic- 
ture. Yet  while  Wang,  who  will  re- 
main chairman,  and  newly  appointed 
CEO  Sanjay  Kumar,  CA's  longtime 
No.  2,  have  failed  to  address  the 
problems  sufficiently,  there  is  noth- 
ing at  ca  that  more  spin-offs  and 
more  aggressive  entry  into  new  mar- 
kets couldn't  fix. 

In  the  fiscal  first  quarter,  the  bad 
news  was  the  result  of  slack  main- 
frame software  sales  and  a  handful 
of  major  contracts  that  didn't  close 
on  time.  Although  the  profitable 
mainframe  software  unit  accounts 
for  35%  of  ca  revenues,  its  slow 
growth  could  cause  investors  to  miss 
the  value  being  created  by  other, 
faster  growing  units. 

The  solution:  ditch  it.  Then,  in- 


stead of  trying  to  manage  two  busi- 
nesses with  very  different  needs,  Ku- 
mar could  focus  on  the  newer  units 
that  make  software  for  managing 
complex  networks  running  Windows 
and  Unix  operating  systems — plus 
Web  operations. 


WANG  AND  KUMAR:  A  new  CEO  and  spin-offs  won't  assuage  skeptics 


Whatever  markets  he  concentrates 
on,  Kumar  will  have  to  get  his  exec- 
utive team  to  better  manage  the 
promising  units.  He  plans  on  appoint- 
ing about  one  dozen  executives  who 
will  have  profit-and-loss  responsibili- 
ty for  the  company's  major  business- 
es. That's  a  welcome  change.  "The 
company  has  been  run  like  a  dicta- 
torship. But  people  only  grow  when 
you  give  them  responsibility,"  says 
Jim  Holt,  a  former  ca  executive  who 
is  now  president  of  Secant  Technolo- 
gies Inc.  in  Cleveland. 

Kumar  may  also 
need  to  rethink  his  NO  BOUNCE 

spin-off  strategy.  He  is  FOR  INVESTORS 

reluctant  to  shed  too 
much,  believing  that 
the  security  and  stor- 
age businesses  can  do 
better  inside  ca.  For 
now,  ca  plans  simply 
to  spin  off  a  few  pe- 
ripheral businesses, 
starting  with  an  outfit 
to  be  called  iCAN-ASP 


COMPUTER  ASSOCIATES 
STOCK  PRICE 


Inc.,  which  will  sell  software  for  de 
livering  Internet  services.  "It's  a  wa 
to  unlock  value,"  says  Kumar.  "This 
isn't  a  timid  move." 

But  he  should  listen  to  investors 
like  John  Faig,  an  analyst  for  Ameri- 
can Express  Financial  Advisors,  who 
craves  more  aggres- 
sive plans.  "It's  time 
for  action,"  Faig  says 

Kumar  also  must 
make  sure  his  fastest 
growing  segments 
are  expanding  as  ful- 
ly as  possible,  ca 
dominates  the  market 
for  software  that 
manages  corporate 
computing  systems, 
with  a  30%  market 
share,  according  to 
International  Data 
Corp.  Yet  it  has  been 
slow  to  exploit  some 
hot  segments:  e-com- 
merce  and  customer- 
service  software. 

In  past  years,  CA 
made  a  host  of  acqui- 
"  sitions,  snapping  up 
mature  products  at  low  prices.  Analyst 
Charles  E.  Phillips  of  Morgan  Stanley 
Dean  Witter  believes  the  company 
should  now  buy  well-positioned  compa- 
nies that  are  just  getting  off  the 
ground.  Kumar  says  he's  considering 
it.  "They  need  to  buy  growth  compa- 
nies," says  Phillips. 

If  he  won't  part  with  the  compa- 
ny's mainframe  business,  it  demands 
some  form  of  bold  action:  Sales 
dipped  11%  in  the  first  quarter,  to 
$442  million,  and  analysts  don't  see 
it  picking  up.  Kumar  plans  to  let 
mainframe  engineers 
and  salespeople  con- 
centrate on  growth 
businesses.  But  that's 
just  rearranging  the 
chairs  again.  Cutting 
it  loose  would  show 
that  CA  is  truly  under 
new  management. 
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Hamm  covers  soft- 
ware for  BUSINESS 
WEEK  in  New  York. 


CO     D  I  IC  I  M  CCC 


rti  in  ict   OQ     onnn 


Financial  advice. 

Anytime. 

Anywhere. 


Control 


In  person,  online  or  by  phone. 

American  Express  now  gives  you 
more  ways  to  control  your  financial 
future.  You  can  work  with  one  of  our 
10,000  financial  advisors  for  in-depth 
advice  and  planning.  With  our  online 
equity  evaluation  and  asset  allocation 
tools,  you  can  balance  and  track  your 
< portfolio.  And  our  exceptional  24/7 
customer  service  center  is  always 
ready  to  assist  you  by  phone.  Any  way 
you  choose,  American  Express  has 
financial  planning  expertise  available 
whenever  you  are,  to  help  you  do  more. 


online  trading         advice  &  planning  investments  1  800  GET  ADVICE   americanexpress.com 


fcEXPRI 


American  Express  Financial  Advisors  Inc.  Member  NASD  and  SIPC.  American  Express  Company  is  separate  from  American 
Express  Financial  Advisors  Inc.  and  is  not  a  broker-dealer.  ©  2000  American  Express  Financial  Corporation.  All  rights  reserved. 


News:  Analysis  &  Commentary 


AUTOS 


HOW  WILL  FIRESTONE  AND  FORD 
STEER  THROUGH  THIS  BLOWOUT? 

More  than  6  million  tires  are  being  recalled 


Chalk  up  another  black  eye  for  sport 
utility  vehicles.  Weeks  after  Ford 
Motor  Co.  vowed  to  dramatically 
improve  the  fuel  economy  of  its  gas-guz- 
zling beasts,  the  auto  maker  now  faces  a 
more  immediately  troubling  issue:  ex- 
ploding suv  tires.  On  Aug.  9,  Ford's 
largest  tire  supplier,  Bridgestone/Fire- 
stone  Inc.,  said  it  was  recalling  6.5  million 
tires  amid  reports  linking  faulty  tires  to 
as  many  as  46  deaths  in  the  U.  S. 

While  several  manufacturers  use  Fire- 
stone tires  on  their  pick-ups  anil  SUVS, 
the  recall  hits  Ford  the  hardest  because 
about  60%-  of  the  affected  tires  are  found 


the  Explorer  has  a  strong  enough  repu- 
tation for  safety  and  reliability  to  with- 
stand any  stigma  caused  by  the  recall. 

Ford  and  Firestone  have  known 
about  the  tire  flaws  for  at  least  a  year, 
but  it  wasn't  until  the  National  Highway 
Transportation  Safety  Administration 
launched  a  preliminary  investigation  last 
spring  that  Firestone  moved  to  issue  a 
voluntary  recall,  nhtsa  is  reviewing  273 
incidents  that  were  linked  to  tire 
blowouts  or  rollovers  caused  by  separa- 
tion of  the  tire  treads. 

One  obvious  question:  Why  are  Ford's 
vehicles  affected  more  than  those  of 
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ROLLING  DANGER 

Bridgestone/Firestone  Inc.  is 
pulling  back  6.5  million  ATX 
and  Wilderness  tires  found  on 
popular  pickup  trucks  and 
SUVs,  including  the  Ford  Ex- 
plorer. The  problems: 

•  15-inch  ATX  and  ATX  II  tires 
made  between  1991  and  1995 
are  more  prone  to  failure  than 
other  size  tires 


blame.  Still,  when  a  redesigned  Ex{ 
er  debuts  for  the  2002  model  yea 
will  come  with  16-inch  tires  as  stanc 
equipment.  "There  are  a  lot  of  sn 
and  mirrors  going  on,"  says  Ralph  r] 
a  lawyer  representing  some  of  the 
tims.  "Ford  can  say  it's  Firestone's 
and  Firestone  can  say  it's  Ford's  fai 
Meanwhile,  questions  linger  about 
Ford  and  Firestone  responded  to 
first  evidence  of  tire  problems.  Ford 
ficials  say  the  issue  surfaced  in  Sj 
Arabia,  where  drivers  were  prone  to 
flate  their  tires  for  better  traction  w 
driving  in  the  desert  sand.  When 
returned  to  hard  pavement,  they  faile< 
reinflate  the  tires,  however,  and  the  c 
bination  of  low  pressure  and  extr 
climate  led  to  tire  disintegration.  F 
replaced  the  tires  on  some  45,000  vehi 
in  the  Middle  East,  and  in  several  ot 
countries  with  extreme  temperatui 
Ford  and  Firestone  then  studied  63 
hides  in  the  southwestern  U.S.  to  se 
similar'  failures  occurred  but  conclude* 
March  that  the  ti 
were  fine.  Two  mon 
later,  NHTSA  launcl 
its  investigation 
SCRAMBLING.       Fi 
stone  officials  were 
a  loss  to  explain 
tire  failures  but 
its  data  showed  tl 
many    of    the    til 
were  produced  at 
factory  in  Decatur, 
and  that  80%  of  t 
incidents  occurred 
Arizona,     Californ 
Florida,    and    Tex 
Company  officials  st 
there's  a 
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•  Most  faulty  Wilderness  tires 
made  since  1996  came  from  a 
plant  in  Decatur,  III.  gested 


•  Most  reported  tire  failures 
occurred  in  Arizona,  California 
Florida,  and  Texas,  suggesting 
a  link  between  heat  and  tire 
performance 

DATA:  BRIDGESTONE/FIRESTONE  INC 


uct 


on  Ford's  popular  Explorer  and  Mer- 
cury Mountaineer.  "The  ramifications  of 
this  are  immense,"  concedes  Ford 
spokesman  Michael  Vaughn.  So  far,  nei- 
ther Ford  nor  Firestone  can  estimate 
the  financial  impact  of  the  recall. 
PR  PROBLEM.  But  with  at  least  1  million 
Explorers  equipped  with  the  faulty  15- 
inch  tires  still  on  the  road,  the  cost  will 
be  substantial.  Analysts  say  the  tab  could 
run  about  $500  million,  although  most  of 
that  will  fall  on  Firestone.  "It's  a  major  fi- 
nancial and  public  relations  problem," 
says  Nicholas  Lobaccaro,  a  Lehman  Bros, 
automotive  analyst.  Still,  he  says  Ford 
should  bear  minimal  financial  costs  and 


other  manufacturers?  General  Motors 
Corp.,  which  uses  the  same  type  of  tire 
on  many  of  its  1999-2001  trucks,  says 
their  performance  has  been  "excellent." 
Says  GM  ceo  G.  Richard  Wagoner:  "We 
haven't  seen  any  of  these  problems. 
We're  keeping  an  eye  on  it." 

Ford  says  it's  affected  more  because 
of  the  sheer  volume  of  Explorers  on 
the  road.  But  government  safety  sources 
say  officials  are  looking  into  the  possi- 
bility that  Explorers  are  too  heavy  for 
the  15-inch  tires  that  come  as  standard 
equipment.  So  far,  there's  no  definitive 
evidence  to  indicate  Ford's  design  spec- 
ifications for  the  vehicle's  tires  are  to 


C( 

relation  between  he 
and  tire  performanc 
They  also  took 
swipe  at  motorists  f 
failing  to  keep  tir 
properly  inflated. 
For  now,  both  cor 
panies  are  scrambling  to  ensure  enouj 
replacement  tires.  Similar  Wilderne 
tires  produced  at  Firestone  plants  otb 
than  the  one  in  Decatur  are  not  affect* 
and  will  replace  the  recalled  tires.  <rW 
intend  to  supplement  with  other  pe 
pie's  tires  as  necessary,"  says  Firestor 
executive  vice-president  Gary  B.  Crij 
ger.  And  Ford's  North  American  chi< 
Martin  Inglis  says  the  auto  maker  hi 
put  out  calls  to  other  tire  manufactui 
ers.  Both  companies  will  have  to  gri 
the  wheel  to  make  sure  the  issu 
doesn't  spin  out  of  control. 

By  Joann  Muller  in  Detroit,  c 
Nicole  St.  Pierre  in  Washington 
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COMMERCE  ONE  AUCTION  SERVICES 

It's  your  way,  right  away:  Your  own  B2B  Internet  auctions,  up  and  running  in  as  little  as 
days.  No  eguipment  to  buy,  no  systems  to  install  or  support.  A  fully-hosted  solution  that 
gives  companies  like  Borden  Foods,  Compaq,  EventSource.com,  GM,  Shell  and  their  partners 
control  of  every  transaction  within  their  own  B2B  auction  sites  or  portals.  And  browser- 
based,  point-and-click  functionality  that  has  helped  our  customers  run  over  4,000  auctions  in 
the  last  eight  months  alone.  Saving  literally  millions  of  dollars  through  real-time  dynamic 
pricing  for  sourcing  and  liquidation.  In  fact,  no  other  company  can  help  you  harness  the 
power  of  B2B  Internet  auctions  faster,  simpler,  or  more  completely.  And  unlike  other  solu- 
tions around,  we're  ready  to  do  it  now.  At  your  command. 


See  for  yourself  with  our  online  demo: 
www.commerceone.com/auctions/bw3 
or  call:  877.261.8516 
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CISCO:  CHAMBERS 
FOR  10  MORE  YEARS? 

CISCO      SYSTEMS      INVESTORS 

seem  to  have  enough  faith  in 
ceo  John  Chambers  to  shrug 
off  the  unexpected  departure 
of  heir  apparent  and  Execu- 
tive Vice-President  Don  List- 
win.  On  Aug.  9,  Listwin,  who 
led  the  networking  company's 
crucial  push  into  Web  gear  for 
phone  companies,  said  he  will 
become  CEO  of  mobile-phone 
software  maker  Phone.com,  in 
which  Cisco  has  a  7%  stake. 
His  exit  makes  clear  that 
Chambers  won't  relinquish  the 
top  spot  soon.  Two  years  into 
a  five-year  contract,  Chambers 
says  he  may  stay  "for  10 
more."  Investors,  cheered  by 
Cisco's  earnings  the  day  be- 
fore, lifted  the  stock  3.5%,  to 
6713/l6.  Cisco  said  fiscal  fourth- 


CLOSING    BELL 


BAD  CONNECTION? 

Investors  hung  up  on  Verizon 
after  the  U.S.'s  largest  local 
and  wireless  phone  carrier 
said  this  year's  profits  will  be 
lower  than  expected  and 
profit  growth  for  2001  will  be 
about  5%,  one-third  its  ini- 
tial forecast.  Verizon,  created 
when  Bell  Atlantic  bought 
GTE,  blamed  accounting 
changes  and  costs  of  such 
deals  as  a  bid  to  control  In- 
ternet carrier  NorthPoint 
Communications.  The  news 
hit  as  86,000  workers  struck 
for  the  third  day.  Shares  fell 
15.6%  on  Aug.  8  and  9. 
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quarter  profits  rose  69%,  to 
$1.2  billion,  and  sales  jumped 
61%,  to  $5.7  billion.  Says  List- 
win:  "It's  clearly  the  John 
Chambers  show,  and  it  de- 
serves to  be." 


DEPRESSED  STOCK 
FOR  PROZAC  MAKER 

ELI  LILLY'S  STOCK  LOST 
nearly  30%  of  its  value  on 
Aug.  9,  dipping  to  76,  after  a 
federal  appeals  court  cleared 
the  way  for  a  generic  Prozac 
in  2001.  The  Indianapolis 
company  had  hoped  to  buy 
time  until  it  could  launch  an 
improved  version  of  the  $2.6 
billion-a-year  drug  in  a  few 
years.  Shares  of  generics 
maker  Barr  Laboratories, 
which  plans  a  copycat  ver- 
sion of  Prozac,  soared  55%, 
to  $71  a  share.  Lilly  vowed  to 
appeal,  but  cautioned  that 
profits  gains  will  slip  into  sin- 
gle digits  in  2001  and  2002. 

THE  COUNTRY  IS 
RUNNING  ON  EMPTY 

HIGHER  heating-oil  prices 
appear  more  certain  this  win- 
ter as  inventories  of  crude 
oil,  gasoline,  and  heating  oil 
continue  to  drop  sharply.  On 
Aug.  8,  the  American  Petro- 
leum Institute  said  crude  oil 
stocks  fell  unexpectedly  for 
the  second  consecutive  week 
to  282.6  million  barrels,  their 
lowest  in  24  years.  And  dis- 
tillate stocks,  which  include 
heating  oil,  are  at  a  four-year 
low.  With  natural-gas  prices 
at  a  three-year  high,  demand 
for  fuel  oil  this  winter  will 
probably  rise,  pushing  prices 
higher.  On  Aug.  8  and  9,  Sep- 
tember delivery  futures  for 
crude  oil  and  heating-oil  rose 
4.2%  and  4.6%,  respectively. 

WILL  JIMMY  LEE 
GO  TO  CSFB? 

what's  next  for  chase 
Manhattan's  high-profile  vice- 
chairman,    James    "Jimmy" 


HEADLINER:   HERBERT  M.   BAUM 


DIAL  ISN'T  DOWN  THE  DRAIN,  YET 


i( 


Can  marketing  veteran 
Herbert  Baum  clean  up 
Dial?  Baum,  who  has  held 
top  posts  at  Hasbro, 
Quaker  State,  and 
Campbell  Soup, 
was  named  Aug. 
8  to  replace 
Malcolm  Jozoff, 
Dial  chairman 
and  ceo  since 
1996.  Jozoff  and 
CFO  Susan  Riley 
resigned  just  before 
the  company  said  for  the 
third  time  this  year  that 
earnings  will  fall  below  ex- 
pectations. Dial's  stock 
slid  6%,  to  11,  down  from  a 
high  of  38  last  year. 

Much  of  Diaf's  trouble 
lies  with  disappointing  rev- 
enues from  new  businesses 
it  has  launched  or  acquired, 
says  Salomon  Smith  Bar- 


ney analyst  Wendy  Niche 
son.  Those  include  a  joint 
venture  with  German  pac 
aged-goods  company 
Henkel  to  develop 
k    laundry  product: 
L    under  the  Pure 
name,  and  twe 
^   acquisitions 
that  became 
'   part  of  its  per- 
sonal-care grou 
Baum,  63,  says  ii 
likely  those  busi- 
nesses will  be  divested. 
Baum  plays  down  ru- 
mors that  Dial,  which  has 
$1.6  billion  in  revenues,  is| 
for  sale.  "Our  first  priorit; 
is  stabilize  the  company," 
he  says.  To  do  that,  he'll 
need  to  make  a  lot  more 
people  glad  they  used  Di; 
By  Christopher  Palme 
in  Los  Angeles 


Lee?  In  May,  Lee  was 
bumped  as  investment  bank- 
ing head  to  handle  special 
clients.  Lee  said  then  he 
wanted  to  spend  more  time 
with  his  family.  Now  sources 
say  he  is  in  talks  with  other 
investment  banks,  including 
Credit  Suisse  First  Boston. 
Winning  over  Lee  would  be 
another  feather  in  the  cap  for 
Credit  Suisse,  which  nabbed 
high-tech  banker  Frank  Quat- 
trone  and  his  team  from  Mor- 
gan Stanley  Dean  Witter.  But 
don't  expect  any  moves  until 
February — Chase  doesn't 
hand  out  yearend  bonuses 
until  late  January.  Both  banks 
declined  to  comment. 


ANDERSEN  FAMILY 
FEUD  IS  FINISHED 

big  five  accounting  firm 
Arthur  Andersen  ended  up 
with  a  measly  $1  billion,  far 
less  than  the  billions  it  hoped 
for,  and  the  Andersen  name 
when    an    arbitration    panel 


■ 


ruled  Aug.  7  on  a  three-ye 
old  dispute  between  it  and  ; 
Andersen  Consulting  ur 
which  split  off  from  the  p 
ent  in  1989.  The  decision  co 
usher  in  a  period  of  tou 
challenges  for  Arthur  And 
sen:  Its  much  smaller  const 
ing  unit  has  failed  to  grab  n 
jor  corporate  clients  and  fall 
behind  in  luring  e-commei 
firms.  Moreover,  top  partr 
Jim  Wadia  has  quit,  recru 
ing  problems  loom,  and  reg 
Mors  are  weighing  a  rule  tl 
prevents  overlap  between  a  ' 
dit  and  consulting  clients 


ET  CETERA . . . 


■  Janus  Capital  chief  inves 
ment  officer  James  Cra 
leaves  to  run  a  charity. 

■  The  five  largest  record 
bels   are   sued   by  28   U.! 
states  over  CD  prices. 

■  Lucent's  Pat  Russo  resigr 
as  head  of  the  unit  sellin 
telecom  equipment  to  carr 
ers  in  an  ongoing  shakeup 
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People  think  this  is  a  desk  job. 

Some  days  it  feels  more 

like  being  the  marshal  in  a 

digitized  Wild  West  town. 


Ann  Okerson 


VIRTUAL       LIBRARIES 

If  Ann  Okerson  had  to  be  at  her  desk  every  morning,  she  might 

have  the  toughest  commute  at  Yale  University.  As  the  point  person 

in  Yale's  effort  to  build  an  international  collection  of  electronic 

publications  and  databases,  she  often  needs  to  appear  in 

Bangkok,  Helsinki,  Jerusalem  and  a  score  of  other  cities  around 

the  globe.  But  thanks  to  her  portable  computer,  she  can  always 

work  in  New  Haven,  even  when  she  is  ten  time  zones  away.  Her 

work  is  what  she  does,  not  where  she  does  it. 

"For  a  long  time  people  thought  librarians  ran  book  warehouses  and 
didn't  pay  us  much  attention,"  Ann  says.  But  today,  librarians  have  become 
leaders  in  a  new  age  of  digital  technology.  They  are  choosing  a  new  freedom 
to  access  information.  "In  the  digital  age,  your  librarian  is  the  best  friend 
you've  got,  helping  you  find  high  quality  information  and  make  sense  of  it  in 
the  midst  of  information  chaos." 
INSTANT  WEB-BASED  ACCESS 
As  students  and  scholars  become  more  mobile  the  pace  of  academic 
research  is  picking  up  as  most  travel  with  portables  of  their  own.  No  one  wants 
to  take  time  to  "go  to  the  library."  So  the  global  collection  Ann 
is  building  needs  to  be  accessible  instantly 
on  the  Web  -  from  anywhere.  The  modern 
researcher  wants  to  visit  a  library  on  one 
continent  after  working  all  day  at  an  archae- 
ological dig  on  another. 
"It  is  the  creative  computing  of  librarians  that  helps  top 
universities  anticipate  information  challenges,"  Ann  says.  New  sources  of  information 
emerge  every  week,  and  librarians  are  scrambling  to  make  them  available  to  their  patrons. 
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the  mobile  century: 


work  is  what  we  do,  not  where  we  do  it 

"We  make  the  innovative  deals  that  enable  scholars  to 
access  high-quality  electronic  information  resources." 
Increasingly,  hundreds  of  university  libraries  negotiate 
national  and  international  licenses  for  electronic  publica- 
tions. As  a  world-renowned  specialist  in  such  negotiations, 
she  has  represented  the  university  in  20  foreign  capitals 
since  1995:  From  Singapore,  Bangkok  and  Beijing  to 
Istanbul,  Stockholm,  Vancouver  and  Paris. 
FLEXIBLE  WORKFLOW 

Flexibility  is  the  new  watchword  in  library  science.  The 
flexibility  to  react  to  new  opportunities,  to  make  informa- 
tion available  in  new  formats.  And  for  Ann,  it  means  the 
freedom  to  do  her  job  on  her  own  terms.  Not  only  can  she 
take  the  library  to  the  reader  -  in  the  residence  hall, 
classroom,  office,  laboratory,  or  on  the  road  -  she  can  take 
her  work  anywhere.  Sometimes  she  needs  to  work  at 
home  for  an  afternoon  and  at  other  times  the  portable 
computer  makes  the  difference  in  being  able  to  steal  away 
for  a  getaway  weekend.  "It's  an  exciting  time  to  be  a 
librarian,"  Ann  says.  "We  have  never  had  more  fun!" 

But  wherever  her  work  takes  her,  her  portable  keeps 
her  in  touch  with  Yale.  'As  an  administrator  in  a  large  library 
system,  I  like  to  be  'at  work'  as  much  as  possible,"  Ann 

says.  "While  I  cannot  always  be  physically  present,  I  can  guarantee  my  colleagues 
a  virtual  presence."  As  one  of  her  fellow  librarians  likes  to  say,  'Ann  is  very  good  at  being 
here  even  when  she's  not." 

Advances  in  computing  have  given  Ann  a  global  workplace  -  an  exciting  job  on 
the  world  stage  where  new  challenges  pop  up  every  day.  "People  think  this  is  a  desk 
job,"  Ann  says.  "Some  days  it  feels  more  like  being  the  marshal  in  a  digitized  Wild  West 
town."  And  with  a  portable  computer,  she  stays  in  command  of  the  situation.  She  can 
do  her  job  anywhere.  She  has  to.  Her  colleagues  rely  on  her  every  day,  whether  she's 
in  New  Delhi  or  New  Haven. 

choose  freedom™ 


Source:  The  1999  National  survey  of  Information  Technology  in  Higher  Education.  October  1999 
The  Campus  Computing  Project 
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IE  GERMANS  ARE  COMING 

rflP  U.S.  TELECOMS  ARE  QUAKING 


hen  Senator  Ernest  F.  Hollings  circulated  a  letter  in 
late  June  detailing  his  opposition  to  foreign-govern- 
ment-owned companies  buying  U.  S.  telecom  carriers,  30 
te  colleagues  quickly  jumped  on  board,  to  the  surprise  of 
9:1  and  foe  alike.  And  when  the  Senate  leaders  of  both  par- 

■  backed  a  Hollings  measure  to  bar  foreign-government 
Worship  of  U.S.  telecoms,  Deutsche  Telekom  dialed  911. 

e.  ir,  which  is  58%  owned  by  the  German  government,  wants 
jliy  VoiceStream  Wireless — the  eighth-largest  U.S.  wireless 
»er — for  $51  billion,  and  the  Hollings  bill 
111  stand  in  the  way.  So  while  Congress  takes 
||?ak  until  Sept.  5,  dt  is  lining  up  an  unlikely 
lltion  of  business  and  labor  groups.  And  with 

■  European  Union  weighing  in,  a  transat- 
i  c  trade  war  could  break  out  in  September. 
I  tNACLES."  Deutsche  Telekom  board  member 
a-ey  A.  Hedberg  and  VoiceStream  ceo  John 
jlStanton  tried  to  contain  the  damage  by 
neling  to  Capitol  Hill  on  July  25,  a  day  after 
omncing  the  deal,  and  by  hiring  high-priced 

■  •s  such  as  Lloyd  Cutler,  President  Clinton's 
jlner  White  House  counsel.  VoiceStream 

light  in  lobbyist  Dan  Tate  Jr.,  a  former  aide 

ntepresentative  W.J.  "Billy"  Tauzin  (R-La.), 

■Mi  chairs  a  key  House  telecom  panel. 

HI  While  Hollings — who  believes  foreign-go  v- 

Hlnent-owned  telecoms  have  unfair  competi- 

i|   advantages — is  a  formidable  foe,  he  lacks 

I  vocal  and  visible  outside  support  that  dt  enjoys.  The 

i\  i.  Chamber  of  Commerce,  the  Information  Technology 

l  n.  of  America  (ITAA),  and  the  Communications  Workers  of 

»  erica  are  all  backing  dt.  Also  chiming  in  are  such  free- 

iiers  as  Senator  John  McCain  (R-Ariz.).  And  on  July  27, 

I  EU  threatened  to  hit  the  U.  S.  with  a  World  Trade  Orga- 

ijition  suit  if  Hollings  prevails.  "People  are  finding  that 

)re  are  more  barnacles  on  this  bill  than  first  presented," 
s  Chamber  President  Thomas  J.  Donohue. 


CAPITAL  WRAPUP 


HOLLINGS:  Formidable  foe 


Corporate  America  argues  that  the  Hollings  bill  may  invite 
foreign  retaliation  against  U.S.  businesses  abroad.  In  addition, 
the  capital-hungry  U.  S.  telecom  industry  has  to  be  careful  not 
to  run  off  foreign  investment,  says  Harris  N.  Miller,  itaa  pres- 
ident. "U.  S.  companies  would  be  at  a  disadvantage  if  there's 
an  absolute  bar  against  their  purchase  by  foreign  [-govern- 
ment-owned] telecom  companies,"  says  Miller. 

Labor,  which  usually  opposes  free-trade  policies,  is  back- 
ing union-friendly  dt  because  it  promises  to  create  jobs.  "We 
want  companies — whoever  owns  them — to  cre- 
ate wealth...  and  employ  people  at  decent 
wages,"  says  Ron  Blackwell  of  the  afl-cio. 
And  White  House  officials  argue  that  existing 
laws  give  the  U.  S.  adequate  power  to  review 
foreign  government  acquisitions.  "Whether 
the  White  House  goes  to  the  mat  remains  to 
be  seen,"  says  a  Senate  Democratic  aide. 

Besides  his  loyal  Senate  colleagues,  Hollings 
has  little  public  support.  Not  that  the  industry 
doesn't  back  the  South  Carolina  Democrat: 
Since  1995,  he  has  received  almost  $270,000  in 
campaign  contributions  from  telecoms.  But,  says 
Washington  telecom  lawyer  and  former  Hollings 
aide  Ivan  Schlager,  "Anyone  wrho  gets  out  front 
is  likely  to  face  retaliation"  in  foreign  markets. 
Neither  Verizon  Cdmmunications  nor  SBC  Com- 
munications has  taken  an  official  position,  but 
industry  sources  say  they  are  sympathetic. 
They  fear  a  deep-pocketed  DT- VoiceStream  could  outbid  them 
for  scarce  airwaves  in  the  next  spectrum  auction.  And  Euro- 
pean telecoms  offer  more  advanced  wireless  services. 

While  the  Hollings  measure  has  gained  unexpected  mo- 
mentum and  is  now  attached  to  a  must-pass  spending  bill  in 
the  Senate,  DT  and  VoiceStream  are  girded  to  fight  when  Con- 
gress returns  to  work  in  September.  The  Germans  are  learn- 
ing fast  at  summer  school  in  Washington. 

By  Catherine  Yang,  with  At>iy  Borrus 


5RAEL  ON  THE  RADAR  SCREEN       ENDANGERED  STATISTICS 


Stymied  by  U.  S.  objections  to  its 
lie  of  an  airborne  radar  warning  sys- 
jm  to  China,  where  it  could  be  used 
gainst  U.S.  forces  defending  Taiwan, 
srael  now  wants  to  hawk  the  same 
ear  to  India — China's  rival.  That  has 
rompted  a  broad  White  House  review 
f  Israel's  tech-transfer  policy.  If  the 

administration  ends  up  balking  at  the 
eal  because  it  could  inflame  the 
olatile  subcontinent,  the  U.S.  would 

Dger  H01  only  Israel  but  also  India, 

vhich  Washington  is  courting. 


►  Economists  fret  that  Congress  is 
shortchanging  federal  statistical  agen- 
cies, threatening  their  ability  to  mea- 
sure the  New  Economy.  Funding  has 
1 1  nipped  12%  since  '93,  even  as  U.S. 
output  has  surged  26%.  As  a  result,  the 
Bureau  of  Economic  Analysis  may  have 
to  drop  one  cur  revision  each  quarter. 
Since  that  compromises  the  accuracy  of 
the  data  on  which  U.S.  policy  and  busi- 
ness investment  derisions  are  based, 
the  National  Association  for  Business 
Economics  is  lobbying  for  full  funding. 


LIEBERMAN'S  BACKERS 

►  Al  Gore  often  chides  George  W. 
Bush  as  a  captive  of  Big  Insurance, 
Big  Oil,  and  Big  Drugs.  But  the  Veep 
might  want  to  check  the  special  inter- 
ests backing  his  running  mate.  Senator 
Joseph  Lieberman  (D-Conn.).  This 
election,  he  has  raked  in  nearly 
$100,000  from  drugmakers.  says  the 
(  enter  for  Responsive  Politics — third- 
highest  in  the  Senate.  Insurers  gave 
$197,000,  ranking  him  No.  1.  But  he's 
no  t'ave  of  Big  Oil,  which  gave  him 
only  $11,500. 


.  ■ 
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International  Business 


JAPAN 


WORLD  DOMINATION 
ON  THE  CHEAP 

Wireless  Web  leader  DoCoMo  is  lining  up  eager  partners 


Since  its  inception  in  1992,  NTT  Do- 
CoMo has  been  hell-bent  on  one 
goal:  to  dominate  Japan's  cell- 
phone market.  With  nearly  60% 
of  the  local  digital-cellular  uni- 
verse— or  32  million  Japanese — DoCoMo 
handily  accomplished  that  goal.  Then,  18 
months  ago,  it  set  out  on  a  new  mission: 
to  lead  Japan  in  the  world's  first  in-  r- 
stantly  accessible  mobile  Internet  ser- 
vice, called  i-mode,  which  offers  users 
an  online  connection  without  the  need 
to  dial  up.  DoCoMo  has  accomplished 
that,  too.  I-mode  boasts  70%  of 
Japan's  local  wireless  Web  market. 

On  to  goal  three.  DoCoMo  wants  to 
become  a  leader  in  both  cellular  and 
wireless  Web  services  worldwide.  But 
since  it's  coming  late  to  an  over- 
crowded game,  DoCoMo  is  embarking 
on  a  low-key  strategy  that  involves 
sprinkling  small  investments  into  sev- 
eral companies  in  Europe  and  Asia 
rather  than  making  outright  acquisi- 
tions. It's  also  scouring  the  U.S.  for 
partners  and  expects  to  make  its  first 
alliance  in  the  coming  weeks.  With 
little  room  left  in  Japan  to  grow,  glob- 
al outreach  is  the  only  option.  "Do- 
CoMo is  like  a  huge  sumo  wrestler 
overpowering  the  market,"  says  Takeo 
Tsukada,  senior  adviser  to  EDO  Corp.,  a 
rival  Japanese  mobile  operator. 
"There's  nowhere  left  for  it  to  go  but 
overseas." 

DAZZLING.  DoCoMo  carries  some 
major  advantages.  It  has  led  develop- 
ment of  a  Third  Generation,  or  3G,  cel- 
lular system  that  will  pave  the  way  for 
streaming  video  and  other  technologies. 
More  important,  DoCoMo  has  an  edge 
in  the  mobile  Internet.  Its  i-mode  is  the 
world's  first  mobile  Net  service  to  offer 
a  constant  online  connection  and  enticing 
content.  So  dazzling  are  i-mode's 
prospects  that  DoCoMo  doesn't  have  to 
go  seeking  potential  partners.  Compa- 
nies such  as  America  Online  and  Ya- 


hoo! are  lining  up  at  the  company's  door. 
DoCoMo  is  joining  the  race  for  global 
market  share  at  a  turbulent  time.  The 
shift  to  next-generation  cell-phone  and 
mobile-Net  sendees  has  triggered  a  race 
for  dominance  that  has  seen  huge  sums  of 
money  spent  on  cross-border  consolida- 
tion. Britain's  Vodafone  AirTouch  PLC  re- 


cently spent  a  breathtaking  $180  billion  to 
acquire  Germany's  Mannesmann. 
Deutsche  Telekom  offered  $42  billion  for 
the  small  U.  S.  mobile  carrier  VoiceStream 
Wireless  Corp. 

DoCoMo,  however,  is  shunning  buy- 
outs. Unwilling  to  pay  today's  inflated 
prices,  it  walked  away  from  opportuni- 
ties to  purchase  VoiceStream  and  Britain's 
Orange  PLC,  another  mobile-phone  com- 
pany recently  acquired  by  France  Tele- 
com for  $37  billion. 


Sure,  DoCoMo  looks  like  a  giant, 
market  capitalization  is  $250  billion,  wh 
makes  it  Japan's  most  valuable  compa 
But  up  to  now  it's  been  a  midget  wherj 
comes  to  raising  large  sums.  Only  15%| 
its  shares  are  in  circulation,  with  61 
held  by  parent  Nippon  Telegraph  &  Te 
phone  Corp.  and  long-term  investors, 
will  change  soon  when  DoCoMo 
sues  new  equity,  which  analysts  ed 
mate  could  raise  up  to  $70  billkj 
Even  so,  DoCoMo  is  not  about  to 
gin  competing  head-on  for  acquil 
tions.  "When  Vodafone  first  startl 
acquiring  its  mobile  assets,  they  we 
far  less  expensive,"  says  Kiyoj 
Tsujimura,  50,  DoCoMo's  global  strati 
1  gist.  "We  are  coming  late  and  la| 
I  experience,  so  we  can't  pretend  to 
|  a  Vodafone." 

CAUTIOUS.  So  DoCoMo's  growth  str 
egy  is  focused  on  buying  minori^ 
stakes  in  smaller  operators  arour 
I  the  world  who  need  technology  ar 
I  cash  infusions.  It's  a  cautious  a| 
I   proach,  but  probably  a  sound  on| 
I  And  DoCoMo  may  well  be  plannir 
'  to  "increase  its  stakes  and  take  a  coJ 
*  trolling  interest  in  the  future,"  say 
Andrew  Cole,  a  former  DoCoMo  coJ 
sultant  who  heads  Renaissance  Stra| 
egy's  wireless  operations  in  the  U.! 
Since  December,  DoCoMo  has  pi; 
chased  stakes  ranging  from  15% 
20%  in  Hutchison  Telecom,  Hon! 
Kong's  largest  mobile-phone  operate! 
KPN   Mobile  of  the   Netherlands,   anl 
Hutchison  3G  UK  Holdings,  which  own! 
one  of  Britain's  prized  licenses  for  3G  eel 
lular  services. 

DoCoMo  expects  to  announce  soon 
tie-up  with  AOL  to  develop  i-mode  contend 
At  the  same  time,  it  is  eyeing  partneij 
ships  with  U.S.  and  Australian  carrierJ 
such  as  BellSouth,  Sprint  pes  Group,  ancj 
Cable  &  Wireless  Optus. 

But  minority  stakes  aren't  going  t<\ 
generate  much  in  the  way  of  profits,  anc 
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DoCoMo  views  them  as  steppin 

into  local  markets.  After  tying  up  with 
carriers  and  helping  them  roll  out  wire- 
less-Net service,  DoCoMo  then  plana  to 
launch  mobile  content  and  application  ven- 
tures. "We'll  take  40%  to  50$  -takes  in 
such  ventures,"  says  Tsujimura.  DoCoMo 
could  then  reap  profits  from  paid  services 
such  as  news  or  city  guides,  or  from  local 
advertising.  In  Japan,  i-mode  subscribers 
can  trade  stocks,  reserve  karaoke  rooms, 
and  check  headline  news,  paying  for  the 
data  they  transmit  or  download.  Serving 
the  system  are  more  than  18,000  Web 
sites  specially  formatted  for  cell-phone 
screens.  While  the  system  has  suffered  oc- 
casional technological  glitches,  for  the 
most  part,  i-mode  is  a  runaway  success. 
R&D  ARMY.  DoCoMo  is  betting  that  its 
technological  edge  will  buy  it  a  global 
foothold.  Indeed,  there's  no  other  cell- 
phone company  that  can  match  it  techno- 
logically. With  its  army  of  900  engineers 
and  $825  million  in  research  and  develop- 
ment funds,  DoCoMo  designs  the  world's 
smallest,  most  sophisticated  handsets. 
That  has  enabled  it  to  build  a  loyal  fol- 
lowing among  world  telecom  equipment 
makers  keen  to  produce  innovative  gad- 
gets, "ntt  DoCoMo  is  one  of  the  few  op- 
erators in  the  world  that  can  dictate 
[technological  specifications]  to  handset 
manufacturers,"  notes  Katrina  Bond,  a 
senior  analyst  covering  the  mobile  sec- 
tor for  Britain's  Analysys  Ltd.  "So  it  has 
a  great  deal  of  potential  to  penetrate  [the 
overseas]  market." 

DoCoMo  also  plans  to  leverage  its  ex- 
pertise in  wideband  CDMA,  a  3G  standard 
to  be  deployed  in  Japan  and  Europe. 
Next  May,  it  will  roll  out  the  high-speed 
system  in  the  Tokyo  region,  becoming 
the  world's  first  operator  to  introduce  3G. 

So  far,  DoCoMo's  tie-up  with  Hutchison 
Telecom  in  Hong  Kong  has  yielded  little 
beyond  one  popular  i-mode  car  racing 
game,  Miracle  Grand  Prix.  But  Hutchison 
has  plans  to  develop  more  content  with 
DoCoMo.  Next,  KPN  Mobile  is  preparing 
to  introduce  an  i-mode  network  and  a 
host  of  content  services  developed  in  part- 
nership with  DoCoMo.  "The  trick  to  a 
successful  service  is  content,"  says  Joop 
Drechsel,  KPN's  international  director.  "I- 
mode  gives  us  access  to  the  richest  con- 
tent in  the  world." 

By  jumping  first  onto  the  wireless  Net, 
DoCoMo  is  running  ahead  of  rivals.  But 
to  win  the  mobile  race,  DoCoMo  will  have 
to  continue  to  spread  its  i-mode  technolo- 
gy far  and  wide.  So  far,  it's  off  to  a  blaz- 
ing start. 

By  Irene  M.  Kunii  in  Tokyo,  with 
Marsha  Johnston  in  Paris,  William 
Echikson    in    Brussels,   and   hurt 

reports 


BUSINESS  WEEK  /  AUGUST  28.  2000  63 


International  Business 


ELECTRONICS 

U.S.  WISES  UP 
TO  SMART  CARDS 

Europe's  information-packed 
plastic  is  crossing  the  pond 

Until  recently,  workers  in  the  hill- 
side headquarters  of  Gemplus  in 
Gemenos,  France,  were  about  as 
relaxed  as  the  sunbathers  on  the 
Mediterranean  beach  down  below.  Gem- 
plus  is  the  world's  No.  1  maker  of  smart 
cards,  the  pocket  plastic  with  an  em- 
bedded chip  that  stores  reams  of  finan- 
cial and  other  information.  But  for  25 
years,  the  smart-card  industry  remained 
pretty  much  a  European  thing.  Not  any 
more.  Research  firm  Dataquest  predicts 
world  sales  will  climb  from  $2.4  billion 
this  year  to  $8.1  billion  by  2004.  And 
much  of  that  growth  will  come  from 
the  laggard  U.  S.  market. 

Chalk  another  one  up  to  the  Internet. 
The  cyber-revolution  is  giving  smart 
cards  a  new  list  of  converts — especially 
across  the  Atlantic.  Microsoft  Corp.  uses 
them  to  foil  computer  hackers.  Couch 
potatoes  can  shop  through  their  TVs. 
Since  American  Express  Co.  launched 
the  first  major  U.S.  smart  card  last 
year,  an  estimated  2  million  consumers 
have  signed  up.  Next  is  Web  banking. 
Says  Marc  Lassus,  Gemplus'  52-year- 
old  chairman:  "The  beauty  of  our  prod- 
uct is  it  can  be  used  almost  anywhere." 

For  years,  smart  cards  were  a  bit 
ho-hum — a  credit  device  with  a  past  but 
not  necessarily  much  of  a  future.  Now, 
cardmakers  are  on  the  front  lines  of 
e-commerce.  And  investors  are  clearly 
impressed.  Shares  in  France's  Oberthur 
Card  Systems  are  up  18%  since  a  Paris 
listing  on  July  12.  Gemplus  recently 
landed  a  $500  million  investment  from 
private  equity  fund  Texas  Pacific  Group; 
it  plans  to  list  later  this  year  on  the 
Nasdaq.  Gemplus'  profits  grew  35%  last 
year,  to  $35  million,  on  sales  of  $817 
million.  It  has  just  named  Antonio  M. 
Perez,  formerly  a  top  executive  at 
Hewlett-Packard  Co.,  as  its  ceo. 

U.  S.  sales  last  year  were  2%  of  the 
industry's  global  total;  Europe  account- 
ed for  60%.  But  as  commerce  moves 
into  cyberspace,  Americans  are  taking 
another  look.  Consider  what  happens 
when  you  buy  online  with  your  credit 
card.  A  secure  server  will  probably  en- 
crypt your  account  number,  but  the 
merchant  may  store  it  on  a  vulnerable 
computer  network.  Last  winter,  a  hack- 


er stole  300,000  credit  card  numbers 
from  online  music  retailer  CDUni verse. 
If,  however,  you  slid  a  smart  card  into  a 
reader  on  your  PC  and  entered  your 
password,  the  merchant  would  never 
get  your  account  number — only  a  code 
authorizing  the  sale.  Amex's  Blue  Card 
comes  with  a  card  reader. 
CLEVER  MARKETS.  U.S.  mobile  opera- 
tors, meantime,  are  switching  over  to 
chip-based  cards.  An  even  faster-grow- 
ing market  for  smart  cards,  analysts 
say,  is  computer  network  security.  The 
U.S.  General  Services  Administration 
recently  announced  a  $1.5  billion  securi- 
ty program  that  will  use  smart-card 
technology.  Microsoft  added  software 
for  smart-card  readers  to  Windows  2000 
for  business  and  professional  users. 

True,  Visa  International  and  Master- 
Card International  Inc.  stand  on  a  chick- 
en-and-egg  argument:  Because  few  U.  S. 
merchants  have  card  readers,  the  com- 
panies have  no  plans  to  issue  smart 
cards  in  the  U.S.  Even  in  Europe,  the 
cards  are  seldom  used  in  e-commerce 
because  few  consumers  have  card  read- 
ers for  their  computers.  All  that  could 
change  quickly  as  smart  cards  catch  on. 


But  then  comes  another  potentl 
threat:  What  if  mobile  operators  a| 
other  big  customers  cut  deals  with  cr 
makers  to  make  their  own  smart  card 
To  discourage  that,  cardmakers  are  ra  S 
ing  the  technological  bar  with  more  s  I 
phisticated  devices.  At  Gemplus,  enj  [ 
neers  are  developing  chips  that  enal  I 
watches  and  even  eyeglasses  to  recei 
and  process  data. 

Gemplus  got  started  in  1988,  wh 
Lassus  and  a  group  of  engineers  qi 
Thomson  Microelectronics,  then  stat 
owned.  All  the  major  makers  are  Eur 
pean,  and  they've  come  a  long  way  frol 
phone  cards.  Gemplus  now  sells  a  scaj 
ner  that  matches  a  computer  user's 
gerprint  against  a  stored  image.  Singl 
pore's  national  library  attaches  Gemph 
cards  to  its  books:  Tiny  antennas  in  tl 
cards  make  the  books  traceable. 

Prepaid  phone  cards  and  cards  i 
cell-phone  sets  still  account  for  tw< 
thirds  of  Gemplus  revenues.  "But  i 
five  years  that  could  completel 
change,"  says  business  developmer 
manager  Frederic  Laporte.  So  it  couk 
By  Carol  Matlac 
in  Gemenos,  France 
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ipWs  same  day  custom-configured  solutions. 
i  ley  could  be  your  ticket  to  overnight  success, 
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At  CDW  our  computer  experts  custom 
configure  thousands  of  systems  every  week, 
pulling  from  over  50,000  name  brand  products. 
PCs,  workstations,  servers  and  even  LANs  are  custom 
integrated.  We'll  even  pre-load  your  software,  so  systems 
are  ready  to  go  when  they  arrive,  saving  you  time  and  increasing 
your  staff's  productivity.  Plus,  your  own  dedicated  account  manager  is 
there  to  coordinate  it  all,  ensuring  you  get  what  you  need,  when  you  need  it. 
At  CDW,  we've  built  the  most  efficient  direct  business  model  in  the  industry.  One 
designed  to  save  you  money  and  be  responsive  to  your  needs.  Add  CDW.com,  our  award- 
winning  site,  and  you  have  the  most  comprehensive  computing  solutions  resource  at  your  fingertips. 
Bottom  line,  it's  what's  made  us  a  FORTUNE'  1000  Company  and  the  industry's  only  Direct  Solutions 
Provider.™  So  give  us  a  call  today.  And  consider  it  done. 


Computing  Solutions  Built  for  Business1 

1-888-239-8283  www.cdw.com 


2000  CDW  Computer  Centers,  Inc. 
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COMMENTARY 


By  Paul  Starobin 


WHY  RUSSIA  HAS  TO  CUT  CHECHNYA  LOOSE 


Pushkin  Square  in  central  Moscow, 
so  named  for  Russia's  greatest 
poet,  is  a  favorite  meeting  spot 
for  young  lovers.  On  Aug.  8,  it  was 
splattered  with  blood.  A  bomb  placed 
in  an  underpass  instantly  killed  seven 
people  and  gravely  wounded  dozens 
of  others.  The  temptation  for  strong- 
man President  Vladimir  V.  Putin  to 
lash  out  will  be  powerful — perhaps 
irresistible. 

But  lash  out  at  whom?  At  the 
"bandits" — the  code  name  for 
Chechen  rebels — whom  federal  securi- 
ty police  blamed  within  hours  of  the 
explosion?  Chechen  terrorists  may  in- 
deed be  the  culprits; 
they  are  widely  be- 
lieved to  be  behind  the 
bombings  of  several 
Moscow  apartment 
buildings  last  summer. 
But  even  if  they  are 
responsible  for  the  re- 
cent explosion,  for 
Putin  to  widen  Rus- 
sia's ongoing  military 
campaign  against 
Chechen  forces  would 
compound  a  policy  that 
has  already  proved  to 
be  folly.  It  is  time  for  a 
radical  shift  in  ap- 
proach: For  Russia's 
own  sake,  it  should 
grant  Chechnya 
independence. 

As  America  demon- 
strated in  Vietnam,  na- 
tions all  too  often  cling 
stubbornly  to  policies 
that  run  counter  to 
their  own  self-interest. 
But  Russia's  Chechnya 
blunder  is  even  deeper  and  more  in- 
tractable than  the  Vietnam  mistake. 
Moscow's  effort  to  subdue  this  small 
country — populated  largely  by  fiercely 
clannish  Muslims  who  are  skilled  at 
arms — is  more  than  150  years  old, 
and  it  has  never  worked.  Pride  mixed 
with  imperial  ambition  and  racial  and 
religious  bias  has  blinded  generations 
of  Russian  leaders — from  Nicholas  I 
in  the  19th  century  to  Joseph  Stalin, 
Boris  Yeltsin,  and  now  Putin — to  this 
unconquerable  reality. 

Putin  says  granting  independence 


to  Chechnya,  now  a  republic  of  the 
Russian  Federation,  could  rip  Russia 
apart  at  its  multi-ethnic  seams.  True, 
post-Soviet  Russia  is  an  intricately 
woven  religious  and  ethnic  tapestry, 
especially  in  the  mountainous  region 
of  the  North  Caucasus,  where  Chech- 
nya lies.  But  nowhere  but  Chechnya 
has  such  a  determined  movement  for 
secession  taken  root.  This  is  because 
no  other  ethnic  group  within  the  bor- 
ders of  today's  Russia  feels  so  mas- 
sively aggrieved.  During  World  War 
II,  Stalin  deported  almost  the  entire 
population — men,  women,  and  chil- 
dren— to  Kazakhstan,  in  Central  Asia, 


THE  BLAST 

Chechen  rebels  may 
be  responsible,  but 
more  crackdowns 
will  inflame  the  war 


for  supposed  German  sym- 
pathies. They  were  exiled 
for  13  years.  That  sparked 
the  secession  movement 
that  flared  anew  after  the 
Soviet  Union's  collapse  in 
1991.  Yeltsin  invaded  Chech- 
nya in  1994  in  a  futile  two- 
year  war,  and  Russian  troops  went  in 
again  last  year  after  Chechen  rebels 
tried  to  establish  a  new  base  in  neigh- 
boring Dagestan — a  plan  that  had  lit- 
tle support  from  the  native  popula- 
tion, despite  their  Muslim  kinship. 

If  Putin's  rationale  for  keeping  • 
Chechnya  in  the  Russian  fold  is 
flawed,  so  too  are  his  means.  He  aims 
to  eliminate  the  Chechen  guerrillas  as 
a  fighting  force.  "We  must  take  what 
we  are  doing  in  the  North  Caucasus 
to  the  end,  finish  off  the  terrorists  in 
their  nest,"  he  declared  in  an  Aug.  9 


statement.  But  green  Russian  troops 
are  no  better  masters  of  Chechnya's 
mountain  passes  than  American  boys 
were  of  Vietnam's  rice  paddies.  Rus- 
sia lost  at  least  6,000  troops  in  the 
1994-96  Chechen  war;  some  2,500 
more  have  died  in  the  current  one. 
Frustration,  inevitably,  has  spawned 
barbarism  against  a  civilian  popula- 
tion whose  rebel  sympathies  are 
plain — just  as  it  did  in  Vietnam  when 
American  troops  massacred  the  vil- 
lage of  My  Lai. 

UNFINISHED  BUSINESS.  His  uncompro- 
mising rhetoric  notwithstanding, 
Putin  may  feel  trapped  in  a  political 
box  of  his  own  making. 
He  was,  after  all,  elect- 
ed in  March  on  a  plat- 
form of  muscular  ac- 
tion against  the  rebels. 
But  such  boxes  must 
sometimes  be  flattened, 
and  Putin  has  no  pow- 
erful political  rival  any- 
way. He  can  find  other 
bases  of  populaj  sup- 
port, such  as  his  crack- 
down against  the  hated 
oligarchs.  As  for  Rus- 
sian honor  and  credibil- 
ity, America  recovered 
from  the  indignity  of 
Vietnam,  and  France 
from  Algeria.  Chech- 
nya is  the  unfinished 
business  of  an  empire  that  must  make 
a  final  disinvestment. 

Ninety  minutes  after  the  bombing 
at  Pushkin  Square,  the  acrid  smell  of 
explosives  still  hung  in  the  air.  One 
scene  was  predictable:  A  band  of  sup- 
porters of  Vladimir  V  Zhirinovsky, 
the  fringe  right-wing  nationalist,  un- 
furled a  blue  banner  that  read  "The 
Only  Good  Chechen  Is  a  Dead 
Chechen."  But  a  trio  of  Russian 
teenage  girls  just  a  few  paces  away 
had  a  quite  different  reaction  to  the 
day's  horror.  "Of  course"  the  war 
should  be  stopped,  said  Olga  Mayoro- 
va,  a  15-year-old  Muscovite.  "Russia 
doesn't  need  Chechnya."  For  the  good 
of  Russia's  future,  Putin  should  heed 
that  wisdom. 

Moscow  Bureau  Chief  Starobin 
covers  Russian  politics  and  business. 
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NOT  SINCE 

SANTA  CLAUS 

HAS  ANYONE  MADE  THIS  MANY  KIDS 

THIS  HAPPY  IN  ONE  MY. 


On  Saturday,  July  8th,  Amazon.com  and  FedEx  made  Harry  Potter  and  the  Goblet  of  Fire 
one  of  the  largest  book  releases  in  Internet  history.  The  Harry  Potter  series  is  a  phenomenon,  and 
the  arrival  of  the  fourth  adventure  of  the  young  wizard  had  kids  in  a  state  of  anticipation  like  it  was  the  night 
before  Christmas.  Amazon.com  went  the  extra  mile  by  putting  the  book  in  the  hands  of  parents  on  the  first  day 
it  was  released.  They  used  a  variety  of  FedEx  services,  including  FedEx  Home  Delivery,  the  customer-friendly 
alternative  for  reliably  shipping  packages  from  businesses  to  busy  people,  even  on  Saturday.  The  result  was  over 
250,000  books  delivered  in  just  one  day.  To  find  out  how  FedEx  Home  Delivery  can  make  you  happy, 
call  1  -800-Go-FedEx,  or  visit  fedex.com.  Be  absolutely  sure." 
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jr&av^s  made  real. 


'v Agilent  Technologies,  Inc.  2000 


Idn't  you   rather  be   in  your  own   pajamas? 


iless   ECG's.  Portable   defibrillators.  Remote 


smission  of  pulse  and  blood  pressure  to  your 


or.  Agilent  is  pioneering  technology  that  lets 


ical  care  come  to  the  chronically  ill.  Instead  of 


versa.  It's  the  first  step  into  a  world  where 


icine  goes  mobile  and  healthcare  comes  home. 


Agilent  Technologies 

Innovating  the  HP  Way 


Agilent  Technologies  is  a  new  company 
composed  of  the  former  Hewlett-Packard 
test  and  measurement,  chemical  analysis, 
semiconductor  components  and  medical 
products  busin&sses.  www.agilent.com 
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JAPAN:  AT  THE  LDP, 
A  THREAT  FROM  WITHIN 


The  long  knives  are  out  for  Japanese  Prime  Minister 
Yoshiro  Mori.  Barely  two  months  after  his  ruling  Liber- 
al Democratic  Party  (ldp)  took  a  thrashing  in  a  general 
election  for  the  Lower  House  of  the  Diet,  Mori's  Cabinet 
now  faces  fresh  disasters.  In  recent  weeks,  a  top  bank  regu- 
lator, the  party's  Chief  Cabinet  Secretary,  and  a  former  Con- 
struction Minister  have  been  implicated  in  bribery  or  cam- 
paign funding  scandals.  Even  by  the  standards  of  Tokyo's 
ethically  challenged  pols,  that's  a  lot  of  trouble 

With  an  approval  rating  all  of  20%,  the 
economy  still  fragile,  and  a  key  Upper 
House  Diet  election  looming  next  summer, 
Mori's  days  are  likely  numbered.  Could  this 
finally  be  the  opening  for  Koichi  Kato,  a 
highly  regarded  LDP  elder  and  recent  con- 
vert to  economic  reform?  Should  he  choose 
to,  the  Tokyo  University-  and  Harvard-edu- 
cated Kato,  who  is  fluent  in  both  Mandarin 
and  English,  could  mount  a  serious  inter- 
nal challenge  within  the  LDP — or  even  bolt. 
STEADY  EROSION.  Kato  hasn't  hesitated  to 
make  waves  in  the  past.  Just  last  month,  he 
caused  a  stir  by  meeting  top  officials  of  the  " 
opposition  Democratic  Party  of  Japan  (dpj)  to  discuss  eco- 
nomic policy.  That  was  a  controversial  step  since  dpj  leader 
Yukio  Hatoyama  last  June  publicly  invited  Kato  to  head  up  a 
new  reform-oriented  government  that  would  combine  his  60- 
member  faction — the  party's  second  largest — with  the  dpj. 
Within  the  LDP,  Kato  is  popular  with  the  younger  set,  who  are 
frustrated  by  the  party's  geriatric  leaders  and  their  com- 
mitment to  public  works  spending  as  a  tonic  for  an  economy 
lucky  to  grow  1.5%  this  year. 

Plenty  of  officials  within  the  LDP  agree  with  Kato  that 
unless  the  party  comes  up  with  new  policies  to  bolster  Japan's 
high-tech  growth  industries,  tackle  its  massive  budget  deficits, 
and  drop  its  penchant  for  taxpayer-financed  corporate  bailouts, 
the  LDP  will  continue  to  see  its  voter  base  erode.  "The  results 
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KATO:  Will  he  bolt  the  party? 


of  the  election  are  a  reflection  of  the  loathing  people  have 
the  LDP,"  says  Nobuteru  Ishihara,  a  party  reformer.  Adds 
low  young  Turk  and  Kato  admirer  Yasuhisa  Shiozaki: 
searching  for  ties  with  all  parties  to  prepare  a  new  stag 
Japanese  politics." 

The  burning  question  is  whether  Kato  will  risk  his  polit 
career  by  defecting  to  the  opposition.  Ichiro  Ozawa  le 
massive  LDP  defection  that  brought  down  Kiichi  Miyazav 
government  in  1993.  The  LDP  made  a  comeback  and  to< 
Ozawa  runs  the  tiny  opposition  Liberal 
ty.  Others  question  whether  Kato,  60, 
real  reformer  or  merely  another  opportun 
During  most  of  Japan's  lost  decade  of 
1990s,  after  all,  Kato  stuck  closely  to  i 
LDP  script. 

Sincere  or  not,  Kato  may  not  have  to 
awol  to  realize  his  ambitions.  The  LDP  \ 
hold  a  party  conference  in  September, 
which  Mori's  leadership  may  be  discuss 
And  a  new  Cabinet  is  expected  to  be  forn 
in  January  as  part  of  a  planned  realignme ,,  m.. 
of  Japan's  powerful  ministries.  Unless  Mp 
"  stages  a  dramatic  rebound,  he  likely  will 
shown  the  door.  In  any  event,  the  real  power  behind  Mc 
Chief  Cabinet  Secretary  Hidenao  Nakagawa,  has  been  imp 
cated  and  weakened  by  the  recent  scandals. 

Come  late  fall,  the  gang  controlling  other  major  LDP  f; 
tions,  including  the  big  one  run  by  Secretary  General  Hiro: 
Nonaka,  may  realize  that  Kato  is  key  to  their  political  s 
vival.    "He's  going  to  need  Kato  to  balance  out  the  intere 
in  the  LDP,  and  Nonaka  is  a  pragmatist,"  figures  Hiro; 
Kuribayashi,  a  political  and  credit  analyst  with  Barclays  Ca 
ital.  If  not — and  should  the  ldp  opt  for  another  ineffectu  L,.'.,, 
premier,  and  fail  to  institute  needed  policies — the  marke^ 
voters,  and,  above  all,  Kato,  could  make  life  miserable  for  t 
guys  in  the  blue  suits  running  Japan. 

By  Brian  Bremner  and  Ken  Belson  in  Tok 
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GLOBAL  WRAPUP 


NOTMUCHOFASHAKEUP 

►  President  Kim  Dae  Jung  disappoint- 
ed the  markets  and  analysts  when  he 
revealed  the  results  of  his  Cabinet 
shakeup  on  Aug.  7.  Appointed  to  South 
Korea's  top  economic  post — soon  to  be 
elevated  to  Deputy  Prime  Minister  sta- 
tus— was  Jin  Nyum,  59.  Few  expect 
Jin  to  take  radical  steps  to  remove  life 
support  from  South  Korea's  sick  com- 
panies or  shut  down  weak  financial  in- 
stitutions. That's  because  Jin,  who  has 
held  numerous  government  posts  since 
1963,  played  a  key  role  in  South  Ko- 


rea's rapid  industrialization,  when  the 
government  and  chaebol  worked  hand 
in  glove.  "What  you  need  now  is  [a] 
surgical  knife,  and  Jin's  past  will  make 
his  job  difficult,"  says  Kim  Sang  Jo, 
economics  professor  at  Hansung  Uni- 
versity in  Seoul.  As  Planning  &  Bud- 
get Minister  in  the  previous  Cabinet, 
Jin  moved  slowly  on  public-sector  re- 
form— another  sign  that  major  restruc- 
turing may  still  be  far  off. 

JUSTICE  IN  CHILE? 

►  The  stage  is  set  in  Chile  for  the 
prosecution  of  at  least  a  handful  of 


retired  Chilean  military  officers,  after 
the  country's  Supreme  Court  voted 
14  to  6  to  strip  General  Augusto 
Pinochet  of  his  parliamentary  immuni- 
ty from  prosecution.  The  decision,  an- 
nounced on  Aug.  8,  also  has  cleared 
the  way  for  the  former  dictator  to 
stand  trial  on  charges  stemming  from 
his  bloody  17-year  rule.  Prosecutors 
must  now  establish  whether  the  84- 
year-old  Pinochet  is  mentally  fit  to 
be  tried.  Even  if  Pinochet  never 
comes  to  trial,  the  Supreme  Court's 
decision  is  being  hailed  as  a  turning 
point  for  Chile. 
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IFFSHORE  BETTING:  THE  FEDS 
RE  ROLLING  SNAKE  EYES 

ley're  eager  to  ban  online  gambling,  but  it  may  be  beyond  the  reach  of  U.  S.  law 


he  view  out  Steve  Schillinger's  of- 
fice window  is  vintage  Caribbean: 
swaying  palm  trees  and  cloudless 

»■    blue  skies.  But  inside,  the  bare- 
)t,  blue-jeaned  entrepreneur  is  focused 

a  huge  Sony  TV  and  three  computer 
reens  monitoring  the  British  Open, 
If  a  world  away  The  TV  shows  the  ac- 
m  on  the  greens,  but  it's  not  nearly  as 
citing  as  the  activity  on  one  of  the 
mputers,  which  show  dozens  of  bets 

the  tournament  streaming  in  from 
mblers  across  the  U.S. 
Schillinger  is  co-owner  of  World  Sports 
xchange,  an  Internet  gambling  Web 
e  located  on  the  tiny  island  of  An- 
jua.  Last  year,  the  company  accepted 
!0()  million  in  sports  wagers,  95%  of 
hich  came  from  bettors  in  the  U.S. 
lis  war,  business  is  expected  to  double. 
D  Satin-days  and  Sundays  during  foot- 
ill  season,  the  action  conies  in  at  a  rate 


of  "100  bets  a  minute,"  boasts  the  47- 
year-old  former  San  Francisco  stock  trad- 
er. "You  get  people  betting  from  New 
York,  Chicago,  Atlanta,  and  all  over  the 
country." 

In  Antigua,  online  gambling  is  per- 
fectly legal.  But  to  U.S.  authorities, 
Schillinger  is  a  fugitive.  In  1998,  he  was 
one  of  22  offshore  gambling  operators 
charged  by  the  U.S.  Attorney  in  New 
York  with  violating  the  1961  Wire  Wager 
Act.  One  of  his  partners,  Jay  Cohen,  was 
convicted  in  February,  but  Schillinger 
still  hasn't  shown  up  for  trial.  So  nowa- 
days, he  meets  his  two  children,  who 
live  in  the  U.  S.,  outside  of  the  country. 
Despite  the  legal  heat,  Schillinger  is  un- 
fazed.  "We  will  definitely  stay  open," 
says  Schillinger.  "What  are  they  going  to 
do?  Just  charge  us  again?  We've  already 
been  charged,  and  we're  still  doing  busi- 
ness." (Schillinger  believes  that,  notwith- 


standing his  refusal  to  stand  trial,  he 
hasn't  violated  any  American  law,  since 
the  betting  takes  place  in  Antigua.  Cohen 
plans  to  appeal  his  conviction.) 

That  brazen  attitude  frustrates  U.S. 
lawmakers  no  end.  As  the  online  gam- 
bling business  booms,  a  growing  number 
of  politicians  and  law  enforcers  are  do- 
ing everything  in  their  power  to  shut  it 
down.  They  worry  that  unregulated  off- 
shore Internet  casinos  will  rip  off  bet- 
tors, prey  on  compulsive  gamblers,  and 
lure  minors  into  the  betting  world.  And 
while  there  is  a  variety  of  state  and 
federal  laws  regulating  different  facets 
of  the  gaming  industry,  most  of  thei 
predate  the  Internet  era  and  are  in 
ficient  to  combat  the  online  version. 

(  nisequently,  the  attorneys  general  in 
Missouri,  Now  York,  and  Wisconsin  have 
tiled  lawsuits  against  online  gambling 
sites.  Meanwhile,  Illinois,  Louisiana.  Michi- 
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gan,  Nevada,  and  South  Dakota  have 
passed  laws  aimed  at  stomping  out  eyber- 
casinos.  And  in  Washington,  the  House 
and  Senate  are  considering  several  bills 
that  would  do  the  same  thing  (table). 

So  far,  this  newly  launched  legal  at- 
tack has  done  little  to  slow  the  phe- 
nomenon. Cyber-gamblers  can  choose 
from  nearly  900  sites  that  advertise 
widely  and  offer  everything  from  black- 
jack, roulette,  and  slot  machines  to  base- 
ball, basketball,  and  tennis  wagers.  Al- 
though online  betting  is  still  a  small 
slice  of  the  $58  billion  U.S.  gambling 
business,  the  growth  of  Web  wagering 
has  been  impressive.  Three  years  ago,  it 
was  a  $300  million  industry.  This  year, 
revenues — or  losses  from  bettors — will 
reach  $2.2  billion,  up  83%  from  $1.2  bil- 
lion last  year,  estimates  Sebastian  Sin- 
clair, a  vice-president  at  Christiansen 
Capital  Advisors. 

A  big  reason  for  this  success  is  sim- 
ply that  online  betting  is  so  easy.  At 


other  vexing  issues  on  the  Net,  includ- 
ing pornography,  fraud,  and  intellectual- 
property  theft.  "Physical  boundaries 
matter  a  great  deal  in  the  real  world," 
says  David  Post,  a  professor  of  Internet 
law  at  Temple  University  Law  School. 
"The  challenge  is  that  we  live  in  a  legal 
world  that  has  boundaries,  but  the  In- 
ternet has  no  boundaries." 

As  Post  suggests,  the  first  problem 
with  regulating  Net  gambling  is  geo- 

THE  CAMPAIGN  AGAINST 

CYBERCASINOS 

As  online  gambling  booms, 
lawmakers  are  cracking  down 

STATES  A  handful  of  states  have 
passed  laws  prohibiting  gambling 
over  the  Internet.  Florida's  Attor- 
ney General  has  also  asked  West- 
ern Union  to  cut  off  money-trans- 
fer services  to  offshore  bookmakers 
to  curb  unlawful 
sports  gambling  in 
the  state. 


'100  BETS  A  MINUTE' 

Schillinger's  World  Sports 
Exchange  in  Antigua  took  in 
$200  million  in  wagers  last  year 

World  Sports  Exchange,  customers  can 
use  their  credit  cards  to  open  an  ac- 
count, which  requires  a  minimum  de- 
posit of  $300.  From  that  point  on,  hun- 
dreds of  different  types  of  wagers,  all 
funded  from  the  same  account,  can  be 
made  with  a  mouseclick.  It's  a  lucrative 
enterprise.  Last  year,  profits  at  the  13- 
employee  World  Sports  Exchange  were 
about  $7  million — a  figure  that  could 
more  than  double  this  year. 
VEXING  ISSUES.  It  is  far  from  clear  how 
lawmakers  can  ever  stop  this  jugger- 
naut. Because  the  vast  majority  of  cy- 
ber-casinos  operate  offshore,  they  are 
beyond  the  reach  of  American  legal  au- 
thorities. Indeed,  Internet  gambling  ex- 
emplifies many  of  the  problems  law- 
makers encounter  as  they  try  to  police 


he 


FEDS  A  bill  that 
would  prohibit  busi- 
nesses from  placing 
or  receiving  bets 
over  the  Internet 
passed  in  the  Sen- 
ate last  fall  but  nar- 
rowly failed  in  the 
House.  Bob  Good- 
latte  (R-Va.)  plans  to 
resubmit  the  House 
proposal  and  says 
has  enough  votes  for  passage. 


LITIGATION  Attorneys  general  in 
New  York  and  Missouri  have  won 
suits  against  online  casinos.  In 
March,  1998,  the  U.S.  Attorney  in 
New  York  City  filed  suit  against  22 
businesspeople  involved  in  off- 
shore gambling.  So  far,  10  have 
pled  guilty  and  one  was  convicted 
at  trial. 

DATA:  BW 

graphic.  Even  if  U.  S.  law  enforcers  are 
convinced  that  an  operator  such  as 
Schillinger  is  violating  the  law,  they 
have  no  power  to  punish  him.  Under 
U.S.  law,  offshore  businessmen  usually 
cannot  be  tried  in  absentia.  Moreover, 
they  generally  can't  be  extradited  if 
gambling  is  legal  in  the  country  where 
they  do  business.  And  there  will  always 
be  some  nations  that  permit  online  gam- 
bling. "The  reality  is  that  [people]  who 
are  operating  outside  the  U.  S.  and  who 
have  no  intention  of  returning  are  basi- 


cally immune  from  prosecution," 
Anthony  Cabot,  a  Las  Vegas  lav 
who  advises  the  gaming  industry. 

Lacking  the  ability  to  punish  for 
businessmen,  the  U.  S.  could  try  to  \ 
sure  some  of  the  countries  that 
the  operations  to  shut  them  down 
such  efforts  could  fall  on  deaf  ears 
Antigua,  for  example,  the  governn 
has  openly  embraced  Internet  gamb 
Operators  pay  $100,000  a  year  for 
cense  to  operate  a  virtual  casino 
$75,000  to  operate  a  sports  betting 
They  get  lots  of  incentives  in  ret 
including  income-tax  exemptions.  I 
nearly  90  companies  are  licensed  by 
Antiguan  government. 
"DISCREDIT."  In  fact,  Antiguan  offi 
prize  Internet  gambling  as  one  of 
few  growing  sectors  of  the  economy 
insist  they  have  no  fear  of  U.  S.  rets 
tion.  The  government  recently  rejec 
a  plan  to  install  black  boxes  on  Inter 
gambling  sites'  servers  to  monitor  tl 
businesses  more  closely — after  the  \! 
site  operators  fiercely  opposed  the  ic 
"The  most  the  U.S.  government  can 
is  discredit  Internet  gambling  and  ( 
credit  Antigua  as  a  place  where  3 
want  to  have  a  business,"  says  Corr< 
Samuel,  licensing  supervisor  at  the 
rectorate  of  Offshore  Gaming. 

If  they  can't  shut  down  offshore  sit 
the  only  other  option  for  the  lawmak 
is  to  try  to  block  them  from  U.S.  c< 
sumers.  Under  one  proposal,  submitt 
by  Representative  Bob  Goodlatte  ( 
Va.),  Internet  service  providers  woi 
be  required  to  "disable  access  to  t 
material"  when  they  receive  a  writt 
or  e-mail  note  from  a  federal  or  st£ 
law  enforcement  agency  about  an  illej 
online  casino.  The  isp  would  then  p 
the  Web  site's  domain  name  on  a  blac 
list  that  customers  could  not  reach.  B 
blocking  content  is,  at  best,  only  a  p; 
tial  solution.  For  one  thing,  the  sit 
can  regularly  change  their  names — ai 
then  alert  users  through  e-mail  notice 
Or  gambling  services  can  crea 
innocuous-looking  "dummy"  sites  th 
relay  messages  between  the  gamble 
and  the  blocked  sites. 

So  most  offshore  casino  operato: 
don't  worry  much  about  getting  in 
trouble.  Roger  Pelamati,  a  Michigan  n 
tive,  is  a  manager  at  World  Wide  Tel 
Sports,  another  sports  betting  sit 
based  in  Antigua.  Asked  about  U. ! 
antigambling  legislation,  he  shrugs.  TI 
only  way  to  enforce  an  online  gamblin 
prohibition,  he  says,  would  be  to  "ti 
the  Internet  off."  He's  probably  righ 
And,  as  millions  of  online  gamblers 
test,  it's  far  too  late  for  that. 

By  Aixa  M.  Pascual  in  Antigu 
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bring  something  different 
to  the  table. 


Nobody  knows  this  better  than  our  Chairman  and  CEO  Phil  Laskawy.  That's  why 
Women  in  Technology  International  has  chosen  Phil  to  receive  its  annual  WITI  CEO 
Recognition  Award.  Under  his  leadership,  Ernst  &  Young  has  pioneered  professional 
women's  networks  within  the  firm  and  developed  mentoring  programs  to  assist  in 
career  advancement.  And  he  has  helped  implement  life  balance  initiatives  that 
enable  all  employees  to  better  balance  their  professional  lives  with  their  personal 
goals.  Maybe  that's  why  we've  also  been  recognized  as  one  of  the  100  Best 
Companies  to  Work  For  in  a  survey  by  FORTUNE*  magazine.  Congratulations  Phil. 
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From  thought  to  finish. 


00  Ernst  &  Young  up 


GOLF 

IS 

AN    EASY 

GAME. 


Fred  Couples  plays  the  game  with  effortless  grace.  Of  course,  like  his  Oyster  Day-Date,  whose  legenc  "' 
case  protects  a  more  than  200-piece  movement,  the  complete  story  is  not  quite  as  simple  as  it  loc  JR$pj 
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ROLEX 


18kt  white  gold  Day-Date  Officially  Certified  Swiss  Chronometer. 
For  the  name  and  location  of  an  Official  Rolex  Jeweler  near  you.  please  call  1-800- 36ROLEX.  Rolex.«,  Oyster,  Oyster  Perpetual  and  Day-Date  are  trademarks,  www.rolex.i 
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THE  (21st)  CENTURY 


Which  companies  will  thrive  in  the  coming 
years?  Those  that  value  ideas  above  all  else 


BY 

PETER     COY 


dam  Smith,  the  arch-capitalist,  didn't  like  corpora 
tions  He  wrote  in  1776  in  The  Wealth  of  Nation. 
that  they  breed  "negligence  and  profusion"  an 
"scarce  ever  fail  to  do  more  harm  than  good.  In  ru 
day  governments  handed  out  corporate  charters 
rarely  and  grudgingly.  But  a  century  later,  as  the 
^cale  of  enterprise  grew,  corporations  came  to  the 
fore    They  built  railroads,  steel  mills,  refineries,  and  othei 
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THE       CREATIVE       ECONOMY 


•  THE 
TECHNOLOGY 
IMPERATIVE 


businesses  of  unprece- 
dented size.  In  so  do- 
ing, they  played  an  in- 
dispensable role  in  what 
University  of  California 
at  Berkeley  economist 
J.  Bradford  DeLong 
calls  the  "central  fact" 
in  20th  century  econom- 
ic history:  the  greatest 
increase  in  material 
wealth  ever. 

Now  the  Industrial 
Economy  is  giving  way 
to  the  Creative  Econo- 
my,   and    corporations 
are  at  another  cross- 
roads. Attributes  that  made 
them  ideal  for  the  20th  centu- 
ry could  cripple  them  in  the 
21st.   So  they  will  have  to 
change,  dramatically.  The  Dar- 
winian struggle  of  daily  busi- 
ness will  be  won  by  the  peo- 
ple— and  the  organizations — 
that  adapt  most  successfully 
to   the    new    world    that   is 
unfolding. 

This  Special  Double  Issue 
is  an  attempt  to  peer  into  the 
future  to  describe  the  look  and 
feel  of  21st  century  corpora- 
tions. We  draw  on  the  insights 
of  ceos,  venture  capitalists, 
academics,  consultants,  and,  of  course, 
the  cubicle  dwellers  who  do  the  work. 
We  look  at  management  via  the  Web, 
the  workplace  of  the  future,  the  battle  for 
talent,  the  ecosystem  in  which  corpora- 
tions will  exist,  job  titles  of  the  future, 
and  much  more.  Our  aim  is  to  provide 
readers  with  insights  that  could  help 
their  own  companies  thrive  in  the 
decades  ahead. 

VIRTUAL  VALUE.  Let's  start  with  the  most 
important  force  of  all:  the  growing  power 
of  ideas.  In  Adam  Smith's  time,  most 
people  worked  on  farms.  Later,  industry 
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Information 
and  ideas  are 
the  key  to  the 
new  Creative 
Economy.  Infor- 
mation-technology 
investment 
should  continue 
to  rise — and  keep 
the  recent  pro- 
ductivity rebound 
alive 
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FOR  FIVE-YEAR  PERI00S 
ENDING  IN  MARCH  QUARTER 
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was  ascendant.  But  the  advanced 
economies  have  gotten  so  efficient  at  pro- 
ducing food  and  physical  goods  that  most 
of  the  workforce  has  been  freed  up  to 
provide  services  or  to  produce  abstract 
goods:  data,  software,  news,  entertain- 
ment, advertising,  and  the  like.  You  can 
see  it  in  the  statistics.  The  share  of  U.  S. 
capital  spending  devoted  to  information 
technology  has  more  than  tripled  since 
1960,  to  35%  from  10%  (chart).  Fields 
such  as  biotechnology  are  booming.  The 
U.S.  Patent  &  Trademark  Office  hands 
out  70%  more  patents— about  170,000 


last  year — than  it  did  just  a 
decade  ago. 

People  are  cranking  out 
computer  programs  and  in- 
ventions, while  lightly 
staffed  factories  churn  out 
the  sofas,  the  breakfast  ce- 
reals, the  cell  phones.  The 
physical  content  of  the 
gross  domestic  product 
seems  to  be  vanishing  like 
Lewis  Carroll's  Cheshire 
cat.  Although  the  U.S.  is 
still  often  called  an  indus- 
trial economy,  the  Bureau 
of  Labor  Statistics  projects 
that  by  2005,  the  percent- 
age of  workers  employed 
in  industry  will  fall  below 
20%,  the  lowest  level  since 
1850.  And  the  long  lull  in 
productivity  growth  seems 
behind  us.  If  productivity  increases  3^ " 
year — below  its  recent  rate — the  avi); 
age  output  per  hour  of  work  will  doul1 '"' 
in  25  years.  That  will  translate  direc  f 
into  higher  living  standards. 


The  turn  of  the  millennium  is  a  tu 


Infectious 

tons 
idea — ?a 


hv 


from  hamburgers  to  software.  Software 
an  idea;  hamburger  is  a  cow.  There  m  f 
still  be  hamburger  makers  in  the  2] 
century,  of  course,  but  the  power,  pn  ™j 
tige,  and  money  will  flow  to  the  comj 
nies  with  indispensable  intellectual  pre"8'  S1 
erty.  You  can  see  it  already.  At  the  ei 
of  last  year,  Microsoft  Corp.,  with  ju[f 
31,000  employees,  had  a  market  capit; 
ization  of  $600  billion.  McDonald's  Cor| 
with  10  times  as  many  employees,  hi    ■ 
one-tenth  the  market  cap.  Or  take  Yaho 
Inc. — a  virtual  place  in  a  virtual  mediui 
the  Internet.  Although  far  below  its  pe; 
price,  Yahoo  trades  at  more  than 
times  book  value.  If  usx  Corp.'s  U. 
Steel  Group  traded  at  the  same  multip  "■ lTOl 
to  book  as  Yahoo,  its  market  capitaliz;  ^ 
tion  would  be  nearly  $90  billion,  instea 
of  less  than  $2  billion. 


CAPITAL  IS  ABUNDANT 


The  money  that 
turns  ideas  into 
reality  is  easier  to 
get  than  ever  be- 
fore, thanks  to  the 
boom  in  initial 
public  offerings 
and  venture  capi- 
tal investing 
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infectious.  They  can  spread  to  a  huge 
j  llation  seemingly  overnight.  And  once 

,  )  idea — say,  a  computer  program — has 
j  1  developed,  the  cost  of  making  copies 

,  9:  lose  to  zero  and  the  potential  profits 

■:;  pi 


i  an  economy  based  on  ideas  rather 
i  physical  capital,  the  potential  for 
ikaway  successes  like  Yahoo  is  far 
iter.  That's  because  ideas,  like  germs, 


rmous. 


Vith  the  possibility  of  gargantuan  re- 

is,  it's  no  wonder  that  idea-based  cor- 

v  at  ions  have  easy  access  to  capital. 

,  1  •  pool  of  investable  money  has  been 

illen  by  the  rising  tide  of  wealth 

und  the  world,  coupled  with  a  new 

ure  of  investing.  U.  S.  companies  re- 

o"  'ed  nearly  $50  billion  in  venture  capi- 

j.  >  last  year,  25  times  as  much  as  in  1990. 


amount  of  money  raised  in  U.  S.  ini- 
public  offerings  last  year,  nearly  $70 
.jion,  was  15  times  the  amount  in  1990. 
i   h  records  are  certain  to  be  broken 


year. 
Hie  sheer  abundance  of  capital  could 
bad  for  the  capitalists  themselves,  in- 


cluding ordinary  investors  in  the  stock 
market.  That's  because  the  commodity 
they  supply — money — is  no  longer  scarce. 
What's  scarce  are  the  good  ideas.  Thus, 
shareholders  are  likely  to  lose  some  pow- 
er in  the  21st  century,  while  entrepre- 
neurs and  idea-generating  employees  gain 
it.  Huge  bonuses  and  option  grants  to 
key  employees  are  early  evidence  of  the 
trend.  Raghuram  Rajan,  an  economist  at 
the  University  of  Chicago's  Graduate 
School  of  Business,  says  it  may  be  time 
to  rethink  the  conventional  wisdom  that 
shareholders  are  entitled  to  all  the  prof- 
its of  a  corporation.  Charles  Handy,  the 
British  author  of  Tlie  Age  of  Unreason, 
even  suggests  that  some  corporations 
might  become  more  like  voluntary  asso- 
ciations, run  for  the  benefit  of  their  work- 
ing "members." 

"FIGHTING  ISSUE."  The  rising  importance 
of  ideas  creates  all  kinds  of  difficulties  for 
corporations.  Books,  music,  and  software 
are  devilishly  difficult  to  create — and  di- 
abolically easy  to  copy.  China,  for  in- 
stance, is  a  counterfeiting  machine.  And 


now  so  is  the  Internet,  thanks  to 
vices  that  enable  people  to  download  mu- 
sic, movies,  arid  software  for  I'r^c  The  le- 
gal battle  over  the  biggest  of  the  music 
piracy  havens,  Napster  Inc.,  is  a  sign  of 
things  to  come. 

Theft  of  intellectual  property  is  lethal 
to  innovation.  Yet  overly  strict  enforce- 
ment of  intellectual-property  protections 
can  dampen  innovation  as  well  by  let- 
ting the  property  owners  get  lazy.  Chuck 
D,  the  lead  rapper  for  Public  Enemy  and 
a  supporter  of  Napster,  complains  that 
record  companies  often  buy  rights  to 
songs  and  then  let  them  languish.  To 
keep  the  Creative  Economy  growing, 
governments  will  have  to  strike  a  delicate 
balance:  enforce  patents,  copyrights, 
trademarks,  and  noncompete  clauses  to 
preserve  incentives  to  create,  but  not  so 
much  that  it  suppresses  competition.  "In- 
tellectual property  is  going  to  be  the  big 
fighting  issue"  of  the  coming  decades, 
predicts  Lester  C.  Thurow,  a  Massachu- 
setts Institute  of  Technology  economist. 

In  the  Creative  Economy,  the  most 
important  intellectual  property  isn't  soft- 
ware or  music  or  movies.  It's  the  stuff  in- 
side employees'  heads.  When  assets  were 
physical  things  like  coal  mines,  share- 
holders truly  owned  them.  But  when  the 
vital  assets  are  people,  there  can  be  no 
true  ownership.  The  best  that  corpora- 
tions can  do  is  to  create  an  environment 
that  makes  the  best  people  want  to  stay. 

Of  course,  not  everyone  will  benefit 
equally  from  the  shift  to  an  information- 
based  economy.  High  school  grads'  medi- 
an weekly  earnings  are  43%  less  than 
those  of  college  grads,  far  worse  than 
the  28%  gap  in  1979.  And  education  is 
likely  to  become  even  more  essential  to 
prosperity  in  the  future.  The  five  fastest- 
growing  occupations  in  the  U.S.  are  all 
computer-related,  according  to  projec- 
tions of  the  Bureau  of  Labor  Statistics. 
Corporations  faced  with  a  shortage  of 
skilled  help  are  likely  to  respond  through 


TOMORROW'S  WORKFORCE 

By  2050,  non-Hispanic 
whites  will  be  a  slim 
majority  of  the  U.S. 
population.  Hispanics 
will  make  up  nearly  a 
quarter  of  the  popula- 
tion, according 
to  Census  Bureau 
projections 
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a  combination  of  training,  ex- 
porting work  offshore,  and  look- 
ing for  ways  to  "de-skill"  cer- 
tain jobs.  Fast-food  cashiers,  for 
instance,  punch  buttons  for  food 
items  rather  than  keying  in 
prices. 

A  NEW  MIX.  A  chronic  shortage 
of  skilled  help  will  be  accompa- 
nied by  a  change  in  the  mix  of 
people  in  the  workforce.  The 
long-term  trend  toward  earlier 
retirement  has  recently  been  re- 
versed, with  more  older  people 
looking  to  stay  at  work  or  re- 
turn. Overall,  a  record  67%  of 
the  adult  population  is  employed 
or  looking  for  work,  mainly  be- 
cause female  participation  in  the 
labor  force  has  jumped  to  60% 
from  about  50%  two  decades 
ago.  And  the  ethnic  mix  of  the 
workforce  is  changing,  partly  be- 
cause the  great  American  jobs 
machine  is  sucking  in  immi- 
grants. The  Census  Bureau  projects  that 
by  2050,  53%  of  the  U.  S.  population  will 
be  non-Hispanic  whites,  down  from  74%' 
in  1995. 

The  corporations  that  thrive  will  be 
the  ones  that  embrace  the  new  demo- 
graphic trends  instead  of  fighting  them. 
That  will  mean  even  more  women  and 
minorities  in  the  workforce — and  in  the 

TOMORROW'S  WORKPLACE 

There  will  still  be  Old 
Economy  jobs  in  the 
21st  century,  but  high- 
tech  employment  will 
grow  much  faster.  Mean- 
while, the  share  of  the 
workforce  with  flexible 
hours  should  keep  rising 


boardrooms  as  well.  Ted  Childs,  who  runs 
IBM's  global  diversity  program,  claims 
there  are  350,000  unfilled  jobs  in  the  U.S. 
information-technology  industry.  "I  be- 
lieve we're  in  a  war  for  talent,"  he  says, 
ticking  off  various  IBM  projects  to  devel- 
op talent  among  women,  blacks,  Asians, 
homosexuals,  and  other  groups.  "None 
of  this  is  charitable." 
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SYSTEMS  ANALYST 

577,000 

94% 

RETAIL  SALESPERSON 

563,000 

14 

CASHIER 

556,000 

17 

GENERAL  MANAGER 

551,000 

16 

TRUCK  DRIVER 

493,000 

17 

OVERALL 

20,300,000 

14 

COMPUTER  ENGINEER  323,000 

COMPUTER  SUPPORT  SPECIALIST  439,000 

SYSTEMS  ANALYST  577,000 

DATABASE  ADMINISTRATOR  67,000 

DESKTOP  PUBLISHING  SPECIALIST  19,000 

OVERALL  20,300,000 

DATA:  LABOR  DEPT. 


The  21st  century  may  see  the  em  /,/' 
gence  of  a  kind  of  "welfare  capitalisi  j ' 
in  which  corporations  try  to  recruit 
retain  employees  by  providing  servi 
that  in  another  era  were  provided 
government  agencies  or  families:  ass 
tance  with  child  care  and' elder  ca| 
valet  services,  and  so  on.  Their  empli 
ees  will  handle  more  personal  matters 
^^^^  work,   and    more    w 

matters   at   home: 
man  in  the  gray  fla 
suit  is  becoming  the 
in  the  gray  flannel  si 
Even  floor  plans  are 
ing  New  Age  at  plai 
like  sei  Investments  ( 
in  Oaks,  Pa.  Comput 
linkups   drop  from  t 
ceiling,   and   employ 
move  from  place  to  pi 
as     their     assignme 
change. 

While  some  freela 
workers  will  jump  fr< 
job  to  job  like  hired 
companies   like   IBM  a 
Sun    Microsystems    I 
want  to  have  a  core  of 
reerists  to  provide  con 
nuity.  "Enduring  relatiorj 
with  employees  beco 
an  enormous  asset,  b 
cause  those  employees 
what  connects  the  comp 
ny  to  its  partners,"  sai^ 
James  N.  Baron,  a  pr 
fessor  at  Stanford  Un 
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THE       CREATIVE       ECONOMY 


versity's  Graduate  School  of  Business. 
And  just  as  companies  want  to  hang 
onto  a  core  of  permanent  employees, 
they'll  want  to  retain  some  key  busi- 
ness functions  in-house  as  well.  Forget 
the  vision  of  the  entirely  "virtual"  cor- 
poration in  which  nearly  everything  is 
outsourced.  Clayton  M.  Christensen,  au- 
thor of  The  Innovator's  Dilemma,  points 
out  in  an  essay  written  for  this  issue 
(page  180)  that  outsourcing  won't  work 
for  cutting-edge  products  whose  specifi- 
cations are  in  flux. 


ees  fell  3%,  while  the  collective  market 
cap  rose  500%,  according  to  data  sup- 
plied by  The  McGraw-Hill  Companies' 
Standard  &  Poor's. 

Some  of  these  trimmed-down  busi- 
nesses may  emerge  as  more  powerful 
than  any  corporations  ever  have  been. 
In  the  industrial  past,  there  were  natur- 
al limits  to  the  power  of  a  strategically 
placed  corporation.  A  corporation  was 
restricted  in  how  many  businesses,  or 
customers,  or  suppliers  it  could  draw  into 
its  sphere  of  influence  because  there  were 


THE  CORPORATION  THRIVES 

Despite  the 
merger  boom, 
the  most  valu- 
able companies 
today  have  fewer 
employees  than 
those  of  a 
decade  ago.  And 
they're  less  capi- 
tal-intensive: The  ra- 
tio of  market  cap  to 
book  value  has  soared 
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Still,  corporations  in  the 
21st  century  will  evolve  new 
forms  of  close  interaction. 
Silicon  Valley  is  the  exem- 
plar of  a  new  kind  of  inter- 
dependence: Skilled  engi- 
neers jump  between 
companies  as  easily  as 
switching  desks,  and  as  they 
do,  they  spread  ideas.  "In 
some  ways,  Silicon  Valley 
performs  as  a  large  decen- 
tralized corporation,"  Philip 
Evans  and  Thomas  S. 
Wurster  of  Boston  Consult- 
ing Group  Inc.  write  in  their 
new  book,  Blown  to  Bits. 
THE  REAL  ASSET:  IDEAS.  In  the  same 
way  that  the  economy  is  losing 
weight— software  instead  of  steel — cor- 
porations are  getting  lighter,  too. 
They're  able  to  generate  lots  of  rev- 
enue and  profit  off  a  small  base  of  as- 
sets and  employees.  Despite  the  merg- 
er wave  of  the  1990s,  the  most  valuable 
companies  in  America  aren't  bigger  by 
employment  than  the  most  valuable 
companies  of  a  decade  earlier.  Compar- 
ing the  100  U.  S.  companies  by  market 
cap  in  1989  with  the  corresponding 
group  in  1999,  the  number  of  employ- 
no  nnciMccc  iA/rcK  /  aimiicT  oa    onrin 
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natural  limits  on  how  many  could  be 
granted  access  to  its  crucial  asset — say,  a 
railroad  terminal. 

But  in  the  Creative  Economy,  the 
power  to  exert  influence  is  nearly  un- 
limited because  there's  no  ceiling  on  how 
many  people  can  be  made  to  depend  on 
idea-based  assets,  notes  the  University  of 
Chicago's  Rajan.  An  example:  America 
Online  Inc.'s  instant-messaging  system. 
Companies  will  exercise  power  by  shar- 
ing-— or  withholding — crucial  intellectual 
property. 

Global  corporations  will  try  to  take 


advantage  of  their  transnational  I 
to  operate  beyond  the  control  o: 
tional  governments.  They  can  play 
ernments  off  one  another  through  t 
decisions  about  where  to  locate  fact* 
or  research  labs.  And  many  use  un 
istic  transfer  prices  to  shift  income 
high-tax  jurisdictions  to  low-tax 
Last  year,  a  General  Accounting  O 
study  reported  that  from  1989  to  1 
an  outright  majority  of  corporati 
both  U.  S.-  and  foreign-controlled, 
zero  U.  S.  income  taxes. 

For  all  the  talk  of  a  bi 
new     world,     nation-st 
aren't  going  away  in  the 
century.  So  it's  a  good 
that  there  will  be  repe; 
clashes  between  corporat: 
and  the  countries — and 
pie — that  play  host  to  thj 
In  response  to  the  globa 
tion  of  business,  governm 
may  coordinate  their  eff< 
to  regulate  corporations 
issues  ranging  from  taxai 
to  pollution. 

Of  course,   corporati 
have  always  been  easyl 
hate.  In  1612,  British  j 
Sir     Edward     Coke     o 
plained  that  they  "have 
soul."  In  the  1960s,  Ma: 
Luther  King  Jr.  warned 
the  alienation  produced 
"gargantuan  industry 
government,  woven  into 
intricate  computerized  mei 
anism."  The  past  year's  o 
cries  against  globalizat 
spell   trouble   for   trans 
tionals  ranging  from  Co< 
Cola  Co.  to  Exxon   Mo 
Corp.,  and  there's  no  si 
they're  diminishing. 

Still,  corporations  have| 
way    of    flourishing    un 
changing        circumstanc 
While  some  will  go  do 
with  the  dinosaurs,  the  corporate  form 
self  has  a  good  deal  of  flexibility.  Ma 
corporations  have  already  begun  to 
just  to  the  new  realities  of  the  Creati 
Economy — by  allowing  power  to  tilt  fri 
the  sources  of  capital  toward  the  sourc 
of  ideas,  by  embedding  themselves 
fertile  corporate   ecosystems,  and   l 
adopting  codes  of  social  responsibility 
win  the  trust  of  a  wary  public.  Legally, 
corporation  is  a  person — a  person  wl 
is  potentially  immortal.  Let's  see  ho 
these  ageless  characters  handle  the  ne)S 
100  years. 
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To  thrive  in  this  new  century,  companies 
are  going  to  need  a  whole  new  set  of  rules 
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hat  advice  would  Alfred  P.  Sloan  Jr.,  the  legendary  architect  of 
the  20th  century  corporation,  offer  to  today's  leaders?  If  he 
proved  to  be  as  farsighted  about  the  coming  century  as  he  was 
about  the  last,  the  former  chairman  of  General  Motors  Corp. 
and  author  of  My  Years  with  General  Motors  would  advise 
them  to  leave  his  tome  on  the  shelf,  understanding  that  it's  as 
outdated  as  a  '26  La  Salle. 

Sparked  by  new  technologies,  particularly  the  Internet,  the  corporation  is  un- 
dergoing a  radical  transformation  that  is  nothing  less  than  a  new  Industrial 

84  riic,infss  wffk  /  Aiir.nsT  98   ?nnn 


THE 


CENTURY 


CORPORATION 


THE       GREAT      TRANSFORMATION 


Revolution.  This  time  around,  the  revo- 
lution is  reaching  every  corner  of  the 
globe  and  in  the  process,  rewriting  the 
rules  laid  down  by  Sloan,  Henry  Ford, 
and  other  Industrial  Age  giants.  The 
21st  century  corporation  that  emerges 
will  in  many  ways  be  the  polar  opposite 
of  the  organizations  they  helped  shape. 

Indeed,  if  you've  worked  as  a  man- 
ager for  at  least  a  decade,  you  can  for- 
get much  of  what  you've  learned  so  far. 
Prepare  to  toss  out  your  business-school 
case  studies  and  set  aside  many  of  the 
time-honored  principles  that  have  guid- 
ed generations  of  managers.  The  vast 
changes  reshaping  the  world's  business 
terrain  are  that  far-reaching,  that  fun- 
damental, and  that  profound.  "We're  not 
witnessing  just  a  little  change  in  our 
economy,"  says  David  Ticoll,  chief  exec- 
utive of  Digital  4Sight  Systems  &  Con- 
sulting Ltd.,  a  business  think  tank  and 
consulting  firm.  "This  is  an  epochal 
change  in  the  history  of  production." 
EPHEMERAL.  To  survive  and  thrive  in 
this  century,  managers  will  need  to 
hard-wire  a  new  set  of  rules  and 
guideposts  into  their  brains 
Not  so  long  ago,  for  example, 
leaders  believed  that  build- 
ing assets  over  the  long 
haul  guaranteed  competi- 
tive advantage.  In  this  new 
century,  success  will  go  to 
the  companies  that  partner 
their  way  to  a  new  future, 
not  those  that  put  heavy 
assets  onto  their  balance 
sheets.  Leaders  once 
thought  that  creating  in- 
tense rivalries  among  com- 
petitors motivated  their 
employees  and  assured 
success.  But  in  the  days  to 
come,  a  company's  fiercest 
competitor  might  also  be 
its  most  important  collabo- 
rator. Since  the  dawn  of 
trade,  every  business 
leader  has  wanted  to  build  an 
enduring  enterprise.  In  the  new 
century,  though,  many  companies  will  be 
intentionally  ephemeral,  formed  to  create 
new  technologies  or  products  only  to  be 
absorbed  by  sponsor  companies  when 
their  missions  are  accomplished. 

Many  factors,  from  the  need  to  ex- 
pand beyond  national  borders  to  the  in- 
exorable shift  toward  intellectual  capital, 
are  driving  change,  but  none  is  more 
important  than  the  rise  of  Internet  tech- 
nologies. Like  the  steam  engine  or  the 
assembly  line,  the  Net  has  already  be- 


come an  advance  with  revolutionary 
consequences,  most  of  which  we  have 
only  begun  to  feel. 

The  Net  gives  everyone  in  the  orga- 
nization, from  the  lowliest  clerk  to  the 
chairman  of  the  board,  the  ability  to  ac- 
cess a  mind-boggling  array  of  informa- 
tion— instantaneously,  from  anywhere. 
Instead  of  seeping  out  over  months  or 
years,  ideas  can  be  zapped  around  the 
globe  in  the  blink  of  an  eye.  That  means 
that  the  21st  century  corporation  must 
adapt  itself  to  management  via  the  Web. 
It  must  be  predicated  on  constant 
change,  not  stability,  organized  around 
networks,  not  rigid  hierarchies,  built  on 
shifting  partnerships  and  alliances,  not 
self-sufficiency,  and  constructed  on  tech- 
nological advantages,  not  bricks  and 
mortar.  Already,  old  business  models 
that  emphasized  fixed  assets,  working 
capital,  and  economies  of  scale  have  be- 
come increasingly  vulnerable  to  nimbler 
organizations  that  employ 
new  technologies  to  re- 
duce costs. 

Leading-edge  tech- 
nology will  enable 
workers  on  the 
bottom  rungs 
of  the  organiza- 
tion to  seize  op- 
portunity as  it 
arises.  Employ- 
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Companies  will  focus  on 

what  they  do  best  and 

farm  out  the  rest  to 

a  network  of  partners 


ees  will  increasingly  feel  the  pressure  te  integr 
get  breakthrough  ideas  to  market  firi  ividualisn 
Thus,  the  corporation  will  need  to  nu  low,  exa 
ture  an  array  of  formal  and  inform  pe  to 'Jl 
networks  to  ensure  that  these  ideas  ci  aiiata 
speed  into  development.  In  the  near  f  1  (Min. 
ture,  companies  will  call  on  outside  co  It's  m\ 
tractors  to  assemble  teams  of  desig  an<  nol 
ers,  prototype  producers,  manufacturer!  the  we 
and  distributors  to  get  the  job  dontanizatid 
Emerging  technologies  will  allow  en  a  pair 
ployees  and  freelancers  anywhere  |  s  vast  er 
the  world  to  converse  in  nume  timid  a 
ous  languages  online  withoi  lal  char 
the  need  for  a  translato  g  been 
*  A      "The  gap  between  what  w  inking 
£.'':.      can  imagine  and  what  wit  CEO: 
$L      can  achieve  has  neve  poratin- 
been  smaller,"  says  Gar  to  look 
Hamel,  a  consultant  an  iven  fo 
author  of  Leading  thft>,t 
Revolution.  1  eusto 

That  rapid  flow  of  in  e ,  y 
formation  will  permeat  srdejx 
the  organization.  Order  Horn 
will  be  fulfilled  electronicall;  ry  to , 
without  a  single  phone  call  oi twill 
piece  of  paper.  The  "virtual  financia  search 
close"  will  put  real-time  sales  and  prof  rir,t~ 
it  figures  at  every  manager's  fingertips  ose :;; 
via  the  click  of  a  wireless  phone  or  s  liana 
spoken  command  to  a  computer.  "Wt  rtner 
don't  have  science-fiction  writers  whc  rs  „. 
have  seen  and  written  this  future,"  says  nt 
Lowell  Bryan,  a  consultant  who  leads  i 
McKinsey  &  Co.'s  Global  New  Economy  re 
practice.  "Everything  we  see  leads  tore 
greater  diversity,  greater  choice,  a  far  a: 
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nie  integrative  economy,  yet  more 
li/ividualism." 

nillow,  exactly,  will  these  forces  re- 
mise the  21st  century  corporation?  The 
eiinizations  that  flourish  will  have  sev- 
rti  defining  features. 
Sits  management  by   Web.  That 
iiflins  not  just  Web  as  in  Internet 
[8)1  the  web-like  shape  of  successful 
oi»ianizations  in  the  future.  If  there 
weii    a  pair  of  images  that  symbolize 
'..   vast  changes  at  work,  they  are  the 
ifjramid  and  the  web.  The  organiza- 
ithot  ial  chail  of  large-scale  enterprise  had 
<lato<  ?  been  defined  as  a  pyramid  of  ever- 
inking  layers  leading  to  an  omnipo- 
t  ceo  at  its  apex.  The  21st  century 
poration,  in  contrast,  is  far  more  like- 
to  look  like  a  web:  a  flat,  intricately 
ven  form  that  links  partners,  em- 
yees,  external  contractors,  suppliers, 
1  customers  in  various  collaborations, 
e  players  will  grow  more  and  more 
erdependent.  Fewer  companies  will 
to  master  all  the  disciplines  neces- 
•y  to  produce  and  market  their  goods 
1 1  will  instead  outsource  skills — from 
tearch  and  development  to  manufac- 
piojl  nng — to  outsiders  who  can  perform 
i  )se  functions  with  greater  efficiency. 
Managing  this  intricate  network  of 
rtners,  spin-off  enterprises,  contrac- 
ts, and  freelancers  will  be  as  impor- 
nt  as  managing  internal  operations. 
deed,  it  will  be  hard  to  tell  the  dif- 
-ence.  All  of  these  constituents  will  be 
vctly  linked  in  ways  that  will  make  it 
aiiy  impossible  for  outsiders  to  know- 


where  an  individual  firm  begins  and 
where  it  ends.  "Companies  will  be  much 
more  molecular  and  fluid,"  predicts  Don 
Tapscott,  co-author  of  Digital  Capital. 
"They  will  be  autonomous  business 
units  connected  not  necessarily  by  a 


big  building  but  across  geographies  all 
based  on  networks.  The  boundaries  of 

the  firm  will  be  not  only  fluid  or  blurred 
but  in  some  cases  hard  to  define." 

■  It's  more  about  bits,  less  about  atoms. 
The  most  profitable  enterprises  will 
manage  bits,  or  information,  instead  of 
focusing  solely  on  managing  atoms  (the 
corporation's  physical  assets).  Sheer  size 
will  no  longer  be  the  hallmark  of  suc- 
cess; instead,  the  market  will  prize  the 
ability  to  efficiently  deploy  assets.  Good 
bit  management  can  allow  an  upstart 
to  beat  an  established  player;  it  can  also 
give  an  incumbent  vast  advantages.  By 
using  information  to  manage  themselves 
and  better  serve  their  customers,  com- 
panies will  be  able  to  do  things  cheaper, 
faster,  and  with  far  less  waste. 

■  It's  mass  customization.  The  previ- 
ous 100  years  were  marked  by  mass  pro- 
duction and  mass  consumption.  Compa- 
nies sought  economies  of  scale  to  build 
large  factories  that  produced  cookie-cut- 
ter products,  which  they  then  sold  to 
the  largest  numbers  of  people  in  as  many 
markets  as  possible.  The  company  of  the 
future  will  tailor  its  products  to  each  in- 
dividual by  turning  customers  into  part- 
ners and  giving  them  the  technology  to 
design  and  demand  exactly  what  they 

want.    Mass   cus- 
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tomization  will  result  in  waves  of  indi- 
vidualized products  and  services,  as  well 
as  huge  savings  for  companies,  which 
will  no  longer  have  to  guess  what  and 
how  much  customers  want. 

■  It's  depi  ndent  on  intellectual  capital. 
The  advantage  of  bringing  breakthrough 
products  to  market  first  will  be  shorter- 
lived  than  ever,  because  technology  will 
let  competitors  match  or  exceed  them  al- 
most instantly.  To  keep  ahead  of  the 
steep  new-product  curve,  it  will  be  cru- 
cial for  businesses  to  attract  and  retain 
the  best  thinkers.  Companies  will  need 
to  build  a  deep  reservoir  of  talent — in- 
cluding both  employees  and  free 
agents — to  succeed  in  this  new  era.  But 
attracting  and  retaining  an  elite  work- 
force will  require  more  than  huge  pay- 
checks. Corporations  will  need  to  cre- 
ate the  kind  of  cultures  and  reward 
systems  that  keep  the  best  minds  en- 
gaged. The  old  command-and-control  hi- 
erarchies, with  their  civil-service-like 
wages,  are  fast  crumbling  in  favor  of 
organizations  that  empower  vast 
numbers  of  people  and  re 
ward  the  best  of  them 
as  if  they  were  own- 
ers of  the  enterprise. 

■  It's  global.  In  the 
beginning,  the  global 
company  was  defined 
as  one  that  simply 
sold  its  goods  in  over- 
seas markets.  Later, 
global  companies  assumed 
a  manufacturing  presence  in 
numerous  countries.  The  company 
of  the  future  will  call  on  talent  and  re- 
sources— especially  intellectual  capital — 
wherever  they  can  be  found  around  the 
globe,  just  as  it  will  sell  its  goods  and 
services  around  the  globe.  Indeed,  the 
very  notion  of  a  headquarters  country 
may  no  longer  apply,  as  companies  mi- 
grate to  places  of  greatest  advantage. 
The  new  global  corporation  might  be 
based  in  the  U.S.  but  do  its  software 
programming  in  Sri  Lanka,  its  engi- 
neering in  Germany,  and  its  manufac- 
turing in  China.  Every  outpost  will  be 
seamlessly  connected  by  the  Net  so  that 
far-flung  employees  and  freelancers  can 
work  together  in  real  time. 

■  It's  about  speed.  All  this  work  will  be 
done  in  an  instant.  "The  Internet  is  a 
tool,  and  the  biggest  impact  of  that  tool 
is  speed,"  says  Andrew  S.  Grove,  chair- 
man of  Intel  Corp.  "The  speed  of  ac- 
tions, the  speed  of  deliberations,  and 


the  speed  of  information  has  increased, 
and  it  will  continue  to  increase."  That 
means  the  old,  process-oriented  corpo- 
ration must  radically  revamp.  With 
everything  from  product  cycles  to  em- 
ployee turnover  on  fast-forward,  there  is 
simply  not  enough  time  for  deliberation 
or  bureaucracy. 

The  21st  century  corporation  will  not 
have  one  ideal  form.  Some  will  be  com- 
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The  biggest  profits  will 
go  to  those  that  manage 

information, 
not  physical     | 
assets       m 


pletely 

virtual,  wholly  de- 
pendent on  a  network 
of  suppliers,  manufacturers, 
and  distributors  for  their  survival.  Oth- 
ers, less  so.  Some  of  the  most  successful 
companies  will  be  very  small  and  very 
specialized;  others  will  be  gargantuan 
in  size,  scope,  and  complexity. 

Some  enterprises  will  last  no  longer 
than  the  time  it  takes  for  a  new  product 
or  technology  to  reach  the  market.  Once 
it  does,  these  temporary  organizations 
will  pass  their  innovations  on  to  host 
companies  that  can  leverage  them-  more 
quickly  and  at  less  expense.  The  reason: 
Every  company  has  capabilities,  but  also 
disabilities,  as  Harvard  Business  School's 
Clayton  M.  Christensen  puts  it.  The  dis- 
abilities— things  like  deeply  held  beliefs, 
rituals,  and  traditions — often  smother 


radical  thinking.  Some  biotech  upstj 
for  example,  have  already  served  as 
ternal  labs  for  large,  powerful  phar 
ceutical  companies.  Some  technol 
ventures  have  drawn  seed  capital  f 
Cisco  Systems  Inc.,  only  to  be  acqu 
by  the  network  giant  once  the  tech 
ogy  has  been  proven. 
DIGITIZATION.  Just  as  the  smaller  ( 
panies  will  use  technology  to 
economies  of  scale,  larger  compai 
will  harness  technology  to  reduca"" 
costs  of  complexity.  McKinsey's  EM 
points  out  that  technology  allows  B 
of  America  to  manage  a  continents 
bank  of  $700  billion  in  assets  as  e: 
tively  as  it  once  managed  a  single-si 
bank  with  $7  billion. 

At  the  very  core  of  the  21st  cenj 
corporation  is  technology,  or 
most  people  today  call  digitiza 
Put  simply,  digitization  mi 
removing  human  minds 
hands   from   an   orga 
tion's  most  routine  t 
and  replacing  them 
computers  and  netwo 
Digitizing  everything 
employee  benefits  to 
counts  receivables  to  pi 
uct  design  cuts  time,  o 
and  people  from  operati 
resulting  in  huge  savi 
and  vast  improvement: 
speed.  Everything  a  ci 
pany  does  involves  vfi 
Bryan    calls    "interact) 
costs,"   the    expenses 
curred  to  get  different 
pie  and  companies  to  wi 
together  to  create  and 
products.   In  the  U.  S.  alol 
Bryan  surmises,  such  interaction  fj 
account  for  over  half  of  all  labor  co: 
Digitization  lowers  these  expenses 
matically.  "You  are  going  to  see  un 
lievable  speed  and  efficiencies,"  s; 
John  T  Chambers,  Cisco's  ceo.  "Tr 
efficient  companies,  particularly  in 
first  couple  of  waves  of  change,  will 
able  to  drive  [overall]  productivity 
20%  to  40%  a  year." 

Think  of  it  this  way:  A  typical  b 
transaction  costs  $1.25  when  hand 
by  a  teller,  54#  when  done  by  phone, 
24(2  at  an  ATM.  But  the  same  transact: 
processed  over  the  Internet,  with 
the  hefty  capital  and  real  estate  costs 
ATMs,  costs  a  mere  2(2.  The  producti 
improvement  isn't  incremental.  It's  n 
olutionary — on  the  order  of  more  t 


A  bank  transaction  that  costs  $1.25  when  handled  by  a  teller  costs  just  20  when  processed  on  the  Net 
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60  times.  Similar  examples  already 
abound.  Not  long  ago,  for  instance, 
Corning  Inc.  spent  an  average  of  $140 
to  procure  the  parts  and  supplies  need- 
ed to  make  a  single  product.  Simply 
switching  to  a  Net-based  catalog  sys- 
tem reduced  procurement  costs  to  one- 
twentieth  of  that  amount.  Humana  Inc., 
the  health-care  provider,  reduced  the 
average  cost  of  handling  a  job  applica- 
tion and  resume  from  $128  to  60  by 
digitizing  the  process,  largely  by  elimi- 
nating labor  costs.  "The  truly  great 
businesses  of  today  and  especially  to- 
morrow have  powerful  bit  engines,  dig- 
ital systems  for  capturing,  managing, 
and  leveraging  information  both  inside 
and  outside  the  company,"  says  Mercer 
Management  Consulting  Inc.  partner 
Adrian  J.  Slywotzky. 
CULTURAL  CHANGE.  The  potential  for 
productivity  gains  is  everywhere,  in 
every  process,  in  every  industry.  The 
bigger  the  company  and  the  larger  its 
costs,  the  greater  the  opportunity  to 
see  tremendous  efficiencies.  In  the  years 
to  come,  large  incumbent  corporations 
that  get  it  will  be  the  greatest  benefi- 
ciaries of  the  Net,  not  the  dot-com  in- 
surgents that  once  garnered  all  the  pub- 
licity and  market  valuations. 

Despite  a  handful  of  leading-edge 
companies,  the  true  21st  century  cor- 
poration, at  least  as  it  will  eventually 
emerge,  does  not  yet  exist.  John  F. 
Welch  Jr.  of  General  Electric  Co.  may 
have  created  the  archetypal  "learning 
organization,"  a  highly  diverse  company 


that  shares  ideas  across  its  many  bound- 
aries. Chambers  of  Cisco  Systems  may 
boast  the  most  networked  organization 
in  the  world,  a  company  in  which  near- 
ly all  its  administrative  functions  are 
conducted  over  the  Internet.  Michael  S. 
Dell  may  have  built  the  most  efficient 
supply-chain  network  ever,  a  model  that 
requires  virtually  no  inventory.  But 
there  is  no  one  company  today  that 
embodies  all  the  possibilities  and 
promise  of  the  superefficient  21st  cen- 
tury corporation. 

For  companies  that  have  begun  to 
grasp  the  possibilities,  the  payoff  can 
be  enormous.  Enron  Corp.,  a  onetime 
natural-gas  pipeline  company,  is  a 
good  example.  The  Houston  business 
employed  the  Net  to  make  itself  into 
a  highly  profitable  energy  and 
telecommunications  service.  Enron's 
Web-based  trading  platform,  En- 
ronOnline,  now  trades  some  900  con- 
tracts per  day  for  commodities  in- 
cluding oil,  natural  gas,  electricity, 
and  even  broadband  telecommunica- 
tions capacity.  Earnings — up  30%  in  the 
second  quarter — are  skyrocketing,  along 
with  the  company's  stock  price.  Enron 
has  created  for  itself  an  entirely  new 
core  competence:  Web-based  trading  that 
could  bring  the  company  into  financial 
products,  chemicals,  and  data  storage. 

Many  view  Enron's  transformation 
through  the  narrow  lens  of  technology. 
The  lesson  for  21st  century  leaders, 
however,  isn't  just  about  clever  applica- 
tion of  the  latest  software.  It's  about 
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culture  and  mind-set.  By  refib 
limit  itself  to  the  traditional  notifi 
what  an  energy  company  should  d 
ron  has  pioneered  completely  nev 
nesses.  And  it's  not  just  the  bosst 
are  thinking  up  all  the  good  idea 
ron  is  a  company  of  risk-taking  u 
preneurs  who  share  a  broad  definim 
the  businesses'  boundaries. 

The  truly  great  21st  century  c  ■ 
nies  will  recognize  that  the  real  I 
of  technology  is  not  just  the  abil  I 
make  a  business  more  efficient  bi  I 
its  potential  to  spark  transfornj 
change.  Much  of  that  change  \ 
volve  the  company's  relationshi 
its  customers.  In  an  era  of  un 
dented  choice,  in  which  prices  and 
uct  specs  for  almost  anything  are 
click  away,  companies  will  have  t 
a  lot  more  than  bargain  prices 

By  shifting  corporate  think  fro 
livering  a  product  to  serving  th 
tomer,  even  long  established  com 
can  find  ways  to  drive  new 
Exxon  Mobil  Corp.'s  Speedpass,  a 
der-shaped  credit  card  that  userl 
swipe  against  the  gas 
before  they  fill  up 
^^.  good  example. 
E^  simple  de 
which    fits 
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CUSTOMER  PARTNERSHIP 


Companies  will  give 

consumers  the  tools 

to  design  and  demant 

exactly  what  they  wan 
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HELLO. 


le  Internet  world   is  knocking.   PSINet  helps  your  business  answer.  We  give  you  all  the  tools  you 

eed  to  maximize  on-line  communications.  Everything  from  multicurrency  e-commerce  and  dedicated 
•osting   to   multimedia   services,   private   IP   networking,  and   more.   It's 
rhat  we've   done   for  thousands  of  small-  and   medium-sized  companies 

s  well  as  more  than  a  third  of  the  Fortune  500*.  Your  opportunity  is  knocking. 

pen  the  door.  Call  or  contact  PSINet  at  1-800-406-4574  or  www.psinet.com.        the  internet  super  carrier 
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keychain,  lets  customers  gas  up  and 
leave  •without  trudging  inside  to  pay  or 
waiting  for  an  attendant.  "Mobil  scien- 
tists spent  an  inordinate  amount  of  time 
studying  the  molecules  in  gasoline  in 
an  effort  to  make  better  fuel,"  says 
Michael  J.  Clearly,  president  of  Wing- 
spanBank.com,  the  online  offshoot  of 
Bank  One  Corp.,  who  studies  how  com- 
panies achieve  great  service.  "But  it's 
not  about  whether  Mobil's  89-octane  is 
better  than  Exxon's.  It's  all  about  speed 
and  customer  relationships."  By  figuring 
out  a  way  to  offer  a  new  level  of  con- 
venience, Mobil  significantly  boosted  rev- 
enues and  customer  loyalty. 

Clearly  is  applying  the  same  strategy 
to  his  online  bank.  "It's  not  about  having 
a  better  CD  rate,"  he  says.  "It's  about 
customer  service."  From  the  start, 
Wingspan  has  been  fo- 
cused first  and  foremost 
on  the  customer,  even 
adding  an  iBoard  of 
Directors  made  up  of 
customers  who  offer 
advice  on  products 
and  strategy.  The  em- 
phasis on  service  is 
pervasive.  Applicants 
for  home  equity  ';, 
loans  get  answers  in 
60  seconds.  The  cus- 
tomer call  center 
runs  24  hours  a  day, 
seven  days  a  week. 
Every  employee  is  re 
quired  to  listen  to  customer  calls 
for  at  least  VA  hours  a  month,  and  the 
top  executive  team  reads  at  least  20 
customer  e-mails  a  day.  There  are  even 
"customer  experience"  departments  and 
"customer  advocacy  teams"  to  quickly 
address  complaints  and  suggestions. 
FEEDBACK.  High-tech  bells  and  whistles 
aside,  how  does  this  differ  from  previous 
efforts  to  "delight"  customers?  Wingspan 
invites  customers  to  refine  the  bank's 
offerings.  "Our  customers  have  a  great 
desire  to  improve  the  bank,  and  we  act 
on  their  ideas,"  says  Clearly.  Customer 
feedback  led  to  software  changes  that 
allowed  users  to  access  all  their  accounts 
at  once,  with  a  single  sign-on.  In  re- 
sponse to  customer  suggestions,  the 
bank  is  working  on  a  way  to  allow  de- 
posits at  ATMs  and  to  improve  down- 
loads of  financial  data  from  Wingspan 
servers  to  customers'  Quicken  software. 

The  best-of-breed  companies  will  go 
even  further.  They'll  invite  customers 


in  as  collaborators,  binding  them  ever 
tighter  to  the  corporation.  Procter  & 
Gamble  Co.  spin-off  reflect.com  LLC,  an 
online  cosmetics  merchant,  is  a  harbin- 
ger of  what's  possible.  By  answering  a 
series  of  queries 
ranging  from  col- 
or preferences 
to  skin  type, 


THE  VIRTUAL  WORKFORCE 


Many  outfits  will  depend 
on  free  agents  and  outside 

contractors  to  develop 
products  faster  than  ever 

consumers  can  custom-design  up  to 
50,000  different  formulations  of  cosmet- 
ics and  perfumes.  When  they're  done, 
they  can  even  design  the.  packaging 
for  the  products.  Procter  &  Gamble 
charges  a  premium  price  for  the  cus- 
tom-blended blushers  and  lipsticks,  and 
why  not?  Customers  mixing  their  own 
shades  aren't  likely  to  try  comparison 
shopping. 

Reflect.com  is  one  of  many  efforts  to 
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create  enduring  relationships  wit] 
tomers  in  an  age  of  commoditi: 
"The  next  level  up  is  where  th 
sumer  is  really  designing  from  sc: 
says  Ticoll  of  Digital  4Sight.  "0| 
zations  will  learn  from  thes 
opportunities." 
Applied  correctly,  this  kil 
mass  customization  can  yie 
markable  efficiencies.  Alread; 
Computer  Inc.  generates  more  W' 
capital  than  it  consumes  because  i 
tomers  specify  and  pay  for  produ 
fore  Dell  has  to  pay  suppliers.  I 
trast,  Honeywell  International  In 
$3.5  billion  of  working  capital  tied 
any  given  time.  The  key  to  Del 
markable  feat  lies  in  the  com 
made-to-order  business  model, 
greatly  limits  inve 
Already,  the  con 
turns  over  its  ti: 
ventory   60   ti 
^^mM  year,  a  tenfold  iin 

M  ML  ment  from  1994.  T 
suit  is  obvious: 
customers  finance  the 
pany's  growth  so  it 
?St  not  have  to  tak| 
debt.  Mass  custo 
tion  als'o  allows 
to  make  only 
products  it  will  se 
there  are  no 
downs  or  discoun 
move  unwanted  or  out 
merchandise. 
DELIVERING  THE  GOODS.  In  the 
of  a  creative  leader,  even  the  most 
saic  Industrial  Age  enterprises  can 
quantum  efficiencies  by  applying) 
new  management  principles  of  the 
century  corporation.  No  company  pi 
that  better  than  Cemex,  which  o 
ates  in  one  of  the  most  mundane, 
modity-driven  businesses  in  the  w< 
cement.  Based  in  Monterrey,  Me: 
Cemex  was  a  modestly  profitable  1 
ness  in  1985  when  Lorenzo  H.  Zam 
no,  a  Stanford  University  MBA  wl 
grandfather  founded  the  company, 
came  chief  executive.  Cemex'  bigs 
problem  in  an  asset-intensive,  low- 
ciency  business  was  unpredictable 
mand.  Roughly  half  of  its  orders  "w 
changed  by  customers,  often  just  he 
before  delivery.  Dispatchers  took  or. 
for  8,000  grades  of  mixed  concrete  1 
forwarded  them  to  six  plants.  r 
phones  were  often  jammed  with  en: 
from  customers,  truckers,  and  dispatm 
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Customers  can  design  up  to  50,0000  cosmetics  and  perfume  formulations  at  P&G  spin-off  reflect.com 
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THE  PRINCIPLES  OF 
AVIATION 

In  the  demanding  world  of  aero- 
nautics, every  single  component 
must  be  olhi  i.illy  approved  and 
tied.  We  apply  the  same 
principle  to  the  manufacturing  of 
our  wrist  instruments. 
Our  movements  meet  all  the 
precision  and  reliability  criteria 
required  to  obtain  chronometer 
certification.  Moreover,  every  last 
detail  of  our  watches  is  designed  for 
intensive  use. 

One  simply  does  not  become  an 
aviation  supplier  by  chance. 
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THE  ESSENCE  OF  BREITLING 

OLD  NAVITIMER.  Selfwinding 
chronograph,  with  its  famous 
circular  slide  rule.  Fivers'  favorite 
wrist  instrument  since  1952. 
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ers,  resulting  in  lost  orders  and  frus- 
trated customers. 

Then  Cemex  went  digital,  vastly  re- 
ducing delivery  and  production  prob- 
lems. More  important,  the  makeover 
helped  management  refocus  efforts  from 
managing  assets  to  managing  informa- 
tion. "Technology  allows  you  to  do  busi- 
ness in  a  much  different  fashion  than 
before,"  says  Zambrano.  "We  used  it 
not  only  to  deliver  a  product  but  tc  sell 
a  service." 

For  starters,  Zambrano  linked  the 
company's  delivery  trucks  to  a  global 
positioning  satellite  system  so  dispatch- 
ers could  monitor  the  location,  direc- 
tion, and  speed  of  every  vehicle.  That 
means  Cemex  can  quickly  send  the  right 
truck  to  pick  up  and  deliver  a  specific 
grade  of  cement,  or  reroute  trucks 
around  congested  traffic,  or  redirect  de- 
liveries as  last-minute  changes  occur.  It 
reduced  average  delivery  times  from 
three  hours  to  20  minutes.  Zambrano 
reaped  huge  savings  in  fuel,  mainte- 
nance, and  payroll,  since  Cemex  now 
uses  35%  fewer  trucks  to  deliver  the 
same  amount  of  cement.  And  because  it 
can  guarantee  delivery  of  a  perishable 
commodity  product  within  minutes  of 
an  order,  it  can  charge  a  premium  for  it. 

By  digitizing,  Zambrano  also  elimi- 
nated a  lot  of  the  friction  that  slowed 
down  the  company  and  added  costs  at 
every  step.  The  company's  customers, 
distributors,  and  suppliers  can  use  the 
Internet  to  place  orders,  find  out  when 
shipments  will  arrive,  and  check  pay- 


ment records — without  having  to  speak 
to  a  customer-service  rep.  That  allows 
employees  to  shift  from  low-value  repet- 
itive work  to  improving  services  that 
build  stronger  customer  relationships. 
Zambrano  and  his  executives,  moreover, 
now  have  access  to  every  conceivable 
detail  about  the  company's  operations 
within  24  hours,  compared  with  the 
more  typical  month-old  data  generated 
by  competitors;  they  can  now  better  re- 
spond to  customers  and  rivals.  "They 
were  able  to  substitute  the  man- 
agement of  information  for  the 
deployment  of  costly  assets  ^ 
such  as  trucks,  ships,  and 
employees,"  says  Slywotzky, 
who  puts  Cemex  in  a 
league  with  Dell  and  Cisco 
as  one  of  the  world's  lead- 
ing digital  re-inventors. 
CONNECTIONS.  True  21st 
century  corporations  will  also 
learn  to  manage  an  elaborate 
network  of  external  relationships. 
That  far-reaching  ecosystem  of  suppliers, 
partners,  and  contractors  will  allow 
them  to  focus  on  what  they  do  best  and 
farm  everything  else  out.  And  'it  will 
let  them  quickly  take  advantage  of  fleet- 
ing opportunities  without  having  to  tie 
up  vast  amounts  of  capital.  Outsourc- 
ing and  partnering,  of  course,  are  hard- 
ly new.  But  in  the  coming  century,  such 
alliances  will  become  more  crucial. 

Cisco  Systems  has  taken  the  concept 
to  an  extreme.  It  owns  only  two  of  the 
34   plants  that  produce   its   products. 


Roughly  90%  of  the  orders  cor 
the  company  without  ever  being 
by  human  hands,  and  52%  of  th(j 
fulfilled  without  a  Cisco  employee 
involved.  ''To  my  customers,  it 
one  big  virtual  plant  where  my  sul 
and  inventory  systems  are  direct! 
into  an  ecosystem,"  says  Chai[ 
"That  will  be  the  norm  in  the 
Everything  will  be  completely  cor 
both  within  a  company  and 
companies.  The  people  who  get  th| 
have  a  huge  competitive  advantag 

For  some  companies,  the 
represents  not  merely  the  outsourc] 
a  function  or  two  to  save  a  few 
It  goes,  instead,  to  the  very  hear 
company's  ability  to  exist  and  cor 
If  not  for  its  dozens  of  alliance! 
partnerships,  Juno  Online  Service| 
in   New   York,   the    Internet   se 
provider,  could  not  survive — at  leaJ 
without  hundreds  of  millions  of  dl 
in  additional  capital  and  thousan| 
extra  employees.  "If  we  had  to 
all  ourselves,  it  would  be  prohibit] 
expensive,"  says  ceo  Charles 
who  spends  25%  of  his  time  on  al 
"For  our  customers, 
it's  an  invisible  ex- 
perience because 
of  the  technol- 
ogy. The  co- 
ordination 


Going  digital  cuts  time 

capital,  and  people, 

generating  enormous 

efficiencies 
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Looking  to  prosper  in  a  rapidly  changing  business  world?  Keep  moving. 


The  Sprint  PCS  Wireless  Web"  for  business  gives  your  employees  a  fast,  secure  connection  to 
your  company's  network,  even  when  they're  out  of  the  office.  With  their  laptop  PC  and  wireless 
Internet-ready  Sprint  PCS  Phone'"  they  can  submit  reports,  check  inventory,  place  orders,  exchange 
e-mail  -  all  in  real  time,  with  features  that  work  the  same  way  anywhere  they  go  on  our 
nationwide  network.  Plus,  they'll  enjoy  crystal-clear  calls,  thanks  to  the  only  all-digital,  all-PCS 
nationwide  network  serving  more  than  300  major  metropolitan  areas,  including  major  airports. 

To  start  making  your  business  more  productive,  call  1-888-214-1559  or  visit  sprintpcs  com/clear. 


Sprint 


The  Sprint  PCS  Clear  Wireless  Workplace.   Because  business  can't  wait. 


Sprint  PCS 


'  me  the  purchase  of  a  Sprint  PCS  Wireless  Web  Connection  Kit  (See  kit  for  computing  devices  supported )  This  service  is  not  available  while  roaming  oft  the  Spnnt  PCS  Network.  Subject  to 
>dit  approval  Sprint  PCS  Wireless  Web  service  may  not  be  immediately  available  in  select  affiliate  markets  Terms  and  restnctions  for  Sprint  PCS  Wireless  Web  services  are  available  in  the  Wireless  Web 
khure.  ©2000  Sprint  Spectrum  L  P  All  rights  reserved  Sprint,  Sprint  PCS,  Sprint  PCS  Wireless  Web.  Sprint  PCS  Phone  and  the  diamond  logo  are  trademarks  of  Sprint  Communications  Company  L  P 
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among  the  partners  allows  for  real-time 
communication  and  makes  it  feel  more 
like  a  single  company." 

Juno,  though  still  unprofitable,  is  an 
example  of  an  opportunistic  insurgent  in 
a  new  industry.  It  was  formed  in  1994 
when  investment  banker  David  E.  Shaw 
asked  two  of  his  managers  to  come  up 
with  ideas  about  how  to  exploit  the  Net. 
Jeff  Bezos  dreamed  up  the  idea  of  an 
online  bookseller  and  left  D.  E.  Shaw  & 
Co.  to  found  Amazon.com  Inc.  Ardai, 
backed  by  Shaw,  created  Juno,  the  first 
provider  of  free  Internet  access,  and 
challenged  America  Online  Inc.  Today, 
Juno  is  the  third-largest  isp. 

From  the  start,  Ardai's  focus  was 
speed  to  market.  "You  start  out  with 
the  premise  that  you  don't  have  much 
time,  so  you  build  the  core  competency 
and  partner  for  the  rest,"  he  says.  Juno 
designed  an  easy-to-use  e-mail  service 
and  user  interface  and  then  contracted 
out  for  just  about  everything  else.  It 
leased  phone  lines  from  a  dozen  compa- 
nies. It  hired  out  customer  service,  im- 
mediately gaining  hundreds  of  call-cen- 
ter representatives.  It  partnered  with 
an  upstart  advertising  agency  for  ad 
sales.  It  aligned  with  dozens  of  con- 
tent partners  for  news,  weather, 
sports,  movie  reviews,  health  infor- 
mation, and  travel  advice.  It  even 
outsourced  some  programming  and 
customer  support  in  Hyderabad,  In- 
dia. "The  partnerships  allowed  us  to 
get  started  without  huge  capital  ex- 
penditures," explains  Ardai. 
TALENT  HUNT.  They  also  gave  a  small 
upstart  immediate  scale  and  reach.  Juno, 
for  instance,  boasts  fewer  than 
300  direct  employees  yet  has 
nearly  700  technicians  in  cus- 
tomer service  alone  because 
of  its  alliances.  "If  we  did  all 
of  this  stuff  ourselves,  we  would 
have  to  have  at  least  1,000  people  to 
work  on  content  alone,"  estimates  Ardai. 

Vast  changes  in  technical  and  organi- 
zational structure,  however,  will  only 
get  leaders  so  far  on  their  journey  to- 
ward 21st  century  leadership.  Nearly 
everyone  agrees  it  still  comes  down  to 
that  most  precious  commodity:  talented 
people.  Attracting,  cultivating,  and  re- 
taining them  will  be  the  indispensable 
ingredient  that  will  drive  the  ideas, 
products,  and  growth  of  all  companies 
like  never  before.  As  management  guru 
Gary  Hamel  puts  it:  "We  have  moved 
from  an  economv  of  hands  to  an  econo- 


my of  heads.  Therefore,  the  price  of 
imagination,  the  premium  for  it,  will  go 
up."  Increasingly,  companies  will  need  to 
scour  the  world  for  the  best  intellectual 
capital,  then  create  the  kinds  of  chal- 
lenging environments  that  will  allow 
stars  to  flourish. 

Few  organizations  have  worked 
harder  at  this  or  with  greater  creativ- 
ity than  Trilogy  Software   Inc.,  the 


NEW  FLEXIBILITY 


Old  business  models  are 
vulnerable  to  outfits  that 
can  get  good  ideas  into 
development  fast 


Austin  (Tex.)  producer  of  eco- 
nomic-commerce software.  A  private 
company  with  more  than  $200  million 
in  revenues,  Trilogy  devotes  an  extra- 
ordinary amount  of  attention  to  re- 
cruiting the  best  engineers  directly 
from  campus.  The  Trilogy  proposition: 
Rather  than  work  in  a  huge  organiza- 
tion like  Microsoft  Corp.  as  product 
managers,  they  could  have  a  major  im- 
pact at  Trilogy  in  driving  the  company 
to  the  next  level  of  competition. 

Once  hired,  candidates  attend  a  three- 
month-long  intensive  training  program 


that  co-founder  and  President  Jo< 
mandt  calls  Trilogy  University.  A 
top  executives  show  up  to  teach, 
same  way  people  look  at  customei 
look  at  our  jobs,"  says  Liemandt 
ask  how  you  make  the  job  comp 
for  employees.  If  you  don't  get  the 
into  the  factory,  there  is  no  prodi 
you  don't  get  the  best  people  int 
company,  there  is  no  product." 
INCUBATOR.  As  a  private  company 
ogy  can't  offer  stock  options.  Inste 
offers  the  chance  to  create  and  rur 
businesses.  Liemandt  throws 
daunting  challenge  to  every  inco 
class:  Within  two  years,  the  stui 
will  be  responsible  for  the  creation 
least  20%  of  new  revenues.  "They 
the  university  as  an  R&D  incubs 
says  Noel  M.  Tichy,  a  Universr 
Michigan  management  professor.  Tr 
for  example,  has  spun  out  six  co 
nies,  including  one  that's  selling 
dreds  of  millions  of  dollars'  wor 
cars  online  annually. 

To  make  sure  he  doesn't  lose  t 
with  his  employees,  Liemandt 
the  Net  to  establish  one-on-one 
versations  with  them.  Trilogy's  _ 
employees  go  online  to  read — an<  I 
spond  to — the  mission  statem 
of  top  managers.  Periodic 
they're  asked  to  assess 
agers  online.  "Energy  and 
citement  is  why  people  do  s 
ups,"  says  Liemandt.  "Bu 
the  company  gets  larger,  pe 
don't  feel  as  engaged.  They 
as  if  they  are  spoken  to  ins 
of  being  engaged  in  a  collab 
tion.  The  net  provides  a  tei 
twenty-fold  increase  in  the 
of  interaction  you  can  have. 
The  21st  century  corpora 
will  require  an  array  of  i 
skills,  all  of  which  must  be  mast* 
for  leaders  to  gain  the  upper  comj 
tive  hand.  Globalization  has  opened  i 
markets.  Deregulation  has  broken  d< 
industry  boundaries.  Venture  capital 
funded  thousands  of  new  tech-savvy 
surgents  who  now  threaten  incumbe 
And  the  ever-ubiquitous  Web 
brought  the  potential  for  remark? 
gains  in  productivity — but  also 
frightening  deflationary  pressures, 
these  forces  are  fast  propelling  the  < 
ation  of  new  business  models  in  the  2 
century,  models  that  will  look  noth 
like  the  once-healthy  and  seemingly 
vincible  enterprises  of  an  earlier  age 


Companies  will  have  to  SCOUR  the  world  for  talent,  then  CREATE  environments  that  let  workers  flouris 


seeing  the  whole  picture? 


In  e-business,  what  looks  good  one  minute  can  be  deadly  the  next. 
That's  where  Informatica  comes  in.  We  give  you  instant  access  to  all  of 
your  information  no  matter  where  it  is.  Delivered  to  you  no  matter 
where  you  are.  So  you  can  make  informed  decisions.  See  the  whole 
picture  now,  at  www.informatica.com/elunch.  Or  call  1  -800-970- 11 79. 
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NOW         YOU         KNOW 


CENTURY  IdihlJihWIil'l 


THE       GREAT      TRANSFORMATION 


THE  MAKING  OF  THE 
MODERN  COMPANY 


PERSPECTIVES     •    BY  RICHARD  S.   TEDLOW 


"I  want  to  congratulate  you  on  be- 
ing the  richest  man  in  the  world." 

— John  Pierpont  Morgan  to  Andrew 
Carnegie,  1901,  after  he  bought  Carnegie 
Steel  and  formed  U.  S.  Steel  Corp. 

By  most  accounts,  Carnegie  and 
Morgan  did  not  like  one  anoth- 
er. Carnegie  resented  high 
freight  rates  caused  by  Mor- 
gan's control  of  the  railroads.  He  dis- 
approved of  anything  that  smacked  of 
"flesh  and  the  devil,"  a  colleague  ob- 
served, and  Morgan  was  a  sensual 

Tedlow  is  a  business  historian  and 
professor  at  the  Harvard  Business 
School.  His  next  book,  Visionaries  and 
Their  Visions,  will  be  published  in  2001 
by  HarperBusiness. 


man.  For  his  part, 
Morgan  viewed 
Carnegie  as  a  loose 
cannon  capable  of 
destabilizing  steel 
and  railroads,  and 
perhaps  the  whole 
economy.  For  a  brief 
moment  in  1901,  though,  Carnegie  and 
Morgan  were  one — high  nobility  in  the 
kingdom  of  capital.  Their  joint  cre- 
ation, the  U.S.  Steel  Corp.,  heralded  a 
new  age.  The  first  American  corpora- 
tion with  assets  worth  $1  billion,  it 
owned  149  steelworks. 

Yet,  by  the  end  of  the  century,  Ya- 
hoo! Inc.,  run  by  guitar-playing  ceo 
Timothy  Koogle,  would  boast  a 
greater  capitalization  than  the  entire 
steel  industry — even  though  in  1999  it 


How  did  we  get  from 
clicks  to  bricks, 
Carnegie  to  Koogle? 
The  path  is  marked 
by  five  signposts 
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had  a  mere  2,000  employees  ( 
of  U.  S.  Steel's  workforce  in  19( 
and  $58  million  in  property,  plants 
and  equipment.  How  did  we  arriv   ■ 
at  such  a  shift  in  for- 
tunes? The  rise  of  tl 
modern  corporation, 
thriving  more  on  ide 
and  electrons  than  m 
chines  and  sweat,  ow' 
its  existence  to  five 
building  blocks. 
■  Management:  The 
20th  century  witness 
the  rise  of  the  profes 
sional  business  manaj  fcf 
Prior  to  the  growth  o 
the  railroads  in  the  lata 
19th  century  and  the  hu£ 
industrial  firms  that  followe 
owners  managed  and  managers 
owned.  But  with  the  railroads,  an 
elaborate  hierarchy  of  individuals  w; 
needed  to  coordinate  the  fast-growirlemei 
corporation — setting  goals,  allocating 
resources,  monitoring  performance, 
and  awarding  compensation.  Manage 
al  power  grew  at  the  expense  of  the  trizai 
owners  until  the  1980s.  Large  corpor 
tions  became  staggeringly  complex, 
populated  not  only  by  laborers  but  b 
layers  of  white-collar  workers.  As 
ownership  became  more  diffuse,  it  be 
came  less  possible  for  a  shareholder 
have  a  clear  idea  of  what  was  going 
on,  never  mind  influencing  policy. 

The  masters  of  management  became 
captains  of  the  corporation.  Exhibit  A, 
of  course,  is  Alired  P.  Sloan  Jr.,  ceo  of 
General  Motors  Corp.  An  engineer  by 
training,  Sloan's  career  illustrated  how 
vital  it  is  for  an  executive  to  be  able  tc 
deal  with  all  parts  of  the  job,  even  tho;  r 
that  didn't  play  to  his  original  strength 
Sloan  enabled  GM  to  become  the  world 
auto  leader  not  only  because  he  mas- 
tered manufacturing  but  also  because  h  i 
made  both  marketing  and  management ' 
more  scientific.  Henry  Ford's  inability  t  S 
stretch  himself  in  this  way  made  him 
vulnerable  to  Sloan's  comprehensive  ap- 
proach to  the  business. 

Today,  the  corporate  hierarchy  is 


M 


H 


1 


t 


i'ees 
l  II 

in 


lide 


j  shaken  by  young  hotshots  who 

ffrey  I'.  Bezos  and  William  H. 
s  III  and  have  little  time  for 
)ing  the  traditional  management 
it.  The  challenge  for  the  21st  cen- 
will  be  to  balance  entrepreneurial 
with  time-tested  concepts  of  finan- 
and  managerial  discipline, 
.abor:  With  the  rise  of  Big  Busi- 
came  the  rise  of  big  labor,  but 
after  decades  of  struggle.  Indus- 
i  like  steel  and  automobiles  were 
lently     anti-union.     As     one     of 
legie's  ironmasters  put  it:  "I  have 
iys  had  one  rule.  If  a  workman 
is  up  his  head,  hit  it." 
actory  workers  seized 
er  in  many  businesses 
u  >.ng  the  Great  Depres- 
,  Workers  won  some- 
s-bloody strikes,  and 
>ns  grew  fat  on  the 
s  of  swelling  member- 
)  in  the  following  25 
rs.  There  are  many 
sons  for  the  ebb  in 
on  power  over  the  past 
p  decades.  Manufacturing 
ess  important  to  the  econo- 
nvjj  today.  And  globalization  lets 
lpanies  locate  their  manufacturing 
•"where  in  the  world,  diminishing 
power  of  the  domestic  union 
vement. 

fust  because  unjon  power  has 
ned,  however,  doesn't  mean  the 
>nd  must  be  permanent.  The  white- 
larization  of  our  economy  has  boost- 
joi|>  the  pay  and  power  of  knowledge 
rkers.  But  where  does  that  leave 
•  rest  of  the  workforce?  Will  there 
a  widening  digital  divide  leading  to 
Jniomic  and  social  instability?  Recent 
^•eet  protests  aimed  at  such  bodies 
the  World  Trade  Organization  may 
esage  issues  that  could  serve  as  la- 
r  rallying  points. 

Government:  Since  the  days  of  the 
■roads,  government  has  subsidized 
pate  businesses  more  than  most  ex- 
tttives  today  realize.  This  practice 
s  persisted  te  the  present  day. 
i  Tenautics,  electronics,  and  computer 
taience  have  all  benefited  from  the 
I  Ifgesse  of  tlie  Defense  Dept.  Indeed, 
e  Internet  was  developed  in  the 
Id  1960s  for  the  Pentagon  as  a  cold- 
;  ar  communications  measure.  Even 
m  day,  the  Net  still  receives  govern- 
ment tax  breaks. 

J  But  the  government  has  also  in- 
eased  its  powers  to  prohibit.  Nowhere 
that  more  evident  than  in  antitrust 


m 


enforcement.  The  right  to  terminate  a 
company  because  of  monopoly  power 
has  existed  since  the  Sherman  Anti- 
trust Act  of  1890.  Not  surprisingly, 
U.S.  Steel  was  prosecuted  for  violat- 
ing antitrust  laws.  It  escaped  dissolu- 
tion by  only  one  vote  in  the  U.S. 
Supreme  Court.  Standard  Oil  and 
American  Tobacco  were  broken  up  in 
1911.  Antitrust  ended  the  AT&T  tele- 
phone monopoly,  unleashing  a  torrent 
of  entrepreneurial  activity. 

Recently,  the  government  an- 
nounced that  antitrust  applies  to 
New  Economy  industries  as  well.  Mi- 
crosoft Corp.'s  loss  to  the  Jus- 
tice Dept.,  if  upheld,  may  see 
the  company  broken  into 
two  parts.  But  more 
broadly,  the  notion  that 
government  has  a 
shrinking  role  in  busi- 
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The  challenge  for 
the  21st  century: 
Balancing  entre- 
preneurial zeal  with 
time-tested  concepts 
of  financial  and 
managerial 
discipline 


ness  is  only  partly  true. 
It  is  federal  officials  who 
forge  agreements  to  open 
trade  and  set  public  stan- 
dards in  rapidly  shifting  tech- 
nologies like  biotech  and  telecom- 
munications. The  hand  of  government 
will  still  be  necessary — and  for  many 
corporations,  welcome  (whether  they 
like  to  admit  it  or  not). 
■  Finance:  The  relationship  between 
professional  businesspeople  and 
shareholders  began  to  change  in  the 
1970s.  American  businesses  lost  mar- 
ket share  and  profit  ability  in  the  face 
of  a  revitalized  global  economy.  In  se- 
lected industries    steel,  consumer 
electronics,  autos— Japan  and  Europe 
posed  a  challenge.  Along  with  the 


huge  oil-price  hikes  of  197.''.  and  1979, 
that  shook  the  confidence  of  big  U.S. 
corporations. 

As  the  swinging  '60s  turned  into 
the  sobering  '70s,  shareholders  were 
no  longer  able  to  depend  upon  rising 
values  to  increase  their  holdings.  But 
neither  were  they  powerless.  Pension 
funds  accumulated  large  blocks  of 
stock  and  could  speak  with  one 
voice.  That  set  the  scene  in  the  '80s 
for  a  new  set  of  players — private 
firms  and  wealthy  individuals  backed 
by  the  likes  of  Michael  R.  Milken — to 
make  runs  at  companies  that  had 
been  fixtures  in  the  corporate 
landscape. 

Unquestionably,  a  company's  stock 
price  had  become  far  more  important 
to  the  professional  manager  by  2000 
than  it  had  been  in  1975.  Add  to  that 
the  rise  of  venture  capital  and  the 
startup-company  mentality,  and  in- 
vestors and  managers  alike  are  much 
more  willing  today  to  take  risks.  The 
result  is  a  vibrance  that  should  re- 
main a  competitive  advantage  to 
the  U. S. 

■  Technology:  The  20th  century  was 
the  most  technology-intensive  era  in 
history.  The  list  of  new  products  and 
services  is  endless.  Start  with  the  let- 
ter "A":  Air  conditioners,  airplanes, 
antibiotics,  automobiles... The  comput- 
er, and  especially  the  Web,  gener- 
ated fortunes  and  changed  the 
way  businesses  operate. 
Anything  that  speeds 
communication  or  trans- 
portation— makes  them 
more  efficient,  more  pro- 
ductive, less  expensive — 
changes  how  people  do 
business.  The  railroad 
and  the  telegraph  proved 
this  in  the  19th  century. 
Computer-mediated  data 
movement  is  proving  it  to- 
day. The  pace  of  change  is  in- 
creasing, and  business  and  science 
have  become  even  more  intertwined. 

The  20th  century  came  to  a  close  in 
an  atmosphere  of  acute  uncertainty. 
Which  of  the  new  companies,  popping 
up  like  mushrooms  after  a  spring  rain. 
are  built  to  last?  Which  of  the  great 
corporations  of  the  Old  Economy  will 
exploit  the  new  technologies?  Man- 
agers who  harness  the  lessons  of  the 
past  and  develop  mission-driven  orga- 
nizations will  excel.  Those  that  are 
merely  borne  along  by  the  ehb  and 
(low   of  events  will  be  washed  out. 


BUSINESS  WtEK  /  AUGUST  .'8.  ^000  99 


The  growing  complexity  of  business  will  force 
dramatic  changes  in  the  corporate  hierarchy 


n  recent  years,  top  corporate  executives  have  reaped  a  pay  bonanza 
without  precedent  in  the  long  and  sweaty  history  of  working  for  a 
living.  Is  today's  boss  overpaid?  Probably,  but  to  whom  much  has 
been  given,  even  more  will  be  expected.  The  job  of  leading  a  compa- 
ny has  never  been  more  demanding,  and  it  will  only  get  tougher  in 
the  21st  century.  The  ceo  will  retain  ultimate  authority,  but  the  cor- 
poration will  depend  increasingly  on  the  specialized  skills  of  a  host  of  sub- 
ordinate leaders.  Long  live  the  chief  of  customer  relations,  the  chief  of 
knowledge,  the  Web  chief!  The  accelerated  pace  and  complexity  of  busi- 
ness will  continue  to  force  corporations  to  push  authority  down  through 
increasingly  horizontal  management  structures.  In  the  future,  every  line 
manager  will  have  to  exercise  leadership's  prerogatives — and  bear  its 
I   burdens — to  an  extent  unthinkable  a  generation  ago.  D 
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CO 

coco 


02 

o> 

o3 

02 

M— 1 

•  i-H 

+-> 

s 

o 

•  ^H 

o 

T3 

a 

T3 

s 

fi 

o 

c3 

o 

0> 

>> 

+J 

pi-i 

c3 

a3 

•  i-H 

^o 

C 

O 

3 

s 

fci 

3 

o 

•  l-H 

u 


!£    x    u 
"f3S 


1    y 

I/)     K 


u 


§ 


bi 

> 
u 

o 

H 

0. 


«/) 

3 
O 
o 

< 

O 

> 
■ 

in 
K 
O 


Q 


TOGRAPH  BY  DENNIS  CHAI  "IN    STYLING    CANNON  FOR  OLIVER  PIRO;  MODEL:  KAREN  TSEN 
OUTFIT    PRIVATE  CIRCLE.  MAKE  UP:  JOSUHA  BARRETT/GARREN  NY.  SHOES:  STEVE  MAD- 
)PALM  PILOT:  3COM  CORPORATION.  DOG:  SONY  CORPORATION:  EARPIECE    MOTOROLA 


I 


o 


o 

n 

cr 
o 

111 

O 

> 
z 

Id 
O 
O 

H 

o 

Ui 

-1 

O 

.j 

«75 

UJ 

H 

-) 

a. 

z 

> 

«J 

o 

</> 

< 

z 
u. 

it! 

Q 

Z 

2 

3 
O 

z 

O 

O 

< 

£ 

z 

THE       NEW       LEADERSHIP 


will  hardly  be  recognizable.  Tomorrow's 
ceo  will  still  be  charged  with  assembling 
and  developing  an  elite  team  and  ham- 
mering out  world-beating  strategies.  But 
in  the  turmoil  of  today's  executive  suite, 
we  can  already  see  that  the  21st  century 
top  dog  will  have  to  learn  some  new 
tricks.  The  best  performers  increasingly 
are  great  communicators,  com- 
promisers, and  masters  of 
change.  In  the 
melee  of  the 
next  20  years, 
the        new 


sonal  energy  wras  a  key  factor  when  the 
Xcelerent  board  of  directors  went  shop- 
ping for  a  new  ceo.  Candidates  would 
have  to  wreather  a  hectic  travel  schedule 
and  round-the-clock  international  busi- 
ness operations.  It  helped  that  Chen,  the 
mother  of  a  7-year-old  and  wife  of  a  fi- 
nancial services  executive,  had  already 
demonstrated  that  she  could  juggle  a 
full-time  job  with  her  family. 

The  board  found  Chen's  cre- 
dentials intriguing.  Over 
the  past  two  decades, 
she's  worked  for 
software 


skill  requirements 
and  a  more  entrepreneur- 
ial mindset  will  produce  a  su- 
perstar class  of  CEOs,  predicts  Sandy 
Ogg,  a  Motorola  Inc.  corporate  vice- 
president  and  director  of  its  office  of 
leadership:  "We're  going  into  a  period  of 
dynamic  change,  like  war,  and  the  pres- 
sure it  puts  on  people  to  lead  is  just 
tremendous." 

So  welcome  to  a  day  in  the  life  of 
Sylvia  Chen,  a  hypothetical  ceo  in  the 
year  2020. 

6  A.M.  After  checking  in  on  her 
sleeping  daughter,  May  Chen 
sets  out  on  her  wake-up  hike  in 
the  hills  outside  her  suburban 
Seattle  home 

For  the  past  six  months,  Chen,  45, 
has  been  running  Xcelerent  Software 
Inc.,  a  10-year-old  designer  of  education- 
al software  for  students  of  all  ages.  Per- 


Pay 

reviews 
will  be 
pegged  to 
retention  of 
key  employees, 
customer  satisfac- 
tion, and  how  well 
partnerships  pay  off 


companies  in  four  different  countries, 
and  she  speaks  three  languages.  Born  in 
China  and  educated  there  and  in  the 
U.S.,  she  has  a  master's  degree  in  mu- 
sic. When  questioned  about  her  music 
background  by  the  Xcelerent  board, 
Chen  argued  that  it  helped  her  to  see 
creative  solutions  in  her  recent  turn- 
around of  a  troubled  personal  finance 
software  maker. 

With  three-quarters  of  her  pay 
pegged  to  specific  operational- goals, 
Chen's  package  is  fairly  standard.  But 
her  review  periods  come  much  more  of- 
ten than  they  did  for  executives  in  pre- 
vious eras,  and  are  pegged  to  the  re- 
sults of  particular  projects  as  well  as 
to  overall  returns.  Other  key  criteria 
bv  which  she  is  evaluated:  how  well  her 


partnerships  pay  off,  retention  o 
staff,  and  quarterly  customer-sai 
tion  surveys. 

So  far,  Chen's  been  hitting  her  n 
But  if  things  turn  bad,  she  or  the 
pany  can  terminate  the  deal  wit 
year's  severance  at  any  time. 

"Tenure  of  corporate  chiefs  wi 
shorter  and  shorter, "  predicts  Ri 
D.  Fairbank,  ceo  of  credit-card 
Capital  One  Financial  Corp.  "In  tl 
formation  Age,  everything  can  be 
sured.  There  will  be  no  place  to  h 

7  A.M.  Back  home,  Chen  scan 
her  video  mail,  checking  key  i 
dicators  about  Xcelerent's  finan 
cial  performance  that  have  ar- 
rived on  her  computer  overnigh 

The  household  comes  to  life  as 
husband  gets  ready  for  work  anc 
daughter  prepares  for  school.  ( 
takes  a  few  minutes  1 
down  in  front  of  a  big 
screen  monitor  in  her 
office  to  check  e-mail 
setup  mirrors  one  in 
office,  with  a  tiny 
camera  for  conferences 
a  complementary  hanc 
unit  that  uploads  dat; 
motely.  With  schedi 
software  and  other  too 
her  command,  Chen 
long  since  ceased  to  u 
personal  secretary.  In 
erent's  flattened  orga: 
tion,  every  employee  is 
couraged  to  write  C 
directly,  and  they  do 
note  says  that  Xcelen 
China  operation  has 
pendently  accelerated  the  compa 
marketing  schedule  for  a  new  softv 
package  designed  to  organize  st 
time.  It  has  sold  much  faster  than 
pected  at  Beijing  University,  a  test 
ket  of  early  adopters. 

Jim  Moore,  director  of  workplace\ 
velopment  for  Sun  Microsystems 
says  that  ceos  in  20  years  will  nee* 
be  Internet  literate  in  order  to  take 
vantage  of  real-time  information 
data  on  their  operations  that  wil. 
available  online.  That's  largely  not 
case  today:  As  of  1998,  only  25%  a 
ecutives  received  infonnation-techno. 
training,  according  to  the  American 
ciety  for  Training  &  Developme. 
about  half  the  rate  of  all  administra 
employees.  "If  they  don't  have  the 
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"TENURE  of  corporate  chiefs  will  get  SHORTER  AND  SHORTER.  There  will  be  no  place  to  hide" 
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riosity  and  Web  skills  to  know  how  to 
dive  in  and  retrieve  data,  they're  go- 
ing to  be  hurting,"  says  Moore.  "The 
secretary's  not  going  to  protect  them 
anymore. " 

Beyond  getting  updates  on  crucial 
markets  and  important  company  devel- 
opments, Chen  taps  into  Xcelerent  soft- 
ware that  pulls  together  information 
from  inside  and  outside  the  company. 
By  applying  historical  patterns  and  pri- 
orities based  on  Xcelerent's  strategic 
goals,  the  software — a  direct  descen- 
dant of  2000-era  knowledge-management 
tools — comes  up  with  the 
moves  Chen  may  want  to 
make  this  morning.  Xcel- 
erent's ground-level  employ- 
ees have  similar  tools.  Be- 
cause of  the  need  for  speed, 
operational  decisions  are  highly 
automated  in  2020. 


Images  of  her  colleagues  are  projected 
on  large  screens  on  her  home-office 
walls,  but  seem  lifelike;  there  are  none 
of  the  stops  and  starts  that  made  video 
conferencing  so  awkward  "in  the  late 
20th  Century. 

10  A.M.  A  driver  picks  Chen  up, 
and  en  route  to  headquarters  she 
hosts  an  interactive  videoconfer- 
ence  with  Latin  American  staff 
to  talk  about  a  new  computer  lit- 
eracy alliance 

Much  of  Xcelerent's  strength  comes 


NOW  AND  THEN:  HOW  CEOs  WILL 
CHANGE  OVER  THE  NEXT  20  YEARS 


have  become  vital  to  the  interto 
thoroughly  global  corporations.  "I 
I  would  see  a  third  of  a  ceo's  ti 
ing  spent  on  issues  bigger  th 
company — world  education, 
health,  world  peace,  the  environ 
says  Adler. 

11:30  A.M.  A  company  video 
crew  stops  by  Chen's  small  of 
fice  for  a  direct  broadcast  to 
worldwide  staff 


WHO  THEY  ARE 


8:30  A.M.  Daughter  and 
husband  are  off  with  a 
kiss,  and  the  promise  that 
when  Chen  returns  from  a 
business  trip,  she  will  take 
two  days  off  to  spend  at 
home.  Chen  has  put  her  fo- 
cus on  achieving  goals  at 
work — both  for  herself  and 
her  staff.  Jobs  should  be 
doable  in  a  reasonable  work 
week  and  when  travel  adds 
to  that,  people  are  expect- 
ed to  take  time  off 


2000  Nearly  all  male  and  white,  mostly  in  their  50s 

2020  More  women  and  minorities,  more  younger 
and  older 


HOW  THEY'RE  PAID 


Chen  knows  it's  crucial  that  s 

plain  the  pending  literacy  allian 

its  strategic  fit  to  Xcelerent  ei 

ees  before  it  gets  pick* 

and  spun,  by  Internet 

services. 

With  the  free  flow  of  i 
taneous  information  o 
Web,  CEOs  will  have  to 
more  time  managing  n 
and  building  a  sense  of  cc 
nity,  says  Jay  Conger, 
research  scientist  at  the 
versity  of  Southern  Califi 
Center  for  Effective  Org 
tions.  Adds  Stevan  Albu 


2000  About  two-thirds  through  stock  options  """"•       ,     .;"„    ,, ' .r. 
° ■- consultant  with  WorkVirt 

2020  That  share  may  rise,  and  pay  will  reflect  suc- 
cess of  partnerships  and  employee  retention 


HOW  LONG  THEY'LL  LAST 


>(?0  Aver?0"  CEO  tenure  is  nine  years 

2020  Probably  shorter,  and  new  CEOs  will  get  a 
year  to  show  results 


Chen  sits  down  to  a  remote 
video  meeting  with  top  man- 
agement to  prepare  for  a  board 
meeting  the  next  day.  She  re- 
lies heavily  on  videoconferenc- 
ing to  stay  in  contact  with 
managers  from  around  the 
world.  This  connection  lets 
Xcelerent  base  each  of  its  op- 
erations where  the  company 
can  best  dip  into  the  talent 
pool — and  hold  down  costs.  Xcelerent's 
technology  chief  dials  in  from  Banga- 
lore, India.  Chen's  marketing  chief  calls 
from  New  York,  still  the  hub  of  the  ad- 
vertising world,  and  her  chief  of  opera- 
tions connects  from  Mexico,  where  Xcel- 
ertnt  has  its  largest  customer  service 
center. 

In  this  meeting,  Chen's  role  is  to 
challenge  suggestions  from  her  deputies. 
Does  the  proposal  on  the  table  move 
them  closer  to  where  Xcelerent  needs 
to  be  in  three  years,  or  is  it  reactive? 


MANAGEMENT  STYLE 


2000  Still  a  lot  of  command  and  control 

2020  More  consensus  building,  managing  teams 


New  York:  "I  have  this  t 
that  we'll  return  to  the  I 
ric  age,  when  all  poetry, 
formation,  everything  wi 
lated  through  the  spoken 
It's  the  way  people  wa 
interact." 

12  P.M.  Lunch  with  an  i, 
portant  job  candidate 


TOP  PRIORITIES 


2000  Operations,  stock  performance 

2020  More  emphasis  on  keeping  talent,  forming  a 
Nances 


from  its  network  of  partners.  Yester- 
day, Chen  finalized  a  deal  with  several 
governments  in  Latin  America  to  adopt 
a  program  that  over  the  last  10  years 
has  helped  computer  literacy  rates  grow 
80%  in  North  Africa. 

McGill  University  management  pro- 
fessor Nancy  J.  Adler  expects  that  in  20 
years,  society'  leaders  will  not  be  elect- 
ed politicians  but  members  of  the  pri- 
vate sectoi:  The  onus  will  fall  on  CEOs 
to  address  issues  that  were  once  seen  as 
matters  of  social  policy  but  which  will 


Chen  personally  visi 
dozen  universities  and  bus 
schools  each  year  and 
views  top  candidates  repe 
ly.  She  has  time  to  really 
on  her  key  staffers  becaus 
vast  majority  of  Xcelerent's 
ployees  in  2020  are  no  lc 
permanent  staff.  Xcelerent 
all  of  its  nonessential  staffing  vi; 
ternet  Talent  Exchanges,  signing  1 
18-month  contracts  with  indepen 
consultants. 

Leading  executive  headhunter 
Christian  says  that  ceos  in  the 
2020  will  have  to  "treat  every  ci 
date  as  if  they  were  their  best  cli 
It's  a  simple  matter  of  population  n 
ematics — fewer  people  are  joining 
workforce  each  year. 

1:30  P.M.  On  her  way  back 


With  the  workforce  shrinking,  JOB  CANDIDATES  will  have  to  be  treated  like  FAVORED  CLIENTS 
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from  lunch,  Chen  runs  into  a 
group  of  programmers  headed  for 
an  informal  brainstorming  ses- 
sion. She's  interesting  in  the 
technology  and  wants  to  sit  in 

Chen  spends  two  hours  listening  to 
them  argue  about  the  different  features 
they're  trying  to  include  in  a  new  pro- 
gram. Once  or  twice,  when  they  seem  to 
be  getting  caught  up  in  minute  detail, 
she  calls  a  time-out  and  asks  them  each 
how  they  feel  about  the  progress  they've 
made.  When  the  meeting  ends,  several 
programmers  thank  her  for  sitting  in. 


CEOs  will  have  to  model  themselves 
after  directors  of  symphony  orchestras 
or  ballet  companies,  says  Robert  J. 
Thomas,  a  senior  fellow  at  Andersen 
Consulting's  Institute  for  Strategic 
Change.  The  ceo  sets  a  vision  and  then 
allows  the  indi\idual  "aitists, "  all  leader 
in  their  own  right,  to  fashion  then-  own 
piece  of  the  perfoimanee.  "The  ability  to 
be  able  to  fight  and  yet  come  out  with  a 
common  direction  they're  all  committed 
to  is  key, "  says  Thomas. 

4  P.M.  Chen  rushes  back  to  her 
office  for  a  videoconference  with 
top  investors 

On  the  fully  integrated  international 
stock  markets,  Xcelerent's  stock  has 
been  flat  for  the  past  week,  and  Chen 
wants  to  assure  investors  that  several 
initiatives,    including    the    computer 


Inside  her  lap- 
top, a  chip 
contains  her 
passport,  which 
will  be  read  by  a 
scanner  as  she 
crosses  the 
border 


literacy  push,  are  about  to  pat\ 
About  a  third  of  a  leader's  tk 
likely  to  be  spent  on  capital  markt\ 
the  future,  says  Michael  Useem, 
agement  professor  at  the  Whaiton  i 
of  the  University  of  Pennsyl  vania.  I 
ceo  will  spend  a  great  deal  of  time  \ 
municating  with  thi'ee  or  four  doze\ 
analysts  and  investors,  and  for  goo 
son:  Investor  patience  will  be  shi 
than  ever  and  it  will  not  be  unusuq 
CEOs  who  ai'en't  making  the  grade 
ousted  in  a  year  to  18  months.  Inc\ 
ingly  many  of  these  pivotal  investor 
be  based  oveiseas.  Net  foreign  purcfl 
of  U.S.  stocks  have  climbed  steadily  I 
the  past  five  years,  reaching  $63  billil 
the  first  quarter  of  2000,  according 
the  Secuiities  Industry  Association.] 

5  P.M.  Chen  logs  on  to  the 
company's  customer  support  lint 
and  picks  up  an  e-mail  to  an- 
swer personally 

Almost  all  of  Xcelerent's  sales  c 
over  the  Internet,  some  from  termi 
in  its  few  showcase  stores.  Though  > 
erent  started  online,  it  has  set  up  s 
stores  in  big  markets  to  build  aware 
and  to  provide  a  sor 
community  meel 
place  with  space 
studying,  lounging 
a  cup  of  coffee,  and 
children  to  play  o 
rainy  day.  At  home 
in  the  stores,  custon 
can  download  progr; 
and  data  onto  tl 
portable  computers 

7  P.M.  Chen  boards 
a  plane  for  Europe, 
where  the  board 
meets  tomorrow 


Although  rout 
meetings  are  n| 
videoconferenced,  Chen  still  travels 
tensively  to  meet  with  key  partners, 
vestors,  and  the  board  of  directors, 
side  her  laptop,  a  chip  contains  perso 
information,  including  Chen's  passpc 
which  will  be  instantly  read  by  a  sc; 
ner  as  she  crosses  the  border.  Chen  s 
ties  into  her  seat  for  the  flight,  and  n 
ments  later  Xcelerent's  corporate 
lifts  off — vertically,  like  a  helicopter. 
Before  she  digs  into  a  tasty  mt 
(more  miracles  of  the  future),  ther 
one  more  transaction:  Chen  reaches  o\ 
to  turn  off  the  plane's  built-in  video  a 
audio  links.  Even  the  ceo  of  the  futu 
needs  to  unplug  sometimes. 


The  All-New  DeVille  DTS 


What  if  you  could  see  in  the 

dark?  Up  to  five  times  farther 
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the  world's  first  car 
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Do  you  still  look  for  the  prize  in  the  dereal  box? 


Have  you  ever  taken  a  sick  day  due  to  spring  fever? 


Does  your  first  meeting  seem  longer  on  an  empty  stomach?m 
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EE  THE  WORLD, 

ERASE  ITS  BORDERS 


astomers  operate  globally,  and  now  they  expect  world- 
ide  service.  CEOs  must  provide  it  or  perish 


Hewlett-Packard  Co.  Chief  Execu- 
tive Carleton  S.  "Curly"  Fiorina 
faced  the  awful  truth:  !(-r's  lum- 
bering  organization  was  losing 
1  with  its  global  customers.  So  Fior- 
ias  radically  reorganized  the  compa- 
)  make  it  easier  for  purchasers  (if  all 

!  to  buy  from 

(ind  the 

id.  Now,  mul- 
iniial  clients, 
example,  can 
o  just  one  sales  and  marketing  group 
uy  everything  from  handheld  res  to 
uxtimputei-s,  in  locales  from  Buffalo  to 
.gkok.  It's  global  service  for  local 
Is. 
'iorina  is  one  of  the  mam   bosses  re- 


thinking  the  issue  of  worldwide  manage- 
ment. They  know  that  the  companies 
that  excel  in  the  21st  century  will  be 
the  ones  that  finally  break  down  the  re- 
maining barriers  between  domestic  and 
international  operations.  Customers  don't 
care  for  those  old  distinctions:  They're 
often  operat- 
ing globally 
themselves, 
and  they  de- 
mand the 
same  level  of  service  abroad  that  they 
get  at  home.  And  they  expect  the  CEOS 
of  the  Companies  that  serve  them — like 
Carly  Fiorina  to  he  the  chief  officer  of 
globalization,  too. 

Globalization  demands  the  CEO's  per- 


CHIEF  OF  GLOBALIZATION 


BY     GAIL 

EDMONDSON 


sonal  attention  because  it's  one  of  the 
biggest  trends  in  business.  Already  two- 
thirds  of  all  industry  either  operates 
globally  (think  computers  and  aerospace) 
or  is  in  the  process  of  doing  so  (auto 
parts).  Michelin,  the  oh-so-French  tire 
manufacturer,  now  makes  359!  of  its 
money  in  the  U.S..  while  Johnson  & 
Johnson  does  \'V i  of  its  business  abroad. 
"We  are  all  heads  of  international.  The 
scope  of  everj  manager  is  the  world," 
says  Pasquale  Pistorio,  chief  executive 
of  $5  billion  European  semiconductor 
giant  si   Microelectronics. 

And    what    these   worldly-wise   man- 
agers know    is  that  the  global  company 
moves  information  at  top  speed  thi' 
the  organization.  "The  name  of  tl 
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is  pattern  recognition,"  says  Orit 
Gadiesh,  chairman  of  consultants  Bain  & 
Co.  That  means  using  executives  as  tag 
teams  to  spot  trends  around  the  world 
that  could  swiftly  affect  a  whole  com- 
pany's future. 

CUMULATIVE  SHOCKS.  The  fallout  will 
be  huge  for  those  not  positioned  to  stay 
on  top  of  the  latest  trends.  Motorola 
was  caught  flat-footed  when  Nokia 
emerged  from  the  backwaters  of  Fin- 
land as  its  main  rival.  And  European 
retailers  were  taken  by  surprise  when  a 
Spanish  chain,  Zara,  figured  out  how  to 
change  the  fashions  in  its  stores  practi- 
cally every  week.  Those  shocks  will  just 
multiply  in  the  coming  years  as  com- 
panies increasingly  wield  intelligence  in 
farflung  markets  for  competitive  advan- 
tage. "Losing  abroad  now  may  mean 
losing  at  home,"  says  Subramanian  Ran- 
gan,  professor  of  strategy  at  the  Euro- 
pean Institute  of  Business  Administra- 
tion in  Paris.  "It's  innovate  globally  or 
die." 

The  drive  for  seamless  global  innova- 
tion is  forcing  constant  experimentation 
to  get  the  right  mix  of  local  initiative, 
high-speed  information  flows,  and  cor- 
porate culture.  At  Swedish  phone  mak- 
er Ericsson,  for  example,  top  managers 
now  pore  over  compensation  schemes 
to  make  managers  pay  attention  to  glob- 
al performance  and  avoid  turf  battles,  as 
well  as  their  own  local  operation.  "The 
trick  is  setting  the  right  incentives  to 
work  together,"  says  chief  executive 
Kurt  Hellstrom. 

Often,  whole  overhauls  will  be  need- 
ed, even  at  longstanding  multinationals. 
In  the  1990s,  Dutch  electronics  giant 
Philips  experimented  with  matrix  man- 
agement, which  organizes  the  company 
along  product  lines  and  country  sector. 
But  the  scheme  sparked  too  much  con- 
flict. "We  killed  the  matrix.  It  was  too 
slow — it  put  the  management  board  in  a 
referee  role,"  says  Jan  Oosterveld,  board 
member  in  charge  of  strategy  at  Philips. 
Now  Philips  is  trying  something  more 
flexible:  Managers  of  individual  busi- 
nesses have  primary  global  responsibil- 
ity while  regional  bosses  or  global  ac- 
count managers  for  key  clients  play  a 
role  as  well. 

Increasingly,  companies  will  also  have 
to  shift  key  operations  to  where  the  ac- 
tion is.  Philips  has  moved  headquarters 
for  different  businesses  to  the  hottest 
region  for  new  trends — the  "highest 
voltage"  market.  Its  digital  set-top  box 


The  real  payoff  for 
modern  managers 
comes  when  they 

pounce  on  a  great  idea 
in  one  part  of  their 

empire  and  leverage  it 
around  the  world 


business  is  now  in  California.  The  audio 
business  is  in  Hong  Kong,  since  Asia 
is  the  center  of  innovation  and  manu- 
facturing for  consumer  electronics.  "Au- 
dio was  struggling  in  Europe  with  the 
high  costs  there,  and  it  was  far  from  the 
market  that  was  setting  trends,"  says 
Oosterveld.  "The  move  gave  our  busi- 
ness a  big  boost." 

Partly,  the  right  approach  depends  on 
the  product.  With  the  rise  of  a  consumer 
culture   around 
the  world,  brand 
marketers    are 
finding        they 
have  to  become 
much  more  re- 
sponsive to  local 
preferences. 
Coca-Cola    Co., 
for       example, 
used  to  control 
its  products  rigidly 
from  headquarters 
in     Atlanta.     But 


GOING  GLOBAL: 

THE  GROWING 

IMPORTANCE  OF 

WORLDWIDE  MARKETS 


from  product  design  to  marketing 
that  ge  was  localizing  its  medica 
ing  products  far  too  much.  Ma 
obsessed  with  local  rivals  were 
ing  and  manufacturing  similar  pi 
for  different  markets — a  costl 
wasteful  duplication  of  effort. 
Japanese  manager  decided  'I  w 
make  this  product  because  I'm  c< 
ing  with  Toshiba,' "  says  Yoshiak 
mori,  president  and  ceo  of  ge  JV 
Systems  Asia  Ltd. 
CROSS-POLLINATION.  But  GE,  like 
realized  that  local  operations  still 
lot  to  offer.  So  GE  Medical  survej 
hospital  customers  worldwide,  the 
the  information  to  design  single 
products.  Last  year,  ge  brought  t 
ket  the  fruits  of  its  global  effort- 
computed  tomography  scanner,  r 
ably  priced  at  under  $500,000.  Th< 
pany  expects  to  sell  500  by  yeare 
very  fast  launch.  In  Asia,  sales  are 
what  the  company  expected. 

The  real  payoff  for  global  mar 
comes  when  they  are  able  to  pout 
a  great  idea  ii 
part  of  their  e 
and  leverag 
around  the  ^ 
Managers  at 
maker    ST    I 


(Percent  of  sales  coming 
from  outside  a  home  market) 
1993  1999 


electronics 
sian  plant  re< 
figured  out  i 
to  radically 
press  the  ass 
time  for  a 
chips,  from 
days  to  five  r 


managers 


GENERAL  ELECTRIC       16.5        30.1% 
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found  that  in  some        "™™" U.U ld.» pians    to    tra 
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markets  consumers 
thirst     for     more 


McDonalds 


46.9        61.5 


the  technique 
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than    just    Coke,       NOKIA 85.0 97.6 Such  cross-po 


TOYOTA 


Diet  Coke,  or 
Sprite.  So  Coke 
has  turned  its  local 
managers      loose, 

too.  The  Turkish  division,  for  example,  is 
launching  a  pear-flavored  drink,  while  the 
German  operation  is  trying  a  berry-fla- 
vored Fanta. 

Such  diversity  is  O.K.  for  soda  pop, 
but  overcustomizing  big-ticket  items 
may  simply  add  too  much  cost.  When 
General  Electric  Co.'s  GE  Medical  Sys- 
tems shifted  global  responsibilities  to 
its  product  managers,  it  got  a  jolt. 
These  executives,  who  were  given 
worldwide  responsibility  for  everything 


44.6        49.5 
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tion  was  mcoi 
able  just  a  d< 
ago,  when  mai   w 
turing      knov 
came  from  the  center.  Not  now.  "It  L 
natural  to  do  this  in  Malaysia — it  v 
have  taken  longer  to  do  at  R&D  1 
quarters  in  Europe,"  says  Pistorio 
Exactly  so.  Global  markets  ar 
creasingly  jumping-off  points  for 
approaches  to  the  way  a  company 
ates.  Scary?  Of  course.  But  it  sure  I 
staying  at  home. 

With  Kerry  Capell  in  Lou 
Pamela  L.  Moore  in  Green  inch,  Ct 
and  Peter  Burrows  in  San  Mateo 


IWfl 


Philips'  digital  set-top  box  business  is  now  in  CALIFORNIA.  But  its  audio  division  is  in  HONG  K0N( 


INSURANCE.COM 


LANGUAGE  YOU  CAN   UNDERSTAND 


UNBIASED  GUIDANCE 


IT'S  HARD  TO  BELIEVE  WE'RE  ACTUALLY 


TALKING  ABOUT  INSURANCE. 


O  <      Q      #       # 


AUTO 


LIFE 


HOME 


HEALTH 


'The  time  has  come  for  user-friendly  insurance.  Introducing  Insurance.com,  the  online 

.,  marketplace  that  offers  the  information,  unbiased  guidance  and  choices  for  you  to  select 

i  The  education,  guidance  and         the  most  appropriate  insurance  products  for  you. 

choices    that   make   insurance         Insurance.com  takes  you  through  the  insurance 

rJ  work  for  the  people  who  buy  it,  buying  process,  from  choosing  the  right  product  to 

not  just  the  companies  that  sell  it.  selecting  multiple  quotes  to  ultimately  purchasing 

insurance.  Visii  www.insurance.com  and  be  sure  of  one  thing:  we're  talking  about  insurance. 


BACKED    BY 

A   NAME 
YOU    TRUST: 

FIDELITY 
INVESTMENTS. 
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INSURANCE.COM 

AN   AFFILIATE   OF   FIDELITY    INVESTMENTS* 


SIEMENS 


r 


Automation  •  Automotive 


Electronics  •  Energy 


Information  and  Communicatio 


ns  •  Lighting  •  Medical  Systems  •  Power  Generation  •  Transportation 


At  Siemens,  we've  put  over  two  decades  of 
experience  into  lighting  this  stage.  And  into  the 
huge  infrastructure  underlying  even  the  simplest 
electrical  device.  Power  generation,  power 
transmission,  power  distribution  and  control 


Any  form  of  energy,  any  service  need.  The 
breadth  and  depth  of  our  energy  solutions, 
across  the  board,  is  unmatched.  So  if  you  take 
for  granted  seeing  your  child  in  the  spotlight, 
that's  fine  with  us.  It  shows  we're  doing  our  job. 

We're  Siemens.  We  can  do  that. 


Siemens  CorjxxatKX 
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UP  FROM 

BEAN  COUNTER 


The  role  of  CFO  is  expanding  to  strategist, 
venture  capitalist,  and  chief  communicator 


BY     M A  R  C  I  A 
V  I C  KE  R  S 


MEMO 


Enjoyed  our  lunch  last  week  to  dis- 
cuss the  placement  of  a  new  chief 
financial  officer  at  my  company, 
Ultimate  Progressive  Corp.  Fit- 
ting that  we  met  at  the  "21  Club" — got 
me  thinking  about  the  21st  century,  or 
specifically,  the  type  of  CFO  we  need  to 
lead  our  company  in  this  new  millenni- 
um. (Not  to  mention  the  $21  tuna  appe- 
tizer I  ate!)  Just  wanted  to  pontificate 
on  paper  a  bit  about  that  subject. 

First  off,  let  me  be  blunt:  Bean  coun- 
ters need  not  apply.  As  we  discussed,  I 
need  a  strategic  partner,  a  visionary, 
someone  with  global  ties  who  can  fill  a 
much  broader  role  than  just  supervising 
transactions  and  keeping  tabs  on  em- 
ployee  expense   reports.    He   or   she 


should  be  a  strategist,  deft  communica- 
tor, dealmaker,  and  financier.  An  expert 
in  information  technology  and  risk  man- 
agement, too. 

Your  competitor  over  at  Korn/Ferry 
International,  vice-chairman  Peter  D. 
Crist,  tells  me  that  as  cfos  increasingly 
step  outside  of  the  accounting  role  and  fo- 
cus on  bigger  issues,  they  are"  gaining 
more  power  and  respect.  Ultimately,  he 
says,  just  the  CEO  and  the  CFO  will  be  at 
the  helm  of  the  corporation.  Take  a  look 
at  Worldcom  Inc.,  where  there  is  no  pres- 
ident or  chief  operating  officer.  Instead, 
CEO  Bernard  J.  Ebbers'  chief  confidant, 
adviser,  and  strategist  is  CFO  Scott  Sulli- 
van. Scott's  an  ace  when  it  comes  to  cus- 
tomer trends  and  market  share,  and  he 


does  most  of  the  dealmaking  for 
negotiating  the  purchase  of  dozj 
companies.  I  read  an  article  where 
said,  "I  don't  think  Worldcom  woj 
where  it  is  today  without  Scott.' 

At  other  outfits,  the  CFO  is  h| 
to  build  new  businesses  from  wit! 
acting  as  the  company  venture  cap 
"If  someone  has  a  new  product| 
they  shouldn't  have  to  go  outside 
company  to  exploit  it,"  says  Phil 
Livingston,  president  and  ceo  of  t| 
nancial  Executives  Institute.  I  see 
increasingly  creating  and  heading 


CHIEF  FINANCIAL  OFFII 


cubators  and  venture-capital  arms 
in  their  own  companies.  Dell  Com 
former  CFO,  Thomas  Meredith,  re 
became  the  managing  director 
month-old  Dell  Ventures,  which  h 
vested  around  $700  million  in  so: 
companies,    such    as    Red    Hat 
StorageNetworks.  That's  what  I  w! 
a  CFO  who's  a  catalyst  for  change 
just  a  reporter  of  information. 

That's  not  to  say  information  d 
matter.  Now  that  the  Internet  i| 
shaping  how  companies  like  ours 
ate  value,  investors  are  demanding  k 
and  better  information.  As  financial  \\ 
kets  become  more  global,  that's 
cially  key  for  any  cfo.  Just  look 
We're  expanding  into  Europe;  we're  e^.j, 
sidering  joining  a  business-to-bus 
Internet  site  that  will  market  our  J^'. 
ucts  directly  to  wholesalers;  and  a 
thinking    about     a     spin-off    of 
Nanosecond  Technologies  division,  s 
thing  we'll  need  to  sell  investors 
I'm  looking  for  a  cfo  who  can  r 
take  the  lead  on  efforts  like  these 
friend  Peter  McLean,  vice-chairmak 
Spencer  Stuart  Management  Coi^ 
tants,  said  to  me  recently:  "The  roj;. 
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i  !F0  will  continue  to  grow  much 

ler,  requiring  a  set  of  skills  that 

far  beyond  accounting  and  cost 

ol." 

•ck,  these  days,  you  can  get  a  com- 
•  program  to  do  a  let  of  the  more 
lane  accounting  tasks.  That  should 
up  our  new  ein  to  become  that 
tegic  partner"  I  hat  I  mentioned  be- 
Enterprise  Software  Products  al- 

y    has   programs   that    allow   many 
Biting  and  tinancial -modeling  tasks 

e  performed  effortlessly  and  in  a 

ion   of  the   I  ime   it    took  just    five 

B  ago.  'The  sophistication  of  these 

rams  will  onlv  increase.  Thornton 


May,  a  corporate  futurist  at  Cambridge 
Technology  Partners  Inc.,  says  that  soon 
every  company  will  have  "CFO-in-a-box"- 
type  technology. 

Here  at  Ultimate  Progressive,  we  al- 
ready use  Web-based  software,  such  as 
NetLedger  and  TimeBills.eom,  that  per- 
forms online  invoicing,  budgeting,  and 
expense-tracking  services  with  the  click 

of  a  mouse.  And  speaking  of  those  em- 
ployee expense  reports,  I  want  our  new 
i'I'o  to  develop  a  system  like  the  one  at 
Oracle  Corp.,  a  leading  innovator  in  en- 
terprise software  itself,  where  expense 
reports  are  tiled  on  the  company's  in- 
tranet, axing  out  loads  of  paper  and  la- 


bor costs  and  allow- 
ing reimbursements 
to  be  paid  directly 
into  bank  account.--  a 
week  faster  than 
was  possible  back 
when  they  used  old- 
fashioned  forms. 

According  to  a 
consultant  we  have 
been  working  with, 
Richard  T.  Roth,  the 
managing  director  of 
Answ7erThink's  Hack- 
ett  Benchmarking  & 
Research,  the  top 
financial  managers 
spend  29%  of  their 
time  supervising 
such  mundane  trans- 
actions as  billing  and 
procurement,  while 
their  lesser  counter- 
parts spend  around 
50%  of  their  time  on 
this.  I  want  my  cfo 
to  be  in  the  29%-or- 
lower  camp. 

I  also  need  my 
CFO  to  be  a  risk- 
management  wizard, 
ahead  of  the  pack  in 
figuring  out  all  the 
things  that  could 
possibly  go  wrong  at 
Ultimate  Progressive 
and  finding  ways  to 
limit  those  risks.  It's 
a  given  that  in  the 
21st  century,  macro, 
less-tangible  issues, 
such  as  the  environ- 
ment and  employee 
health  and  safety, 
will  fall  increasingly 
under  the  risk-man- 
agement umbrella. 
Litigation  in  these 
areas  is  only  going  to  become  more 
prevalent.  I'm  really  concerned  about 
this  kind  of  stuff,  John.  A  former  em- 
ployee of  ours  is  threatening  to  sue.  say- 
ing his  back  is  out  of  whack  for  good  be- 
cause we  didn't  have  ergonomically 
correct  workstations  a  couple  of  years 
ago.  We  have  them  now,  but  I  need  a 
CFO  to  anticipate  those  kinds  of  things 
before  someone  gets  hurt. 

Risk-management  tools  like  deriva- 
tives and  other  hedging  instruments  will 
continue  to  become  more  complex, 
pecially  as  financial  markets  become 
more  global  and  more  intricately  linked. 
These  newer  tools  include  fancy  th 
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like  catastrophe  bonds — you  know,  those 
corporate  bonds  designed  to  protect 
against  exposure  to  losses  by  hurricanes, 
earthquakes,  and  the  like.  They're  fast 
replacing  the  use  of  conventional  insur- 
ance to  limit  risk.  If  my  cfo  can't  figure 
out  what  kinds  of  instruments  will  be 
best  for  Ultimate  Progressive,  then  who 
can? 

Sure,  technology  is  increasingly  rev- 
olutionizing risk  management,  taking 
out  some  of  the  guesswork.  Still,  I  need 
a  cfo  who  can  figure  out  which  tech- 
nology to  purchase,  how  much  to  spend 
on  it,  and  when  to  update  it  or  ditch  it 
for  better  stuff.  It  would  be  great  if 
we  had  a  CFO  who  could  help  develop  fi- 
nancial software  specifically  for  us.  En- 
ron Corp.,  one  of  the  most  progressive 
companies  in  managing  risk,  has  devel- 
oped software  that  monitors  risk  profiles 
of  each  of  its  investments  on  a  real- 
time basis.  According  to  Gary  T.  Moran, 
a  partner  at  Arthur  Andersen  whom  I 
met  recently:  "At  any  given  moment, 
Enron  knows 
how  the  value 
of  falling  curren- 
cy is  affecting 
that  particular  in- 
vestment as  well 
as  the  company's 
overall  balance 
sheet."  Gary  says 
that  J.  P.  Morgan 
&  Co.,  which  is 
considered  cutting- 
edge  in  the  hedg- 
ing and  derivatives 
department,  has 
developed    a   sys- 


One  of  the  big  ugly 
jobs  that  CFOs  are 
helping  to  tackle: 
Figuring  out  which 
technology  to  buy, 
what  to  spend  on  it, 
and  when  to  junk  it 


DESIRED  SKILLS 


CHIEF  COMMUNICATOR  Gaining 
the  confidence  of  Wall  Street  and 
the  media  will  be  essential 

CHIEF  RISK  OFFICER  Limiting 
risk  will  be  even  more  important  as 
markets  become  more  global  and 
hedging  instruments  more 
complex 

CHIEF  DEALMAKER  Venture 
capital,  mergers  &  acquisitions, 
strategic  partnerships:  CFOs  must 


tern    that    gauges 

and  monitors  the        _..a! _P. .  a Le.a.c._...  ear-  For  one  thing, 


Inc.  cfo  Larry  Carter,  who,  along  with 
ceo  John  T.  Chambers,  is  credited  with 
developing  the  "virtual  close."  Cisco  is 
the  first  company  to  generate  hourly 
updates  on  revenues,  product  margins, 
discounts,  and  bookings.  Carter  credits 
real-time  financials  with  allowing  Cisco 
to  enter  the  Japanese  market  in  late 
1999,  just  in  time  to  profit  off  a  robust 
first  quarter.  I  want  a  cfo  like  Carter, 
someone  who  can  use 
this  instantaneous 
information  to  gain 
a  competitive  edge 
or  to  steer  us 
from  disaster. 

Did  you  know  it 
now  takes  Cisco 
just  one  day  to 
close  its  books, 
while  it  takes  us 
five  days  and  some 
companies  as  many 
as  14?  Ultimately, 
the  virtual  close 
will  turn  earnings 
reporting    on    its 


CHIEF  STRATEGIST  CFOs  wil 
need  to  use  real-time  financial 
information  to  make  crucial 
decisions  fast 


impact  of  market 
risks  for  events  up 
to  three  years  out. 

John,  I'm  excit- 
ed about  another 
traditional    cfo 

task  that's  being  revolutionized:  the  re- 
porting of  a  company's  financials  and 
periodic  closing  of  the  books.  Ultimate- 
ly, financial  information  will  be  avail- 
able in  real-time  fashion,  making  it  pos- 
sible to  close  the  books  almost 
instantaneously.  AnswerThink's  Roth 
tells  me:  "This  will  allow  companies  to 
identify  weak  spots  or  competitive 
threats  as  they  occur  and  to  make  nec- 
essary changes  midstream." 

I  was  reading  about  Cisco  Systems 


it  should  mean  ba- 
sically zilch-o  earn- 
ings surprises.  Cis- 
co, for  example, 
has  met  or  slightly 
beaten  consensus 
estimates  for  41  straight  quarters.  Real- 
time financials  also  mean  that  the  quar- 
terly earnings  dance  with  Wall  Street 
could  simply  vanish,  becoming  "a  throw- 
back to  the  Dark  Ages,  like  a  Celtic  or 
Druid  ritual,"  as  futurist  May  predicts. 
With  financial  information  becoming 
more  abundant  and  transparent  and  con- 
stantly updated,  CFOs  will  need  to  be 
able  to  communicate  the  meaning  of 
such  data  to  Wall  Street  in  an  even 
more  adept  manner.  They  will  also  need 


to  develop  a  really  good  rapporj 
the  media,  so  it  won't  hurt  if  tl 
telegenic  and  well-spoken.  Win" 
never-failing  ability  to  forget  anjl 
ber  as  soon  as  I  go  in  front  of  a  cl 
and  my  comb-over  looking  prettyl 
I  need  a  cfo  who  can  go  on  cnbc  [ 
plain  our  financials. 

John,  because  I'm  looking  for  a| 
cial  superhero,  I'm  willing  to  paj 
know  a  lot  of  other  companies  ard 
ing  for  exactly  the  same  kind  of 
as  I  am.  Recently  I  read  in  CFO  I 
zine  that  cfos'  median  total  paj 
year  was  around  $1.1  million, 
double  what  they  received  four 
earlier.  So  let's  make  that  salary 
low-seven-figures  range.  What 
resume  will  command  that  price 
For  starters,  I  want  to  see  a 
more  broad-based  educational  dd 
"Marketing,  information  technolol 
nance,  economics,  and  accounting 
ture  cfos  must  be  expert  in 
these,"  says  Dennis  R.  Beresfor 
accounting  professor  at  the  Univj 
of  Georgia  and  former  chairman 
Financial  Accounting  Standards 

Beyond  that,  I'd  love  a  candidate 
has  run  a  business  or  a  divisior 
large  corporation — a  combination 
erating  experience  and  finance  is 
a  requirement  these  days.  I'd  all 
willing  to  talk  to  folks  who've  w<| 
on  Wall  Street  as  leading  analysts] 
ture  capitalists,  or  investment  bar 
My  friend  Crist  at  Korn/Ferry  say^ 
"dealmakers  are  starting  to  be  in 
demand."  Finally,  my  perfect  cane 
will  have  a  truly  global  perspecti] 
don't  mean  just  a  familiarity  with  f 
al  issues;  he  or  she  will  have  liv| 
various  parts  of  the  world,  done 
ness  there,  and  experienced  diffq] 
financial  cultures. 

Oh,  and  there's  something  else.| 
candidate  must  have  energy,  unlir 
energy,  to  do  all  the  things  s/he 
to  do.  I  know  that's  an  attribute 
about   as   hard   to   come   by   as 
genes.  Who  knows,  maybe  by  the  e\ 
the  21st  century,  we'll  be  able  to 
top  CFOs.  Meanwhile,  please  accepj 
order  for  a  financial  superhero, 
fast  can  you  deliver? 

Regards, 

Samuel  "Sam"  K.  Leap 
Chief  Executive  Officer 
Ultimate  Progressive  Corp. 


Last  year,  MEDIAN  PAY  for  a  CFO  was  $1.1  million — nearly  DOUBLE  what  it  was  four  years  earlier 
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Fresh  from  the  baker. 
Straight  to  the  dumpster? 
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One  hundred  billion  pounds  of  food  go  to  waste  every 
year  in  America,  while  31  million  people  are  hungry  or  at  risk  of  hunger. 
The  problem  is  not  lack  of  food,  but  lack  of  communication- 
how  to  get  food  where  it's  needed  most.  ResourceLink.org  is  an 
hp-designed  and  operated  e-service  portal  which  connects  food  manufacturers 
with  America's  Second  Harvest,  the  country's  largest  food  relief  organization. 
The  system  not  only  automatically  locates  surplus  food, 
but  dynamically  interacts  with  shipping  companies  to  get  that  food  to 
the  right  place.  Instead  of  days  or  weeks,  the  process  takes 
a  matter  of  minutes.  This  is  the  power  of  e-services- connecting  companies 
and  their  services  in  inventive  ways  and,  in  some  cases,  maybe 
even  making  someone's  life  a  little  better. 
www.resourcelink.hp.com 

Possibilities  made  fresh  daily,  e-services  solutions  from  hp. 
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Is  it  the  Profitron  6000?  The  new,  improved  Gelt-O-Matic?  Even  better.  It's  FairMarket:*'  i 
powerful  suite  of  e-commerce  tools  that  transform  goods  into  cash  at  Internet  speed 
FairMarket  puts  auctions,  automatic  price  markdowns  and  other  advanced  selling  technologie: 
on  j/owrWeb  site,  with  your  brand.  We  handle  security,  customer  support,  the  works.  Anc 
with  the  exclusive  FairMarket  Network^'  your  goods  sell  not  only  on  your  site,  but  on  MSN, 
Lycos,  Excite""  and  other  prime  Web  real  estate.  For  a  free  white  paper,  visit  fairmarket.com. 
Or  activate  the  amazing  electrical  telephone:  800-531-0529. 

How   the    e-world    sells    more    stuff." 


faimarket 


\2\W    \Ml  CORPORATION 


-THE       NEW       LEADERSHIP 


N  EXECUTIVE 

WHOSE  TIME  HAS  GONE 


creasing  corporate  complexity  and  the  shift  to  team 
magement  are  killing  the  chief  operating  officer 


n.  1,  2025 — The  last  chief  operating 
fficer  job  died  today,  marking  the 
nd  of  a  business  era.  Once  consid- 
red  a  critical  hands-on  job  that 

3  chief  executive  officers  to  focus 
ie  broad  strategies  and  relation- 
of  their  corporation,  the  position 
fallen  from  favor  in  recent  years. 
7en  at  the  end  of  the 
icentury,  business  lead- 
|  had  begun  to  wonder  if 
#role  had  outlived  its 
Uness.  At  General  Elec- 
Co.,  former  chief  Jack 
ISh  had   ceos   running 
•  operating  unit.  Other 
oanies      had      already 
1  the  coo  slot  in  favor 
Jjfams  to  execute  strate- 
mi  "There    are    circum- 
I  ces  where  it's  just  an 
'    a  layer  of  bureaucracy 
separates  ceos  from 
r    business,"    explains 
es  M.  Citrin,  managing 
nor  of  the  global  Inter- 
practice  at  executive 
•ultancy  Spencer  Stuart. 
T   GASP.    The  job   en- 
d  something  of  a  resur- 
le  inward  the  turn  of 
century,  when  young 
l  entrepreneurs   often 
(I   seasoned   executives 
lelp  bring  discipline  to 
r  unruly  enterprises.  IV 
:|S|'M.    Felix,   president    of 
, .  Association  of  Execu- 
nJ  •    Search    Consultants. 
B    entrepreneurs    were 
Derate   fur  "a  sale  pair  of  hands  to 
the  less  glamorous  parts  of  the  cor- 
ation."    Kven   so,   executives   with 

I  lilt  usually   demanded    more   exalted 
I  to  come  aboard     sued  as  ceo. 
Meanwhile,  top  brass  at   larger  coin 
lies  became  com  incod  I  hat  one  per- 
alone   couldn't    manage    their   in- 


creasingly complex  and  far-flung  opera- 
tions. With  the  ceo  more  externally  fo- 
cused than  ever,  the  stress  on  the  coo 
had  begun  to  escalate.  Although  the  po- 
sition had  once  been  a  stepping-stone 
to  the  top  slot,  the  skill  sets  were  too 
different  for  a  coo  to  be  a  CEO-in-train- 
ing.  And  the  job  was  getting  tougher  in 


Soon,  the  bodies  began  to  pile  up. 
Instead  of  a  No.  2  handling  operations, 
full-scale  management  teams  emerged. 
Together,  they  filled  the  coo  role:  mak- 
ing spending  decisions  across  businesses, 
streamlining  production,  and  executing  a 
strategy  that  could  change  day  to  day. 
That  long-held  division  of  duties — where 
the  top  guy  glad-handed  the 
public  while  the  coo  managed 
daily  operations — proved  arti- 
ficial. In  a  fluid  structure, 
everyone  needed  an  external 
focus  and  operational  prowess. 
To  some  extent,  the  job  of 


a 

■ 


the  fast-paced  economy.  As  David  A. 
Nadler,  chairman  of  Mercer  Delta  Con- 
sulting LLC,  says:  "With  companies  man- 
aging a  range  of  different  business  mod- 
els, it's  difficult  to  have  all  that  come 
together  in   the   head   of  one   person." 

Others  felt  that  adding  another  man 

agement  layer  slowed  operations. 


coo  felt  a  bit  forced  from  the 
start.  Yobie  Benjamin,  a  part- 
ner and  distinguished  fellow 
at  Ernst  &  Young  in  San 
Francisco,  notes  that  the  post 
was  a  relatively  late  addition 
to  the  20th  century  manage- 
ment hierarchy.  As  Benjamin 
puts  it:  "Vision  is  important, 
but  someone  has  to  show  me 
the  money."  That  need  never 
diminished,  but  the  team  ap- 
proach proved  more  efficient. 
Among  the  mourners  are 
1 1  F.  Cotter,  himself  a 
(i  of  Starwood  Hotels  &  Re- 
sorts Worldwide  Inc.  e 
this  century.  Cotter  >ays  he 
saw  him-  If  a.-  the  "arms  and 
legs  for  he  vision"  of  Chair- 
man and  ceo  H  rry  S.  Sternlicht, 

What  killed  he  COO?  The  job  became 
a  victim  of  ( ■  iloyee  empowerment.  As 
companies  decentralized,  there  was  no 
need  to  carry  on  alone.  Si  ill  alive  and 
Kicking,  however,  are  the  i  oo's  respon- 
sibilities An  executh  team  has  vowed 
to  car>      >n  the  mand  te  from  here. 
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Making  900 
Offices  One 


First  in  a  Series 


IKON  Office  Solutions,  based  in  Malvern,  Pennsylvania, 
grew  through  acquisition  in  the  mid-1990s  to  become  a 
global  leader  in  the  office  technology  market  with  more 
than  900  locations  today  in  the  U.S.,  Canada  and 
Europe.  To  support  the  company's  growth  and  enhance 
delivery  of  its  products  and  services,  IKON  turned  to 
WorldCom™  to  build  its  e-business  infrastructure  for  the 
21st  century. 

Through  an  integrated  services  network,  IKON  provides 
an  array  of  products  and  services  to  meet  business 
communications  needs,  whether  it's  simple  copying  and 
printing,  designing  a  network,  distributing  and  printing 
documents  on  demand,  creating  a  repository  for  shared 
access  via  the  Internet,  or  scanning  documents  into 
electronic  images. 


'This  is  a  prime  example  of  WorldCom  as  an  enabler 
of  e-business  for  our  customers.  In  this  case,  we 
provided  the  e-infrastructure  for  IKON  to  conduct 
its  business  operations,  and  IKON  leveraged  it  to 
deliver  new  services  to  its  customers. " 


As  IKON  grew,  it  needed  to  achieve  a  new  level  of 
communications  integration.  One  of  the  keys  to 
integrating  all  of  its  new  business  locations  was  a  whole 
range  of  high  quality,  reliable  communications  services 
that  would  allow  it  to  exchange  information,  collaborate, 
and  share  systems  and  solutions. 

IKON's  basic  challenge  was  integrating  its  varied  and 
geographically  dispersed  companies  into  one  cohesive, 
Web-based  communications  infrastructure.  WorldCom's 
experience  in  world-class  networking  solutions,  from 
traditional  private  networking  solutions  to  the  new  world 
of  virtual  private  networks  (VPNs),  provided  the  expertise 
and  local-to-global  solution  the  company  needed  to  link 
its  internal  and  external  business  processes. 

Working  with  WorldCom,  IKON  was  able  to  weave  together 
its  worldwide  businesses.  WorldCom's  team  of  informa- 
tion architects  designed  and  implemented  a  reliable 
extranet  for  IKON  to  deliver  its  new  print-on-demand  and 
facilities  management  services  to  its  corporate  clients 
around  the  globe.  In  addition,  IKON  was  able  to  empower 
its  employees,  including  thousands  of  technicians  and 


sales  reps,  with  portable  network  and  computing 
services  among  all  IKON  offices. 

In  order  to  cost-effectively  link  the  widest  range  of  IKO| 
worldwide  facilities  and  people,  WorldCom  leveraged 
Internet  division,  UUNET,  to  establish  secure,  reliable  ll 
connectivity  to  IKON's  private  data  network  (based  on  | 
frame  relay  and  ATM  transport  technologies).  WorldCor 
suite  of  global  VPN  services  leverages  the  award  winnin| 
global  UUNET  IP  network  which  uses  industry  leading 
encryption  and  tunneling  technologies  to  securely 
connect  corporate  users  over  the  Internet. 

"Security  and  network  integrity  were  primary  factors  ir 
choosing  WorldCom  as  our  e-business  infrastructure 
provider,"  said  David  Gadra,  Senior  Vice  President  anc 
CIO  for  IKON.  "We  told  our  account  team  what  we  want| 
ed,  and  they  were  extremely  comfortable  meshing 
traditional  and  new  technologies  to  achieve  the  right 
solution  and  satisfy  all  our  requirements.  WorldCom  nd 
only  provided  IKON  with  technological  assistance,  but  i 
managed  the  relationships  with  local  telephone  compa 
nies  during  the  whole  process." 

According  to  WorldCom's  Jim  DeMerlis,  Vice  President  1 
Product  Marketing.  "In  addition  to  building  the  network 
that  enabled  IKON  to  integrate  more  than  400  disparatl 
networks  into  one  seamless  communications  infrastruc 
ture,  we've  continued  to  help  them  as  they  continue  to| 
grow  and  offer  new  e-business  services. 

In  fact,  WorldCom  data  network  services  are  the  founda 
tion  enabling  the  company  to  launch  Digital  Express1* 
2000.  It's  an  IKON  innovation  that  delivers  high-volumj 
distributed  printing  services  to  its  customers  worldwid^ 
in  an  extremely  fast  and  efficient  manner. 

"This  is  a  prime  example  of  WorldCom  as  an  enabler  of  I 
e-business  for  our  customers.  In  this  case,  we  provided| 
the  e-infrastructure  for  IKON  to  conduct  its  business 
operations,  and  IKON  leveraged  it  to  deliver  new  servic^ 
to  its  customers,"  says  DeMerlis. 

'  "WorldCom's  generation  d  initiative  is  all  about  promot-| 
ing  new  business  innovation  in  the  digital  generation, 
are  empowering  customers  like  IKON  to  conduct  busin 
more  efficiently  and  faster  in  a  digital  way,"  said  DeMerli| 


your  business,  visit  www.wcom.com/generation 


©  2000  WorldCom,  Inc.  All  Rights  Reserved.  The  names,  logos,  and  taglines  identifying  WorldCom's  products  and  services  are  proprietary  marks  o| 
WorldCom,  Inc.  or  its  subsidiaries.  All  third  party  marks  are  the  proprietary  marks  of  their  respective  owners. 
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BUT  IT  DOESN'T 
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FRIEND. 
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The  sirens  song  of  the  Internet  gets  more  alluring  every  day.  And  as  a  member  of  the  chorus,  we  re  not  about  to 
tell  you  the  Internet  isn't  a  tool  your  business  needs.  Its  just  not  the  only  tool  your  business  needs. 

As  the  leader  of  the  digital  generation  (generation  d,  for  short),  WorldCom™  is  comfortable  with  all  sorts  of  technology. 

We  re  one  of  the  world's  largest  Internet  providers.  So  we  have  all  the  connectivity  and  hosting  services  that  ISPs 
offer.  Plus  all  the  other  data  services  they  don't.  From  existing  technologies  like  Private  Line,  Frame  Relay  and  ATM 
to  newer  ones  like  DSL,  VPN  and  Wireless. 

The  point  is.  we  don't  have  to  pressure  you  into  one  technology  over  another.  We  offer  a  whole  range  of  them. 
So  we're  free  to  give  you  open,  honest  advice.  Just  like  a  friend. 

For  more  details,  visit  us  at  www.wcom.com/generationd. 

generation  d 
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THE       NEW       LEADERSHIP 


OM  GEARHEAD  TO 

GRAND  HIGH  POOH-BAH 


e  new  chief  Web  officer  will  work  hand  in  hand  with 
b  CEO  to  retool  the  company  into  an  e-business 


BY     ANDY 
R  E  I  N  H  A  R  D  T 


or  most  of  the  50  years  that  com- 
auters  have  mattered,  the  folks 
Iwho  ran  the  data-processing  ma- 
Ichines  down  in  the  bowels  of  an 
lization  were  no  more  celebrated 
[plumbers  and  electricians.  Sure, 
pealt  with  esoteric  equipment  and 
ii  certain  techie  mystique,  but  as 
Jtess  "Dilbert"  cartoons  attest,  they 
i  mostly  derided  as  clueless  nerds 
|jot  in  the  way  of  every  creative  or 
endeavor.  The  bad  attitude  went 
le  way  to 
pp:  Senior 
:  u  t  i  v  e  s 
kd  to  view 
|  own  com- 

[•  departments  as  little  more  than 
cpense  item  on  the  annual  budget. 
|ings  got  a  little  better  for  gear- 
in  the  1990s.  With  the  emergence 
hphistieated  management  software 
IPCs  on  every  desktop,  many  com- 
I's  elevated  data-processing  man- 
h  to  the  swankier  job  of  chief  infor- 
lon  officer,  responsible  both  for 
ling  computer  systems  and  devis- 
pong-term  information  strategies. 
UJP  EDGE."  Now,  in  the  Internet 
a  new  type  of  tech  exec  is  needed. 
Iiks  to  the  Net,  information  tech- 
Igy  isn't  just  a  way  to  automate 
<  processes  and  cut  costs.  "It's 

Isharp  eil^c  lit'  I  he   business,  a   tool 
Ire  venue  generation,"  says  William 
Kelvie,  the  former  no  of  Fannie 
,  who  helped  the  mortgage  lender 
v  into  a  cyberspace  powerhouse. 
I  Mirations  will  need  an  executive  who 
harness  the  latest   technology  to 
I'h  out  to  customers  on  one  end  and 
pliers  on   the  other   with   seamless, 
i  o-the-minute  data  communications. 
he  iMst  century  corporation,  all  man 
n  will  have  to  be  tech  experts,  but 
>grane!  high  pooh  bah  will  be  some- 
v  we're  calling  the  chief  Web  officer. 
.'his  executive  could  emerge  as  the 
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ceo's  most  important  lieutenant,  work- 
ing hand  in  hand  to  retool  companies 
into  e-businesses.  Like  today's  cio,  the 
chief  Web  officer  will  oversee  informa- 
tion systems  and  strategies — which,  by 
definition,  will  be  based  on  Internet 
technology.  But,  in  addition,  he  or  she 
will  create  and  manage  an  interwoven 
web  of  business  relationships  made  pos- 
sible by  communications  technology.  An- 
alyst Marianne  Broadbent  of  researcher 
Gartner  Group  calls  this  "managing  the 
extrastructure,"  or  forging  flexible  e- 


NOT  JUST  ANY  CIO 


Web,  says  she  is  "involved  in  virtually 
every  partnership  or  contract"  set  up  by 
the  discount  brokerage.  The  role  of  the 
top  information  executive,  says  Cisco 
ceo  John  T.  Chambers,  "has  been  ele- 
vated to  that  of  a  strategic  partner  with 
the  ceo  and  cfo." 

For  companies  that  recognize  the 
strategic  importance  of  the  Net  and  ap- 
point leaders  to  exploit  it,  the  payoff 
can  be  enormous.  At  ge,  says  Reiner,  a 
customer  inquiry  that  used  to  cost  $80 
to  handle  over  the  phone  costs  just  50<2 
via  the  Web.  With  savings  like  that,  an- 


To  blaze  the  path  to  e-business  requires  a  technology  czar 
who  does  far  more  than  run  computer  systems.  Some  standouts: 

WHO  WHAT  RESULTS 

peter  solvik  Leads  Cisco's  efforts  in  e-sales  Cisco  has  slashed  $1.5  billion 

Chief  Information  Officer  and  supply-chain  management,  in  costs  by  using  Net  technolo- 

Cisco  Systems  spending  half  his  time  with  gies  for  everything  from  human 

partners  resources  to  manufacturing 

gary  reiner  Runs  information  systems  and  GE  will  move  $5  billion  in  goods 

Chief  Information  Officer  GE's  huge  sourcing  program,  and  services  procurement  over 

General  Electric  Co.  working  with  suppliers  to  get  the  Net  this  year,  helping  to 

them  online  improve  operating  margins 

dawn  g.  lepore  Spearheaded  Schwab's  sue-       Online  trades  cost  only  20% 

Chief  Information  Officer  cessful  move  to  online  trading,    as  much  as  conventional  ones, 
Charles  Schwab  &  Co.       now  81%  of  its  volume  helping  boost  Schwab's  gross 

operating  margin  to  37%  last 
year  from  34%  two  years  ago 


links  between  an  organization  and  its 
partners,  suppliers,  and  customers.  Tech- 
nology and  partnerships  can't  work  well 
without  each  other — and  leaving  them  in 
separate  hands  risks  failing  to  exploit 
the  Net's  potential  for  radically  trans- 
forming business  processes. 
"STRATEGIC  PARTNER."  Some  leading- 
edge  companies  have  already  made 
steps  toward  this  new  management 
model.  At  General  Electric  Co.,  for  in- 
stance, CIO  Gary  Reiner  manages  both 
information  technology  and  ge's  mas- 
sive procurement  program,  working 
closely  with  suppliers  to  get  them  on- 
line. At  networking  giant  Cisco  Sys- 
tems Inc.,  cio  Peter  Solvik  spearheads 
the  company's  e-sales  and  e-supply-chain 
initiatives,  focusing  nearly  half  of  his 
time  on  relationships  with  outside  part- 
ners. And  Charles  Schwab  &  Co.  cio 
Dawn  G.  Lepore,  mastermind  of  the 
company's  widely  praised  move  to  the 


alysts  figure  ge  will  slash  expenses  by 
hundreds  of  millions  this  year,  while 
pushing  more  than  $5  billion  worth  of 
purchases  through  the  electronic  sys- 
tems Reiner  put  in  place.  The  same 
goes  for  Delta  Air  Lines,  where  selling 
a  ticket  online  costs  one-quarter  as 
much  as  a  travel  agent  sale.  Delta  saved 
more  than  $100  million  last  year  thanks 
to  e-commerce,  says  cfo  Edward  H. 
West,  who  manages  the  company's  on- 
line initiatives. 

Achieving  such  results  relies  on  mak- 
ing the  Net  a  strategic  priority.  A  com- 
pany's top  information  officer  "has  to 
stop  being  the  mastermind  of  the  engine 
room  and  get  up  on  the  bridge  of  the 
ship,"  says  Ben  S.  Levitan,  chief  oper- 
ating officer  of  Net  consulting  firm  Viant 
Corp.  But  the  transition  to  chief  Web  of- 
ficer isn't  always  easy.  Even  though  cios 
entered  the  upper  ranks  of  executives  in 
the  '90s,  the  departments  they  ran  were 


"still  the  servant  of  the  business] 
Harvard  Business  School  prol 
Robert  Austin.  Indeed,  many  CIC 
focus  on  running  internal  computd 
terns,  he  says,  even  though  "thel 
exciting  stuff  is  being  done  elsewl 
TURF  WARS.  That  stuff— Web  sif 
commerce,  online  customer  supj 
often  bubbles  up  from  skunkworkl 
tered  around  a  company.  Or,  il 
under  an  "e-czar"  who  bypasses  tj 
to  report  directly  to  the  chief 
tive.  After  all,  says  Viant's  Levitd 
you're  a  ceo  who's  had  an  Int 
epiphany,  you're  not  going  to  turij 
over  to  the  guy  who's  been  runnii) 
accounting  systems." 

In  the  coming  years,  the  cio 
czar  should  morph  into  one.  Com]| 
that  fail  to  move  in  this  directic 
the  risk  of  turf  wars  between  exj 
between  line  managers  launching 
own  e-commerce  initiatives  and 
partments  charged  with  keeping 
rate  digital  systems  in  prime  cond 

Indeed,  the  companies  most  succj 
on  the  Net  are  moving  to  knit  to£ 
their  info   systems   and   e-comr 
strategies.  Delta,  for  instance,  r| 
its  whole  corporate  computing  si 
around  a  single  set  of  technical 
dards  to  simplify  deployment  of 
merce  programs.  The  job  requiredl 
cooperation  between  cfo  WestJ 
oversees  Web  strategy,  and  Delt 
Robert  DeRodes,  who's  responsibl 
putting  the  company's  e-commercd" 
gram  into  effect.  Now,  to  harvest  I 
dollars  from  the  117  million  passel 
it  serves  each  year,  Delta  has  setl 
Net  incubator  to  nurture  new  bug 
ideas.  The  group  has  cooked  up 
for  airborne  e-shopping,  info  ki| 
wireless  Net  access  in  airport  loi 
and  speedy  broadband  links  in  ai| 
clubs.  So  far,  none  is  contributir 
cremental  revenues,  but  West  fij| 
such  initiatives  may  contribute 
to  Delta's  top  line  in  2002. 

The  key  for  any  company  hopiJ 
build  business  on  the  Web  is  to| 
opportunities  early  and  exploit 
fast.  That  can't  happen  if  they  f| 
the  old,  internally  focused  CIO 
But  by  fostering  a  culture  of 
change  and  experimentation,  andl 
powering  chief  Web  officers,  chiel 
ecutives  can  help  ensure  that  their  [ 
nesses  are  ready  to  tackle  the  challe 
of  the  21st  century.  They  won't  ha^ 
do  all  the  hard  stuff  alone. 


At  GE,  a  customer  inquiry  that  cost  $80  to  handle  by  phone  costs  just  500  to  process  on  the  Web 
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And  to  my  dear  Uncle  Sain,  I  leave  as  little  as  possib 


".I! 


JkaM^, 


i  wj  \W/Jm.'^'/ .  ii.' 


&Q  Z/*f  (^Z/j^L  <*$**-  /*&<* 

fc  fry  AJ6z*. 


R 


r 


■ 


ESTATE    PLANNING    "— 

/'V  should  the  government  inherit  more  of  my  estate  than  my  family? 
i  MetLife  rep  showed  me  bow  buying  life  insurance  is  one  of  the  best  ways 
keep  investments  like  my  -K)l(k)  in  the  pockets  of  those  closest  to  me.  In  fact. 
etU/e  series  ///>  more  ways  to  protect  your  assets  than  I  do  flavors  of  coffee. 
"  wonder  they  have  so  many  customers. 

learn  more  about  preserving  your  wealth,  call  1  -800-MetLife. 
'  visit  us  at  www.metlife.com. 

GET  MET.  IT  PAYS? 

*NUYS  ©  United  Feature  Syndicate.  Inc  . )  1999  Metropolitan  Lite  Insurance  Co   NY.  NY  L9908-IKII  MllC-lD 
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Financial  Services 


Mercedes  wanted  to  create  a  whole  new.  smarter  kind  of  car. 

me  We  were  right  there  with  them. 


. 
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DMotbrOla.  Inc.. 2000.  Motorola  is  a  regis' 


tered  trademark  and  The  Heart  of  Smart, 


edes  S-Class  is  a 
echnical  marvel.  With  nearly  everything 


cognition 


telephone  controls  to  a  satellite-based 


emergency  response  system. 


Thanks  to  some  remarkable  Mercedes 


designers  and  the  DigitalDNA™  team 


at  Motorola.  DigitalDNA  is  chips, 


systems,  software  and  ideas  -  embedded 


solutions  that  help  smart  companies 


create  smart  products.  Why  not  put  us  at 
the  heart  of  yours?  Contact  us  at 


www.digitaldna.com. 
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DigitalDNA 

from  Motorola 

THE  HEART  OF  SMART. 
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NEED  A  BIGGER  POND?  Then  try  UUNET®  Small  Business  Plus.  From  enhanced 
security  and  remote  access  to  Web  hosting  and  award-winning  service,  it's  all  here.  Small  Business 
Plus  makes  your  growing  business  an  e-business  with  the  ease  of  one-stop  shopping  and  the 

power  to  leverage  all  of  the  Internet.  It's  the  affordable,  reliable  plan  that  grows  with  you 

Without  limits.  Call  1-800-465-1792.  Code:  Provide,      ,-i       Orvisitwww.smallbusinessplus.com 
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INING  A  COMPANY'S 

MOTHER  LODE  OF  TALENT 


o  often,  the  best  person  for  the  task  doesn't  know 
exists.  Never  fear,  the  knowledge  managers  are  here 


BY     NEIL     GROSS 


■he  assignment  was  both  complex 
and  time-critical:  help  Bermuda 
turn  around  its  moribund  tourism 
industry  before  the  island  lost  its 
ipal  means  of  support.  Just  mediat- 
unong  warring  factions  from  vari- 
ndustry  groups,  labor  unions,  and 
land  investors  was  an  organization- 
igraine — or  at  least  it  would  have 
for  any  group  attempting  the  job 
a  traditional  chain  of  command.  In- 
I,  a  team  of  young  American  con- 
■nts  from  Monitor  Group  in  Boston 
che  bulk  of  the  job  done  in  under 
years.  Who  was  the  boss?  Nobody. 
were  a  team  of  equals,"  says  Joseph 
jec,  coordinator  of  the  project  for 
itor.  "It  didn't  matter  who  was  in 
fluda  the  longest.  I  worked  for  you. 
l  you  worked  for  me.  At  times,  it 
probably  very  confusing  for  the 
t." 

anfusing,  but  gratifying.  In  short  or- 
Monitor 
labor 
ements 
ed  with- 
•strikes  or 

ly  arbitration,  attracted  new  invest- 
t  in  languishing  hotels — -and  watched 
number  of  cruise  visitors  soar  to  all- 
highs. 
(ow  did  Monitor  pull  such  fast  re- 
3  out  of  a  seemingly  chaotic  organi- 
)nal  structure?  The  Bermuda  project 
a  cast'  study  in  an  intellectual  move- 
it  that   is  turning  organizations  up- 
down  in  the  U.S.,  Japan,  and  Eu- 
5.  Called  knowledge  management,  it 
aches  that  human  skills,  expertise, 
relationships  are  the  most  precious 
Mrces  in  an  organization.  Often,  these 
?ts  lie  tangled  up  in  managerial  red 
2.  When  a  new  challenge  crops  up, 
wrong  manager  steps  forward,  and 
real  expert  in  the  company  never 

n  hears  of  the  task. 

h  cut  through  the  red  tape,  compa 


"It,fc  ■»•!!*  ■*"?►» 
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that  communities  thinlc  of  |\Jucor  as  Quite  a  catch. 
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even  improve  waters  for  good  fishing.  Because  that  kind  of  concern  for  our  communities  is  just  our  nature. 
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like  Monitor  depend  on  a  new  type 
(ecutive — a  chief  knowledge  officer, 
:o  (table).  This  is  a  person  who  has 
liigh-level  clout  to  break  down  hier- 
les,  unlock  the  knowledge  and  skills 
lie  staff,  and  channel  these  assets 
is  networks  such  as  the  Web.  In 
tor's  case,  the  process  has  unleashed 
ker  of  innovative  services,  including  a 
off  dedicated  to  advising  nations  on 
petitiveness.  "This  is  a  way  of 
lg  at  what  people  know  or  need 
low,  how  they  use  the  knowl- 
,     how     they     sell     it,"  says 
^rence  Prusak,  IBM's  top  knowl- 
guru.  "Companies  in  the  future 
>ither  get  this  message  or  sink." 
ING  KNOWLEDGE.  Businesses      ■ 
latched  onto  knowledge  manage- 
t  like  a  life  raft.  In  a  recent  Confer- 
Board  survey  of  200  execs  at  158 
\i  multinationals,  80%  said  they  had 
Wedge  management  projects  in  the 
Is,  and  many  had  already  anointed 
a  knowledge  officers,  or  enlisted  "km" 
iultants.  All  told,  says  International 
pi  Corp.  in  Framingham,  Mass.,  con- 
pnts  pulled  in  $1.8  billion  in  km  ser- 
s  last  year.  By  2003,  the  number 
'ild  top  $8  billion,  not  including  knowl- 
e  programs  embedded  in  other  e- 
|,.uiess  software  suites,  IDC  predicts, 
he  consultants  themselves  are  spend- 
■  a  fortune  to  retread  themselves. 
;g  has  spent  well  over  $100  million 
»mputer  systems  and  processes  for 
'il)  hiring  the  knowledge  of  its  experts, 
iinsey,  Andersen,  Boston  Consulting, 
a  two-year-old  San  Francisco  up- 
:t  called  Scient,  among  others,  have 
tV(  >loyed  some  of  the  world's  most  so- 
sticated — and     expensive — internal 
abases.  All  of  them  exploit  the  Web's 
;  ver  to  hy|)erlink  documents,  case  stud- 
J    internal  communications,  and  break- 
news.  And  all  share  the  objective  of 
ting  a  better  grip  on  knowledge,  so 
J  t  it  can  be  leveraged  throughout  the 
■nization. 
■J:  Doing  so  sounds  easy  enough.  But  as 
wviedge  managers  are  finding  out,  the 
icess  hinges  on  behavior  modification 
a  scale  not  seen  since  jin-(tr-si<\-lc  Vi- 
na   unleashed    psychotherapy.    The 
aimia:  Large,  complex  intellectual  pro- 
its — the  creation  of  a  global   trading 
'.Work,  say.  or  rekindling  an  entire  in- 
stry,  such  as   Bermuda  tourism — de- 
nd  on  collaboration.    But    great    ideas 
Tie  from  exceptional  individuals,  who 
n't  tend  toward  teamwork.  Often,  the 


most  ambitious  staff — the  eagles,  if  you 
will — have  little  incentive  to  share  ex- 
pertise. As  University  of  Michigan  Busi- 
ness School  Professor  C.  K.  Prahalad 
says:  "It's  hard  to  get  the  eagles  to  fly  in 
formation." 

Knowledge  managers  harness  tech- 
nology to  break  these  logjams.  KPMG  is 
testing  a  program  called  KnowledgeMail, 
from  Tacit  Knowledge  Systems  Inc.  in 


WHAT  DOES  A 

KNOWLEDGE  MANAGER 

DO  FOR  A  LIVING? 


Human  skills,  intuition,  and  wisdom  are 

replacing  capital  as  the  most 

precious  corporate  resource.  Knowledge 

managers  seek  to  disperse  those  assets 

throughout  the  company  and  spin  them 

into  innovations. 

^At  the  senior  executive  level,  a 
chief  knowledge  officer  (cko)  ex- 
plains the  philosophy  to  other 
board  members,  and  drums  up 
funding  for  knowledge  projects. 

©The  cko  promotes  job  flexibility 
throughout  the  company,  so  that 
staff  with  smart  ideas  can  execute 
quickly.  That  may  mean  letting  a 
talented  team  of  employees  start  a 
new  product  division,  or  even  spin 
off  a  subsidiary. 


C/  At  all  levels,  knowledge  man- 
agers try  to  break  up  divisional  log- 
jams. The  goal  is  to  allow  everyone 
in  the  company  to  quickly  find  out 
who  has  expertise  in  which  areas. 

Palo  Alto,  Calif.,  which  analyzes  every  e- 
mail  sent  by  employees  participating  in 
the  test.  It  deduces  each  user's  level  of 
expertise  in  different  areas  and  weaves 
that  into  a  personal  profile,  which  the 
sender  can  edit.  Colleagues  can  then 
query  the  system  to  find  out  who  in  the 
organization  has  the  skills  to  solve  par- 
ticular problems.  Individuals  can  examine 
their  own   profiles,  but    they  cannot   be 


read  by  others.  When  somebody  on  the 
network  requests  an  expert,  the  system 
may  recommend  another  staff  member — 
but  not  until  it  gets  that  person's 
permission.  "Companies  have  to  recog- 
nize that  what  we  all  know  depends  on 
who  is  asking  the  question,"  says  David 
Gilmour,  Tacit's  founder  and  CEO.  "You 
can't  expect  smart  people  to  just  dump 
everything  they  know  into  some 
repository." 

If  Gilmour's  scheme  seems  to  coddle 
the  participants,  that's  no  big  surprise. 
Retaining  the  best  and  the  brightest  is 
crucial  in  the  knowledge  economy,  and  if 
expertise  isn't  available  in-house,  smart 
companies  will  pay  to  acquire  it.  When 
Cisco  Systems  Inc.  buys  a  company,  for 
example,  financial  due  diligence  focuses 
less  on  plants  and  more  on  human  capi- 
tal. For  recent  acquisitions,  Cisco  has 
paid  between  $500,000  and  several  million 
dollars  per  engineering  employee.  Mi- 
crosoft Corp.,  meanwhile,  employs  300 
full-time  scouts,  who  scrutinize  all  U.S. 
undergraduates  majoring  in  computer 
science,  interview  about  25,000,  and  make 
offers  to  the  top  500.  What  Cisco  and 
Microsoft  seek  is  something  far  less  tan- 
gible than  head  counts  under  a  job  de- 
scription. They're  seeking  the  altitude 
that  only  eagles  can  achieve. 
"EAGLE"  FLIGHT.  When  it  comes  to  re- 
taining eagles,  breaking  down  hierarchy 
pays  additional  dividends.  "The  employ- 
ees we  are  trying  to  attract  expect  to 
have  a  series  of  careers,"  says  Alan 
Kantrow,  the  chief  knowledge  officer  at 
Monitor  Group.  If  Monitor  can't  provide 
outlets  for  their  ambitions,  they'll  go 
elsewhere.  So  by  design,  all  the  roles, 
titles,  and  clusters  of  activities  are  tran- 
sitory. "We  aren't  building  organizational 
citadels,"  says  Kantrow.  "Like  nomads, 
we  pitch  tents  and  fight  battles,  then 
fold  up  the  tents  and  move  on." 

What  about  the  post  of  chief  knowl- 
edge officer?  Christopher  A.  Bartlett,  a 
professor  at  Harvard  business  school, 
says  companies  shouldn't  get  too  attached 
to  this  title.  "If  you  compartmentalize 
knowledge  management,  it  becomes  just 
another  info-tech  project,"  he  says.  In- 
stead, "the  whole  knowledge  process 
must  be  embedded  in  the  position  of  line 
managers."  Monitor's  Kantrow  agrees 
that  the  flatter  an  organization  becomes. 
the  further  knowledge  will  flow.  "The 
overwhelming  aspiration  of  most  CKOs," 
he  says,  "should  be  to  work  ourselves 
out  of  a  job." 


One  survey  shows  that  80%  of  large  multinationals  have  knowledge  management  projects  under  way 
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HEY,  ARE  YOU 

LISTENING  TO  ME? 


Forget  mass  production,  mass  marketing — even  mass 
media.  Customers  will  be  calling  the  shots  from  now  on 


BY     W  E  N  0  Y 
Z  E  L  L  N  E  R 


[D 


J3B] 


Subject,  wiiy 

Date:   January  4.   i  &  Matketing 

-  rr^^  in°- 

Organization.  *» 

-rane  Everyconsumer 
From:  Jane 

c.c-. 


Dear 


sir  or  Madam, 


I  have  been  one  of  your  best  customers 
for  years,  though  apparently  you 
don't  know  it.  You  think  you're  so 
edgy,  sending  me  so-called  "personal- 
ized" e-mail  for  products  and  services 
that  I  don't  want.  Your  Web  site  can't 
remember  what  I  buy  from  one  visit 
to  the  next  or  how  I  like  to  shop.  You 
still  spend  most  of  your  budget  on  TV 
ads,  which  I  promptly  zap.  And  prod- 
ucts made  to  order?  They  don't  exist 
on  your  Web  site. 

That's  why  I  intend  to  forget  about 
you.  I  hear  your  rivals  calling — the  vice- 
president  of  customer  communities,  the 
vice-president  of  customer  conversa- 
tions, and  the  chief  relationship  offi- 
cer— and  they've  wooed  me  away.  Crazy 
titles?  Not  anymore.  Ask  Greg  A.  Tuck- 
er, ceo  of  consultancy  Futurize  Now. 


He  calls  this  new  breed  of  marketing 
executive  "the  customer  advocate.  In 
the  New  Economy,  customers  make  the 
rules."  Or  talk  to  Steve  Larsen,  senior 
vice-president  for  marketing  at  Net  Per- 
ceptions Inc.,  which  makes  sophisticated 
software  for  mining  consumer  data. 
"Markets  will 
no  longer  be 
driven  by 

what  manufac- 
turers  choose 
to  make  and  sell  but  by  what  consumers 
want  to  buy." 

In  short,  the  era  of  mass  production, 
mass  marketing,  and  even  mass  media 
is  over.  Thanks  to  the  Internet,  I've  got 
more  power  and  more  choices  than  ever 
before.  To  build  a  meaningful  brand 
with  some  pricing  power,  companies  will 


have  to  really  listen  to  customers 
me  and  act  fast  on  what  they  hear. 
Peppers,  a  partner  in  consultancy 
pers  and  Rogers  Group  and  co-auth 
Tiie  One  to  One  Future,  says  busin 
must  develop  "learning  relations' 
remembering  what  I  want  and  m; 
the  product  or  service  better  as  a  n 
REAL-TIME  FEEDBACK.  Amazon.com 
a   pioneer,    studying   the   books 
bought  and  making  recommenda 
based  on  what  I'm  reading.  Dell 
puter,  which  sells  PCs  built  to  orde 
members  what  customers  have  bo 
in  the  past  and,  with  individualized 
pages,  makes  it  simpler  with  every 
sequent  order  to  add  new  compui 
upgrade  existing  equipment,  or  t 
bleshoot  technical  problems.  But  do 
know  what  I'm  thinking  right 
Sure,  you've  talked  to  me  before.  W; 
I  part  of  a  focus  group  for  your  co; 
ny  a  few  years  back?  And  didn't 
once  send  me  a  customer-satisfa 
survey?  That's  no  longer  good  eno 
Now,  we're  talking  about  real-time 
tomer  feedback,  online  and  off.  Th 
to  the  Net,  "companies  can  now 
conversations  with  hundreds  or  t 
sands  of  customers,  all  over  the  wc 
all  of  them  personal,  all  of  the  tir 
says  Tucker. 

Everyone  in  your  company  shouldne 
listening,  not  just  the  sales  departm  e\\ 
Gary  M.  Stibel  of  The  New  Englie' 


omers, 

it 


to  (lie 


CHIEF  OF  CUSTOMER  RELATIONSHII 


Consulting  Group   expects  CEOs 
even  board  members  to  regularly 
online  chat  rooms,  listening  and  talk 
to  customers  who  might  be  praising 
bad-mouthing  their  products.  And 
tactics  are  not  enough.  Continental 
lines  Inc.  regularly  gathers  advis 
groups  of  travel  agents,  big  corpoi 


f 
1 

IT, 


\1, 


t 
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UTf  >mers,  and  frequent  fliers  to  talk 
t  performance  and  problems.  The 
le  even  sends  sales  execs  to  talk 
■w  customers  as  they  board  flights 
t'  Newark  (N.J.)  hub.  "We're  going 

ito  the  old  days  when  you  talked  to 
customers,"  says  Stibel. 
hy  should  I  trust  these  companies 
nay  Information?  Because  they're 
a  to  ask  permission  to  use  it,  and 
;  Ye  going  to  give  me  something  of 

•  in  return:   the  products,  the  ser- 

.  the  marketing  messages  that   I 

•  Not  just  tailored  to  some  ill-de- 

I  market  "segment"  hut  created  just 
I  market  of  one.  "'I'll.'  tail  end  oi- 
ls delivering  mass-customized  prod- 
and   services,"   says    Bruce    E. 


Kasanoff,  ceo  of  Accelerating  1  to  1,  a  con- 
sultancy that  helps  companies  personal- 
ize their  customer  relationships.  "With- 
out personalization,  there's  no  loyalty, 
there's  no  reason  for  the  customer  to 
come  back  again,"  he  says. 

Publishing  and  music  giant  Bertels- 
mann envisions  the  day  when  I  can  cre- 
ate my  own  CDs,  mixing  and  matching 
the  songs  and  artists  that  I  like— and  al- 
lowing Bertelsmann  to  snatch  back  this 
business  from  Internet  pirates  like  Nap- 
ster. Or  the  company  might  learn  that 
I'm  a   Scottish   history   nut   and   e-mail 

me  excerpts  of  a  proposed  hook  on  the 
Battle  of  Corunna.  If  there  are  enough 
folks  like  me  willing  to  buy  the  hook 
and   cover  the   royalty   and   production 


costs,  it  will  jret  printed. 
That  way  Bertelsmann 
reduces    its    publishing 
risks.  "Personalization  is 
absolutely  key  to  Ber- 
telsmann as  a  business," 
says   Andrew   D.    Dor- 
ward,  director  of  person- 
alization for  the  compa- 
ny's Web  site,  BOL.com. 
Don't  laugh  at  his  title — 
it  appeals  to  me.  It  says 
he's  looking  out  for  my 
interests.  What's  more, 
he  says  the  company  is 
about  a  year  away  from 
"creating  an  experience 
that  is  totally  personal- 
ized for  the  customer"  in 
the  way  it  makes  and 
markets  books  and  mu- 
sic. "My  vision  would  be 
a    totally    personalized 
media  network,  which  is 
different    for    whoever 
signs  into  it."  He  sees 
the  same  possibilities  for 
cars,  fashion,  and  furni- 
ture. 

Indeed,  Levi  Strauss 
&   Co.,  Nike   Inc.,  and 
many  others  are  experi- 
menting with  ways  to  let 
consumers    create    the 
products     they     want. 
Nike  already  offers  cus- 
tomized shoes.   Via  its 
Web  site,  shoppers  can 
choose    color    combina- 
tions and  other  features. 
Levi's  launched  its  Orig- 
inal Spin  jeans  in  1998, 
allowing  customization  of 
fit,  style,  and  color.  The 
result:  Levi  can  produce 
nearly  1.7  million  variations  to  meet 
customer  tastes.  The  jeans  are  cut  and 
sewn  to  order  for  about  $55  a  pair.  Or 
take  tiny  American  Quantum  Cycles 
Inc.  in  Melbourne,  Fla.,  which  uses  per- 
sonalization to  create  a  niche  in  the 
shadows  of  the  giants.  After  discovering 
that  Harley-Da\idson  motorcycle  buyers 
were  often  spending  thousands  of  dollars 
to  customize  their  bikes.  Quantum  de- 
cided to  let  buyers  do  that   from  tin- 
stait.  From  seats  to  handlebars  to  paint 
colors,  customers  make  their  choices  on- 
line or  in  a  dealership.  The  result:  a 
customized  bike  at  a  factory  price. 

But  I  want  more  than  customized 
products.  I  want  customized  marketing. 
1  want  a  world  where  advertising  is 
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completely  based  on  my  individual  in- 
terests. Figure  out  how  to  do  that  via 
television,  and  I  won't  dart  out  for 
snacks  during  the  commercial  breaks. 
E-mail  is  already  demonstrating  the 
power  of  personal  marketing.  Brain- 
bench,  a  company  that  offers  Net-based 
tests  of  technology  and  other  skills, 
thinks  it's  rapidly  perfecting  the  art  of 
targeted  e-mail  marketing.  About  82% 
of  those  attracted  to  its  site  by  e-mail 
campaigns  actually  register  to  take  one 
of  its  exams,  hoping  to  prove  their  skills 
to  prospective  employers  who  pay 
Brainbench  to  administer  the  tests. 
"People  like  to  receive  information  if 
it's  relevant  to  their  interests,"  says  Bill 
Lake,  executive  vice-president  and  co- 
founder  of  Brainbench  in  Sterling,  Va. 
ONLINE  LANDSCAPE.  Or  consider  the 
personalized  marketing  tools  used  by 
Garden.com  Inc.,  an  online  gardening 
site.  Twice  a  month,  I  get  monthly  gar- 
dening tips  from  the  company  based  on 
where  I  live  and  the  kind  of  garden  I 
have — say  roses,  or  tomatoes.  While  I 
get  gardening  help,  they  keep  their 
brand     in     my  ^^^ 

consciousness 
and  learn  more 
about  my  pref- 
erences.    Like- 
wise, after  sur- 
veying customers, 
Garden.com  creat- 
ed an  online  land- 
scape planner  that 
lets  customers  in- 
stantly    buy     the 
plants  we  put  into 
our  designs.  Sure, 
it  helps  sell  Gar- 
den.com's  products, 
but  it  solves  my 
problem:    actually 
finding  the  plants 
I  put  into  my  plan. 
If  the  competi- 
tion doesn't  force 
you        to        come 
around    to    these 

new  ways  of  customer-centric  thinking, 
maybe  the  power  of  my  new  household 
purchasing  agent  will.  In  the  not-too- 
distant  future,  these  technology-backed 
"concierges,"  as  consultant  Elliott  Et- 
tenberg  calls  them,  will  work  for  me 
and  others  like  me.  My  agent,  paid  by 
me  and  using  sophisticated  data-mining 
tools,  will  know  what  I'm  willing  to 
spend  for  basketball  tickets,  for  exam- 


Someday  you'll  thank 

me  for  being  such  a 

picky  consumer  I've 

got  lots  of  friends,  and 

that  makes  me  a 

powerful  "viral 

marketing"  weapon 


pie,  and  constantly  monitor  data  to  get 
me  what  I  want — whether  it's  the  best 
seats  at  any  price  or  the  best  deal.  And 
you  thought  consumers  were  fickle  be- 
fore. These  agents  take  customer  advo- 
cacy to  the  extreme.  "You  tell  me  what 
you  want,  I'll  get  it  for  you.  That's 
something  a  customer  is  loyal  to,"  says 
Kasanoff  of  Acceleratingltol. 

Now,  here's  the  part  that  should  re- 
ally get  your  attention:  After  you're 
through  making  all  these  updates  and 
changes  to  the 


WHAT  IT  WILL  TAKE  TO  KEEP 
ME  AS  A  CUSTOMER: 


CUSTOMIZED  PRODUCTS  No  more  off-the-rack  for 
me.  I  want  to  see  products  designed  to  my  specs,  from 
clothes  to  cars  to  books. 

PERSONALIZED  MARKETING  I'm  tired  of  zapping 
through  your  silly  commercials.  I  want  ads  about  the 
products  I  want.  Send  it  via  e-mail,  airwaves,  or  maga- 
zine pages,  I  don't  care.  If  it's  news  I  can  use,  I'll  pay 
attention. 

NO-EXCUSES  SERVICE  Train  your  sales  staff  to 
respond  to  my  concerns  as  if  they  were  the  most  im- 
portant things  in  the  world.  Ban  the  phrase  "It's  not 
my  department." 

RAPID  CHANGE  Don't  wait  to  make  these  shifts.  I'm 
already  shopping  your  competition. 


way  you  sell  and  market — I  want  to 
join  you  in  your  job.  And  you'll  thank 
me  for  it,  too,  because  I'll  be  the  most 
powerful  marketing  weapon  around.  Be- 
fore I  can  do  that,  you  must  find  a  way 
into  my  conversations  with  family, 
friends,  and  business  acquaintances. 
Some  call  it  "viral  marketing,"  but  it's 
really  good  ol'  word-of-mouth  spread 
rapidly  via  the  Net.  Consultant  Pep- 


pers calls  it  "turning  your  custc 
into  advocates  for  your  business." 
Campbell,  ceo  of  San  Francisco- 
Gazooba  Corp.,  which  markets 
marketing  tools,  says  customers 
cally  pass  along  marketing  mesij 
that  they  consider  valuable  to  fij 
seven  others.  Of  that  group,  about] 
make  a  purchase  from  the  recomms 
company.  "You  know  more  about  I 
friends'  interests  than  anyone  else| 
could,"  says  Campbell.  And  the 
loyal  customers  typically  don't  need 
incentives — like  discounts  or  freque| 
er  miles — to  spread  the  word  to 

Procter  &  Gamble  discoverec 
power  of  personal  relationships  wh 
introduced  Physique,  a  new  line  of  | 
care   products.    Using  research 
delved  into  both  demographic  andl 
chological  trends,  it  identified  the  "| 
ters,"  or  consumers  who  are  partic 
ly  effective  at  influencing  others 
new  products.  Direct-to-consumer 
pies  and  a  Net  site  that  encouraged 
itors  to  tell  a  friend  were  aimed  at 
group.  The  program  generated  o\ 
million  referrals  to  the  Physique 
site  in  six  months.  Less  than  151 
Physique's  marketing  dollars  wer 
TV  ads. 

Whatever  you  do,  do  it  fast.  At  I 
ples.com,  the  effectiveness  of  e-mail  I 
motions  is  measured  in  minutes,! 
weeks  or  months.  Thanks  to  electa 
tracking  of  Web  site  visits,  online 
and  coupon  redemptions,  "we'll  kno| 
60  minutes  if  [an  e-mail  campaig 
not  meeting  our  benchmarks"  and 
changes  accordingly,  says  chief  ma 
ing  officer  Kelly  A.  Mahoney.  "This' 
mands  much  more  of  a  swat  team-i 
of  approach,  an  entrepreneurial,  ne 
say-die  personality,"  she  says.  Or 
sider  Garden.com's  response  when  a| 
tomer  complained  one  day  that 
couldn't  tell  what  size  pots  the  pere 
als  were  shipped  in.  Company  ex| 
tives  edited  the  site  that  night  to 
elude  the  information  and  informed! 
the  next  day.  The  customer  "thougj 
was  so  cool,"  says  chief  marketing 
cer  Lisa  W  A.  Sharpies.  I  wrote  a 
plaint  letter  to  you  six  months  ago. 
still  waiting  for  an  answer.  Not 
But  don't  bother  now.  I'll  be  shopjj 
someplace  else. 

Regal 


Levi's  new  ORIGINAL  SPIN  jeans  can  be  custom-produced  in  1.7  MILLION  varieties 
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Current 

Adaptable 

Reliable 

Powerful 


Do  you  neer 
information  tnat  i 
detailed  and  precise? 


Try  a  \JU(Xntum  Tecknique 

a  bold  leap  forward  in  decision  support 
information.  There's  a  higher  standard 
for  accessibility  and  accuracy  that  far 
exceeds  web-based  search  engines,  turns 
information  into  understanding,  and 
transforms  data  into  knowledge. 
The  information  paradigm  has  shifted 
to  Quantum  Knowledge. 
1-800-227-4908 


BW1821 


The  New  Paradigm 

in  Decision  Support 

Information  Solutions 


nexis 


Quantum  Knowledge 


LEADERSHIP     - 


GETTING  RID 
OF  GUESSWORK 


PERSPECTIVES    •    BY  ADRIAN  J.   SLYWOTZKY 


or  most  of  the  20th  century,  busi- 
nesses relied  on  a  remarkable  de- 
gree of  guesswork  about  their 
customers.  If  you  doubt  it,  consid- 
er the  prevalence  of  clearance  sales,  re- 
bates, discount  offers,  and  factory  in- 
centives. These  and  other  low-profit  or 
no-profit  strategies  are  used  by  compa- 
nies desperate  to  unload  merchandise 
they  guessed  would  be  popular. . .  and 
wasn't.  But  a  powerful  new  system  is 
under  way  that  will  transform  how 
goods  are  built  and  sold. 
MASS  CUSTOMIZATION.  It's  one  of 
those  rare  innovations  with  the  poten- 
tial to  transform  entire  industries.  If 
companies  can  pull  it  off,  this  may  fi- 
nally make  mass  customization  a  reali- 
ty. I  call  these  systems  choiceboards — 
the  sort  of  interactive  online  system 
popularized  by  Dell  Computer  Corp. 
that  allows  a  customer  to  design  a 
personal  computer.  They  choose  from  a 
menu  of  attributes,  components, 
prices,  and  delivery  options.  Those 
choices  send  directions  to  the  suppli- 
er's manufacturing  system  that  set  in 
motion  the  wheels  of  procurement,  as- 

Slywotzky,  a  partner  with  Mercer 
Management  Consulting  Inc.,  is  the  au- 
thor, with  David  J.  Morrison,  of  How 
Digital  Is  Your  Business? 


sembly,  and  delivery. 
The  result  is  a  pur- 
chasing process  that 
involves  fewer  price 
comparisons  of  com- 
modities and  creates 
more  active  customers. 

Choiceboards  are  a 
direct  benefit  of  today's  breakneck 
pace  of  technological  change.  Already, 
a  customer  can  use  Dell's  online  con- 
figurator to  choose  among  a  variety  of 
options — memory  size,  hard-drive  ca- 
pacity, modem  type,  etc. — up  to  16 
million  permutations.  Each  choice  gen- 
erates exact  cost  or  savings  informa- 
tion, and  consumers  can  easily  request 
additional  details.  Customers  are  hap- 
py: Dell's  configurator  makes  possible 
a  precise  fit  between  their  needs  and 
product  features,  rather  than  the  com- 
promise for  which  customers  have  tra- 
ditionally settled.  And  Dell  is  happy 
because  there's  no  need  to  clear  out  a 
backlog  of  unsold  product.  In  fact,  Dell 
never  has  on  hand  more  than  six  days' 
worth  of  inventory — a  crucial  advan- 
tage in  a  business  where  the  value  of 
products  is  constantly  plummeting  be- 
cause of  technological  change. 

Now  choiceboards  are  springing  up 
everywhere.  In  personal  finance, 
Charles  Schwab  Corp.'s  Mutual  Fund 


The  "choiceboard"  has 
the  potential  to 
revolutionize  the  way 
information  and  value 
flow  through  a  business 


Screener  allows  customers  to  desi 
their  own  investment  portfolios,  s 
ing  from  both  Schwab  funds  and 
managed  by  other  financial  compa 
Mattel  Inc.'s  My  Design  Barbie  le 
fashion-doll  fans  custom-build  a  fr 
for  Barbie,  choosing  hairstyle  and 
or,  complexion,  and  eye  color  for  a 
whose  image  is  displayed  on-scree 
before  it  is  ordered  and  manufacti 

In  computer  networking,  Cisco 
terns  Inc's  Marketplace  allows  cor 
rate  customers  to  create  the  preci 
combination  of  routers,  switches,  ; 
hubs  based  on  their  needs.  And  b 
ing  Point.com's  Service  Plan  Locat 
wireless  customers  can  research  ai 
buy  wireless  phones,  service  plans 
and  accessories.  Choiceboards  are 
creasingly  being  adopted  by  inven 
intensive  industries  such  as  furniti 
(Herman  Miller)  and  door  manufac 
ing  (Weyerhaeuser).  And  now  maj< 
players  in  the  auto  industry  are  al 
working  to  develop  such  systems. 
COLLABORATIVE  FILTERING.  The  ne 
step?  Look  for  inroads  in  fashion, 
pliances,  and  home  building — Japa 
nese  prefab  home  companies  use 
choiceboards.  Also,  choiceboards 
evolve  beyond  transaction  supporl 
Using  sophisticated  technology  su 
as  collaborative  filtering,  they'll  pi 
vide  on-target  recommendations  ft 
different  products.  And  later,  they 
may  let  customers  become  new-pr 
uct  designers,  asking  what  they  w 
that's  not  available. 

The  choiceboard  also  has  the  pot 
tial  to  revolutionize  the  way  inforn 
tion  and  value  flow  through  a  busir 
The  traditional  business  system  firs 
spends  money  to  produce  products 
services  it  hopes  customers  will  wa 
then  sells  (some  of)  them.  By  contr 
the  choiceboard-equipped  business 
sells  first,  then  produces.  Far  less  i> 
formation  and  value  are  lost. 

So  why  should  businesses  contin 
to  do  a  bad  job  at  high  cost  when  ; 
well-crafted  online  system  can  let  | 
their  customers  do  a  perfect  job  at 
low  cost? 


AC 
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We    DO    WITH    C^ts/TfLA. 

VwG  df*C  AriDda   We  bring  business-to-business  buyers,  sellers  and  commerce  service  providers  together 
on  the  Internet,  streamlining  e-commerce  processes. 

IVw©  nGCCICCl   an  effective,  scalable  Internet  solution  to  deliver  information  and  education  to  thousands  of 
our  customers  in  real  time.  Something  easy  to  implement,  yet  as  effective  as  bringing  people  together  in  the  same 
physical  space  for  hands-on  learning. 

iWe  eXpeCl   a  business  partner  who  can  deliver  proven  technology,  who  is  a  leader  in  the  field,  who  can 

f 

act  with  the  same  speed  and  obsession  with  customer  satisfaction  that  we  do. 

i 

I  We  CJOl  an  Internet  solution  that  mirrors  the  way  people  interact  in  real  life  ...  that  ensures  users  are  properly 
trained  on  our  products  ...  that  lets  anyone,  anywhere  participate  in  live  interactive  sessions  easily  from  their  desktop 
...  a  way  to  put  a  thousand  customers  in  the  same  room  at  once. 

IWe  chose  Centra. 


I 


With  uve  eLeAiwfN/G  pm>m  C^n/tha,  do  thk  today; 


•  Train  customers  on  a  new  product 


Meet  with  your  global  sales  team 


Host  a  company-wide  briefing 


•  Make  a  presentation  to  a  top  prospect 


Give  a  product  demo  to  resellers 


EKfflH 
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CE 


At  Centra,  we  believe  live  eLeaming  is  more  than  education.  It's  a  way  to  connect  business  people  live  and 
online  using  a  Web  browser  to  interact  in  real  time,  delivering  information  and  skills  more  efficiently  and  with 
better  results  than  ever  before.  And  without  the  time,  delays,  and  expense  of  business  travel. 

Only  Centra  offers  a  complementary  suite  of  enterprise  software  and  Internet  services  that  enable  the  delivery 
and  exchange  of  integrated  voice,  video,  presentations,  and  applications  for  secure  virtual  classrooms,  online 
presentations  and  Web  meetings.  With  Centra,  your  workforce  is  more  knowledgeable,  your  customers  are 
more  loyal,  and  your  products  and  services  get  to  market  more  quickly. 

For  more  information,  visit  www.centra.com.  And  discover  what  you  can  do  today. 
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THE       NEW       LEADERSHIP 
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/ANTED:  ECLECTIC  VISIONARY 
WITH  A  SENSE  OF  HUMOR 


Companies  will  need  group-oriented  leaders 
who  can  thrive  in  the  midst  of  uncertainty 




BY    DIANE    BRADY 


l/l 


imagers  looking  to  got  ahead  in 
the  21st  century  will  need  a 
completely  different  set  of  tools 
than  their  counterparts  in  the 
century.  Forget  about  the  weD-pressed 
f  flannel  suit  and  a  passion  for  issuing 
3rs.  The  next  generation  of  corporate 
lers  will  need  the  charm  of  a  debu- 
c,  the  flexibility  of  a  gymnast,  and  the 
•kness  of  a  panther.  A  few  foreign  Ian 
jes  and  a  keen  understanding  of  tech 
m  wouldn't  hurt,  either. 
Vith  change  the  only  constant  in  the 
f  corporation,  managers  will  have  to 


be  far  more  entrepreneurial.  Anyone  in- 
clined to  wait  for  orders  or  follow  estab- 
lished procedures  will  simply  be  lost. 
While  the  Industrial  Age  put  a  premium 
on  machines  and  proprietary  systems, 
the  Information  Age  relies  on  the  ideas 
aijd  skills  that  reside  in  workers'  heads. 
With  technology,  products,  markets,  and 
customers  all  in  flux,  the  corporation  will 
need  group-oriented  leaders  who  can 

thrive  amid  uncertainty. 

So  what  will  it  take  to  cut  it  in  the 
21st  century  corporation'.'  The  core  qual- 
ities of  intelligence,  passion,  and  an  abil- 


ity to  motivate  will,  of  course,  remain 
fundamental  for  future  leaders.  But  man- 
agers in  the  new  millennium  will  also 
need  humor,  spontaneity,  a  team  orienta- 
tion, and  genuine  concern  for  the  intan- 
gible needs  of  employees.  The  ability  to 
acquire  knowledge  will  be  less  important 
than  the  ability  to  obtain,  distribute,  and 
act  on  that  knowledge  quickly.  The  new- 
executives  have  not  only  to  make  fast 
decisions  in  a  tough  environment,  the) 
must  also  motivate  and  empower  their 
staff  to  follow  suit. 

Although  disciplines  such  ;is  marketing 
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and  finance  will  remain  key,  there  will  be 
more  value  placed  on  a  liberal  arts  edu- 
cation that  encourages  lateral  thinking. 
Also  rising  in  value  is  an  eclectic  back- 
ground. The  corporation  will  be  guided 
by  people  who  know  how  to  harness  the 
energies  and  talents  of  their  team  while 
keeping  their  egos  in  check. 

The  primary  force  reshaping  the  work- 
place is  speed.  Conditions  can  change  in 
an  instant,  rendering 
even  quarterly  strate- 
gies obsolete.  Already, 
"leaders  are  in  a  state 
of  vertigo,"  says  War- 
ren Bennis,  professor  of 
business  administration 
at  the  University  of 
Southern  California. 
Winners  will  accept  con- 
stant change,  making 
themselves  adaptable  to 
whatever  comes  their 
way.  Business  plans  may 
change  at  a  moment's 
notice. 

LOOSER  GRIP.  The  corpo- 
ration itself  will  depend 
more  on  a  complex  and 
ever-shifting  stream  of  al- 
liances, partnerships,  and 
customer  relationships — 
part  of  the  reason  for  the 
constant  change.  As  a  re- 
sult, leaders  will  rely  more 
than  ever  on  the  intelli- 
gence and  resourcefulness 
of  their  staff.  Rather  than 
tighten  the  reins  of  control, 
smart  leaders  will  want  to 
loosen  their  grip  to  create 
more  responsive  organiza- 
tions. That  means     taking 
more    pains    to    create    a 
workplace  that  satisfies  the 
best  people.  Hierarchies  will 
flatten  out  while  formal  job 
functions  will  give  way  to 
more  fluid  organizations. 

As  workers  throughout  the  enter- 
prise gain  power,  the  new  corporate 
leaders  must  be  open,  freewheeling, 
and  comfortable  with  unpolished,  im- 
perfect ideas.  Casting  the  CEO  as  a  vi- 
sionary nestled  in  a  distant  corner  of- 
fice simply  won't  cut  it  anymore.  They 
need  to  formulate  and  proselytize  their 
vision  in  every  part  of  the  company. 
Daniel  A.  Carp,  CEO  of  Eastman  Kodak 
Co.,  already  has  seen  that  change.  Thir- 
ty years  ago,  he  says,  "by  the  time  the 


idea  wrent  in  to  the  ceo,  it  had  a  yellow 
ribbon  tied  around  it."  Now,  Carp  gets 
e-mails  from  people  on  the  plant  floor, 
updating  him  or  making  suggestions — 
a  practice  he  encourages. 

That  type  of  feedback  would  be 
much  less  likely  with  a  tyrant  in  place. 
Managers  need  to  build  an  entirely  new 
relationship  with  the  people  who  work 
for 


A  RESUME  FOR  THE  21  st  CENTURY 

cultures,  conditions,  and  ways  of  domg  busmess. 

to  more  than  one  corporate  culture. 


Liberal  Arts 
in  ps: 


EXTRACURRICULAR 


.Debating  (where  you  .earned  to  market ideas  and  think  on  jour  feet,. 

.  Sports  (where  you  learned  discipline  and  team  work). 

.  villi  worMwhere  you  learned  to  step  outside  you,  own  narrow 

world  to  help  others). 
•  Travel  (where  you  learned  about  different  cultures). 


them.  Says  Bruce  A.  Pasternick,  man- 
aging partner  for  Booz  Allen  &  Hamil- 
ton Inc.'s  Organization  and  Strategic 
Leadership  Center:  "The  glorification 
of  the  individual  is  over."  Technology 
and  a  shrinking  workforce  Will  continue 
to  empower  individuals  to  act  as  no- 
madic free  agents,  selling  their  ser- 
vices to  the  highest  bidder.  Young  J. 
Shin,  chief  technology  officer  at  the  ed- 
ucation Web  site  Embark.com,  already 
notices  that  young  workers  "don't  want 
to  be  managed  as  serfs."  They  demand 


guidance,  respect,  and  a  chance  to 
value  to  the  organization — or  they 
for  the  door. 

They'll  also  need  the  opportuniij 
fail.  To  nurture  talent,  managers! 
need  to  develop  a  greater  tolerancl 
risk — and  failure.  Bill  Nussey,  presl 
and  ceo  of  New  Economy  consultf 
iXL  Enterprises  Inc.,  actually  wantl 
people  to  "fail  fast"  sof 
they  don't  fear  screwinl 
He  has  a  soft  spot  for  pi 
with  a  broad-based  oj 
trepreneurial  backgrc 
They're  not  scared  td 
new  things  and  lear| 
think  on  their  feet. 
LISTENERS  WANTED. 
quire  all  these  skills, 
agers  will  come  from 
varied  educational 
grounds.  When  Thom^ 
Harrison  tries  to  spc 
ture  leaders,  he  lookl 
training   in    psychoj 
"Being  able  to  read 
tween  the  lines  help 
really     manage     pt 
better,"  says  Harrl 
chief  executive  of  Dl 
sified  Agency  Servicl 
ad  conglomerate  Ol 
com  Group  Inc.  A  si 
tivity  to  foreign  tj 
tions,  and  languag^ 
another  key  skill, 
only   must   busine 
woo     customers 
partners  abroad, 
will   recruit   and 
source  overseas. 

In  every  genera 
great    leaders    ah 
learn  to  adapt  to 
environment  in  ordj 
thrive.  But  those 
ers  will  increasing^ 
challenged  as  the  pace  of  change 
erates.  In  an  era  where  highly  st 
workers  will  be  at  a  premium,  liste 
skills  and  a  passion  for  helping  pe 
could  well  become  the  hallmarks 
successful  manager.  John  J.  DooneJ 
president  and  coo  of  New  York  ad/J 
keting  giant  Interpublic  Group  of 
even  demands  a  sense  of  humor, 
out  it,"  he  says,  "your  sense  of  per 
tive  is  out  of  whack."  Faced  with  a 
workforce  and  customer  base,  winfc 
will  know  the  value  of  a  good  laugh 
With  bureau  n 


LEADERS  need  to  proselytize  their  VISION  in  every  part  of  the  company 
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v 


.^ff- 


^  ^ 


•* 
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Now  there's  a  smarter  way  to  manage 

yourcustomer-employee-supplier-partner- 

intra-extra-Inter-cross-platform-global- 

way-too-complex-digital-  economy  net. 


It's  one  Net.  Put  it  to  work. 


You  can't  build  success  in  today's  eBusiness  world  if  you  can't  bring  order  to  a  host  of  complex  networks. 
Order  that  lets  your  employees,  partners,  suppliers  and  customers  work  together.  And  all  their  different 
operating  systems,  intranets,  extranets  and  the  Internet  work  as  one  Net.  Securely  and  reliably.  That's  the 
strength  o\'  Novell's  Net  services  software.  It  lets  existing  technology  work  together.  And  gives  you  the  power 
to  change  your  eBusiness  as  fast  as  the  Net  economy.  Watch  it  work  at  www.noveIl.com 

Novell 


©  Copyright  2000  Novell,  Inc  All  right*  reserved.  Novell  is  a  registered  trademark  and  the  power  to  change  is  a  trademark  of  Novell,  Inc.  in  tht  United  States  and  other  countries 
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-THE       NEW       LEADERSHIP 


WRITE  YOUR  OWN  TITL 


Good-bye  CEO.  Hello  "Employee  #1"  and  a  whole  raft 
of  corporate  monickers  you've  never  heard  of  before 


The  sandals-and-facial-hair  style  of  scrappy  Internet  startups  will  con- 
tinue to  infect  21st  century  corporate  culture.  Already,  musty  old  firms 
are  taking  a  stab  at  enforced  fiin,  putting  pool  tables  in  lobbies  and  lit- 
tering workspaces  with  bean-bag  chairs.  Job  titles,  too,  are  changing. 
"People  want  a  sense  of  individuality,  they  want  work  to  be  fun  and  not  bu- 
reaucratic," says  David  Petersen,  a  psychologist  with  Minneapolis-based 
Personnel  Decisions  International.  Petersen  sees  four  major  changes  ahead: 

■  More  people  will  have  two  designations:  an  internal,  role-related  ti- 
tle and  an  external,  customer-focused  one 

■  Titles  will  be  more  descriptive  of 
one's  function  rather  than  one's  level. 

■  People  will  pick  their  own  titles 
rather  than  have  them  assigned. 

■  Titles  will  reflect  the  company's 
attitude  rather  than  the  actual  posi- 
tion. 

Here's  a  sampling  of  what's  to  come 


HELLO 


lama 


JOBS  OF  THE  FUTURE 

BY    MICHELLE    CONLIN 


HELLO 

lama 


Chief  Talent  Seoul 

recru,tmV  'WP  thPerS0"  in  cha^ 


^ESSr 


HELLO 

I  am  a 


Senior  Vice-President  of 
Great  People 

heights.  Another  title 
Care  &  Feeding. 


Delight  -         ;      more  cus. 


HELLO 


I  am  a 


HEU< 

'am  a 


Su,tan  of  Sound 

stock  prirp   th  n  hammer  a  n„      I 

out  fJ75e'  these  sultan*  £  J.ComP\ 


on  the  rise: 


reach  new 
Director  of 


HELLO 


\ama 


mimicking  «*  ^^^^*M 

approach- 


Employee  #1 

Indicates  you've  got  a  major  chunk  of  equity 
Another  advantage:  Should  you  switch  from  CLU 
to  chairman,  there  will  be  no  need  to  ever 
reprint  your  business  card. 


-r  &  'mpressinnc  .,_ 

ager. 


'Sessions  Man 


Sector  oi 


HELLO 

I  am  a 


HELLC 

I  am  a 


Culture  Czar 

In  charge  of  spending  a  bit  of  those  profits  on 
employees.  Want  more  catered  lunches? 
Lunchtime  massages?  This  executive  is  the  de 
facto  Director  of  Fun,  ladling  out  enough  soft 
perks  to  keep  people  from  jumping  ship. 


Director  of  Privi 

Already  established  at  such  companie. 
bleClick  to  protect  customers'  privacyl 
as  the  company's  own  intellectual  prc= 
Tensions  will  ensue,  though,  since  end 
want  e-mail  safe  from  corporate  snooi 
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The  new,  more  powerful  GS430. 
?      A  little  faster  off  the  line* 


THE  RELENTLESS  PURSUIT  OF  PERFECTION.    (Z) 


Being  on  the  road  doesn't  have  to  mean  changing  your  routine. 
Because,  at  Homewood  Suites'  by  Hilten,  you'll  And  a  lot  of  the 
things  you  need  to  help  you  feel  at  home.  Things  like  a  sbacio* 
two-room  suite  with  a  fully  equipped  kitchen  and  a  daily 
complimentary  breakfast.  In  other        MAKE 
words,  everything  you  need  to  continue    YOURSELF 
to  live  your  life  your  way.  ^J  HOME! 


mm 


HOMEWOOD 
SUITES 


Hilton 


1-800-CALL-HOME® 

www.homewood-suites.com 


Hilton  HHonors:    Points&U 
..,,, ISuit^bymt^isn^P^offfiltong 


THE       NEW       LEADERSHIP 


SENTIAL  READING 

FOR  MODERN  MANAGERS 


pong  the  plethora  of  business  advice  books,  here  are 
iveral  standouts-from  the  classic  to  the  cutting  edge 


BOOKS  FOR  THE  FUTURE 

BY   JOHN    A.    BYRNE 


[lor  all  the  promise  and  all  the  pos- 

i  sibilities  of  the  21st  cent  my,  there 
are  also  plenty  of  business  books 
out    there    to 
I  Idle    the    best 

[brightest  man- 
Publishers 
lly  know  there's 
led  for  guidance. 
r*ve  been  work- 
|»vertime  to  cram 

shelves  with  all 
|s  of  "New  Econ- 
and    "Digital 
['  titles. 

idly,  most  of 
re  books  fail  to 
ler  on  their  jack- 
flurbs.  Not  only 

hey  offer  little 
!»  but  they  are  often  dreadful  reads, 
!  I  with  language  as  tortured  as  pret- 

lough.  There  are,  however,  some 
|'  good  and  thoughtful  exceptions, 
that  make  sense  of  the  confus- 
batterns  around  us.  If  you're  seeking 
mit  house  or  two  in  this  perfect 
|m     of    change,     you'll     be     well 

tnl  by  the  selections  below.  Think  of 

n  as  essential  reading  for  the  21st 
jury  leader. 

\elf- Renewal  by  John  W.  Gardner 

VN.  Norton,  1995).  In  the  new  world 

Vork,  trust  and  integrity  assume 

p  greater  importance  as  knowl- 

.'  workers  gain  mure  responsi- 

'y  in  their  organizations.  Gard- 

,8  elegantly  written  classic  is 

ling  less  than  a  guide  to  sur- 

J  in  the  rough  seas  ahead.  The 

lor  reminds  us  that  the  key  to 

ning  and  growing  lies  in  our 

ingness  to  risk  outright  failure. 

■  one  of  many  important  lessons 

an  uncertain  time.   You'll   tind 

rself  turning  down  the  corners 

many    of    this    book's    pages 


and  underlining  numerous  passages. 


Managing  in  the  New  Economy,  edit- 
ed by  Joan  Magretta  (Harvard 
Business  School  Press,  1999).  This 
volume  of  essays  by  such  dis- 
cerning thinkers  as  B-school  stars 
Henry  Mintzberg,  Michael  E. 
Porter,  and  C.K.  Prahalad  is  a 
great  handbook  for  the  digital  fu- 
ture. Among  the  gems  within  is 
the  best  interview  ever  done  with 
Michael  S.  Dell  on  the  powers 
of  his  virtual-integration 
business  model. 


Profiles  of  the  Future  by 
Arthur  C.  Clarke  (Warner 
Books,  1985).  Best  known 
for  his  science  fiction, 
Clarke's  visions  for  the  future 
have  been  remarkably  prescient. 
Originally  published  in  1962,  this 
book  is  the  perfect  reading  matter 
to  jump-start  your  brain  for  the 
21st  century.  At  the  very  least, 
Clarke  continues  to  stir  our 
imagination  about  the  possibilities 
awaiting  us. 


The  Social  Life  of  Information  by 
John  Seely  Brown  and  Paul  Duguid 
(Harvard  Business  School  Press,  2000). 
So  much  has  been  written  about  intel- 
lectual capital  in 
the  New  Econo- 
my that  it's  a 
wonder  anyone 
can  say  something 
new  or  worth- 
while. These  two 
Silicon  Valley 
players  manage  to 
do  so  without  re- 
sorting to  bom- 
bastic predictions. 

They    distinguish 
between   "sticky" 


The  Social  L&ot 

Information 


knowledge,  the  wisdom  that  stays  in- 
side organizations,  and  "leaky"  knowl- 
edge, the  insights  and  perspectives  that 
somehow  fall  into  the  hands  of  potential 
rivals.  The  idea  here  is  that  the  context 
of  information,  a  company's  culture  and 
processes,  may  be  more  important  than 
the  actual  creation  of  knowledge.  Why? 
Organizations  that  block  the  transfer 
of  knowledge  may  encourage  insiders 
to  spill  it  outside  their  walls. 

Being  Digital  by  Nicholas  Negro- 
ponte  (Vintage 
Books,  1996).  You 
simply  can't  find  a 
more  lucid  or  illu- 
minating handbook 
for  the  Digital  Age 
than  this  one,  writ- 
ten by  one  of  the 
founders  of  the  Me- 
dia Lab  at  Massa- 
chusetts Institute 
of  Technology.  Ne- 
groponte  untangles 
the  technical  com- 
plexities of  this  era 
in  entertaining 
prose,  and  he  pro- 
vides a  useful  distinction  between 
atoms,  or  physical  assets,  and  bits,  or 
the  digitized  pieces  of  information 
that  have  assumed  so  much  value  in 
the  New  Economy. 

Th<  Practice  of  Management  by 
Peter  F.  Drucker  (HarperBusin 
1993).  Some  things  never  change.  That's 
why  this  46-year-old  classic  by  the  leg- 
endary management  philosopher  is  well 
worth  rereading.  Although  it's  dry  by 
today's  hyperbolic  standards,  this  book 
is  the  single  best  introduction  to  man- 
aging ever  published.  You'll  find  that 
Drucker  was  way  ahead  of  his  time  in 
recognizing  the  importance  of  knowl- 
edge workers. 
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muim^^^BBipwfww 


ice 


GTE  and 

Bell  Atlantic 

are  now  Verizon. 


'»,* 


Deb  Watson's  business 
didn  t  miss  a  call. 


New  name 


Same  great  business  solutio 


veri  on 


century  Mil:l;jii;niiii,i 


•     ARCHITECTURAL       VISIONS* 


corporate  structures  embody  an  era,  what 
will  tomorrow's  office  look  like? 


BY     BRUCE     NUSSBAUM 


FEW  INSTITUTIONS  EMBODY 

their  era  as  strikingly 
as  the  corporation.  In 
form  and  function,  it  re- 
flects the  defining  tech- 
nologies and  social  orga- 
nization of  its  time.  This  is 
rue  of  the  physical  manifestation  as  internal 
[figuration,  which  is  why  corporations  have 
.ured  the  imagination  of  so  many  visionar 
'especially  architects, 
ae  1913  Wool  worth  Building,  at 
.tories  one  of  the  first  true  sky- 
ipers,  was  called  "the  cathedral 
•ommerce."  The  Chrysler  Building,  the 
Am  Building,  Rockefeller  Center,  all 
New  York,  and  the  Sears  Tower,  in 
cago,  symbolized  the  organizational  hi- 
rchy  of  the  in- 
trial  era.  Cor- 
ations  lived  in 
brtical  world, 
today,  a  synap- 
jjump  in  tech- 
pgy  is  altering 
way  business 
h  done,  the  way 


FOR 


companies  are  organized,  and  the  way  man- 
agers operate.  Information  is  replacing  physical 
goods  and  hard  assets  as  the  currency  of  com- 
merce. The  corporation  is  morphing  into  a  hor- 
izontal, if  not  virtual,  universe. 

business  week  asked  two  award-winning  ar- 
chitecture firms  to  envision  the  21st  century 
corporation.  The  firm  of  Thompson  &  Rose 
Architects  in  Cambridge,  Mass.,  believes  hu- 
manism, not  technology,  will  generate  the 
ideas  and  innovation  needed  for  corporate 
success.  New  York's  Asymptote  Architec- 
ture thinks  execs  will  live  in  the  air  and 
corporate  headquarters  will  be  airport  ter- 
minals. Wow.  Compare  both  visions 
to  the  Emerald  City  in  The  Wizard 
of  Oz.  We  begin  with  images  of 
things  to  come  from  the  past. 


THE 


W 


\~s 
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-ARCHITECTURAL       VISIONS- 


The  196 'U  World's  Fair  hinted 
at  the  coming  change  in  cor- 
porate architecture.  Vertical 
buildings  were  replaced  by 
biomorphic  blobs  or  squares 
covered  by  media  screens 


Bosses  were  on  the  top  floors,  managers  next,  workers  down  below 
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PeopleSoft  Customer  Relationship  Management  is  about  knowing  what  your  customers 
want  -  even  before  they  do.  By  tracking  your  customers'  behavior  and  history,  PeopleSoft's  new 
generation  of  e-business  applications  gets  information  into  the  hands  of  the  people  in  your 
company  who  need  it,  when  they  need  it.  Now,  armed  with  Vantive's  best  of  breed  CRM  technology, 
everyone  can  proactively  forge  and  develop  profitable  customer  relationships  like  never  before. 
Which  is  exactly  the  competitive  advantage  your  people  need  to  successfully  lead  your  business. 


PeopleSoft  CRM  powered  by 

vantive 


CUSTOMERS  •  EMPLOYEES  •  SUPPLIERS 


People  power  the  internet. 


www  peoplesoft.com/crm         1.888.773.8277 


_!f*^ ... 


century  ■HimmhWIillI 


ARCHITECTURAL       VISIONS 


OFFICES  THAT  SPA 
CREATIVITY 

For  a  post-industrial,  information-driven  economy,  where  innovation 
becomes  more  valuable  than  mass  production,  all  that  is  vertical  sud- 
denly becomes  horizontal.  Across  the  business  landscape,  corporate 
headquarters  are  already  tumbling  like  falling  dominoes. 

The  firm  of  Thompson  &  Rose  Architects  pushes  the  process  to  the  next 
level.  If  ideas  are  the  driving  force  behind  the  New  Economy,  then  the  basic 
purpose  of  any  corporate  structure  is  to  foster  creativity  and  deliver  innova- 
tion— which  together  generate  growth,  profits,  and  jobs.  It  is,  therefore,  hu- 
manism, not  technology,  that  will  define  the  21st  century  corporation.  As 
technology  becomes  ubiquitous,  the  social  needs  of  the  corporation  will  de- 
termine success  or  failure. 

In  an  era  defined  by  people  compulsively  speed-dialing  their  cell  phones  and 
obsessively  surfing  the  Net,  Charles  Rose  and  Maryann  Thompson  take 
a  distinctly  beyond-technology  approach.  They  believe  that  the 
best  new  ideas  come  from  direct,  human 
social  relationships;  quiet,  private  mo- 
ments of  epiphany;  and  serendipitous  acci- 
dents of  personal  and  intellectual  collision 
and  collusion.  When  technology  makes  any 
corporation  virtual,  the  only  justification 
for  an  actual  building  is  to  meet  the  hu- 
man needs  of  the  organization. 

In  their  architecture  for  the  office  of 
the  future,  everything  is  mutable.  Noth- 
ing is  fixed,  not  even  the  exterior  skin  of 
the  office  building,  which  changes  with 
the  weather — shading  in  summer,  allowing 
more  solar  heating  in  the  winter,  permit- 
ting ambient  light  inside  in  all  seasons. 

Spaces  will  be  created  that  are  deliberately  devoid  of  tech 
nology,  in  order  to  reinforce  direct  social  interaction.  These 
environments  will  emphasize  a  connection  to  the  natural 
world.  Outside,  there  will  be  gardens  for  meetings.  Inside,  fi 
brous-membrane  walls  will  support  hydroponic  plants  that 
enhance  the  air  and  connect  people  with  a  more  natural 
physical  environment.  The  goal  of  21st  century  humanist  ar- 
chitecture: promoting  marketable  innovation. 


ROOFTOP  GARDENS  OFFEh 
A  NATURAL  RETREAT  TO 
MEET  TALK,  OR  3E  ALONE. 
THEY'RE  ALSO  WIDELY 
ACCESSIBLE,  BLURRING 
THE  DISTINCTION  3ETWEEI 
WHAT'S  THOUGHT  OF  AS 
'INSIDE"  AND  "OUTSIDE" 


THE  CORPORATE 
HEADQUARTERS  WILL 
SAUCER  DOWN  AND 
'HOVER-'  ON  LEGS  OVER 


EXISTING  PARKING  LOTS. 
IT  WILL  NOT  CONTRIBUTE 
TO  SUBURBAN  SPRAWL. 
IN  FACT,   THE  BUILDINGS 


MAY  BE  MORE 
"NATURAL"  THAN  MUCH 
OF  THEIR  ENVIRONMENT 


•3"  i.  ,>  ffi 


I 


BRINGING  PEOPLE  - 
TOGETHER 
CASUALLY  IS  A 
KEY  INGREDIENT 
IN  FOSTERING 
NEW  IDEAS  AND 
INNOVATION.  A 
3ROAD 

STAIRCASE.  ONE 
OF  THE  MOST 
TRADITIONAL 
ARCHITECTURAL 
ELEMENTS.  IS  AN 
INTERACTIVE  TOOL 
OF  THE  FUTURE 
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•    ARCHITECTURAL       VISIONS 


PERSONAL  WORK  SPACE  AND  THE 
OFFICE  ITSELF  WILL  COLLAPSE  INTO  A 
SINGLE,   UNIFIED  CONTINUUM.   WALLS 
WILL  BECOME  A  THING  OF  THE  PAST; 
CUBICLES  WILL  DISAPPEAR,   TO  3E 
REPLACED  BY  NOMADIC  WORK 
SHELLS.  INDIVIDUAL  PASSWORDS 


WILL  CUSTOMIZE  THE  SHELLS,  AS 
TEAMS  OF  WORKERS  COME 
TOGETHER,  OR  DIS3AND,  AND  THEIR 
MEMBERS  MIGRATE.  THE  WORK 
SHELLS  WILL  PROVIDE  EITHER 
SECLUSION  OR  TRANSPARENCY  IN 
EVER-CHANGING  SPACES 


THOMPSON  AND  ROSE  ARCHITECTS  INC.  Cambridge,  MA  •  Principals  Charles  Rose,  Maryann  Thompson  •  Project  Archiv 

David  Gabriel  •  Renderings  David  Gabriel,  Marios  Christodoulides,  James  V.  Moore 
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You'rf  thinking,  "I  want  to 
open  another  location,  but 
rd  the  overhead." 
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PNC 
Mortgage 


PNC 

Real  Estate 

Finance 


PNC 
Bank 


PNC 
Business 

Credit 


PFPC 


u're  nol  on  the  Internet,  you're  not  doing  all  the  business  you  can. 
Sites  makes  it  easy,  with  automatic  search  engine  registration, 

Be  credil  card  processing,  and  round-the-clock  hosting.  For  more 
■ration  aboul  PNC  iSites,  call  1-888-PNC-7030, 01  visil  www.pnc.com. 

j'Trn  I'NC  Mri.iru-i.il  Scrvurv  Gump,  IrtC 
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The  Thinking  Behind  The  Money 


AS  CORPORATIONS  MAKE  AIRLINE 
TERMINALS  THEIR  HEADQUARTERS, 
MERGERS  AND  ACQUISITIONS  WILL 
OCCUR  RIGHT  AT  AIRPORTS. 
BUSINESS  JETS  WILL  SHIFT  FROM 
ONE  TERMINAL  TO  ANOTHER, 
CHANGING  IDENTITY  WITH  NEW 
LOGOS.  TERMINALS  WILL  COM3INE 
AND  GROW  EVER  LARGER 
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ASYMPTOTE  ARCHITECTURE  New  York  City  •  Architects  Hani 
Rashid  and  Use  Anne  Couture  •  Assistants  Birgit  Schoenbrodt, 
Hermann  Zschiegner 





THE 
AIRBORNE 
HQ 

For  the  21st  century  corporation,  a  company's  physical 
space  in  a  city  or  suburb  will  be  inconsequential  to  the 
needs  of  its  network  space.  The  Internet  will  make  virtu- 
al networking  commonplace,  but  the  needs  of  corpora- 
tions to  partner  and  team  on  a  global  basis  will  require  more 
travel,  not  less,  more  meetings,  not  fewer.  Even  now,  CEOs 
spend  more  time  on  planes  than  ever  before.  Meetings  increas- 
ingly take  place  at  airports,  with  first-class  and  business 
lounges  being  used  as  offices.  New  York-based  Asymptote  Ar- 
chitecture extends  the  trend  to  the  extreme  and  suggests  that 
future  corporations  should  actually  locate  at  the  airport. 

Asymptote's  vision  of  the  future  has  corporations  building 
and  branding  their  own  airport  terminals.  Global  manufactur- 
ing and  service  partners  fly  in,  negotiate,  close  deals,  and  fly 
out.  Or  they  remain  in  corporate  suites  at  the  airport,  plug 
into  the  Net  in  their  own  private  offices  or  cubicles,  work  out 
at  the  corporate  gym,  do  some  shopping  for  the  family,  and  get 
a  haircut — all  in  the  terminal. 

Asymptote  then  extrudes  the  corporate  airport  headquarters 
to  the  airplane.  Seamlessly,  the  corporation  extends  itself  into 
flight  on  company  jets  equipped  with  all  the  technology  needed 
to  work  in  the  air.  Managers  leave  their  terminal  headquarters 
in  the  morning,  climb  aboard  their  supersonic  business  jets. 
work  for  the  three-hour  flight  to  London,  meet  at  Heathrow 
Airport  with  British  partners,  do  business,  and  return  to  their 
home-airport  base  on  the  same  day. 

In  fact,  as  globalization  proceeds  and  corporate  terminals 
grow,  companies  will  begin  to  build  or  buy  their  own  airports. 
In  time,  all  airports,  according  to  Asymptote,  could  be  priva- 
tized and  operate  under  corporate  brands. 

In  the  end,  extensive  travel  will  create  a  single  homogenized 
global-business  culture  that  is  the  same  at  any  airport,  any- 
place, anytime.  What  will  vary  are  the  people,  the  deals,  and 
the  corporate  identities.  Asymptote's  vision  already  has  the 
ring  of  verisimilitude. 
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0!ANT  PLANES  WILL  TAKE  THE 
CORPORATE  OFFICE  INTO  THE  SKY. 
COMPLETE  WITH  CONFERENCE 
ROOMS  AND  HEALTH  CLUBS.  ALL 
TERRESTRIAL  TECHNOLOGY  WILL 
3E  AVAILABLE  IN  THE  AIR. 
FANTASY?  THE  NEW  DOUBLE- 
PECKER  AIRBUS  WILL  DO  ALL  THIS 


U 


CORPORATE  TERMINALS} 
WILL  INTEGRATE 
RUNNING  TRACKS, 
RUNNING  STOCK-PRICE 
TICKERS,  AND  PEOPLE 
ON  THE  RUN  TO  GET 
TO  THEIR  MEETINGS 
OR  PLANES.  IT  IS 
MERELY  THE  NEXT 
LOGICAL  STEP 
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Growing  by  Leaps 
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Lycos  Network  Chooses 
the  Microsoft  Web 
Platform  and  Intel-based 
Servers  to  Build  Its 
Next-Generation 
Internet  Portal 


B\  Gregory  J.  Enckson 

Bi  5D4ESS  Edition  St  ah-  Wkiuk 


^»-»  .landmark  announcement    the  Lycos  Network  revealed 
-.today,     that  it  has  already  begun  using 
jlatform  for  all  of  its 


When  great  companies  choose  your  solutions,  what  else  is  there  to  say? 


Microsoft  <•>  intgl 


www.microsoft.com/ecommerce 


Hon  All  rights  reserved  Microsoft  is  a  registered  trademark  ot  Microsoft  Corporation  in  the  United  States  and/or  other  countries  Intel  is  a  registered  trademark  ot  1 
.  om)  is  a  registered  trademark  ot  Lycos.  Inc 
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A  blurring  of  traditional  boundaries  wi 
on  creativity-and  constant  vigilance 


he  corporate  ecosystem  of  the 
21st  century  will  be  charac- 
terized by  a  blurring  of  once- 
distinct  boundaries:  between 
public  and  private,  foreign  and 
domestic,  insider  and  outsider, 
friend  and  foe.  The  effect  will  be  liber- 
ating in  many  ways.  Corporations  will  be 
freer  to  pursue  opportunity  wherever 
in  the  world  they  find  it,  and  to  exploit  . 
it   according  to   the   requirements   of  '' 
circumstance,  not  the  blind  (K^too  nf 
tradition.  Outsourcing  wil 
become   ever   mo 
prevalent,  trai 
forming  many  co 
porations     into 
superefficient,  vi 
al  facsimiles  of  tl 
old  selves.  But  success  win 
not  come  easy  in  this  bn 
world.  The  growing  fluidity  of  viti 
ness  relationships  will  require  constant 
vigilance  and  improvisation  by  all  con- 
cerned. Like  it  or  not,  corporations  also  , 
will  assume  a  larger  role  in  education 
and  other  public-sector  preserves,  taking 
over  tasks  that  government  either  is  un- 
I    willing  or  unable  to  do  itself.  □ 
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E-commerce 
made  easy 


eal  easy. 


Considering  e-comme.ce  for  your  business?  Then  consider  this.  Billions  will  be  spent  online 
worldwide  in  2000.  Interland  can  get  you  on  track  right  now.  With  Interland  you'll  get  you 
own  personal  Account  Manager  who  can  custom-design  an  affordable  solution  for  your  business 
From  full  site  design  to  e-commerce  enablement,  Interland  makes  it  easy.  And  with  solutions  startinc 
at  only  $29.95,  plus  Web  hosting,  can  you  afford  not  to  call?  So  if  you've  had  cold  feet  abou 
getting  started  with  e-commerce  on  the  Web,  remember,  it's  a  breeze  with  Interland. 

Interland  and  Hewlett  Packard  have  teamed  up  to  deliver  IXPressCommerce ,  a  million-dollar  high  availability 
solution,  which  includes  Interland's  award-winning  support. 
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Call  the  e-commerce  experts  today  at 
800.303.2476  for  your  free  consultation 


interland 

We  make  the  Web  work  for  you: 
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ra 


HEWLETT 
PACKARD 


Microsoft 


CHOICE 

December  1,  1999 


©2000  Interland,  Inc.  All  Rights 


Reserved     www.lnterland.ccm  •  404.586.9999  •  sales@interland.com 


fflicEHTURYpHiiaairnnni 


-THE       CORPORATE       ECOSYSTEM 


ND  NOW, 
THE  JUST 


-TIME  EMPLOYEE 


» cater  to  the  shifts  of  an  expanding  and  contracting 
bor  force,  workers  will  be  auctioning  their  services 


BY    MICHELLE    CONLIN 


! 


decade  ago,  human  resource 
heads  never  dreamed  that  the 
employees  they  were  axing  from 
the  nills  would  one  day  return  as 
ommodities,  even  earning  a  snappy 
name  to  go  with  their  now  status: 

fkents.  The  revenge  scenario  could- 
ave  been  scripted  better:  The  great 
imic  b<x>m  takes  off,  and  once-disseil 
j;   in.u  stiffs  find  themselves  in  extra- 
-  larily  short  supply.   Flush  with  of- 
thev    begin    to   act    like   spoiled 
rilles     and  worker-starved  employ- 
day  along.  Need  a  new  wardrobe'.' 
!  buy  you  one.  Your  options  are  un- 
•  rater?  Consider  them  repriced! 
le  whatever  you  want  attitude  may 


seem  like  a  seismic  shift.  But  many  la- 
bor experts  see  it  as  a  symptom  of  a 
deeper  change  shaking  the  old 
employer-employee  paradigm.  In  the  lat- 
ter half  of  the  20th  century,  power 
flowed  to  corporations,  where  bodies 
were  as  replaceable  as  light  bulbs.  To- 
day, with  the  transition  to  a  knowledge- 
based  economy  and  global  connectivity, 
the,,  power  is  shifting  to  those  with  skills. 
LABOR  AUCTION.  Supplies  of  the  talent 
needed  to  fuel  the  New  Economy  are 
expected  to  remain  scarce  for  the  next 
20  years.  At  the  same  time,  corpora- 
tions are  finding  it  beneficial  to  have 
fluid,  nimble  workforces  that  can  grow 
and  shrink  according  to  the  demands  of 


the  global  marketplace.  That's  why,  in 
place  of  the  20th  century  labor  model, 
something  new  is  emerging. 

Think  of  it  as  the  Human  Capital  Ex- 
change (HCE).  Just  as  Nasdaq  and  the 
New  York  Stock  Exchange  were  the  lo- 
cus of  much  of  the  last  century's  wealth 
creation,  a  market  for  skills  and  talent 
will  fit  the  bill  in  the  21st  century.  Here, 
in  the  HCE,  the  value  of  free  agents  is 
determined  by  the  open  market — lawyers 
down  $2,  engineers  up  a  buck — rather 
than  by  a  hierarchical  organization.  For  a 
talented  free  agent,  the  old  salary-plus- 
benetits  structure  just  doesn't  cut  it  a.-  a 
way  to  realize  ones  true  economic  value. 
In  an  open  exchange  of  human  capital, 
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"people  are  much  more  likely  to  get  what 
they  are  worth — they  will  participate  in 
the  downside  and  the  upside,"  says 
Christopher  Meyer,  director  of  the  Cen- 
ter for  Business  Innovation  at  Cap  Gem- 
ini Ernst  &  Young. 

The  legions  who  keep  their  resumes 
permanently  posted  on  Monster.com  rep- 
resent only  the  first  sign  of  the  shift 
toward  skilled  New  Economy  workers 
day-trading  their  careers.  More  and 
more  companies — from  job-posting  sites 
to  bounty-paying  referral  services — are 
popping  up  on  the  Web,  creating  a  kind 
of  labor  auction  where  everyone  from 
screenwriters  to  scientists  can  sell  their 
skills  to  the  highest  bidder. 

Look  at  Andy  Abramson.  The  40- 
year-old  sports  marketing  consultant  fig- 
ures he  makes  75%  more  as  a  gun-for- 
hire  than  he  would  as  a  traditional  head 
of  marketing.  The  constant  influx  of  new 
projects  keeps  work  interesting  and  of- 
fers equity  stakes  in  a  variety  of  com- 
panies— "like  having  my  own  little  vc 
fund."  Free  agency  also  offers  lifestyle 
perks,  allowing  for  an  annual  month  in 
Europe.  "I  just  signed  up  for  wireless 
ISDN,"  Abramson  gloats.  "Now  I  get  to 
go  to  work  on  the  beach." 

There  is  a  dark  side  to  free  agency. 
Many  feel  crushed  by  the  law  of  the 
jungle  and  the  pressure  of  hunting  for 
every  gig.  Late  paychecks,  costly  health 
insurance,  the  distractions  of  a  home 
office — it's  not  all  cushy.  "The  money's 
not  as  good  for  me  online,"  says  Mark 
Fertig,  a  professor  of  graphic  design  at 
James  Madison  University  in  Virginia 
who  uses  job  sites  to  get  freelance 
work.  "I've  had  to  cut  my  prices."  Some 
scholars  see  the  buzz  about  free  agency 
as  hype.  James  Baron,  a  professor  at 
the  Stanford  Business  School,  thinks 
the  reverse  trend — stronger  attach- 
ments to  employers — could  re-emerge. 
"In  Silicon  Valley,  intense  labor  market 
competition  has  already  caused  some 
firms  like  Sun  Microsystems  to  begin 
thinking  about  offering  not  just  jobs 
and  stock  options,  but  careers,"  says 
Baron.  These  will  look  different  than 
before,  he  adds,  consisting  of  a  series  of 
projects  rather  than  a  static  job. 

Still,  the  ranks  of  free  agents  are 
growing,  from  22%  of  the  workforce  in 
1998  to  26%  this  year,  according  to  a 
poll  by  Lansing  (Mich.)  market  research 
firm  epic/mra.  And  by  2010,  41%  of  the 
workforce  will  be  working  on  a  contract 
basis,  the  firm  predicts.  Career  experts 


believe  that,  like  actors  or  athletes,  tal- 
ented business  superstars  will  have 
agents.  Groups  of  workers  will  come  to- 
gether to  tackle  projects  only  to  dis- 
band when  the  task  is  finished,  a  model 
already  common  in  Silicon  Valley. 
TURNCOATS,  OR  ALUMNI?  The  old  ways 
won't  die  immediately,  or  even  com- 


Bucking  the  trend  are 
companies  that  offer 
careers — but  as  a 
series  of  projects, 
not  as  a  static  job 

pletely.  But  increasingly,  companies 
will  keep  their  most  prized  employ- 
ees on  site  and  outsource  every- 
thing else.  When  the  U.  S.  computer 
display  unit  of  Nokia  Corp.  entered 
the  U.  S.  market,  it 
did  so  with  only  five 
key  employees.  Sales, 
marketing,  logistics, 
and  technical  support 
were  farmed  out. 

And  just  because 
an    employee    is    on 
staff    doesn't    mean 
she  isn't  thinking  like  a 
free  agent.  A  typical  32- 
year-old,  for  example, 


OF  THOSE 

WHO  DEFINE 

THEMSELVES  AS 

FREE  AGENTS: 


•  55%  say  their  quality 
of  life  has  improved 


60%  say  they  earn 


has  already  held  nine 

jobs,  according  to  the       .„.?..„ „X. who  work  as  sofl 


In  some  ways,  the  free-agent  i 
harkens  back  to  the  pre-industria 
Thomas  W  Malone,  co-director  of 
achusetts  Institute  of  Technology' 
tiative  on  inventing  the  Organizati 
the  21st  Century,  likens  the  e-l 
economy  to  the  time  when  blacks 
and  other  tradesmen  sold  their  s 
the  village  green.  The  difference  i: 
in  the  wired  world,  people  can  sell 
skills  around  the  globe. 

But    what,    then,    happens   1 
workplace?  "It  could  turn  into  a 
lonely  world  for  people  who  ar< 
agents,"  Malone  says — a  solipsisti 
^      istence  with  no  hallway  hello) 
foresees  the  evolution  of  org; 
tions  like  the  Screen  Actors 
and  the  Writers  Guild,  onl; 
for  programmers  and  mark 
Such  groups  will  provide  a  se 
community  and  identity,  as 
health  insurance  and  other  b 
that  were  once  the  corpora 
responsibilities.  Still,  says  Mali 
pure  e-lance  econom; 
es    "a    real    risk 
many  of  those  h 
needs    might    no 
met."       i 

Or  it  could  mea 
the  opposite.  St 
Barley,  co-direct 
the  Center  for 
Technology  &  Org; 
tion  at  Stanford  U 
sity  has  been  res 
ing  contract  empl 


Labor  Dept.  Experts 
predict  that  these  same 
workers  will  have  as 
many  as  20  different  po- 
sitions in  their  lifetimes. 
Unlike  those  with  a  lifer 
ethos,  these  mvps  will 
constantly  bargain  for  better  deals  with- 
in their  organizations  (new  projects, 
Thursdays  off,  an  August  sabbatical). 

Many  human  resource  heads  view 
free  agents  as  the  enemy.  But  they 
shouldn't.  "The  only  way  employers  can 
get  the  staffing  crisis  under  control  is 
to  abandon  the  old-fashioned' idea  of 
an  employee,"  says  Bruce  Tulgan,  au- 
thor of  the  upcoming  book  Winning 
the  Talent  Wars.  Organizations  will 
adopt  a  revolving-door  mentality  in 
which  former  "turncoats"  are  viewed 
as  "alumni"  or  "boomerangers"  who 
are  asked — and  welcomed — back. 


•  81%  say  a  major  bene- 
fit is  their  ability  to  make 
their  personal  and  family 
lives  a  higher  priority 

DATA  HARRIS  INTERACTIVE  AND  OPUS  360 


and  programming 
neers  in  Silicon 
Barley  says  mo 
these  gypsies  prefi 
free-agent  lifestyl 
cause  they  aren't 
strained  by  orgai 
politics,  they  have  more  chances  to 
they  have  control  over  their  time 
they  make  more  money.  "Some  of 
guys  are  raking  it  in,"  Barley  says, 
ing  30%  to  200%  more  than  their 
counterparts. 

Of  course,  if  the  economy  sours 
agents  could  wind  up  pining  for  th 
curity  they  threw  away.  Or  they 
weary  of  the  hustle  as  they  age 
seek  steadier  projects,  replicating  si 
thing  of  the  old  lifer  mentality,  p 
there  will  be  no  going  back  to  thl< 
cradle-to-grave  cocoon  corporations  J 
to  provide  in  the  century  just  pastj 


A  typical  32-YEAR-OLD  has  already  held  9  jobs,  according  to  the  Labor  Dept. 
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IS  YOUR 

CONNECTION  WITH 

XEROX  GETTING 

A  LITTLE  FRAYED? 


n                    •      Q 

sai/m 

Connect  ^j) 

*\ 

i                    i 

(Maybe  you  need  a  better  connection.) 


Is  your  connection  to  your  current  document  output  company  not  x-actly    =a 
perfect?  Then  perhaps  it's  time  to  disconnect  from  them  and  connect  to  Savin. 

Alter  all,  at  Savin  we  not  only  connect  you  to  the  award-winning,  multi- 
twiktional  digital  imaging  systems  today's  networked  offices  require,  we  also 
connect  you  to  smart,  highly-trained  Savin  professionals.  Men  and  women 
dedicated  to  making  Savin  the  fastest,  most  responsive  name  in  the  business.     — 
And  who  are  willing  to  do  whatever  it  takes  to  give  you  the  service  and  satisfaction  you  deserve. 

To  find  out  more  about  Savin's  full  line  of  black  &  white  and  full-color  digital  imaging  systems, 
as  well  as  our  unshakable  commitment  to  service,  contact  us  at  L-800-234-1900  or  www.savin.com. 
You'll  he  happy  you  made  the  connection. 


i 


sai/m 

WE'VE  GOT  WHAT  IT  TAKES  TO  WIN  YOU  OVER 
SAVIN  CORPORATION,  333  LUDLOW  SI..STAMFORD.  CT  06904 
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THE  NEW  WIRED 
WORLD  OF  WORK 


PERSPECTIVES    -BY  TOM   PETERS 


ou're  hiking  along  near  the 
Grand  Canyon  in  August,  2000, 
but  fretting  about  the  progress 
your  virtual  partner  in  Kuala 
Lumpur  has  made  in  the  past  24  hours? 
No  problem!  Your  local  Kampgrounds 
of  America  campsite  now  has  Internet 
access. 

Call  it  the  new  wired  world  of  work. 
Depending  on  how  you  view  it,  it's  in- 
trusive, pervasive,  or  merely  ubiqui- 
tous. But  it's  definitely  not  your  dad's 
office.  And  this  perpetually  plugged-in 
existence  is  just  the  beginning  of  the 
changes  we'll  see  in  the  21st  century 
white-collar  workplace. 

Work  in  the  '50s  and  '60s  meant 
trudging  to  the  same  office  for 
decades.  Same  colleagues.  Same 

Peters  has  written  numerous  books 
on  management  and  change,  including 
the  Reinventing  Work  series. 


processes,  mostly  rote. 
Former  MCI  Communi- 
cations Chief  Bill  Mc- 
Gowan  called  yester- 
day's middle  managers 
"human  message 
switches."  And  the  in- 
formation was  laugh- 
ably dated.  Closing  the  account  books 
at  month's  end  could  drag  on  for 
weeks.  Customer  data  were  nonexis- 
tent, or  hopelessly  unreliable. 

But  in  the  next  few  years,  whether 
at  a  tiny  company  or  behemoth;  we  will 
be  working  with  an  eclectic  mix  of  con- 
tract teammates  from  around  the  globe, 
many  of  whom  we'll  never  meet  face- 
to-face.  Every  project  will  call  for  a 
new  team,  composed  of  specially  tai- 
lored skills.  Info  that's  more  than  hours 
old  will  be  viewed  with  concern. 

Every  player  on  this  team  will  be 
evaluated — pass  by  pass,  at-bat  by  at- 


A  more  transparent 
workplace  will  mean 
more  white-collar 
accountability  and  less 
tolerance  for  hangers-oi 


bat — for  the  quality  and  uniquen 
and  timeliness  and  passion  of  her 
his  contribution.  And  therein  lies 
peril,  and  the  remarkable  opport 
of  this  weird,  wired,  wild  new  ag 
work.  White-collar  accountability 
until  now  been  mostly  an  oxymorj 
Show  up,  suck  up,  process  your  p 
flow  with  a  modicum  of  efficiency 
you  could  count  on  a  pretty  dece 
end-of-year  evaluation,  a  cost-of-1 
plus  raise,  and  a  sure-as-death-an 
taxes  40-year  tenure  at  Desk  No 

Now  you  are  like  a  New  York 
kees  or  Los  Angeles  Dodgers  clos 
couple  of  blown  saves  following  a 
on  the  town  and  your  pressured  a 
performance-driven  teammates,  m 
than  your  manager,  are  ready  to  s 
you  the  exit.  This  will  hokl  for  the 
freshly  minted  University  of  Wise 
grad  as  well  as  the  56-year-old  wh 
envisioned  himself  on  a  pain-free  c 
toward  retirement.  There  may  be 
tight  labor  market  for  stellar  perfc 
ers,  but  the  flip  side  is  much  less  t| 
ance  for  hangers-on. 

As  enterprise  resource-planning 
ware  and  other  such  systems  wre; 
havoc  on  the  vast  majority  of  staff 
in  the  next  decade,  what  will  it  tal 
you  and  me  to  navigate  and  win? 
Here's  a  list  of  minimal  survival  sk 
for  the  21st  century  office  worker: 

■  Mastery:  To  thrive  in  tomorrow 
transparent  team  environment,  th 
typical  white-collar  worker  will  hs 
to  be  noticeably  good  at  somethin 
world  values,  "hr  guy"  doesn't  cu 
Nor  does  "CPA."  What  subset  of,  s 
techie  recruiting  skills  or  internat 
accountancy  excellence  makes  you 
clearly  valued  contributor?  I  firml 
lieve  that  if  you  can't  describe  yoi 
distinction  in  the  space  of  a  one-si 
teenth-page  Yellow  Pages  ad,  you 
be  doomed. 

■  Who  Do  You  Know?:  The  new 
Rolodex  will  deemphasize  bosses  i\ 
traditional  power  figures,  focusing 
more  on  peers  (future  project  mai 
who  appreciate  your  clear-cut  con 
butions.  I  consider  my  own  electr 
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No  wonder  it's  the  dental  plan  choice  of  thousands  of  companies. 


It's  simple.  Direct  Reimbursement  reduces  the 
excessive  paperwork  and  high  administrative 
COStS  typical  of  outside  insurers.  Nearly  every 
dollar  goes  toward  covering  actual  dental  care, 
and  the  money  you  save  can  go  right  to  your 
bottom  line.  With  Direct  Reimbursement 
(DR),  there  are  no  monthly  premiums.  Instead, 


the  company  pays  when  actual  treatment  is 
received.  What's  more,  vour  employees  can  see 
any  dentist  they  choose.  Call  the  American 
Dental  Association  todav  to  learn  more  about 
a  self  funded  DR  plan,  or  to  request  a  cost 
estimate  ot  a  plan  designed  to  meet  the  needs  of 
vour  company 


1-800-232-7698  ext.336 

Or  visit  our  web  site  at  WWW.ada.OTg/DR 


IIIECT 

ABURMMIN1 


ental 

s  Plan 
Smart  Gmpmia 


ADA 


American  Dental  Association 


Almost  as  bright  as  the  sun... 

Night  Piercer  II 


1  Million  CandlePower  Halogen  Spotlight 

only  $79^* 

'•'But  read  this  ad  for  an  even  better  deal! 

The  Night  Piercer  11  casts  a  focused 
beam  that  can  be  seen  for  many  miles. 
It  is  20-times  brighter  than  automobil 
headlights,  more  luminous  than  aircraft 
landing  lights.  This  powerful  light  is  indispensa 
for  tracking  and  exploring  unknown  territory  and  for 
any  contingencies  at  night,  in  plane,  boat,  truck,  or  car. 
With  its  red  gel,  the  Night  Piercer  11  can  be  a  lifesaver  in 
any  emergency.  The  unit  contains  two  sealed  heavy-duty 
lead-acid  batteries  and  can  be  recharged  either  through 
your  household  current  or  through  the  cigarette  lighter 
socket  of  your  car,  RV  or  boat.  Both  adapters  are  included. 
We  import  Night  Piercers  II  in  very  large  quantities  and  are 
therefore  able  to  bring  you  this  outstanding  accessory  for  just 
$79.95.  (Compare  with  our  competitor's  price  of  $99!).  But  we 
have  an  even  better  deal:  Buy  tzvo  for  just  $159.90  and  ive'll 
send  you  a  third  one,  with  our  compliments — absolutely  FREE! 
The  Night  Piercer  II  should  be  your  companion  on  all  your 
travels.     Don't     leave     home     without     it — order     it     todav! 


You  may  order  by  toll-free  phone,  by  mail,  or  by  fax  and 
pay  by  check  or  Visa /MasterCard.  Please  give  order 
number  #1088F714.  Add  ship./ins.  charge  of  $9.95  for 
one  unit  or  $19.90  for  three  units  (plus  sales  tax  for  CA 
delivery).  You  have  30-day  refund  and  one-year  war- 
ranty. We  do  not  refund  postage.  For  customer  service 
or  wholesale  information,  please  call  (415)  643-2810. 


Night 
Piercer 
II  ;s  con- 
tracted of 
li  e  a  v  y  - 
d  u  t  1/ 
h  i  g  h  - 
i  in  p  a  c  t 
p  o  I  y  p  r  o  - 
It  comes 
with  a  super-bright 
100-n'utt  halogen 
bulb  mill  rat  gel  for 
use  <7S  warning 
light,  no-volt  and 
12-voli  rechargers 
are    also    included. 


pytene 


2360  Third  St.,  San  Francisco,  CA  94107 


©  Order  by  toll-free  phone:  (800)  797-7367  or  (fastest!)  by  fax:  (415)  643-2818  © 
Visit  our  website  at  www.haverhills.com 


TIME  MANAGEMENT  DOESN'T 
HAVETOBEABIGJOB. 


USA  Credit 
card  holders  may  call 

TOLL-FREE 
800-553-3575. 

Ask  for  Dept  BC3 1 . 

We  honor 
AmEx/Diners/Visa/ 

MasterCard 


Gold  blocking  of 

your  full  name  add  $4.75. 

Planner  size  6  '/,"  x  3  /."  x  /, 


Available  in  burgundy  or  black,  the  2001 
Business  Week  Pocket  Planner  is  the  handy  way 
to  keep  on  top  of  your  schedule.  Featuring  a 
1 3-month  calendar,  week-to-view  appointment 
pages,  and  a  useful  business/travel  information 
section,  it's  perfect  for  those  who  want  to  seize 
the  week. 


To  order,  make  check  payable  to  BUSINESS 
WEEK  PLANNER  and  mail  to  Dept.  BC3 1 ,  P.O. 
Box  1597,  Fort  Lee,  NJ  07024  U.S.A.  Please 
enclose  separate  sheet  with  color  choice,  per- 
sonalization requirements,  and  delivery  details. 
New  Jersey  residents  add  6%  Sales  Tax.  Full 
refund  if  not  completely  satisfied. 


CORPORA 


ECOSYS 
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Rolodex  to  be  my  Extended  Glob 
University,  colleagues  I  can  call  u 
(and  who  can  call  upon  me)  to  fur 
my  cur-rent  and  future  projects. 
■  Entrepreneurial  Instinct:  You  dt 
have  to  start  your  own  business.  I 
as  I  see  it,  all  these  projects  are  e 
preneurial.  So  you  must  act  as  if  y 
were  running  your  own  business 
of  yourself  as  Maggie  Inc.,  who  ha 
pens  to  be  at  General  Electric  Cap 
Services  Inc.  at  the  moment.  And 
speaking  of  which,  I  fully  expect 
women  to  dominate  managerial  ro' 


Think  of  yourself  a< ** 

player  in  a  floatin;  Z 
crap  game.  Those  w 
handle  ambiguity  t 
best  will  be  leader 


rate  Servi 


ial  Advist 


think  they  tend  to  handle  ambiguil 
better  than  we  guys  do.  The  new 
is  a  floating  crap  game,  with  new  ] 
jects,  new  teammates,  and  a  const; 
need  to  adjust.  Those  who  can  ope 
in  the  absence  of  laid-out  bounds  v 
be  the  leaders. 

■  Love  Of  Technology:  Technolog 
changing  everything.  Believe  the 
hype — if  anything,  it's  understated 
need  not  be  a  technologist  per  se, 
you  must  embrace  technology.  "Co 
with  it  is  not  enough. 

■  Marketing:  You  do  not  have  to  b 
come  a  shameless  self-promoter,  a 
Martha  Stewart.  But  you  must  get 
story  out  on  the  airwaves.  Do  it  vi 
your  personal  Web  site.  Do  it  by  t 
your  project's  story  at  a  trade  sho\; 

■  Passion  For  Renewal:  You've  gi 
constantly  improve  and,  on  occasio: 
reinvent  yourself.  My  bread  and  b 
ter — at  age  57 — are  my  lectures.  B| 
imagine  that  the  Internet  will  dev 
many  conventional  meetings  in  a  f< 
years.  Hence  I  am  madly  working 
several  groups  that  will  deliver  m; 
message  via  the  new  technologies. 

I  love  to  read  Dilbert  and  usual! 
choke  with  laughter.  But  I  have  a 
lem  with  the  subtext:  My  company 
stinks,  my  boss  stinks,  my  job  stinl 
that's  your  take — at  this  moment  o 
monumental  change  and  gargantua 
portunity — then  I  can  only  feel  sad 
you.  We  get  to  reinvent  the  world, 
feel  so  damn  luckv! 


hiin{,[( 

tss  2.Q 


For  customization  options  and  special  discounts  on  larger  quantities  call  Amanda  Kane  at  20 1  -46 1  -0040,  or  fax  to  20 1  -46 1  - 
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Maintaining  financial  performance  means 
having  the  right  partner  on  your  side.  As  a 
client  of  UBS,  you  can  rely  on  an  integrated 
network  that  offers  private  banking, 
investment  banking,  asset  management, 
private  equity  and  e-services.  To  give 
you  knowledge  and  service  that  spans 
the  globe.  The  Power  of  Partnership. 


Visit  us  at  www.ubs.com 
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Success  is  more 
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BEEHIVE:  Flextronics' Guadalajara  campus  employs  4,000  workers 


IE  BARONS 

OF  OUTSOURCING 


other  companies  shed  manufacturing,  outside 
itractors  are  becoming  global  giants 


BY    PETE    ENGARDIO 


' 


:up 


ur  years  ago,  cornfields  filled  the 
25-acre  industrial  park  on  the 
usty  outskirts  of  Guadalajara, 
lexico.  Now,  glistening  white  fac- 
ind  4, (XX)  workers  turn  out  thou- 
of  Ericsson  cell  phones,  3Com 
Hots,  Compaq  circuit  boards,  and 
routers  each  day.  The  industrial 
3  boasts  a  growing  roster  of  com- 
s  producers  and  a  cavernous  dis- 
mi  center  buzzing  with  FedEx, 
od  ups  trucks  destined  for  the 
The  complex  lias  its  own  high- 
telecom  network,  power  plants. 
edical  center — even  a  first-rate 

field   and   a   bus   tleet    to  shuttle 
t  ion  workers  to  and  from  their 


One  might  surmise  that  the  Mexi- 
can government  has  made  tremendous 
strides  in  its  race  to  catch  up 
with  East  Asia  as  a  high-tech  manu- 
facturing base.  But  in  truth,  this  in- 
dustrial park  is  a  showcase  for 
the  growing  power  of  one  company — 
Flextronics  International  Ltd.  The 
Guadalajara  site  is  just  one  of  a  number 
of  manufacturing  campuses  the  compa- 
ny owns  or  is  building  in  countries  such 
as  China,  Brazil,  and  Hungary.  Flex- 
tronics not  only  manufactures  all  the 
brand-name  hardware  assembled  on  the 
site,  it  also  operates  the  infrastructure 

and  services,  down  to  the  sewage-treat- 
ment equipment  and  the  employment 
agency.    By    next    year,    production 


capacity  at  Guadalajara  will  double. 
Flextronics  and  other  electronics-man- 
ufacturing services  (ems)  providers  are 
the  big  beneficiaries  of  2 1st  century  cor- 
porate plans  to  outsource  everything 
from  production  to  back-  >ffice  work  to  lo- 
gistics operations.  In  the  bid  to  boost  re- 
turn on  capital  and  hone  their  core  com- 
petencies, even  the  staid  industrial  giants 
of  Germany  and  Japan  are  starting  to 
sell  off  factories.  They  then  award  long- 
term  contracts  to  outside  suppliers — often 
the  same  companies  that  h  light  their 
plants.  Big-name  electronic  -  companies 
also  are  asking  contractors  to  handle  af- 
ter-sales service  and  even  to  help  design 
new  products,  entrusting  them  with  in- 
tellectual   property    that    before    was 
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a   closely   guarded   secret. 

In  the  process,  outside 
contractors  are  ballooning 
into  huge  multinationals  in 
their  own  right.  Three  years 
ago,  Milpitas  (Calif.  )-based 
Solectron  Corp.  was  the 
only  ems  with  more  than  $3 
billion  in  sales.  By  the  end 
of  next  year,  at  least  five 
should  hit  $10  billion,  with 
Solectron  on  track  to  hit 
$20  billion.  Flextronics 
Chairman  Michael  E.  Marks 
boldly  predicts  he  could 
oversee  a  $50  billion  busi- 
ness within  five  years.  In 
the  past  four  years,  this  in- 
dustry has  more  than  dou- 
bled, to  $88  billion  annually, 
and  should  keep  growing  at 
a  20%  clip,  says  Technology  Forecasters 
Inc.  in  Alameda,  Calif. 
NEW  BREED.  As  yesterday's  industrial 
giants  slim  down,  leading  contract  man- 
ufacturers are  bulking  up,  flouting  some 
key  tenets  of  New  Economy  wisdom. 
While  many  gurus  rave  about  virtual 
corporations,  Flextronics  and  its  rivals 
have  been  quietly  picking  up  the  aban- 
doned brick-and-mortar  pieces  and  re- 
assembling them  into  new  versions  of 
vertically  integrated  empires.  The  new 
age  production  experts  are  happily 
shelling  out  billions  to  acquire  com- 
petitors along  with  factories  once 
owned  by  Siemens,  IBM,  and  Nortel. 
To  broaden  their  services,  they  are  also 
acquiring  top  design  and  engineering 
firms — specialists  in  creating  anything 
from  customized  semiconductors  to  pro- 
totypes of  futuristic  wireless-Web 
phones.  Some  outside  contractors  are 
buying  parts  suppliers  and  stakes  in 
distributors. 

Flextronics  and  a  handful  of  fast- 
growing  enterprises  like  it  may  be  the 
prototypes  of  a  new  breed  of  multina- 
tional. Nominally  based  in  Singapore 
but  with  its  main  operations  in  San 
Jose,  Flextronics  has  grown  from  a 
nearly  bankrupt  $93  million  assembler  of 
printed  circuit  boards  into  an  $8  billion, 
55,000-worker  octopus.  Barely  slowed 
by  this  spring's  Nasdaq  crash,  Flex- 
tronics shares  have  climbed  roughly  ten- 
fold, to  around  76,  in  two  years. 

For  ems  players,  vertical  integration 
has  its  advantages.  Unlike  traditional 
manufacturers,  ems  companies  don't  make 
their  own  brand-name  products.  Instead, 


they  provide  production  and  other  ser- 
vices to  all  comers.  And  because  their 
factories  are  designed  to  be  quickly  re- 
arranged, the  same  shop  can  make  dif- 
ferent products  for  many  customers.  As  a 
result,  their  factories  can  run  at  capacity 
almost  all  the  time.  "They  have  a  laser 
focus  on  making  products,  without  having 
to  worry  about  heavy  r&d  and  market- 
ing," says  Louis  R.  Misciocia,  a  Lehman 
Brothers  Inc.  analyst  who  tracks  the  sec- 
tor. And  they  can 


THE  BOOM  IN 
OUTSOURCING 


160  -  VALUE  OF  ELECTRONICS 
GOODS  BY  CONTRACT 
MANUFACTURERS 

120  - 


get  cheaper  com- 
ponents by  buying 
in  enormous  quan- 
tity. Even  though 
EMS    companies    earn 
low  gross  margins,  typ- 
ically  6%   to   8%    on 
sales,   they   generate 
a  respectable   return 
on        equity — usually 
around  20%. 

Similar  economics 
are  reshaping  other  in- 
dustries. Huge,  inte- 
grated services  con- 
glomerates are 
emerging  to  handle 
tasks  outsourced  by  banks,  pharmaceu- 
tical companies,  and  auto  makers.  Com- 
panies are  rediscovering  the  merits  of 
integration,  says  McKinsey  &  Co.  man- 
agement specialist  Lowell  Bryan.  "You 
are  seeing  the  disintegration  of  old  in- 
dustrial structures  and  new  ways  of  or- 
ganizing them,"  Bryan  explains.  "People 
are  starting  to  bundle  together  services 
that  were  once  in  different  industries 
because  their  customers  want  them  to." 


'96    '97    '98    '99    '00    '01    '02    '03 
A  BILLIONS  OF  DOLLARS  —  EST — 

DATA:  TECHNOLOGY  FORECASTERS  INC. 


But  isn't  a  Flextronics  in  danj 
becoming  as  unwieldy  as  the  IBM 
"The  issue  is  how  far  can  a  col 
manufacturer  go  before  it  no  Ion) 
excellent  at  what  it  does,"  says  [ 
nology  Forecasters  President  Pa 
Gordon.  Marks  agrees  there's 
"There  is  no  question  we'll  be 
company,"  he  says.  "The  questl 
whether  we'll  be  a  good  big  compq 
a  bad  big  company." 
GROUNDBREAKING  COUPS.  So  far, 
has  struck  the  right  balance, 
spent  $4.8  billion  on  acquisition! 
year    alone.    In    March,    Flexti 
bought  Dii  Group  Inc.,  a  $2  billiq 
signer   of  custom    chips    and 
boards.  Next  came  Palo  Alto  Pro 
designer  of  the  hot-selling  Palm| 
He's    also    snagged    factories 
Siemens,  Ericsson,  and  Bosch. 

Recently,    Flextronics    scorec 
groundbreaking  coups.  In  April 
crosoft  Corp.  hired  it  to  manufa 
and  help  design  a  new  electronic  I 
console  dubbed   Xbox.   And   in  [ 
Marks  struck  a  partnership  witl 
torola  Inc.  to  make  a  variety  oi 
com  products  for  the  company  thl 
long  prided  itself  on  production  qj 
Marks's  diversification  into  des 
as  crucial  as  its  budding  partner 
Flextronics  now  has  teams  I 
dustrial,    mechs 
and     chip     engil 
scattered  arounl 
world.  A  Flextr 
made  cell  phone 
comprise       radii 
quency  componer 
signed  in  Norwa^ 
torn  chips  creat 
Israel,  circuit  bl 
crafted  in  India, 
ry  tooling  develoi 
Italy,  and  mech] 
engineering  fror 
wan  and  Colorac 
But     as      cor 
manufacturers 
into  design,  some  knotty  issues 
How  can  a  customer  be  sure  its 
through  idea  won't  end  up  in  a 
product?  What's  to  prevent  a  co^ 
tor  from  becoming  a  direct  cor 
tor?  To  avoid  such  conflicts, 
says,  Flextronics  will  not  make  it;] 
products.  But  as  the  role  of  contra 
grows,  the  brand  name  on  a  prj 
may  not  indicate  the  real  powe 
hind  an  industry. 


Flextron 


In  the  past  four  years,  the  industry  has  more  than  doubled,  to  $88  BILLION  in  sales 
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LIMITS  OF  THE 
NEW  CORPORATION 


PERSPECTIVES     •    BY  CLAYTON  M.  CHRISTENSEN 


Fverywhere  we  turn,  it  seems, 
management  gurus  are  penning 
obituaries  for  the  traditional 
corporate  organization.  Visionar- 
ies say  today's  integrated  companies 
are  lumbering  dinosaurs  that  soon  will 
be  displaced  by  focused,  fast,  flexible 
companies — virtual  corporations.  We're 
told  that  such  entities,  by  concentrat- 
ing on  best-in-class  core  capabilities 
and  outsourcing  slices  of  their  activi- 
ties that  others  do  better,  can  inte- 
grate across  the  ether  and  disband 
painlessly  when  the  job  is  finished. 

But  beware  of  one-size-fits-all 
proclamations.  Companies  can  only 
outsource  and  play  virtual  games 
when  the  performance  of  their  prod- 
ucts is  more  than  adequate  for  what 
customers  need,  so  that  some  of  their 
activities  can  be  standardized.  Howev- 

Christensen  is  a  professor  at  ttie  Har- 
vard Business  School  and  author  of 
The  Innovator's  Dilemma. 


er,  when  companies 
have  to  push  the  fron- 
tiers of  performance, 
managerial  coordina- 
tion is  essential.  That's 
right — virtual  opera- 
tions won't  work  on 
the  bleeding  edge.  The 
challenge  for  those  who  hope  to  suc- 
cessfully manage  in  the  21st  century 
will  be  to  understand  when  and  why 
traditional  organizations  will  persist, 
and  what  causes  the  ground  to  shift. 

Every  product  or  service  is  created 
via  a  chain  of  value-added  activities.  I 
can  outsource  a  piece  of  that  to  a  sup- 
plier if  three  conditions  are  met.  I 
must  know  which  attributes  need  to 
be  specified.  The  technology  to  mea- 
sure those  attributes  must  be  reliably 
accessible.  And,  if  there  is  any  varia- 
tion in  what  a  supplier  delivers,  I  need 
to  know  how  it  will  interact  with  oth- 
er elements  of  my  system,  so  that 
I  can  plug  what  I  procure  into  my 


B  W 


The  strength  of  the  virtual 
organization  is  in  out- 
sourcing and  paring  dowrj 
to  core  activities — until 
the  game  changes 


titai 


value-added  chain  with  a  predictab    iU  ' 


exa 


It: 

itie  res 


effect.  Economists  have  a  less  teeh: 
cal  term  for  this  condition:  perfect 
formation.  The  flexible,  virtual  org£ 
zations  that  visionaries  see  dominal  fee  ad 
21st  century  markets  will,  in  fact,  (  ition.TI 
so — but  only  when  there  is  necessa 
and  sufficient  information  to  allow 
markets  to  work. 

However,  there  are  innumerable  Jsratini: 
uations  where  that's  not  the  case- 
particularly  when  truly  new  techno 
gies  emerge.  Take  IBM's  developme 
of  magneto-resistive  (MR)  disk-driv< 
recording  heads.  MR  heads  can  in 
crease  a  disk  drive's  data-storage  c 
pacity  by  a  factor  of  10,  but  achiev 
that  increase  is  not  an  easy  feat 

A  drive  maker  cannot  simply  oul 
source  these  heads  and  then  plug 
them  into  a  conventionally  designee 
product.  The  disk  and  dozens  of  otl 
elements  must  be  modified  as  the 
heads  are  incorporated.  MR  technol< 
isn't  understood  well  enough  for  en  nies.  >u< 
neers  to  specify  to  a  supplier  whicl 
attributes  of  the  head  are  most  crit 
cal.  Also,  engineers  don't  yet  under 
stand  how  changes  in  design  affect 
manufacturability  or  how  subtle 
changes  in  manufacturing  methods 
feet  performance.  So  IBM  has  to  bu 
these  devices  in-house. 
PENDULUM.  On  the  other  hand,  ma- 
chines not  meant  for  the  frontiers  c 
performance  can  be  made  more  efft 
tively  in  a  nonintegrated  model,  su 
as  the  system  made  popular  by  Dei 
Computer  Corp.  Cisco  Systems  Inc 
which  exploited  the  modular  archit( 
ture  of  its  routers  to  disrupt  the 
telecommunications-switching  busin 
from  the  low  end,  established  for 
many  the  standard  for  a  New  Econ     , 


uai 
u'l 

lit! 


faction: 


lengoo 
ta  m 
effect 

Is  of  ma 


my  company. 

Cisco  has  efficiently  outsourced 
much  of  its  manufacturing  to  suppli 
as  well  as  much  new-product  develc 
ment  to  startups  it  acquires.  But  as! 
Cisco  has  moved  into  the  most-perf 
mance-demanding  tiers  of  its  mar- 
kets— particularly  optical  networks 
is  being  forced  to  integrate,  perfo 
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any  product-design  and  manufac- 
•  activities  internally.  Cisco's 
fetors  are  finding  that  they  have 
•ome  less  virtual  in  order  to 
-te. 

ewise,  in  the  1980s,  the  personal- 
iter  software  business  was  popu- 
by  specialized  companies  crank- 
it  products  that  cleanly  plugged 
he  standard  interfaces  denned  by 
jsoft  Corp.'s  ms-dos.  When  cub- 
's' ambitions  shifted — hoping  to 
graphics  files  into  text  docu- 
,i,  for  example — the  pendulum  of 
jtitive  advantage  swung  toward 
*ation.  There  were  no  standards 
;  interfaces  among  these  pro- 
5  that  defined  how  it  could  be 
Microsoft  responded  to  this  shift 
cegrating  its  Windows  operating 
m  into  its  Office  suite  of  applica- 

tiD§  The  result:  Narrowly  focused 

m 

focused,  fast,  and 

lexible  is  fine — but 

irtual  corporations 

won't  work  at  the 

bleeding  edge 


'■; 


.:.• 


a  ittnies,  such  as  WordPerfect,  Lo- 

ijd  ind  Harvard  Graphics,  vaporized, 
that  Microsoft's  products  pack 
functions  than  customers  can  uti- 
however,  we  sense  the  pendulum 
mpetitive  advantage  swinging 
I  toward  companies  focused  on 

buif  *  narrower,  non-integrated  niches, 
anaging  as  the  pendulum  of  com- 
ive  advantage  swings  between  in- 

r<  option  and  non-integration  is  tough. 
when  good  managers  accurately 
e  what  needs  to  be  done,  they  can 
ery  effective.  Neither  the  procla- 

luflons  of  management  gurus  nor  the 
Dept.  dictates  will  determine 
corporations  should  be  organized. 

jinef'  will  be  hashed  out  as  teehnologi- 
irogress  interacts  with  the  evolv- 

.nid  leeds  of  customers.  When  product 
■r\  ice  performance  is  mure  than 
enough — so  that  companies  must 

>Hte  on  the  basis  of  speed,  tlexihil- 
nul  cost — less  integrated  compa 

js   will  have  the  upper  hand.  But 
n  performance  dues  not  yet  satisfy 
omers'  needs,  integrated  compa- 

.^-•will  have  the  advantage     even  in 
3 21st  century. 
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DIFFERENT  COUNTRIES, 
ADJOINING  CUBICLES 
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U.  S.  and  European  companies  are  outsourcing  service 
jobs  to  English-speaking  workers  around  the  globe. 
White-collar  workers  left  behind  will  be  forced  to  retrain 


SERVICES 


BY    MARK    CLIFFORD 

AND    MANJEET    KRIPALANI 


Id 

«■.; 

compar 
lorni  0] 
ing  whole 
is.  such 


(outtus 


A  grimy  concrete  slab  building 
fronts  on  a  Manila  street  jammed 
with  smoke-belching  taxis  and 
jeepneys.  Upstairs  is  a  far  more 
tranquil  scene — an  air-conditioned  floor 
divided  by  neat  office  cubicles  filled  with 
Herman  Miller  chairs  and  Dell  comput- 
ers. This  is  the  new  regional  accounting- 
unit  of  Caltex  Petroleum  Corp.,  a  64- 
year-old  joint  venture  between  Texaco 
Inc.  and  Chevron  Corp.  that  runs  gaso- 
line stations  stretching  from  Southeast 
Asia  to  South  Africa. 


In  a  dramatic  rethink  of  its  corpo- 
rate structure,  Caltex  moved  its  head- 
quarters from  Dallas  to  Singapore  last 
year  to  be  closer  to  its  customers.  It 
shifted  Web  site  development  to  South 
Africa.  And  it  set  up  the  Manila  ac- 
counting division  before  switching  off 
the  lights  forever  at  the  Dallas  office 
early  this  year.  "As  technology  and  com- 
munication improve,  we  are  scattering 
centers  of  excellence  around  the  world," 
says  William  Pfluger,  general  manager  of 
Caltex's  Manila  operation. 


Caltex  is  on  the  cutting  edge 
trend  that  is  likely  to  revolutioniz<  j»are  ^ 
erations  for  the  21st  century  cor]  fits  |ej 
tion:  More  and  more  service  and 
fessional  jobs  are  shifting  from  high  ud  clients; 
Europe  and  the   U.S.  to  develop 
countries.   From  giants  like   Geiai 
Electric  to  startups  such  as  Texas-!  re 
VideosDotCom  Inc.,  companies  are   a> 
ing  to  skilled  workers  in  English-s} 
ing  locations  such  as  Ireland,  rei  ij 
regions  of  Canada,  tiny  Caribbear  ie 
tions  like  Jamaica,  and,  most  impoi  i., 
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ise  of  their  larger  size  and  popular 
India  and  the  Philippines. 
mpanies  are  seeking  workers  to 
jobs  ranging  from  basic  clerical, 
inting,  customer  support,  and  legal 
ces,  to  software  design,  scientific 
irch,  and  pharmaceutical  develop- 
.  "This  is  a  huge  transformation — 

1  bigger  than  what  happened  in  the 
collar  world,"  says  management 
Tom  Peters.  He  estimates  that  as 

r  as  90%  of  today's  American  white- 
r  and  clerical  jobs  could  be  out- 
zed  over  the  next  10  to  15  years. 

2  companies,  like  Caltex,  are  shut- 
down operations  in  the  U.S.  or 

ng  whole  divisions  to  new  locations. 
ts,  such  as  Verizon,  are  farming 
:  out  to  subcontractors — from  small 


similar  worldwide  standards — financial 
analysts  based  in  Mexico  will  be  able  to 
tap  into  the  real-time  data  bank  of,  say, 
Finland's  Nokia  Corp. 

Many  companies,  of  course,  will  still 
want  to  do  their  own  bookkeeping,  mar- 
ket projections,  and  legal  work  in-house. 
But  others  will  push  the  concept  of  vir- 
tual corporations  to  radical  extremes: 
They  will  outsource  most  of  their  back 
offices  to  offshore  service  providers,  en- 
abling them  to  concentrate  only  on  what 
they  do  best,  such  as  basic  research  or 
design.  Economies  boasting  lower-cost 
but  well-educated  and  computer-savvy 
workers  are  most  likely  to  benefit. 

Countries  where  English — the  lan- 
guage of  global  commerce  and  the  In- 
ternet— is  spoken  will  have  the  sharpest 


ware  designers  to  large  consulting 
tits  like  Andersen  Consulting,  which 
550  employees  working  for  multina- 
lal  clients  in  Manila, 
'he  global  dispersion  of  work  is  sure 
accelerate  as  new  interactive  soft- 
's and  telecom  networks  make  it  in- 
asingly  common  for  engineers,  num- 
crunchers,  or  researchers  from 
na  to  Scandinavia  to  work  <>n  the 
ie  projects  at  once  -as  if  in  adjoining 
deles.  As  business  functions  converge 
o  the  Web — and  professionals  adopl 


edge.  That's  why  Ireland,  where  the 
economy  is  now  growing  at  7.5%  annu- 
ally, has  enjoyed  an  astounding  turn- 
around in  the  last  several  years:  Com- 
panies ranging  from  Citigroup  to 
Microsoft  were  attracted  by  its  pool  of 
skilled  English  speakers,  plus  generous 
tax  breaks  offered  by  the  government. 
Indeed,  Ireland  has  become  the  world's 

leading  software  exporter. 

But  Ireland,  witli  a  population  of  just 
:'..7  million,  is  beginning  itself  to  experi- 
ence a  tight  labor  market.  Unemploy- 


ment is  down  to  4.5%,  the  lowest  level 
in  18  years,  and  wage  costs  are  [licking 
up.  "You  can't  get  a  clerical  person  in 
Dublin  now,"  says  Hugh  Evans,  head 
of  finance  and  performance  management 
for  Deloitte  Consulting  in  Britain. 

So  U.S.  and  European  companies  are 
looking  to  new  sources  of  labor  further 
East.  One  of  the  most  important  will  be 
India,  given  its  relatively  low  wages — less 
than  one-third  of  those  in  the  U.  S.,  even 
for  highly  skilled  workers.  And  there's  a 
sizeable  pool  of  skilled  English  speakers. 
Massachusetts  Institute  of  Technology 
computer  guru  Michael  Dertouzos  fig- 
ures that  as  many  as  50  million  new 
white-collar  jobs  could  be  created  in  In- 
dia, which  would  add  $1  trillion  to  its 
gross  domestic  product  within  10  years. 
'Thirty  to  fifty  million  In- 
dians can  read  and  write 
English  and  deliver  cleri- 
cal services,"  says 
Dertouzos. 

"OPPORTUNITY."  The 
Philippines,  with  a  popu- 
lation of  75  million,  is  also 
actively  promoting  its 
skilled  labor  force.  Philip- 
pine universities  gradu- 
ate 70,000  engineers  and 
another  100,000  computer 
scientists  a  year.  "We  rec- 
ognize this  as  a  major  op- 
portunity," says  the 
Philippines'  Secretary  of 
Trade  and  Industry 
Manuel  Roxas  II,  a  for- 
mer Allen  &  Co.  invest- 
ment banker  who  recent- 
ly toured  the  U.S.  as 
part  of  his  high-profile 
campaign  to  lure  white- 
collar  jobs  to  his  country. 
The  country's  skilled 
workers  come  cheap,  but 
the  quality  of  their  w<  ark 
is  high,  says  Masimina  S. 
Martinez,  a  partner  at 
Andersen  Consulting  in 
Manila.  Andersen,  for  ex- 
ample, pays  its  employees  in  Manila 
from  $20,000  to  $30, 000  a  year  com- 
pared with  the  $80,000  to  $100,000  an- 
nual paychecks  U.S.  employee-  in  simi- 
lar positions  at  Andersen  take  home. 

Given  such  wage  gaps,  should  U.S. 
and  European  workers  be  worried  about 

the  migration  of  white-collar  jobs  over- 
seas? For  now,  new  jobs  in  India,  the 
Philippines,  and  even  Ireland  are  most- 
ly supplementary  as  companies  scramble 
for  labor  in  a  wbite-hol  U.S.  economy. 
Indeed,  foreign  workers  may  be  helping 
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the  U.  S.  economy  by  holding  down 
costs  and  preventing  an  inflationary  bot- 
tleneck that  causes  economic  overheat- 
ing in  a  tight  labor  market. 

Of  course,  problems  could  crop  up  if 
too  many  existing  jobs  go  from  Dallas 
and  Des  Moines  to  Madras  and  Manila. 
Steelworkers  and  autoworkers  reacted 
with  calls  for  trade  protection  when 
they  saw  their  jobs  taken  away  by 
Japanese  and  Korean  competitors  in  the 
1970s  and  1980s.  Many  white-collar 
workers  will  hear  that  same  sucking 
sound  of  jobs  moving  to  low- wage  coun- 
tries. "It  is  going  to  discombobulate  in- 
ternational labor  distribution,"  warns 
MIT's  Dertouzos.  "It  will  cause  argu- 
ments, threats,  and  tariff  changes." 

That's  why  the  pressure  will  be  on 
American  and  European  clerical  and 
other  lower-level  white-collar  workers 
to  retrain  themselves.  They'll  need  to 
find  new  skills  to  offer  corporations  and 
other  employers  in  an  increasingly 
knowledge-based  economy.  Even  high- 
tech  jobs  aren't  sacrosanct.  Already, 
companies  such  as  Microsoft,  Motorola 
Inc.,  and  Bell  Labs  operate  large  re- 
search centers  employing  skilled  Indian 
engineers  in  Bangalore  and  Hyderabad. 
BANGALORE  BOON.  American  startup 
VideosDotCom  shows  how  an  innovative 
U.S.  company  can  use  leading-edge  In- 
dian expertise  to  leverage  its  strengths. 
VideosDotCom  is  de- 
signing a  video-on-de- 
mand service.  Initially, 
VideosDotCom  shipped 
work  to  an  Indian  soft- 
ware maker,  Wipro  Ltd.,  - 
when  the  Texas-based 
company's  staff  was  too 
busy.  Now  Wipro,  which  em- 
ploys 6,700  software  engi- 
neers, is  doing  most  of 
VideosDotCom's  develop- 
ment work  in  Bangalore.  It 
has  become  more  important 
than  the  company's  own  in- 
house  development  team. 
"Their  extensive  e-com- 
merce  experience,  develop- 
ment skills,  pricing,  and 
overall  quality  have  made 
them  my  primary  engineer- 
ing team,"  says  President 
John  E.  Tuder' 

Some  U.S.  companies 
are  going  even  beyond  basic 
outsourcing.  One  is  Cog- 
nizant Technologies  of  Tea- 


neck,  N.J.,  which  is  contracting  with 
clients  to  set  up  shop  for  them  in  India, 
hire  and  train  workers,  and  implement 
projects.  The  company  began  as  a  sub- 
sidiary of  Dun  &  Bradstn-et  in  1994, 
helping  to  outsource  D&B's  large  soft- 
ware development  projects.  Three  years 
ago,  Cognizant  began  supplying  the 
same  service  to  other  companies.  From 
a  1,900-employee  operation  in  Madras,  it 
has  provided  back-office  software  sup- 
port systems  such  as  aircraft  computer 
maintenance        for 


WHERE  WHITE-COLLAR 
JOBS  ARE  GOING 


Millions  of  jobs  are  shift- 
ing from  industrial  coun- 
tries to  developing  nations 


WHAT'S  DRIVING  THE  TREND  Tight  labor  markets,  to- 
gether with  falling  telecommunications  costs  and  more 
powerful  computers,  are  spurring  multinationals  and  oth- 
er companies  to  hire  skilled  clerical,  legal,  engineering, 
and  other  service  workers  in  countries  where  labor  costs 
are  at  least  30%  less  than  in  the  U.S.  and  Europe. 

WHO  BENEFITS  English-speaking  nations  with  compara- 
tively low  labor  costs  and  high  skills  such  as  Ireland,  In- 
dia, and  the  Philippines  are  gaining  jobs,  while  major 
corporations  are  cutting  costs. 

WHAT  COULD  SLOW  IT  DOWN  Developing  countries 
such  as  India  need  to  boost  investment  in  telecoms  net- 
works and  education,  especially  at  the  primary  and  sec- 
ondary level.  Supply  of  skilled  labor  is  running  out  in  Ire- 
land. An  economic  downturn  could  spark  a  backlash  from 
workers  in  the  West. 
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clients  like  Northwest  Airlines  ( 
Now  Cognizant  is  moving  up  the 
chain,  developing  e-commerce  ser 
for  U.  S.  financial  houses.  Sales  and 
keting  are  done  in  the  U.  S.,  but  7C 
the  development  work  is  don 
Madras  and  Calcutta  through  a 
bandwidth  network. 

Meanwhile,  General  Electric  Ca 
has  shifted  a  chunk  of  its  customer 
vice  department  to  New  Delhi.  Ai 
company's  call  center  in  Gurgaon,  \ 
is  outside  Delhi,  1,000  young  In 
English-speaking  employees  answer 
tomer  phone  calls  seven  days  a  wee 
hours  a  day.  Now,  r.E  plans  to  open 
more  centers  in  India  to  handle 
roll,  design,  and  billing  services  for 
er  GE-group  companies. 

To  keep  such  investments  coming 
dia  is  pouring  millions  into  its  infras 
ture.  In  the  southern  state  of  Tamil 
for  example,  a  gleaming  new  $85  m 
state-of-the-art  technology  pari 
Madras  threw  its  doors  open  for 
ness  in  July.  Within  the  first  month 
park  was  nearly  fully  occupied 
rapidly  expanding  companies  such  as 
Francisco's  Brigade  Corp.,  which 
vides  e-mail  customer  service  resj 
for  Compaq  and  3Com's  Palm  Pilot 
offices  in  Madras.  Brigade  is  hirinj 
young  professionals  a  month.  The  ste 
also  spending  $10  million  annually  t 
stall  computers  and  teach  computer 
in  local  schools.  "By  200 
the  citizens  in  Tamil  Nadi 
be  computer  literate,"  sa; 
Gopalan,  chairman  of 
Tamil  Nadu  State  Indus 
Development  Corp.  and  j 
mover  behind  the  tech  p 
As  the  century  prog 
es,  the  migration  of  w 
collar  jobs  around  the  £ 
will  force  managers  to 
come  far  more  accustom< 
virtual  corporations.  Mil 
of  clerical  workers  in  d 
oped  industrial  countries 
have  to  retrain  thems€ 
as  jobs  shift  to  other 
tions.  The  good  news  is 
corporations  will  have  ac 
to  much  wider  talent  p 
But  companies  will  hav 
groom  cosmopolitan 
agers — equally  at  horn 
Madras  and  Manhattan. 
With  Heidi  Dawlei, 
London 


India's  state  of  Tamil  Nadu  is  spending  $10  MILLION  a  year  on  computer  literacy  in  local  schools 
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length  of  your  telephone  cord,  the 

range  of  your  portable  phone  or  the 

speed  of  your  current  wireless  service. 

That's  why  we've  created  a  new 

generation  technology  called  3G. 
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power  of  i-business.  It  provides  *»**£ 
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OMMERCE  REWEAVES 
HE  SOCIAL  FABRIC 


|*iven  by  necessity  and  enlightened  self-interest, 
impanies  apply  money  and  expertise  to  social  issues 


BY    AMY    BORRUS 


Futuretown,  USA,  circa  2020.  The 
[ds  attend  for-profit  schools,  the  teach- 
B  get  their  technology'  training  from 
imiputer  speciahsts  dispatched  by  IBM. 
Ig  teachers  and  other  budding  profes- 
lis  seeking  affordable  housing  flock  to 
kVal-Mart  Riverview  apartment  com- 
I  Elderly  residents  get  their  hearing 
red  at  EarCare  clinics  funded  by  Ab- 
ILaboratories,  makers  of  the  Ensure 
Bona]  supplement  for  seniors.  Culture 
Ires  gawk  at  contemporary  sculpture 
k  local  American  Express  Museum  of 
J  am  Art. 

j.turetown    may    be    humming,    but 
le  does  the  corporate  influence  end 
the  social  fabric  begin?  In  coming 
pes,  predicts  Marian  Salzman,  direc- 
the  Intelligence  Factory,  a  unit  of  ad 
|;y  y&r  Inc.,  "communities  will  be  far 
commercialized  places"  where  corn- 
is  showcase  their  good  works  to  appeal 
Istomers  and  to  attract  and  keep  val- 
employees. 

(though  Futuretown  may  be  a  far- 
led  vision  of  the  company  town  redux, 
1  you  consider  how  matter-of-fact 
■leans  already  are  about  corporate 
worship  of  public  television,  company- 
Jided  child-care  centers,  and  adopt-a- 
way schemes,  Salzman's  logo-draped 
luiti  doesn't  seem  so  outlandish.  In- 
|i,  says  Anne  S.  Habiby,  executive  vice- 
dent  of  the  Initiative  for  a  Competi- 
Inner  City  (ICIC),  a   Boston-based 
Jrolit,  "the  boundaries  of  what  we  tra- 
hally  viewed  as  the  coi-porate  and  so- 
Plomains  :u-e  blurring." 
I  uit  distinction  could  become  fuzzier  still 
1  or  20  years  as  companies,  driven  by 
■;sity  and  enlightened  self-interest,  be- 
•  prime  engines  of  social  action.  In  the 
I  two  decades,  downsizing  and  budget 
Ikroded  government's  ability  to  provide 
the  basics,  such  as  sale,  woll-cquippcd 
ols.   Prosperity  may   now    be  fattening 
Coffers,  but  Americans  have  lost  some 
in  the  public  sector's  ability  to  tackle 
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From  Treasuries  to  Municipal  Bonds. 
Oil  to  weather. 
Weather?  Yeah.  Even  weather. 
We're  eSpeedT  And  we  run  the  biggest  interactive 
electronic  marketplaces  on  the  planet.  Trading  over 
$45  trillion  (not  million,  not  billion — trillion)  a  year. 
Of  course,  that  was  last  year. 
And  we're  just  getting  started. 
We're  building  new  markets.  And  there  are 
plenty:  electricity,  bandwidth,  telephone  minutes — 
to  name  just  a  few. 
We  create  B2B  marketplaces  and  exchanges  in 
virtually  every  market  segment.  In  other  words, 
if  it's  B2B  and  it  trades,  it  can  trade  on  eSpeed. 
And  not  just  trade.  Trade  like  stocks.  Online. 
And  you  know  how  that  is. 
With  our  technology,  end-2-end  solutions 
and  trading  expertise,  the  future  of  B2B 
e-commerce  will  be  powered  by  eSpeed. 
Now  that's  something  you  can  trade  on:" 


fly. 


800-817-1233 


www.eSpeed.com 


eSpeed 
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1  concerns.  Increasingly,  the  public 
■profit  groups  look  to  corporations 
ly  money  and  expertise  to  soda]  is- 
V  course,  if  the  economy  were  to 
south,  corporate  largesse  could 
f  dry  up,  as  it  did  in  the  1980s. 
haps  the  more  important  motiva- 
i  the  tight  labor  market.  As  em- 
^s  spend  more  and  more  time  at 
they  crave  a  more  meaningful  on- 
D  experience.  If  they  can't  break 
from  the  office  on  their  own,  then 
want  their  companies  to  provide 
es  for  community  involvement.  Fac- 
shortage  of  skilled  workers  that 
Illy  worsen,  employers  ignore  such 
ids  at  their  peril.  To  retain  valued 
•rs,  they'll  make  time  off  for  vol- 


ular  houses  Cor  the  homeless.  Officials 
work  with  city  leaders  to  ensure  the 
school  superintendent  repairs  crumbling 
buildings.  In  1999,  Prudential  donated 
$38.5  million  in  cash,  or  1.5%  of  1998 
pretax  earnings,  and  42,490  volunteer 
hours  on  company  time. 

The  tight-as-a-drum  labor  market  is 
also  prodding  companies  to  tend  to  com- 
munity needs  that  once  were  the  purview 
of  local  government.  Drug  giant  Merck  & 
Co.  helped  shore  up  science  education  in 
schools  in  and  around  Rahway,  N.J., 
where  it  does  research  and  manufactur- 
ing, by  setting  up  a  foundation  that  de- 
veloped science  curricula  and  trained 
more  than  1,000  teachers.  "We  have  to  be 
able  to  attract  good  people,"  says  Larry 


ring  a  perk.  Increasingly,  employees, 
[ally  young  ones,  will  "want  to  know 
the  corporate  culture  is,  what  are 
pportunities  to  do  time  in  the  com- 
:y,"  says  Vanessa  Kirsch,  founder 
■  Profit  Inc.,  a  fund  that  invests  in 
ative  nonprofits. 

>E  OF  PRIDE."  Thi>  proliferation  of 
tree  volunteer  programs  will  catch 
n  the  new  century  as  corporations 
I  their  value  in  employee  retention. 
leering  "gives  you  a  sense  of  pride," 
Lisa  Boone,  a  Prudential  accoun- 
who  mentored  a  fourth-grader  at  a 
ark,  N..).,  elementary  school  during 
>ast  school  year.  "It's  important  to 
hat  the  corporation  gives  hack  to 
ommunity." 

ilccil.  Prudential  Insurance  Co.  has 

■ed  such  a  vast   community  rela- 

et'l'ort   that   it   constitutes  a  virtual 

I   services   agency    for   downtown 

ark,  home  to  its  headquarters,  Pro- 
is  range  from  an  employee  tutor 
■vice  to  company  investments  in  a 
ry  thai  makes  components  for  mod 


Naldi,  plant  manager  at  the  vast  Rahway 
operation.  If  the  schools  deteriorate, 
"we'd  have  a  more  difficult  job  attracting 
them."  All  in  all,  Merck  donated  $256 
million  in  cash  and  medicine  last  year, 
equal  to  3.1%  of  1998  pretax  earnings. 

That  makes  Merck  unusual.  While  cor- 
porate giving  climbs  yearly,  as  a  per- 
centage of  pretax  earnings,  it  has  hov- 
ered at  around  1%  for  years.  That's  not 
likely  to  change  in  the  next  decade. 
"Companies  are  concerned  that  they'll 
offend  shareholders  if  they  seem  to  be 
giving  too  much  cash  away,"  says  Stacey 
Palmer,  editor  of  the  Chronicle  of  Phil- 
anthropy.  Still,  the  lavish  personal  phil- 
anthropy of  New  Economy  entrepre- 
neurs, such  as  Microsoft  Corp.'s  Bill 
Gates  and  Netscape  Communications 
Corp.'s  James  Barksdale,  will  reflect  kind- 
ly "on  their  companies — and  keep  the 
pressure  on  corporations  to  boost  giving 
in  line  with  rising  profits. 

Such  corporate  good  citizenship  won't 
be  without  pitfalls  for  business  and  the 
programs  it  supports.  For  one  thing. 


as  companies  make   bigger  donations 
and  embrace  more  causes,  consumers 
could  start  to  take  corporate  involve- 
ment for  granted.  Thus,  they'll  get 
mileage  out  of  the  good  works. 

It  won't  be  easy  to  pull  back,  either. 
Consumers  will  punish  companies  per- 
ceived to  be  socially  irresponsible.  Just 
look  at  the  pounding  Nike  Inc.  has  taken 
for  its  reliance  on  what  critics  say  are 
sweatshops  in  Asia  and  elsewhere.  Don't 
expect  a  bucketful  of  good  works  to  be 
an  insurance  policy  against  public  rebuke. 
Philip  Morris  Cos.  has  bent  over  back- 
ward to  look  like  a  good  guy,  doling  out 
$115  million  in  cash  and  goods  to  charities 
in  1999,  capturing  the  No.  5  spot  in  the 
Chronicle  of  Philanthropy's  corporate- 
giving  rankings.  But  the  com- 
pany hasn't  been  able  to  es- 
cape the  taint  all  tobacco 
companies  suffer.  Also  loom- 
ing could  be  a  backlash 
against  corporations  if  they 
go  too  far  in  usurping  roles 
once  reserved  for  govern- 
ment. "How  far  can  govern- 
ment retreat  from  people's 
lives  before  the  public  says 
'enough  already'?"  asks  Paul 
Saffo,  director  of  the  Insti- 
tute for  the  Future  in  Menlo 
Park,  Calif. 

Even  as  more  companies 
expand  their  community  in- 
volvement, they're  doing  so  with  an  eye 
to  the  bottom  line.  They're  trying  to  fo- 
cus on  issues  that  strike  a  chord  with 
their  customers  or  leverage  corporate 
strengths.  Target  Stores,  which  earmarks 
5%  of  pretax  earnings  annually  for  char- 
ity, steers  its  philanthropy  toward  the 
arts,  prevention  of  violence,  and  educa- 
tion— issues  that  will  resonate  with  its 
typical  shoppers,  women  with  school-age 
kids.  Dell  Computer  Corp.  gives  mainly 
to  groups  in  Texas  and  Tennessee,  where 
it  has  facilities,  that  focus  on  children's 
health,  education,  or  access  to  technology. 
Good  corporate  citizenship  "has  be- 
come a  strategic  issue,  not  just  a  nice 
thing  to  do,"  says  Bradley  K.  Googins,  di- 
rector of  the  Boston  College  Center  for 
Corporate  Community  Relations.  That 
businesslike  approach  could  pave  the  way 
for  real-life  Futuretowns.  But  in  any  case, 
balancing  the  social  needs  of  employees 
and  rising  public  expectations  will  he  a 
tough  act  for  corporations  that  aspire  to 
be  pillars  of  2lst  century  society. 
By  . \n< ij  Borrus    n  Wash 


nsumers  will  PUNISH  companies  perceived  to  be  socially  IRRESPONSIBLE.  Just  look  at  Nike 
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HIGH  SCHOOL  WILL 

NEVER  BE  THE  SAME 


k  Indu 

f  it; « 


Reformers  are  pushing  for  a  curriculum  that  uses 
technology  to  prepare  students  for  the  New  Economy 


EDUCATION 


BY    WILLIAM    C.    SYMONDS 
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When  kids  born  in  this  millen- 
nial year  enter  high  school 
14  years  from  now,  the  place 
may  well  look  a  lot  like  High 
Tech  High,  a  public  school  set  to  open 
in  San  Diego  this  September.  High  Tech 
students  will  enter  a  world  that  would 
seem  utterly  foreign  to  most  of  today's 
high  schoolers.  That's  because  High 
Tech  is  scrapping  traditional  notions  of 
what  a  high  school  should  be.  Located 
in  a  former  Navy  training  facility,  it 
devotes  less  than  a  third  of  its  space  to 
traditional  classrooms.  Instead  it  has 
built  specialized  labs  for  the  study  of 
everything  from  biotechnology  to  com- 
puter animation  and  will  give  each  stu- 
dent a  personal  workstation,  much  like 
those  found  in  high-tech  companies. 

The  class  day  at  High  Tech  will  be 
different  than  a  conventional  high  school 
schedule,  too.  Students  will  work  with 
advisers  to  craft  customized  learning 
plans.  Instead  of  scrambling 
to  50-minute  classes,  they'll 
have  just  one  morning  and 
one  afternoon  block,  allowing 
them  to  delve  deeply  into  in- 
terdisciplinary courses.  By 
the  time  they're  juniors,  they 
will  spend  much  of  their  time 
out  of  the  building  on  intern- 
ships, perhaps  learning  what 
life  is  like  in  a  high-tech  com- 
pany. "My  aim  is  to  make 
this  school  into  a  high-per- 
formance workplace,"  says 
Larry  Rosenstock,  who  calls 
himself  the  ceo  instead  of 
the  principal.  High  Tech  may 
sound  like  a  radical  depar- 
ture, but  with  its  emphasis 
on  technology,  individualized 
course  work,  and  depth 
rather  than  breadth,  it  may 
well      prove      to      be      a 


blueprint  for  the  21st  century  school. 

As  a  tuition-free,  publicly  funded 
charter  school  open  to  students 
throughout  San  Diego,  High  Tech  is 
just  one  of  many  experimental  efforts 
under  way  to  reinvent  high  school  from 
the  ground  up.  These  efforts  are  being 
driven  by  educators  and  business  lead- 
ers convinced  that  high  school  is  the 
most  dysfunctional  part  of  our  education 
system.  They  believe  that  it  must  be 
radically  reengineered  to  prepare  stu- 
dents for  the  New  Economy,  where 
ideas  will  be  the  basic  currency  and 
technology  will  be  fundamental  to  al- 
most all  tasks. 

Reformers  are  rethinking  everything 
from  the  sprawling  size  of  today's  high 
schools  to  basic  curriculum.  "We  need  a 
whole  new  paradigm  for  high  school," 
says  Education  Secretary  Richard  W. 
Riley.  Most  students  entering  high 
school  this  fall  will  march  through  mile- 


wide,  inch-deep  survey  courses — j 
their  parents  did.  Although  mi 


as 

high  schools,  especially  in  affluent  sjiers 
urbs,  do  a  good  job  of  preparing 
best  and  brightest  for  college,  the 
tern  is  failing  many  more.  "The  h 
school  we  all  knew  and  loved  in 
'50s  simply  doesn't  work  for  a  la:  n  . 
number  of  today's  kids,"  says  T( 
Wagner,    co-director   of  the    Char 
Leadership  Group  at  Harvard's  Gra 


i  of 

require 


ell 
ate  School  of  Education.  Wagner  similar  tj 
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"fully  509?  of  graduates  leave  high 
iol  completely  unprepared  tor  fur- 
learning." 

system  that  leaves  half  its  stu- 
;s  behind  may  have  been  sufficient 
the  Industrial  Age,  but  no  more. 
today's  labor  market,  we  need 
I ."  argues  Robert  T.  Jones,  presi- 
;  and  CEO  of  the  National  Alliance  of 
iness.  To  prepare  students  for  the 
V  Kconomy,  reformers  are  pushing 
a  curriculum  that  uses  the  Inter- 
and  technology  to  immerse  kids  in 
intellectual  challenges  they  will  face 
r  graduation.  Far  more  time  will 
given  to  in-depth  projects,  where 
Jents  will  work  in  teams  to  solve 
olems.  They  also  want  schools  that 
smaller  and  more  responsive  to  in- 
dual  needs.  At  the  same  time,  re- 
ners  argue,  high  schools  must  do  a 
er  job  of  helping  students  make  the 
isition  to  adult  life,  something  that 
require  a  radical  rethinking  of  the 
year  or  two  of  high  school, 
oich  sweeping  reform  won't  come 
Jy.  But  by  2018 — when  most  babies 
n  this  year  will  graduate — educa- 
s  hope  that  high  schools  will  be  as 
amiliar  to  their  parents  as  hip- 
would  have  been  to  Elvis, 
ey  start  with  the  premise 
;  today's  one-size-fits-all  ap- 
iach  should  be  scrapped, 
ile  wealthy  kids  whose  fam- 
s  can  afford  drivate  school 
e  plenty  of  choice,    most  poor 

middle-class  kids  are  stuck 
h  their  local  school.  But  the 
will  of  the  school-choice 
vement  means  that  par 


ents  and  students  in  large  districts  in- 
creasingly will  be  able  to  choose  among 
several  high  schools. 

One  way  to  achieve  choice  is  through 
charter  schools,  which  are  publicly  fund- 
ed but  run  independently,  like  High 
Tech  High.  Within  15  years,  as  many  as 
20%  of  high  schools  might  be  charters, 
many  of  which  will  be  run  by  for-profit 
companies  like  Edison  Schools.  In  turn, 
that  will  prompt  large  districts  to  offer 
a  far  greater  variety  of  schools.  The 
Apple  Valley/Rosemount/Egan  School 
District  in  suburban  Minneapolis  has 
four  traditional  high  schools,  which  try 
to  meet  the  needs  of  all  students.  Each 
of  those  schools  has  an  enrollment  of 
2,000.  Rather  than  build  another  big 
school  to  handle  rising  enrollment,  it 
has  opted  to  open  five  smaller,  special- 
ized high  schools.  The  first,  the  School 
of  Environmental  Studies,  is  on  the 
grounds  of  the  Minnesota  Zoo  and 
stresses  environmental  issues.  The  oth- 
er four  will  focus  on  different  themes. 
STUDENT  "FAMILIES."  There's  also  wide- 
spread agreement  that  mall-size  schools, 
with  1,000  students  or  more,  have 
failed.  "They  do  a  good  job  of  serving 
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the  special  minority,"  including  hotshol 
Students  and  athletes,  >ays  Ted  Sizer, 
chairman  of  the  Coalition  of  Essential 
Schools,  a  reform  group.  "But  a  lot  of 
the  unspecial  majority  tend  to  get  lost, 
since  nobody  really  know^s  them." 

Many  educators  now  believe  high 
schools  should  have  no  more  than  600 
students.  That's  already  the  case  at  new, 
reform-minded  schools:  The  School  of 
Environmental  Studies  has  just  410  stu- 
dents. Architect  Bruce  Jilk  designed  the 
school  so  even  this  small  student  body 
can  be  broken  down  into  four  "families" 
of  about  100  students  each,  where  kids 
do  most  of  their  academic  work. 

Of  course,  it  would  be  impossible  to 
rebuild  most  large  high  schools  along 
these  lines.  But  big  buildings  can  be 
broken  into  a  series  of  schools-within- 
schools.  Take  Encina  High  School,  with 
about  1,000  students  in  one  of  the 
toughest  neighborhoods  of  Sacramen- 
to. Administrators  at  Encina  formerly 
had  to  cope  with  a  dozen  fights  a  week, 
including  knifings.  But  then  they  divid- 
ed the  school  into  five  separate  acade- 
mies, each  focused  on  a  career  cluster 
such  as  health  or  business,  ranging  from 
40  to  250  students.  The  result:  such  a 
sharp  rise  in  attendance  and  perfor- 
mance that'  the  U.  S.  Education  Dept. 
has  put  Encina  on  its  list  of  model  New- 
American  High  Schools.  In  the  years 
ahead,  high  schools  will  increasingly 
group  students  by  interests  and  abili- 
ties, rather  than  just  bv  how  old 
\Aje-  bOKJT  IOCS"  V  they  are. 
UBAkM     ALL-  THE  A         To    further    personalize    high 

-^■\!Ol,5=      fr\^r  |g _{g      fsJdT    l^  /     school,  reformers  argue  that  each 
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most  likely  a  teacher  or  administrator, 
who  would  meet  with  them  and  their 
parents  regularly  throughout  high  school. 
The  aim  would  be  to  help  the  student 
craft  a  learning  plan  customized  to  his 
or  her  interests.  For  an  academically 
gifted  student,  that  might  involve  help  in 
finding  advanced  "virtual  courses"  to 
supplement  school  offerings,  so  the  stu- 
dent could  graduate  after  the  sophomore 
year.  For  others,  it  would  be  far  more 
free  form.  At  the  Providence-based  Met- 
ropolitan Regional  Career  &  Technical 
Center,  called  the  Met,  mentors  follow 
the  motto  "one 
student  at  a 
time."  There 
are  no  re- 
quired courses 
so  students  can 
develop  their  interests 
without  boundaries. 
What's  going  on  inside 


School  of  Environmental  Studies,  stu- 
dents spend  half  the  day  in  a  class  that 
blends  English,  social  studies,  and  envi- 
ronmental studies.  "This  better  reflects 
the  world  they  will  enter,"  says  Principal 
Dan  Bodette.  "It  teaches  students  to 
make  connections  among  a  number  of 
disciplines,  and  to  work  as  a  team." 
INTERNSHIPS.  By  far  the  biggest  change 
will  occur  in  the  junior  and  senior 
years.  This  period  "should  be  a  well- 
thought-out  transition  into  adulthood," 
says  Riley.  At  present,  many  seniors 
spend  much  of  their  last  year  goofing 
off.  One  answer  would  be  to  re- 
structure high  school  along  the 
European  model,  so  that  stu- 
dents complete  the  core  cur- 
riculum by  age  16, 
and  then  devote 
the  last  two  years 
to  a  more  special- 
ized    program     to 


these  smaller  schools  will  change  dra- 
matically, too.  To  prepare  students  for 
the  New  Economy,  they  need  a  new 
curriculum,  says  the  NAB's  Jones,  that 
"gives  kids  more  time  on  task,  so  they 
develop  true  competencies."  That  means 
scrapping  today's  50-minute  classes  in 
favor  of  fewer  courses  lasting  far  longer. 
At  the  New  American  High  Schools,  pe- 
riods now  run  as  long  as  three  to  four 
hours,  allowing  students  time  to  do  in- 
depth  projects  designed  to  foster  lasting 
learning.  Today's  discrete  divisions 
among  subjects  also  will  give  way  to  a 
far  more  interdisciplinary  approach.  At 
High  Tech  High,  the  curriculum  is  di- 
vided into  three  strands:  math,  science, 
and  engineering;  literacy  and  humani- 
ties; and  art  and  design.  And  at  the 


help  them  prepare  for  the  future.  That 
would  include  spending  more  time  off 
campus,  working  alongside  adults  in 
carefully  structured  internships.  Think 
of  them  as  a  modern  variant  of  the  tra- 
ditional apprenticeship,  designed  to  help 
students  explore  and  develop  career 
interests. 

That  has  already  happened  at  the 
Met,  where  students  embark  on  intern- 
ships beginning  in  ninth  grade.  One  Met 
student  who  thought  she  wanted  to  be  a 
secretary  interned  as  one  in  a  hospital. 
But  once  there,  her  horizons  expanded. 
She  became  intrigued  with  physical 
therapy,  wrote  a  pamphlet  for  Spanish- 
speaking  patients,  and  eventually  set 
her  sights  on  becoming  a  doctor.  She's 
now  headed  for  college  as  a  pre-med 


student.  And  she's  not  the  only  st 
whose  sights  have  been  raised.  Alt] 
over  half  of  the  Met's  students  are 
enough  to  qualify  for  a  reduced- 
lunch,  attendance  averages  95%, 
Dennis  Littky,  the  school's  co-prin 
and  every  member  of  this  year's 
graduating  class  of  47  students  w; 
cepted  into  college. 

Graduation  requirements  will 
change.  Today's  students  typically 
plete  a  prescribed  regimen  of  coursl 
earn  their  diploma.  In  the  future,  si) 
through  classes  will  become  less  ii 
tant  than  passing  tests  designed  to 
sure  core  competencies.  Instead  o 
per-and-pencil  exams,  computerized 
will  give  administrators  just-in-time 
on  how  students  are  doing.  That 
do  away  with  the  standard  timet; 
"It  may  take  some  students  just 
years  to  finish  high  school,  while  o 
may  need  five  to  six,"  predicts  G 
N.  Tirozzi,  executive 
tor  of  the  National  As; 
tion  of  Secondary  S< 
Principals. 

As  computer  devices 
liferate,  every  studentj 
also  have  access  to  th 
ternet  anytime,  anyw 
That  will  drive  an  expl 
in  distance  learning,  a 
ing  the  new  smaller 
schools  "to  offer  what 
classes  students  need 
Chinese  to  adva 
physics,"  predicts  Chr 
pher  I.  Cross,  preside! 
the  Council  for  Basic 
cation.  It  will  also  allow 
dents  to  do  far  more  It 
ing  at  home.  Meanwhile 
Internet  will  immeasu; 
enrich  courses  by  allowing  studen 
do  everything  from  taking  "vii 
tours"  of  places  they  are  studyir 
forming  teams  of  students  from  ar 
the  world  to  work  on  a  project 

Retooling  the  nation's  high  scl 
won't  be  easy.  "High  schools  are 
of  the  most  entrenched  and  revere 
stitutions  in  their  communities,"  w 
John  Chubb,  chief  education  office 
Edison  Schools,  the  nation's  larges 
erator  of  for-profit  schools,  "anc 
them  to  change  radically  would 
huge  change  for  the  whole  comn 
ty."  True  enough.  But  there's  also  \ 
spread  recognition  that  America  ca 
longer  afford  to  preserve  a  systei 
learning  designed  for  a  world  that 
disappeared. 
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Ready.  Set.  Internet, 

Wireless.  Digital.  Samsung. 

Connect  to  the  world.  Access  the  web. 
Dial  with  the  sound  of  your  voice.  With  the 
new  SCH-8500  phone,  you  have  the  power 
to  do  it  all  right  in  the  palm  of  your  hand , 
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WORLDWIDE  WIRELESS  TELECOMMUNICATIONS  PARTNER 


The  mini-browser, 

your  wireless  link  to 

the  internet,  keeps  you  up 

to  the  minute  with  news. 

information  and  all  you 

need  to  know. 


Send  and  receive  entail. 

faxes  and  numeric 

pages  to  keep  in/touch 

with  your  life. 


/ 


The  electronic  administrator 
helps  organize  your  day. 
keeping  important  . 
and  contact  numbers  <it 
your  fingerti. 


The  world  clock  keeps 

you  on  time  anywhere  in 

the  world,  covering  all  24  time 

zones  across  the  globe. 


AMSUNG  DIGITS 

We  ry  one's    invited 


For  more  information,  call  1  800  SAMSUNG  or  visit 


www.samsungtelecom.com 


We  found  the  way 


to  break  down  the  barriers  between  voice,  video,  data,  and  Internet 
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Presenting  Sprint  IONs"  Integrated  On-Demand  Network.  It's  a  truly  converged  network  that  can 
dramatically  simplify  the  way  you  do  business.  Because  what  used  to  require  multiple  networks,  now  only  takes 
one,  making  the  way  you  communicate  easier  to  manage  and  more  cost-effective.  With  its  speed  and  flexible 
bandwidth,  your  employees  can  work  faster  and  smarter  than  ever  before.  And  you  have  the  network  capacity 
and  intelligence  to  add  new  e-business  applications  throughout  your  enterprise.  All  of  which  will  allow  you  to 
focus  on  new  business  opportunities  instead  of  your  network.  Down  whichever  road  you  choose  to  go. 

Let's  make  contact: 

Experience  Sprint  ION  for  yourself  online  @  www.sprint.com/experience13  or  call  1  877  438-2300. 
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The  point  of  contact" 
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(ATCHING  OVER 

THE  WORLD  WIDE  WEB 


ie  Internet  and  the  rise  of  globalization  are  creating 
3w  pressure  to  develop  a  commercial  code  that's 
cognized  from  Kuala  Lumpur  to  Kansas  City 


BY  HOWARD  GLECKMAN 
AND  DAN  CARNEY 


■  ore    than     700    years     ago, 
#1  Britain  enjoyed  a  huge  boom 

I  in  commerce  thanks  to  the 
era's  great  technological  inno- 
>n — passable  mads.  But  this  revo- 
nary  new  development  also  created 
peseen  new  problems.  Among  them: 
•came  easy  to  skip  debts  simply  by 
Bg  from  town  to  town. 
•  in  1283,  Parliament  took  the  radi- 

tep  of  Irving  to  sot   common  rules 

lion  strongly  independent  cities.  Au- 
ities  in  one  town  wore  given  power 
ill. 'it  debts  incurred  in  another.  The 
Dta  de  Mercatoribus,  or  Statute  of 

chants,  was  one  of  the  West's  first 
inpts  to  set  uniform  rules  for  bur- 
ling cross-border  commerce. 


We  don't  know  if  anybody  was  talk- 
ing about  a  New  Economy  back  in  the 
Middle  Ages.  But  today,  the  Internet 
and  the  rise  of  globalization  are  creating 
new  pressure  for  a  common  system  of 
commercial  rules  of  the  road.  Just  as 
those  improved  cart  paths  made  a 
strong  central  government  possible  in 
the  13th  century,  the  rise  of  global  elec- 
tronic commerce  will  diminish  the  im- 
portance of  political  borders  in  the  21st 
century  and  lead  to  unprecedented  lev- 
els of  international  legal  cooperation. 
And  it  will,  in  fundamental  ways,  change 
how  we  govern  ourselves. 

Think  for  a  moment  about  a  world 
thai  now  faces  New  Economy  giants 
such       as       America       Online       Inc., 


Amazon.com  Inc.,  and  Yahoo!  Inc.  As 
they  sell  products  and  services  to  an 
increasingly  global  marketplace,  these 
companies  face  a  patchwork  of  conflict- 
ing local  regulations.  Europe's  privacy 
rules  are  much  tougher  than  those  in 
the  U.S.  A  digital  signature  that  seals  a 
deal  in  Dallas  may  be  invalid  in  Bombay. 
Thousands  of  differing  sales  taxes  are 
levied  around  the  world. 
CRAZY  QUILT.  This  crazy  quilt  of  rules 
increases  the  cost  of  doing  business  and 
prevents  the  Internet  from  fully  realiz- 
ing its  potential  as  a  frictionless  global 
marketplace.  That's  why  the  business 
community  is  already  pressuring  politi- 
cians to  harmonize  conflicting  commer- 
cial regulation.  And  it's  why,  in  the  21st 
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century,  government  will  become  in- 
creasingly global.  Countries  will  sign 
more  cooperative  treaties,  and  ever-in- 
creasing power  will  be  delegated  to  in- 
ternational rulemaking  bodies.  "Stan- 
dardization has  really  been  the  driving 
force  of  the  tech  industry,"  says  Intel 
Corp.  Vice-President  Michael  Maibach. 
"Now  it's  going  to  be  the  driving  force 
of  government  as  well." 

Of  course,  this  doesn't  mean  the 
end  of  government  as  we  know  it. 
Despite  the  wishes  of  the  one- 
worlders,  the  United  Nations  won't 
be  writing  commercial  regulations  in 
Esperanto  any  time  soon.  "There 
will  be  no  global  government,  but 
there  will  be  global  cooperation," 
says  Treasury  Secretary  Lawrence 
H.  Summers. 

Nonetheless,  the  rise  of  the  In- 
ternet and  the  global  economy  does 
mean  that  government  could  look 
quite  different  in  the  future.  New 
hybrids  will  emerge — organizations  that 
are  partially  public,  partially  private,  and 
often  will  have  no  permanent  home.  The 
Internet  itself  will  serve  as  their  Town 
Hall.  "We're  not  talking  about  less  gov- 
ernance," says  David  Agnew,  executive 
director  of  a  study  project  called  Gover- 
nance in  the  Digital  Economy.  "But  we 
are  talking  about  differing  governance." 

What  will  these  new  forms  of  gov- 
ernment look  like?  Here  are  three  po- 
tential models,  each  of  which  is  likely  to 
thrive  under  different  circumstances  in 
the  21st  century: 

GOVERNMENT,  INC.:  For  one  vision  of 
the  future,  take  a  look  at  the  Internet 
Corporation  for  Assigned  Names  & 
Numbers  (ICANN).  It's  the  new  interna- 
tional group  that  has  taken  on  the  role 
of  managing  Internet  domain  names — a 
task  that  includes  deciding  whether 
there  should  be  new  Web  domains  (say, 
for  example,  .shop)  and  refereeing  dis- 
putes over  existing  names. 

A  nonprofit  corporation,  the  group  is 
privately  funded  and  run  by  a  19-mem- 
ber  board  of  directors  that  includes  a 
Spanish  law  professor,  the  leader  of  the 
Japan  Network  Information  Center,  and 
a  senior  vice-president  from  WorldCom 
Inc.  Later  this  year,  the  temporary 
board  will  be  replaced  by  one  elected  by 
Net  users  themselves.  So  far,  more  than 
140,000  people  worldwide  have  regis- 
tered to  obtain  voting  rights. 

In  its  famous  1998  "White  Paper"  on 
Internet  governance,  the  Clinton  Ad- 


ministration expressed  the  hope  that  this 
private  model  could  be  used  for  a  wide 
range  of  legal  issues.  But  it  has  some 
innate  flaws.  For  example,  icann  has  no 
police  power  to  enforce  its  rulings.  "Peo- 
ple see  it  as  government,"  says  icann 
chairman  Esther  Dyson.  "But  it  is  not." 
QUASI-GOVERNMENT:  To  help  provide 
the  clout  that  groups  like  ICANN  do  not 


Regulating  the  global  economy  will  require 
international  cooperation.  Here's  how  com- 
mercial law  will  evolve  in  key  areas. 

TAXES  Internationally,  tariffs  will 
largely  disappear.  Multinational  agree- 
ments will  assure  that  companies  pay 
the  tax  they  owe,  but  protect  them 
from  being  double-taxed. 

FINANCE  Worldwide  accounting  stan- 
dards will  increasingly  develop.  Efforts 
are  already  underway  to  create  global 
capital  rules  for  banks. 

PRIVACY  Business  and  government 
will  form  partnerships  to  create  mini- 
mum privacy  standards  for  commercial 
transactions. 

ANTITRUST  Governments  will  sign 
multilateral  agreements  spelling  out  ac 
ceptable  business  practices.  The  new 
global  standard  will  be  aimed  at  in- 
creasing competition. 

DATA:  BUSINESS  WEEK 


have,  a  second  model  is  also  likely  to 
emerge.  This  one  will  be  built  on  coop- 
erative ventures  among  politicians,  the 
business  community,  and  consumers.  Such 
groups  will  combine  the  enforcement 
clout  of  government  with  the  savvy  of 
those  working  in  the  Internet  trenches. 
Initial  steps  toward  this  model  have 
already  been  taken.  For  example,  in 
mid-July,  a  private  group  called  the 


Global  Business  Dialogue  on  Elect] 
Commerce  presented  the  leaders  o 
world's  biggest  industrialized  natio 
the  G-8 — with  a  broad  frameworl 
economic  and  social  policy  in  the  di 
age.  Its  white  paper  addressed  e\ 
thing  from  regulation  to  bridging 
digital  divide.  And  it  will  serve  ai 
foundation  for  the  G-8's  technolo 
tiatives  in  the  coming  years. 

Watch  for  these  kinds  of  partner 
to  flourish  in  the  21st  century.  As 
border  mergers  become  increas 
common,  for  example,  nations  are 
ing  closely  with  business  to  estai 
standard  rules  for  antitrust  rev: 
Says  AOL  senior  vice-president  G 
Vradenburg:  "You  will  see  private  si 
organizations  [havej  much  greate: 
fluence  on  world  government." 

UNGOVERNMENT:  While  publi 
vate  partnerships  do  a  good  j 
building  broad  consensus,  th 
slow.  As  a  result,  there  is 
third  model  for  21st-century 
ernance.  It  is  called  the  ma: 
place.  In  this  paradigm,  busin 
are  free  to  develop  standard 
tices  on  their  own,  and  thesi 
come  the  generally  accepted 
of  the  road.  No  committee 
ings.  No  draft  reports.  No 
cal  dealmaking. 

That's  what's  happening  alr| 
in  the  efforts  to  develop  into 
tional  standards  for  protectin 
tellectual  property.  The  worlc 
had   formal   international   a, 
ments  protecting  intellectual 
erty  for  about  a  hundred  y< 
but    governments    often    ig 
them.  So  in  countries  such  as 
na,  it  is  becoming  increasingly 
mon  for  Western   companie 
write  copyright  protections 
their  contracts  with  local  fi 
These  agreements  are  enforce  U 
not  by  local  laws  but  throug!  (edu 
ternational  arbitration.  As 
businesses  agree  to  protect  i 
lectual  property  in  individual 
tionships,  such  protections  will  bee 
the  de  facto  worldwide  standard. 

How  long  will  this  process  t 
Many  decades — if  history  is  any  g  [  '■ 
But  make  no  mistake:  As  business  s  p 
simplification  and  predictability,  the 
of  21st-century  commerce  will  lool 
creasingly  familiar — whether  you 
doing  business  in  Kuala  Lumpur  t 
Kansas  City. 


Dramatic 


enie 


:  • 


The  Internet  Corporation  for  Assigned  Names  &  Numbers  is  governed  by  140,000  Net  users  worldwide 
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"This  market 
needs  some  analyzing." 


Dramatic  sell-offs  always  cause  uncertain!,. 

■  en  you  analyze  it,  this  market  doesn't  have  any 

inflicts.  Just  look  at  the  fundamentals.  Our 

ny  s  strong.  Things  are  rebounding  globally.  And 

rs  still  hunger  tor  equity  opportunity. 

The  reason?  Smart  businesses  continue  to 

and  re-create  themselves.  And  they'll  be 

4  ned  to  profit  from  the  strong  domestic  and 

.  n   tional  economies." 

3r.  Bob  Froehlich,  Vice  Chairman,  Global  Strategist 
Kemper  Funds  Group' 


Kemper 
Aggressive  Growth  Fund 

KGGAX  (as  of  6/30/00) 

Past  performance  is  no  guarantee 
of  future  results. 


38.86%    26.03%    27.69% 

One  Three         I    Life  of  Fund 

Year  Year  1 12/31/%  inception  Date 


Maybe  you  should  seek  professional  help. 
Talk  to  your  financial  representative  about  the 
long-term  thinking  behind  every  Kemper  fund. 
And  visit  us  at  www.kemper.com  for  detailed 
market  commentaries  written  by  Bob  Froehlich. 

1-800-KEMPER5 


Wk  KEMPER  FUNDS 

jg-term  investing  in  a  short-term  world 


pinions  and  forecasts  expressed  are  those  of  Bob  Froehlich  as  of  7/00  and  may  not  actually  come  to  pass.  This  information  is  subject 
»nge  at  any  time,  based  on  market  and  other  conditions,  and  should  not  be  construed  as  a  recommendation  of  any  specific  security. 

■  i  average  annual  total  returns  as  of  6/30/00.  Investment  returns  and  principal  value  will  fluctuate,  so  shares,  when  redeemed,  may  be 
re  or  less  than  original  cost.  Adjusted  average  annual  total  returns  as  of  6/30/00  include  the  maximum  sales  charge  of  5.75%  for 
^   A  shares.  The  returns  measure  net  investment  income  and  capital  gain  or  loss  from  portfolio  investments  assuming  reinvestment  of 
Different  classes  of  shares  are  offered,  and  their  performance  will  vary  because  of  differences  in  loads  and  fees  paid  by 
holders  investing  in  different  classes.  Due  to  market  volatility,  the  fund's  recent  performance  may  be  less  than  shown. 

I  ie  number  above  for  a  prospectus  containing  more  complete  information,  including  management  fees  and  expenses.  Please  read  it 
gt  illy  before  you  invest  or  send  money 

IP  siness  Unit  of  Scudder  Kemper  Investments,  Inc 

10  Kemper  Distributors,  Inc  1108960  (8/21/00) 
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Tkina  its  remarkable  adaptive  powers,  the  American 
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ANTHONY     BIANCO 


If  you  had  to  pick  two  words  to  describe 
the  state  of  the  American  corporation  to- 
day, "triumphant"  and  "beleaguered"  spring 
to  mind.  Triumphant  because  the  American 
corporation  has  been  both  architect  and 
beneficiary  of  the  most  durable  economic 
expansion  in  modern  history.  Perhaps  more  im- 
portant, in  the  final  two  decades  of  the  20th 
century,  the  long-standing  rivalry  between  cap- 
italism and  the  centrally  planned  economy  ended 
in  a  rout.  Former  socialist  states  around  the 
world  now  are  reorganizing  their  economies 
around  the  institutions  of  the  market.  And  the 
definitive  institution  of  today's  market  economy 
is  neither  the  bank  nor  the  stock  exchange  but 
the  corporation — especially  the  large,  multina- 
tional corporation. 

But  at  the  same  time,  the  American  corpo- 
ration enters  the  21st  century  burdened  by  great 
expectations.  By  almost  any  measure,  the  cor- 
porate sector  is  far  more  competitive  and  effi- 
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cient  today  than  it  was  before  the  dra- 
conian  restructurings  of  the  1980s.  Even 
so,  investor  pressure  to  post  demon- 
strable gains  every  quarter  is,  if  any- 
thing, more  intense  than  ever.  Woe  be- 
tide the  company  that  misses  Wall 
Street's  consensus  quarterly  earnings 
projections  by  a  few  pennies.  It  is  a 
hotly  debated  question  whether  the 
Street's  demand  for  instant  results  is 
forcing  additional  improvement  or  un- 
dermining long-term  performance. 

Government  also  expects  much  more 
from  the  corporation  than  it  did  a  gen- 
eration ago.  For  some  time  now,  cor- 
porations have  been  America's  largest 
distributors  of  health  care  and  private 
pension  benefits.  In  recent  years  gov- 
ernment also  has  increasingly  looked  to 
business  to  regulate  employee  behavior 
in  the  workplace  in  new  ways,  giving 
rise  to  the  so-called  nanny  corporation. 
ENCUMBERED.  The  unloading  of  respon- 
sibility onto  the  private  sector  has  ben- 
efited society  in  some  ways,  if  only 
because  of  the  corporation's  superior 
administrative  efficiency.  But  there  are 
those  who  argue  that  burdening  busi- 
ness with  social  responsibility  under- 
mines corporate  productivity  and,  by 
extension,  the  entire  economy.  "Corpo- 
rations should  focus  entirely  on  maxi- 
mizing long-term  value,  and  government 
should  take  care  of  the  rest,"  says 
George  David  Smith,  a  business  and 
economics  historian  at  New  York  Uni- 
versity. "But  that  is  just  not  going  to 
happen.  The  real  question  is  the  degree 
to  which  the  corporation  will  be  encum- 
bered by  social  goals." 

The  most  formidable  of  the  chal- 
lenges confronting  the  American  cor- 
poration undoubtedly  is  the  globalization 


TURBULENT  70S:  GM  employees 


of  commerce.  The  net  income  U.  S.  com- 
panies derived  from  operations  outside 
the  country  now  amounts  to  about  half 
of  that  earned  at  home;  in  the  1950s, 
the  proportion  was  closer  to  one-tenth. 
And  yet  the  consensus  of  expert  opinion 
holds  that  globalization  is  still  at  an 
early  stage  in  many  markets  and  in- 
dustries. The  question  bedeviling  big 
corporations  of  all  nationalities  is  how  to 
implement  a  coherent  global  business 
strategy  while  conforming  to  the  com- 
peting and  often  conflicting  require- 


Sales  Limited  to 

MALAGAS. 

"**  custom^ 


ments  of  a  multitude  of  so 
eign  nations. 

The  corporation's  fate  ovei 
next  century  is  as  fascinatir 
contemplate  as  it  is  difficu 
predict.  But  as  a  general  pr 
sition,  there  is  no  reason  to  t 
that  the  corporation  has  rea 
the  limits  of  its  adaptive 
ers.  Over  the  decades,  it 
proven  a  remarkably  flexibk 
hide  for  spreading  comme 
risk  (and  reward)  and  for  o 
nizing  investment  on  a  g 
scale  over  vast  geographic 
tances.  As  we  speed  ahead  ir 
future  that  is  unknowable  bj 
finition,  it  is  useful  to  pause 
glance  in  the  rearview  mi 
Today's  corporation  is  no 
empty  vessel  waiting  to  be 
by  the  future.  It  is  the  pro 
of  a  long  and  tumultuous  his 
of  opportunities  grasped 
crises  overcome — and  it  is  al 
stronger  for  it. 

From  the  American  Rex 
tion  until  the  Civil  War,  busi 
was  dominated  by  small  ei 
preneurs  and  artisan-inver 
such  as  Eli  Whitney.  Beginning  in 
1870s,  though,  the  modern  corpon 
came  of  age  with  astonishing  force 
velocity.  By  the  turn  of  the  century, 
tually  all  capital-intensive  industries 
consolidated  under  an  oligopoly  of 
porate  giants.  These  so-called  tr 
were  vital  in  transforming  an  agrs 
nation  into  the  world's  manufactu 
colossus  but  antagonized  the  body  p 
with  their  sledgehammer  approac 
the  pursuit  of  private  gain.  The  iss 
the  trusts  dominated  political  de 
from  the  1880s  until  World  War  I, 
ing  an  early  and  potentially  dire  th 
to  the  corporation. 
ADVERSARIAL.  The  forced  dissoluti 
Standard  Oil  by  the  U.S.  Supr 
Court  in  1911  was  a  milestone  in 
ernment's  long  struggle  to  create  c 
tervailing  laws  and  institutions  to 
Business.  But  if  the  U.S.  corpora 
never  again  would  wield  the  clout 
it  did  in  the  Robber  Baron  era,  nei 
was  it  subjugated  to  government  o 
bor.  Americans'  bedrock  belief  in 
vate  enterprise  persisted,  even  thrc 
the  trauma  of  the  Great  Depressio 
the  1930s.  To  this  day.  business  and 
ernment  in  America  have  mainta 
an  essentially  adversarial  relation 
characterized  by  "an  uneasy  tension 
tween  bargaining  and  fighting,  res 


200  BUSINESS  WEEK  /  AUGUST  28,  2000 


eBosiitss  ftr  a  castaaer-tfritta  ••rW. 


a  re  col  I  study  shows  i  h  a  I  when  you 

CODDLE 

YOUR   CUSTOMERS, 
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WARM  AND  FUZZY. 
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urtunng  customers 


not  onl)  paysofF,  it  pays  off  in  a  hurry. 
\s  the  chart  below  indicates, 
the  shareholders  ol  companies  that 
use  Siebel  eBusiness  Applications 
and  services  to  improve  their 
customer  relationships  have  seen 
their  investments  grow  larger  and 
faster  than  the  market  as  a  whole. 
( >b\  iousl) .  no  one  can  predi(  t  the 
market  but  the  fact  is  that  overall, 
between  |anuar\  1995 and  December 
1994,  companies  w  ho  made  signifi- 
cant investments  in  Siebel  eBusiness 
Applications  outperformed  leading  market 
indicators  such  as  the  Standard  &  Poor's  500 
index  In  a  stunning  85 

1  This  is  no  fluke.  An  independent  study  of 
companies  using  Siebel  eBusiness  Applications 
found  that  c  ustomer  satisfac  tion  nu  reased  by 
21%,  revenue  growth  increased  b\  15  and 
employee  productivitj  increased  b)  20  .with 
lull  payback  on   their  Siebel  investment  in 


ID  months: The  natural  conclusion: 
when  \our  customers  are  satisfied, 
your  shareholders  will  be  gratified. 
You  must  be  able  to  communi- 
cate with  your  customers  bv 
phone.  b\  tax,  by  PDA,  b\  email  or 
beeper  —  am  way  thev  choose. 

( H  course,  it's  easy  to  pay  lip 
service  to  customer  satisfaction 
and  most  companies  do,  but 
putting  it  into  practice  takes 
an  experienced,  proven  partner 
like  Siebel. 

Siebel  eBusiness  /Applications 
deliver  increased  customer  satisfaction, 
increased  revenues,  and  increased  employee 
productivity  for  more  organizations,  in  more 
industries,  in  more  places  around  the  world. 

We  coddle  our  customers.  Thev  coddle  their 
shareholders. 


IOR  VIORF   INFORMATION, VIS11    I   S    M 
SIEBEL.COM  oi  800.273.9913 
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and  hostility,  that  cannot  be  found  in 
another  industrialized  nation,"  accord- 
ing to  James  Q.  Wilson,  an  emeritus 
professor  of  political  science  at  Univer- 
sity of  California  at  Los  Angeles. 

In  Europe  and  Asia,  corporations 
have  tended  to  have  a  more  cooperative 
relationship  with  government  but  at  the 
cost  of  being  subordinated  to  state  eco- 
nomic policy.  Yes,  corporate  America 


across  multiple  product  lines.  Each 
business  unit,  or  division,  became  a 
self-contained  operation,  with  its  own 
executive  management.  Sloan's  tech- 
niques were  not  easily  emulated.  But 
when  the  multidivisional  corporation  fi- 
nally became  commonplace  after  World 
War  II,  "American  business — with  its 
array  of  organizational  capabilities — 
became    the    fear   and    envy    of  the 


JUNK  BOND  KING:  Milken  helped  grease  the  M&A  skids 


perity  ended  with  the  rampant  ecoi 
ic  instability  of  the  1970s.  The  impa 
these  upheavals  was  accentuated  1 
resurgence  of  foreign  competition 

The  result  was  that  many  a  hidelx 
U.  S.  corporation  was  pushed  into  eel 
if  not  insolvency.  The  federal  gov 
ment  bailed  out  Chrysler  Corp.  anc 
savings  and  loan  industry,  as  well  as 
er  basket  cases.  But  the  American 
poration  essentially 
cued  itself — once,  ths 
Wall  Street  was  thr< 
forcibly  imprinting 
new  mantra  of  "max 
ing  shareholder  value 
the  managerial  brain 
Starting  in  the  U 
power  and  influence 
in  the  corporation  sh 
from  shareholders 
board  members  to 
agers  as  ownership  | 
ever  more  dispersei 
the  stock  market, 
ever,  the  business 
strophes  of  the  1970s 
early  1980s  stiffenec 
spine  of  large  institu 
al  investors  and  insj 
investment'  banker 
grease  the  merger 
acquisition  skids  by 
fecting  such  new  t 
niques  as  the  lever 
buyout.  Once  Micha> 


was  dragooned  into  acting  as  a  conduit 
for  health  and  retirement  benefits,  but  it 
has  never  been  forced  to  assume  the 
far  more  onerous  social  burden  of  main- 
taining "full"  employment.  U.  S.  compa- 
nies have  remained  relatively  freer  than 
have  their  overseas  counterparts  to  pur- 
sue their  own  private  agendas. 
THE  GM  MODEL.  Such  flexibility  is  criti- 
cal, for  the  environment  in  which  busi- 
ness operates  has  become  progressively 
faster  paced  and  more  complicated.  The 
corporation  has  coped  by  continually  de- 
veloping more  elaborate  strategies  and 
increasingly  complex  management  struc- 
tures to  implement  them.  The  great 
evolutionary  leap  forward  was  the 
"multidivisional"  corporation,  as  epito- 
mized by  General  Motors  Corp.  under 
Alfred  P.  Sloan,  who  ran  the  auto  giant 
from  1923  to  1956.  Even  the  largest  of 
the  turn-of-the-century  industrial  trusts 
had  been  one-product  companies  tightly 
controlled  by  a  small  executive  cadre. 

In  the  multidivisional  corporation, 
authority  was  decentralized  down  and 


Once  Milken  put  his  junk-bond  financing 
machine  into  high  gear,  no  underperforming 
company  could  presume  itself  safe  from  atta 


world,"  noted  George  David  Smith  and 
David  Dyer  in  their  essay  The  Rise 
and  Transformation  of  the  American 
Corporation. 

The  multidivisional  structure  and  its 
elaborations — the  multinational,  the  con- 
glomerate, the  e-corporation — in  them- 
selves do  not  guarantee  success,  of 
course.  Companies  must  be  managed, 
and  managers  make  mistakes.  Under 
the  surface  of  the  American  corpora- 
tion's seeming  invincibility  in  the  1950s 
and  1960s,  arrogance  and  complacency 
were  eroding  the  very  foundations  of 
many  core  U.  S.  industries.  Management 
errors  were  thrown  into  stark  relief 
across  the  corporate  landscape  when 
America's  golden  age  of  postwar  pros- 


Milken  put  his  junk-bond  financing 
chine  into  high  gear,  no  underperf 
ing  company  could  presume  itself 
from  attack.  Milken  ended  up  in  pr 
of  course,  and  one  could  argue 
even  law-abiding  deal  brokers  re 
excessive  rewards.  But  the  evid 
also  suggests  that  the  pummeling 
ministered  by  the  Street  helped  r 
corporate  America  more  dynamic 
perhaps  even  more  innovative. 

There  is  no  question  that  adva 
in  information  technology  aided 
cause  of  corporate  creativity  and  pi 
a  central  role  in  the  business  re: 
sance  of  the  1990s.  The  computer 
only  has  given  rise  to  vast  new 
tries,  but  has  come  to  pervade  al 
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RUTHLESS  COMPETITORS. 
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'ice  guys  finish  first 

Hirst  in  revenue  growth.  First  in 
customer  satisfaction.  First  in  the 
hearts  oi  their  shareholders.  i 

\t  least,  that's  the  finding  oi 
an  independent  study  oi  companies 
that  use  S i e h e  1  eBusiness 
Applications  realizing  an 
increase  oi  2\%  in  customer 
satisfaction,  15  in  revenue  growth 
and  20    in  employee  productivity.' 

I  Ins  helps  explain  wh)  overall 
between  [anuar)  1995  and  December 
1999,  companies  who  made  significant 
investments  in  Siebel  eBusiness  Applications 
outperformed  leading  market  indicators 
such  as  the  Standard  &  Poor's  500  index  h\  a 
stunning  85    . 

At  Siebel,  we  make  the  applications  that 
companies  need  to  succeed  in  toda)  's  ruthlessly 
competitive,  customer  driven  eBusiness 
em  ironment. 

I  he  most  v  aluable  asset  am  business  can 

have  is  the  loyaltj  oi  its  <  ustomers    since  it  can 

cost  up  t<>  12  times  more  to  replace  a  C  ustomer 
than  it  dues  to  keep  one.  But  keeping  c  ustomers 
K>\  al  isn't  as  eas\  as  it  used  to  he. 


( .ustomers  vv  ant  to  do  business 

any  t i  m  e .   a  n  \  w  here,    i  n    a  n  \ 

language,  in  an\  currency,  and 

through  am   communications 

channel  the)  choose.  Whether 

the\  re  ordering  over  the  Web, 

connecting   to   a   call    center. 

bu\  ing  at  retail  or  talking  to  a 

service  rep  in  the  held.  Clearly, 

in  this  multichannel  en\  ironment, 

customers  rule. 

That's  wh)  you  need  applica- 
tions that  can  gi\e  everyone  in  your 

organization  access  to  the  same  real 
o 

time  information  so  no  matter  vv  here  or 
w  ith  vv  horn  customers  interact,  the)  feel  as  it 
they  are  having  one  continuous  uninterrupted 
conversation. 

Siebel  eBusiness  Applications  deliver  customer 
satisfaction  tor  more  organizations  in  more 
industries  in  more  places  around  the  world.  It's 
a  brutally  competitive  world  out  there.  But  it 
reall)  pays  to  be  nice. 

FOR  VlnRI    INFORMATION, VISH    I  S    VI 
SIEBEL.COM  oi  800.273.9913 
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every  aspect  of  corporate  life.  This  has 
made  possible  not  only  additional  de- 
centralization but  a  restructuring  of 
work  itself.  And  just  as  the  railroad 
and  the  telegraph  made  possible  the  fu- 
sion of  local  economies  into  a  single  na- 
tional economy,  so  now  new  computer 
and  telecommunications  technologies  are 
giving  birth  to  a  global  economy. 

That  technological  barriers  to  global- 
ization are  falling  much  faster  than  the 
political  ones  is  to  be  expected,  if  only 
because  the  benefits  of  globalization  to 
this  point  have  been  unevenly  distrib- 
uted. Economist  Lester  C.  Thurow 
makes  a  persuasive  case  that  large  cor- 
porations operate  in  ways  that  tend  to 
drive  the  distribution  of  income  in  the 
direction  of  inequality.  CEO  wage  con- 
trols, anyone?  In  the  U.  S.,  there  is  a 
good  deal  of  anticorporate  sentiment 
roiling  the  political  fringes,  but  nothing 
approaching  a  frontal  challenge  to  the 
corporation's  primacy.  It's  a  different 
story  overseas,  where  the  legitimacy  of 
the  market  remains  in  question  across 
parts  of  the  political  spectrum  in  Eu- 
rope and  elsewhere. 


GLOBALIZATION,  NOW.  Cleaning  up  after  French  protests 


The  momentum  of  the  market  is  a 
fearsome  thing,  but  so  is  the  stubborn, 
fixed  force  of  nationalism.  Western  Eu- 
rope's plodding  and  still  incomplete 
struggle  to  create  a  common  market 
suggests  that  a  true  integration  of 
worldwide  commerce  will  be  a  long  time 


coming,  if  it  comes  at  all.  In  the 
globalization  might  well  be  a  puzzle 
business  is  incapable  of  fully  sol 
But  if  the  history  of  the  last  centu 
any  guide,  the  corporation  will  en 
regardless  and  fashion  from  its  fail 
an  unanticipated  success. 
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How  corporate  attorneys  feel  when  they  know  all  of  their  company's  's  are 
protected  globally.  Call  register.com's  Corporate  Services  Division  today  at 
1-800-699-9638  to  open  an  account  and  start  securing  your  company's  future  on 
the  Internet.  It  couldn't  be  easier.  Be  fast  and  be  strong,  www.register.com 
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PLAN  YOUR  FUTURE. 
ONE  DAY  AT  A  TIME. 


repare  for  another 
uccessful  year  with 
he  2001  BusinessWeek 
lanner  in  desktop  and 
ocket  formats. 


USA  Credit 
card  holders  may  call 

TOLL-FREE 
800-553-3575. 

Ask  for  Dept  BC4 1 . 

We  honor 
AmEx/Diners/Visa/ 

MasterCard 


Order 

Ho*  a* 


Ft 


Materials  and  workmanship  fully 
guaranteed  or  your  money  back. 


Available  in  black  or  burgundy,  the  Business  Week 
iner  will  keep  you  on  schedule  with  a  1 3-month  calendar, 
rnational  dialing  codes,  time  conversion  charts,  and 
ortant  toll-free  numbers.  The  desktop  version  also  features 
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DON'T  REWRITE  THE 
RULES  OF  THE  ROAD 


PERSPECTIVES    •    BY  JAMES  COLLINS 


I  had  just  finished  sharing  the  re- 
sults of  10  years  of  rigorous  re- 
search into  what  makes  enduring, 
great  companies  with  a  gathering 
of  Internet  executives  when  a  hand 
shot  up.  "How  do  you  respond  to  the 
idea  that  nothing  from  your  research 
applies  in  the  New  Economy?"  asked 
the  exec  attached  to  it.  He  was  chal- 
lenging the  whole  idea  of  learning 
from  the  past.  If  this  truly  is  a  New 
Economy,  he  wondered,  don't  we  need 
to  throw  out  all  the  old  concepts  and 
start  from  scratch? 

Well,  yes  and  no.  Yes,  the  specific 
methods  of  building  companies  in 
coming  years  will  be  dramatically  dif- 
ferent than  in  the  past.  But  that  does 

Collins  is  co-author  of  Built  to  Last. 
His  new  book,  Good  to  Great,  will  be 
published  next  year  by  HarperBusiness. 


not  mean  we  should 
toss  aside  the  timeless 
principles  that  made 
great  companies 
great.  What's  the  dif- 
ference? Think  of  it 
like  this:  While  the 
practices  of  engineer- 
ing continually  evolve,  the  laws  of 
physics  remain  relatively  fixed. 

The  immutable  laws  of  management 
physics  include  some  simple  yet  im- 
portant concepts:  Do  only  those  things 
that  you  can  be  the  best  in  the  world 
at;  those  things  you  can  be  passionate 
about;  things  that  make  simple  eco- 
nomic sense.  Take  the  axiom  that  you 
need  to  "put  the  right  people  on  the 
bus."  The  best  executives  have  always 
focused  first  on  getting  people  who 
share  their  values  and  standards.  They 
understood  that  vision  and  strategy 


The  Internet  is  a  big  deal, 
but  electricity  was  bigger. 
Building  a  great  company 
requires  adherence  to 
principles  predating  both 
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cannot  compensate  for  having  the 
wrong  people.  Once  you  have  the  ri 
folks  in  place,  it's  much  easier  to  st< 
the  bus  as  conditions  change. 

That's  exactly  the  idea  that  Bill 
Hewlett  and  David  Packard  had  in 
mind  when  the  two  young  engineer; 
met  to  form  their  company  in  1937, 
The  minutes  of  that  meeting  begin 
stating  their  intention  to  manufactu 
innovations  in  the  general  field  of  e 
tronics,  but  then  go  on  to  say,  "The 
question  of  what  to  manufacture  wj 
postponed."  In  fact,  the  whole  foun< 
ing  concept  of  the  company  was  not 
much  what,  but  who.  They  were  be 
friends  in  graduate  school  and  simp 
wanted  to  work  together  and  creatt 
company  with  people  who  shared  tl 
values  and  standards.         , 

As  Hewlett  and  Packard  scaled  u 
they  stayed  true  to  this  guiding  pri 
pie.  After  World  War  II,  they  hired 
whole  batch  of  fabulous  people  stre; 
ing  out  of  government  labs,  without 
anything  specific  in  mind  for  them  t 
do.  Packard  grasped  the  subtle  trut 
that  a  great  company  will  always  g< 
erate  more  opportunity  than  it  can 
handle,  and  that  growth  is  ultimate 
constrained  only  by  the  ability  to  g< 
enough  of  the  right  people.  At  the 
same  time,  if  he  picked  the  wrong 
son — someone  misaligned  with  the 
company's  values  or  unable  to  deliv 
results — Packard  would  throw  him 
the  bus,  and  in  a  hurry. 

Yes,  the  Internet  requires  signifi 
cant  changes  in  the  way  we  manag 
and  lead.  But  if  you  don't  have  the 
right  people,  it  doesn't  matter  wha 
you  do  with  the  Internet;  you  still 
won't  have  a  great  company.  If,  for 
example,  Value  America  had  spent 
less  on  advertising  ($69  million  in 
1999  on  a  revenue  base  of  $183  mil 
lion)  and  invested  even  half  that  in 
assembling  an  army  of  the  best  poi 
ble  people,  then  perhaps  it  would 
have  avoided  the  distinction  of  be 
coming  the  consummate  dot-com  in 
plosion.  Iacocca-style  advertising  ai 
a  snazzy  Web  site  are  all  fine  and 
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The  key  to 
mobile  music. 





NTT 

Do  Co  Mo 


Beyond  The  Mobile  Frontier 


HTT  DoCoMo,  Japan's  leading  mobile  communi- 
cations operator,  will  soon  be  opening  the  door 
to  a  whole  new  world  of  musicai  freedom  —  and  your 
mobile  phone  is  the  key. 

Through  mobile  phone  music  distribution,  you'll  be 
able  to  download  your  favorite  current  hits  or  golden 
oldies,  anytime  and  anywhere  you  happen  to  be. 
Consumer  trials  have  already  begun  in  Japan,  with 
commercial  64K  PH5  (Personal  Handy-phone  System) 
services  set  to  follow  by  autumn  this  year. 

This  is  simply  one  of  the  many  ways  in  which  NTT 
DoCoMo  is  serving  its  more  than  30  million  customers 
and  extending  the  limits  of  second-generation  (2G) 
mobile  communications.  Another  example  is  i-mode, 
a  phenomenally  popular  mobile  phone  service  that 
has  struck  a  chord  with  over  eight  million  subscribers 
since  its  launch  in  February  1999.  Offering  economi- 
cal, one-touch  Net  access,  i-mode  is  bridging  the 
gap  between  2G  and  3G  mobile  communications. 


Starting  May  2001 ,  NTT  DoCoMo  really  hits  a 
high  note  by  offering  the  world's  first  3G  mobile 
communications  service,  made  possible  through 
W-CDMA  (Wideband  Code  Division  Multiple 
Access).  As  it  spreads  throughout  Japan  and  across 
the  globe,  W-CDMA  will  dramatically  expand  the 
potential  for  music  distribution  and  other  multi- 
media services  currently  being  tested.  In  these  and 
other  ways,  it  will  increase 
the  range  of  multimedia 
content,  providing  exciting 
new  opportunities  for  business 
and  pleasure. 

By  challenging  the  limits 
of  the  mobile  frontier,  NTT 
DoCoMo  will  continue  finding 
new  ways  to  bring  greater 
freedom,  convenience  and 

Music  download  terminal 
fulfillment  tO  people's  lives.  (Conceptual model) 


TT  DoCoMo,  IMC.  •  http://llUinrw.nttdocomo.com  •  Redefining  Mobile  Communications  Fro 
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NIGHTMARE. 

For  a  kid  with  asthma, 

the  joys  of  childhood  quickly 
become  living  nightmares. 
A  playful  kitten, 
a  cuddly  puppy, 

a  bouquet  of  flowers. 
All  are  potential  triggers 
for  terrifying  attacks. 
Don't  let  asthma 
rob  another  childhood. 
Call  1.800. LUNG. USA. 

=b  AMERICAN  LUNG  ASSOCIATION 

www.LUNGUSA.org 
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RESOURCEFUL:  Packard  and  Hewlett  hired  the  best,  then  created  the  misinet 


good,  but  Packard's  Law  still  holds, 
even  in  the  Internet  economy: 
Growth  in  revenues  cannot  exceed 
growth  in  people  who  can  execute 
and  sustain  that  growth. 

In  fact,  our  bigger  problem  today 
lies  not  in  the  fact  that  we  live  in  a 
time  of  change.  Rather,  like  people  in 
the  1500s  groping  to  understand  the 
natural  world,  we  have  only  limited 
understanding  of  the  physics  of  great 
companies.  Worse,  we  inconsistently 
apply  what  we  do  understand. 

My  group  recently  completed  a 
four-year  project  to  answer  the  ques- 
tion, "Can  a  good  company  become  a 
great  company?"  We  began  our  re- 
search with  1,435  companies  that  had 
been  among  the  500  largest,  going 
back  to  1965.  We  then  searched  for 
companies  that  made  a  shift  from  good 
to  great  performance — meaning  they 

Despite  the  rise  of 
first-class  B-schools 
and  the  explosion  of 

management 

literature,  only  11  of 

1,435  companies  went 

from  good  to  great 


generated  cumulative  shareholder 
turns  greater  than  three  times  the 
market  average  over  15  years.  Ho 
many  do  you  think  we  found? 

The  answer:  eleven.      , 

Despite  the  rise  of  first-class  bu: 
ness  schools  and  the  explosion  of 
agement  literature,  only  11  of  1,43| 
companies  showed  a  sustained  and 
verifiable  shift  from  good  to  great 
analyzing  the  good-to-great  ceos, 
things  became  clear.  First,  they  h 
firm  grasp  on  a  few  basic  principl 
such  as  getting  the  right  people  o 
bus.  Second,  they  were  fanatically 
sistent  in  applying  those  principle 
When  in  doubt,  they  would  not  hi: 
no  matter  what  the  pressure  to  gej 
warm  body  on  board.  And  when  t' 
knew  they  had  to  make  a  personn 
change,  they  would  not  make  the 
take  of  waiting  for  a  more  convenij 
moment;  they  acted. 

The  truth  is,  there's  nothing  ne 
about  being  in  a  New  Economy, 
the  Internet  is  a  big  deal,  but  elec 
ity  was  bigger.  And  in  each  evolut: 
of  the  economy  over  the  past  150 
years,  the  best  executives  have  ad 
hered  to  the  same  basic  principles,] 
with  rigor  and  discipline. 

I  can't  tell  you  exactly  what  a  c 
poration  will  look  like  50  or  100  ye 
from  now.  But  I  can  promise  this: 
you  toss  out  all  the  time-proven  fu 
mentals,  you'll  have  no  chance  whs 
ever  of  building  an  enduring,  great 
company. 


Evert 

people  wlwhavt  all  the  ans 
got  all  tiit  am 
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Chances  are,  we  had  something  to  do  with  it.  Fact 
is,  98  out  of  the  FORTUNE  100  count  on  business 
intelligence  solutions  from  SAS  to  explore  infor- 
mation, better  understand  customer  and  supplier 
relationships,  predict  behavior,  and  unlock  hidden 
opportunities.  Today,  SAS  is  leading  the  industry 
in  bringing  this  same  level  of  intelligence  to  the 
world  of  e-business.  With  e-Intelligence  from 
SAS,  you  can  capture,  analyze  and  react  to  data 
gathered  at  any  point  of  contact.  And  then  just  as 
quickly  disseminate  new  findings  to  anywhere 
they're  needed  across  your  extended  enterprise. 
To  get  the  answers  you're  searching  for,  call  us 
today  at  1-800-727-0025  or  stop  by  www.sas.com. 
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VISIONARY 


VS.  VISIONARY 


Silicon  Valley  pioneers  John  Chambers  and  Andrew  Grove 
disagree  on  how  the  digital  era  will  play  out 


BY    JOHN     A.     BYRNE 


John  T.  Chambers,  chief  executive 
of  Cisco  Systems  Inc.,  and  Andrew 
S.  Grove,  chairman  of  Intel  Inc., 
are  well  situated  to  forecast  the  fu- 
ture. Both  executives  run  companies 
that  have  reshaped  information  technol- 
ogy: Intel's  chips,  the  brains  of  a  com- 
puter, have  powered  the  digital  era.  Cis- 
co's routers  and  switches,  the  core 
plumbing  of  the  Internet,  have  connect- 
ed companies  and  countries  in  ways 
unimaginable  only  a  few  years  ago. 

After  Jack  Welch's  General  Electric 
Co.,  Cisco  and  Intel  are  the  most  valu- 
able public  corporations  in  America. 
Both  enterprises  made  a  lasting  imprint 
on  the  20th  century,  and  both  are  pro- 
pelling many  of  the  profound  changes 
that  will  define  how  we  work  and  live  in 
this  new  century. 

Chambers,  who  turns  51  on  Aug.  23, 
has  led  Cisco  as  chief  executive  since 
1995.  An  unabashed  evangelist  for  radi- 
cal changes  in  management,  he  has 
made  his  company  a  living  laboratory 
for  the  21st  century  corporation.  When 
observers  speak  about  a  new,  progres- 
sive business  model  for  a  new  era,  they 
inevitably  put  Cisco  at  or  near  the  top 
of  their  lists. 

Grove,  63,  a  co-founder  of  Intel  in 
1968,  was  instrumental  in  making  his 
corporation  one  of  the  great  success  sto- 
ries of  the  second  half  of  the  20th  cen- 
tury. He  led  the  company  as  ceo  for 
10  years,  from  1988  to  1998,  and  now 
serves  as  chairman. 

Recently,  senior  writer  Byrne  sat 
with  Chambers  and  Grove  at  their  re- 
spective headquarters  to  interview  them 
about  the  changes  ahead.  They  gave 
startlingly  different  views. 

Oin  omqimcqq  u/rci/  /  a  i  i  n  i  i  q  t  OQ     innn 


CHAMBERS: 

'NOTHING  EXCEPT 
E-COMPANIES' 


Q:  How  is  this  new  century  going  to 
reinvent  the  world  of  business? 
A:  This  is  truly  the  second  Industrial 
Revolution,  and  it  will  change  every  as- 
pect of  people's  lives.  The  changes  that 
used  to  take  place  in  a  decade — when 
IBM  or  U.S.  Steel  fell  out  of  favor  or 
General  Motors  stumbled — can  occur  in 
one  to  two  years. 

Q:  What  will  be  the  key  ingredients  of  a 
successful  company? 
A:  Companies  that  are  successful  will 
have  cultures  that  thrive  on  change, 
even  though  change  makes  most  peo- 
ple very  uncomfortable.  In  the  end,  you 
might  just  have  speed,  talent,  and 
branding.  Those  things  may  be  the  only 
differentiators. 

Q:  WJiat  will  a  corporation  look  like  10 
years  from  now? 

A:  There  will  be  nothing  in  the  10-year 
window  except  e-companies.  That  does 
not  mean  that  brick-and-mortar  will  go 
away,  but  click-and-mortar  will  become 
the  only  means  of  survival.  Secondly, 
keeping  your  finger  on  the  pulse  of  your 
customer  will  become  a  requirement. 
Customer  priorities  will  change  so  rapid- 
ly and  what  [customers]  will  pay  a  pre- 
mium for  will  commoditize  so  rapidly 
that  if  you  don't  have  your  finger  on 
their  pulse,  you're  going  to  be  in  trouble. 

Q:  So  customers  will  be  tfie  big  winners? 


A:  The  consumer  wins  big-time  hi 
because  everything  gets  cheaper  foj 
er.  The  ability  to  [compare]  prices 
1,000  [competitors]  rather  than  tr, 
will  drive  down  prices.  If  you  don't  I 
prove  your  productivity,  you're  ou| 
business.  We  believe  the  average 
of  consumer  products  in  Britain  a| 
will  come  down  10%  to  15%  in  the 
three  years.  The  price  of  a  car  will  c| 
down  by  30%. 

Q:  How  will  you  take  advantage  of 
global  marketplace? 
A:  I  will  put  my  jobs  anywhere  in  I 
world  where  the  right  infrastructurj 
with  the  right  educated  workforce, 
the  right  supportive  government.  II 
do  that  today  with  the  technology! 
have,  but  I  can't  do  it  socially.  I 
know  how  to  manage  it  yet.  You 
me  a  decade,  and  I  will  be  able  to 
extremely  well.   That's   what  pe«j 
haven't  gotten  yet.  This  is  global 
petition  like  we've  never  seen. 

Q:  Wliat  role  will  the  Internet  plai 
managing  the  21st  century  co>rporat\ 
A:  The  Internet  is  not  just  a  nice 
ductivity  tool.  This  is  about  survj 
This  is  essential  to  the  future  of  my 
pany.  It  will  determine  whether  you'| 
chief  executive  five  years  from 
Technology  has  gone  from  a  nice 
ductivity  tool  to  being  the  fundame 
driver  of  progress.  As  that  change  I 
curred,  the  percentage  of  capital  sp{ 
ing  on  technology  went  from  less  tl 
10%  in  the  mid-'70s  to  60%  today. 

Q:  How  will  technology  and  the  fa 
flow  of  data  change  decision-makir\ 
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.  I  can  now  close  my  books  in  24 
hours.  I've  known  for  a  month  what 
mv  earnings  are  for  this  weekend.  I 
ZTmy  eW  my  P-ntabihty  -y 
gross  margins,  my  components  What 
Sople  haven't  got  yet  is  that  this  will 
be  the  biggest  payback  application  of 
the  Internet.  .      .    . 

Because  once  I  have  my  data  in  that 
format,  every  one  of  my  employee. .can 
make  decisions  that  might  have  had  to 
come  all  the  way  to  the  president.  And 
after  the  quarterly  close,  an  individual 
product-line  manager  can  see  exactly 
what  the  gross  margins  are  on  his  or 
her  products,  whether  they  are  be  ow 
expectations,  and  determine  if  that  is 
Tcaused  by]  component  costs  or  whether 
^Australians   are  discounting  too 

heavilv  again.  . 

Quicker  decision-making  at  lower  lev- 
els will  translate  into  higher  profit  mar- 
gins.  So  instead  of  the  ceo  and  cfo 
making  50  to  100  different  decisions  a 
quarter,  managers  throughout  the  or- 
ganization can  make  millions  of  deci- 
sions. Companies  that  don't  do  that  will 
be  noncompetitive. 

q.  If  uou  allow  more  people  decision- 
making authority,  doesn't  that  make  it 
Zen  Ire  important  to  recruit  the  very 

A^SLed  early  on  that  a  world- 
class  engineer  with  five  peers  can  out- 
produce 200  regular  engineers.  That  s 
what  the  startups  do  so  well  in  Silicon 
Valley.  So  your  successes  dependent  on 
vour  ability  to  attract  the  very  best  tal- 
eTand  then  get  out  of  the  way  and 
empower  them. 

Q:   What  will  it  take  to  retain  good 

A.- The  reason  people  stay  at  a  company 
is  that  it's  a  great  place  to  work.  It  s 
like  playing  on  a  great  sports  team.  Re- 
ally good  players  want  to  be  around 
other  really  good  players. 

Secondly,  people  like  to  work  for  good 
leadership.  So  creating  a  culture  of  lead- 
ers that  people  like  is  key. 
'  And  the  third  is,  are  you  working 
for  a  higher  purpose  than  an  ipo  or  « 
paycheck?  Our  higher  purpose  is 
change  the  way  the  world  works,  lives, 
and  plays. 

q.  What's  the  impact  of  these  changes 

on  the  world's  bigger  problems? 

A-   For  the  first  time,  we  have   the 

chance  to  address  global  poverty.  We 

have  the  chance  to  reeducate  the  ma- 


to 


jority  of  the  world.  If  you  are  in  Africa 
and  your  teachers  are  dying  of  aids, 
there  is  no  way  you  can  educate  your 
population  without  this  capability.  So  it 
changes  everything. 

O,  Any  advice  for  a  kader  trying  to  rein- 
vent his  company  around  theJSft. 
A-  Until  the  leader  truly  believes  it 
and  truly  takes  ownership  of  it  and 
drives  it  down  through  his  or  her  com- 
pany it  doesn't  work.  You've  got  to 
become  the  champion  for  it.  You've  got 

to  walk  the  talk. 


o-  Do  you  believe  we're  in  the  mid 
a  second  Industrial  Revolution  thai 
lead  to  vast  changes  in  the  way  col 
nies  are  managed?  \ 

A:  There's  a  saying  that  every  gel 
tion  thinks  it  has  discovered  sexj 
vou  kind  of  wonder  how  we  ever  d 
this  point  in  humanity  if  earlier  ge 
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Let't  Get  Started/ 

Happy  Holidays!     aUIH 
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Y2K  Bouquet 

Ring  in  (he  new  year 
millennium  with  our 
commemorative  Y2K 
bouquet1  $49  99- 
$69  99 


1  -800-FLOWERS.COM  is  one  of  the  world's  lead- 
ing and  fastest  growing  online  retailers.  With  a 
complex  network  of  thousands  of  florists  world- 
wide offering  over  7,500  products  —  reliability, 
speed,  and  efficiency  are  crucial. 

Unicenter  TNG®  monitors  and  manages 
1-800-FLOWERS.COM's  worldwide  infrastructure 
and  support  systems,  enabling  them  to  fulfill 
online  orders 
with  subsecond 
response  times 
to  over  eight 

million  customers.  To  help  ensure  the  reliability  of 
1  -800-FLOWERS.COM,  Unicenter  TNG  proactively 
detects  and  corrects  problems  before  they  impact 

rmance.  From  the  front-end  website  to  the  underlying  network  infrastructure,  Unicenter  TNG 

des  the  most  complete,  end-to-end  eBusiness  management  solution  available. 
Join  1  -800-FL0WERS.COM,  and  wake  up  and  smell  the  roses.  It's  time  to  reap  the 

irds  of  eBusiness  with  Unicenter  TNG.  For  more  information,  visit  us  at 

rnetsolutions.cai.com. 
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BACK       TO       THE       FUTURE 


tions  didn't  know  anything  about  it.  I 
have  a  little  of  that  same  feeling  here. 
We  have  discovered  the  transformative 
power  of  the  latest  network,  and  we 
think  the  world  is  going  to  change  com- 
pletely. It  probably  would  be  useful  to 
go  back  and  ask  if  the  railroads  changed 
the  world.  There  were  definitely  changes 
in  how  commerce  and  industry  were 
arranged.  But  life  remained  the  same, 
and  the  way  people  related  to  each  oth- 
er remained  the  same. 

Q:  Do  you  envision  any  major  trans- 
formations at  all  in  corporate  organi- 
zations? 

A:  Yes,  there  are  changes  in  the  ways 
corporations  will  organize  among  each 
other  and  how  they  will  organize  in- 
side, how  supply  chains  are  managed, 
and  how  information  workers  are  be- 
coming a  larger  portion  of  the  work- 
force. But  these  have  been  gradual 
changes.  They  may  accelerate  some,  but 
I  don't  think  we're  seeing  a  phase  tran- 
sition like  ice  turning  to  water. 

Q:  What  about  the  transformation  of 
the  global  economy? 
A:  It  is  pretty  significant  but  it  is  evo- 
lutionary. Let's  take  another  example. 
How  has  the  formation  of  the  Euro- 
pean Union  abolished  national  borders 
in  the  largest  continental  society  in  the 
Western  world?  France  is  still  France, 
and  Germany  is  still  Germany.  Things 
have  changed,  but  things  have  not 
changed.  I  suspect  it's  going  to  be 
something  like  that. 

Q:  Many  believe  tltat  the  speed  of  trans- 
actions will  radically  change  the  way 
we  do  business. 

A:  This  business  about  speed  has  its  lim- 
its. Brains  don't  speed  up.  The  exchange 
of  ideas  doesn't  really  speed  up,  only  the 
overhead  that  slowed  down  the  exchange. 
When  it  comes  down  to  the  bulk  of 
knowledge  work,  the  21st  century  works 
the  same  as  the  20th  century.  You  can 
reach  people  around  the  clock,  but  they 
won't  think  any  better  or  any  faster  just 
because  you've  reached  them  faster.  The 
give  and  take  remains  a  limiting  factor. 

Q:  Well,  for  one  thing,  you  can  tap  into 
more  brainpower  around  the  world. 
A:  That's  true.  But  draw  an  analogy  be- 
tween that  and  the  fact  that  bananas 
from  Costa  Rica  can  be  made  available 
at  your  local  Safeway  because  of  mod- 
ern transportation  and  container  ships. 
Factories  in  Taiwan  can  produce  most  of 


the  PCs  in  the  U.  S.  because  of  advanced 
transportation.  Borders  and  distances 
have  been  broken  down  by  previous 
networks.  We  are  building  on  the  tradi- 
tions of  global  production  and  global 
trade  that  started  when  ships  crossed 
the  oceans.  But  [these  developments] 
didn't  eradicate  poverty  or  disease.  They 
weren't  as  hyperventilating  and  revo- 
lutionary as  we  think  this  one  is. 

Q:  Do  you  also  have  concerns  about  the 
future  workforce? 

A:  I  think  the  workforce  is  making  a 
major  transformation  in  developed  coun- 
tries from  manufacturing  goods  to  [pro- 
viding] information  and  service  work. 
The  service  work  is  very  low-brow  and 
very  low-paid.  This  poses  horrible  prob- 
lems. Suppose  everything  in  the  mid- 
dle gets  eliminated  and  society  becomes 
[comprised  of]  high-paid  information 
workers  and  low-paid  service  workers. 
You  get  into  situations  where  the  living 
standards  and  costs  of  the  former  are 
imposed  on  the  latter.  We  have  child- 


cies  of  the  market  are  very  diffici; 
maintain.  How  do  you  build  a  comj 
where  your  buyers  are  infinitely 
edgeable   and   where   your   suppj 
maintain  a  level  playing  field  for 
competitors?  What  remains  your 
petitive  differentiator  or  your  sourd 
value  or  whatever  academic  cliche  [ 
want  to  wrap  around  it? 

Q:  Will  good  organizations  always 
an  advantage  in  attracting  and  ret 
ing  people? 

A:  Yes.  Almost  to  the  point  where 
more  there  is  a  tendency  for  the  d\ 
gregation  of  the  workforce,  the 
important  it  is  to  run  healthy  and  ,.„.. 
orous  organizations  that  fill  the  neei  RiKAl 
individuals.  People  have  a  need  to  a  ^ GEEK 
in  teams.  There  is  a  desire  to  work  - 
others  and  enjoy  the  benefits  of 
work  and  your  successes  together  " 
people  who  enjoy  the  same  bene  t 
These  satisfactions  are  as  importan  nili 
day  as  they  have  ever  been,  and  ] e  ' 
lieve  they  will  stay  important. 


ner  can 
seirls. ' 


H  I've  lived  through  40  years  of  managemen 
and  people  haven't  changed  in  those  40  yean 
. . .  There  is  more  looseness  in  the  organizatic 
But  more  hasn't  changed  than  has  ?? 


I.  These 


care  centers  without  child-care  work- 
ers, schools  without  teachers,  and  police 
departments  without  policemen.  I  don't 
quite  know  where  it  will  end  up  going, 
but  it  has  become  really  problematical. 
Yet,  everybody  wants  to  emulate  Silicon 
Valley.  As  they  do  so,  they  will  turn 
the  world  into  more  islands  with  the 
same  problems. 

Q:  As  companies  farm  out  more  and 
more  work,  how  virtual  will  they 
become? 

A:  The  impact  of  farming  out  your  data 
processing,  your  manufacturing,  your 
this  and  that,  implies  that  there  are 
companies  to  which  you  can  farm  it  out, 
companies  that  make  a  business  out  of 
making  that  capability  available  not  just 
to  you  but  to  your  competitors.  So  this 
virtualization  of  work  diminishes  com- 
petitive advantages.  It  leads  to  rapidly 
spreading  commoditization  of  everything. 
At  the  same  time,  the  Web  makes 
the  buyer  increasingly  knowledgeable 
across  the  board  so  that  the  inefficien- 


Q:  Obviously,  you're  much  more 
about  the  prospects  for  the  21st  cen 
corporation.  Andy,  are  you  becomi 
bit  of  a  curmudgeon  in  your  old  a 
A:  I  have  a  left  brain  and  a  right 
The  left  brain  is  the  technology 
and  it's  very  excited.  My  right  bra 
a  manager's  brain.  I've  lived  throu 
years    of   management,    and    pe 
haven't  changed  in  those  40  yean 
I'm  a  little  skeptical.  Our  fundame 
organizations    haven't    changed 
paper.  On  the  fringes,  there  is 
looseness    in    the    organization, 
more  hasn't  changed  than  has.  T 
have  changed,  but  the  left  brain 
they  should  be  galloping.  The 
brain  says  there  have  only  been  ; 
gradual  changes  in  the  way  we  op€ 
organizations. 
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D  ED  BY  OTIS  PORT 


NERATION  OF 
L  GEEKS  STEPS  UP 


il 


>I  THE  UNIVERSITY  OF 
onsin  had  trouble  re- 
jig women  to  teach  en- 
ring,  it  decided  to  cul- 
I  future  professors — and 

early,  planting  seeds  at 
ner  camps  for  seventh- 
i  girls.  The  first  Science 
nology  &  Engineering 
iew  Summer  (steps) 
■  was  held  in  1997.  Since 

steps  has  spread  to  two 

ijl|  esota  campuses,  and  the 

'"  ersity  of  Minnesota  also 

I  an  advanced  camp  for 

school  sophomores  and 
rs.  These  older  girls  get 
uild  and  launch  model 
?ts.  The  seventh  graders 
3  for  model  planes. 
?xt,  the  Society  of  Man- 
uring Engineers  Educa- 
Foundation,  which  helped 
inge  the  backing  for 
s,  wants  to  roll  out  a 
ar  program  nationwide, 
hope  to  reach  30,000 
by  2004,"  says  Randy 
Hers,  director  of  the  SHE 
lation.  He  plans  to  orga- 

STEPS  camps  at  50  col- 

5  in  a  dozen  states. 

omen   make   up   only   a 

Iter  of  engineering  Btu- 

s,  and  their  numbers  are 

ly  dwindling.  To  throw 
■s  at   the  problem,  sme 

s  $10.7  million  over  the 

I       lour  years.   The    1  'ear 
i    (Mich.)    organization 
s  donations — and  soon  ex 
t  its  biggest  gift  yet;  $6 

on  from  a  carmaker.       U 


FROM  CONCEPT 
TO  CRYSTAL  CLEAR 
PROTOTYPE       

RAPID  PROTOTYPING,  OR  DESK- 

top  manufacturing,  is  popular 
because  it  can  turn  computer 
designs  into  honest-to-good- 
ness,  three-dimensional  ob- 
jects. For  focus  groups,  and 
for  talking  to  marketing  peo- 
ple, there's  nothing  like  be- 
ing able  to  pick  up  and  in- 
spect the  thing. 

To  transform  computer 
data  into  real-life  parts,  rapid- 
prototyping  systems  typically 
print  myriad  layers  of  plastic 
ink.  It's  like  building  a  brick 
house  from  many  layers  of 
mortar  but  no  bricks.  Cur- 
rent systems,  however,  often 
generate  air  pollution,  and 
the  plastic  ink  is  expensive. 


So  Ming  C.  Leu,  a  mechanical 
engineer  at  the  University  of 
Missouri  at  Holla,  is  develop- 
ing a  system  that  prints  with 
water,  then  freezes  it  in- 
stantly. He  calls  it  rapid- 
freeze  prototyping. 

If  all  that's  needed  is  a 
3-D  object  that  people  can 
examine,  Leu  says  his  ice- 
growing  method  is  cheaper, 
faster,  and  cleaner.  Using 
water  also  means  that  trans- 
parent and  translucent 
shapes  are  easy  to  create.  Of 
course,  the  ice  sculptures 
must  be  kept  cold,  and  that 
presents  problems  when  a 
prototype  is  also  destined  to 
serve  as  the  pattern  for  a 
mass-production  mold.  But 
Leu's  disciples  are  optimistic 
that  frozen  parts  eventually 
will  serve  as  models  for  cast- 
ing molds.  Mary  Ami  Saadi 


FUELING  THE  NANO  WORLD  WITH  DNA 

THE  TWEEZER  COMING  TOGETHER  BELOW  IS  WAY  TOO  SMALL 
for  plucking  hairs.  It's  so  tiny  that  100,000  could  fit  on  a 
pinhead.  Yet  this  nanotweezer,  crafted  at  Lucent  Tech- 
nologies' Bell  Laboratories,  looms  large  in  the  emerging 
field  of  nanotech.  It  shows  how  "fuel"  can  be  used  to 
power  tomorrow's 
nanoscale  machines — 
gadgets  so  small 
they're  measured  in 
billionths  of  a  meter. 

Both  the  motorized 
tweezer  and  its  fuel 
are  built  from  DNA. 
The  goal,  says  physi- 
cist Bernard  Yurke, 
was  to  devise  a  recipe 
for  coaxing  DNA 
strands  to  self-assem- 
ble into  "biomotors"  that  could  be  the  muscles  for  futuris- 
tic nanobots.  Visionaries  have  long  talked  about  micro- 
scopic robots  roaming  the  human  body,  repairing  cells  to 
correct  the  ravages  of  age.  Yurke  wasn't  sure  how  ener- 
gy would  be  delivered  to  such  machines — until  some  DNA 
segments  stalled  folding  up  and  sticking  together.  Then 
Yurke's  team,  which  hadn't  wanted  that  sticking,  found 
another  DNA  strand  that  unlocked  the  folded  one.  The 
two  strands,  used  alternately,  close  and  open  the  tweezer. 

The  same  principle  could  also  be  applied  to  various 
nanoscale  activities  and  locomotion.  Now,  another  poten- 
tial for  self-assembled  DNA  has  grabbed  Yurke's  attention: 
creating  nanochips  for  superfast  computers.  Computer 

speed  is  governed  mainly  in  the  distance  signals  must 
travel.  With  nanosi/.e  una  circuitry,  Yurke  envisions  com- 
puters 1,000  times  faster  than  today's  speediest 


■  Researchers  at  Washing- 
ton University  in  St.  Louis 
have  discovered  plants  from 
Peru's  rain  forests  that  may 
help  battle  tuberculosis. 
Worldwide,  TP,  kills  as  many 
as  3  million  people  a  year — 
and  it  is  staging  a  comeback. 
But  new  drugs  may  be  on 
the  way.  At  a  meeting  of 
botanists  in  late  June,  biolo- 
gist Walter  H.  Lewis  report- 
ed his  surprise  at  finding  that 
575  plant  extracts,  or  46%  of 
the  collection  that  was  re- 
cently brought  back  from 
Peru,  showed  an  ability  to 
inhibit  the  growth  of  the  bac- 
terium that  causes  TB.  With 
so  many  new  options,  Lewis 
is  optimistic  that  further  re- 
search will  yield  medicines 
for  treating  TB. 

■  A  new  process  for  remov- 
ing ink  from  paper  promises 
to  boost  the  amount  of  paper 
that  can  be  recycled  econom- 
ically. Hassan  El-Shall  and 
Brij  M.  Moudgil,  researchers 
at  the  University  of  Florida, 
have  concocted  a  cheap  blend 
of  chemicals  that  does  a  bet- 
ter job  of  unzipping  the  inks 
from  paper.  More  thorough 
de-inking  produces  a  slurry 
that  can  be  turned  into  pa- 
per, virtually  matching  the 
quality  of  virgin  stock.  Cur- 
rent techniques  normally 
yield  a  lower-grade  paper. 
For  example,  newsprint  usu- 
ally comes  out  as  cardboard. 

■  Want  to  send  e-mail  while 
on  the  road,  eve.;  though  you 
left  your  Palm  it  home?  No 
problem.  Pa  phones  with 
Internet  connections  are 
starting  to  a  m  ar.  Atlanta's 
LinkTel  Con  .unications.com 
already  ha  some  100  Net 
pay  phone,  scattered  around 
the  Sout.  _-ast — with  plans  for 
700  b"  /earend.  The  high- 
tech  phones  even  sport  a 
higl  solution  color  scanner 
and    a    digital    camera.    So 

sack  r  warriors  can 
ixchange  p  tos  with  their 
ived  one-  d  insurance  in- 
estigatoi  in  send  detailed 
naps  to  home  office. 
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EXECUTIVE  SUITE 

PFIZER:  HOW  BIG 
IS  TOO  BIG? 

It'll  take  a  string  of  hits  to  keep  this  behemoth  on  top 


By  Amy  Barrett 

It's  not  every  day  that  a  company 
drops  $116  billion  to  buy  a  rival  just 
to  get  its  hands  on  a  single  prod- 
uct. But  that's  what  pharmaceutical 
giant  Pfizer  Inc.  did  earlier  this  year 
when  it  swallowed  Warner-Lambert  Co. 
Pfizer  was  after  Warner's  cholesterol- 
lowering  drug,  Lipitor,  which  the  two 
companies  were  co-mar- 
keting. With  Lipitor 
poised  to  become  the 
world's  best-selling  med- 
ication, and  with  Warner 
looking  to  merge  with 
American  Home  Prod- 
ucts, Pfizer  Chairman 
and  Chief  Executive 
William  C.  Steere  Jr.  felt 
there  was  no  time  to 
lose.  Steere  now  says 
that  the  deal  held  many 
attractions,  but  "if  War- 
ner didn't  have  Lipitor, 


A  BLOCKBUSTER 
LINEUP 

Pfizer  has  more  billion- 
dollar  products  in  its 
portfolio  than  any  other 
drug  company 

1999  SALES 

BILLIONS 

UPITOR  $§77 

Cholesterol-lowering 

NORVASC 


Antihypertension 


of  all  when  they  are  the  product  of  merg- 
ers. "You  need  fundamentally  different 
management  structures"  to  deal  with 
such  huge  operations,  says  Dr.  Joseph 
Zammit-Lucia,  president  of  Cambridge 
Pharma  Consultancy.  "It  remains  to  be 
seen  whether  anybody  can  do  this." 

This  won't  be  Steere's  problem  for 
long.  The  41-year  Pfizer  veteran,  who 
took  over  as  ceo  in  1991,  plans  to  step 
down  as  chief  executive 
at  the  end  of  the  year 
and  hand  the  reins  to 
Henry  A.  McKinnell, 
Pfizer's  57-year-old  pres- 
ident and  chief  operating 
officer.  As  Pfizer  sets  out 
to  reap  cost  savings  from 
the  merger,  McKinnell 
has  the  right  resume. 
With  a  PhD  in  finance 
from  Stanford  University 
Graduate  School  of  Busi- 
ness, he  spent  six  years 
as  Pfizer's  chief  financial 


3.0 


we  would  not  have  made      «™uw^»™ officer,  following  a   14- 


an  unsolicited  bid." 

He  might  have  recalled 
the  old  warning  to  be 
careful  what  you  wish  for. 
It's  true,  Pfizer  got  a 
drug  that  could  generate 
$9.5  billion  in  sales  by 
2004.  What's 


ZOLOFT 

Antidepressant 
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CELEBREX*  15 

Arthritis  treatment 


ZITHROMAX 


1.3 


year  career  in  Pfizer's 
overseas  operations.  Di- 
rect, decisive,  and  some- 
times curt,  he  leans 
heavily  on  his  financial 
background.  "The  cfo, 
treasurer,  and  I  speak  to 


more,  the each  other  in  shorthand,' 


merger  brings  big  bene- 
fits in  marketing  scale. 
But  now  Pfizer  must  fig- 
ure out  how  to  manage  a 
sprawling,  $4.7  billion  re- 
search and  development 
operation — the  largest  of 
its  kind  in  the  industry. 
There's  a  real  risk  that 
this  complex  operation 
could  turn  bureaucratic 
and,  in  the  process,  stifle 
innovation  instead  of 
spurring  it.  In  the 
drug  industry,  there's 
little  evidence  that 
bigger  research  pro- 
grams are  better — least 
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VIAGRA  1() 

Erectile  dysfunction 

DIFL0CAN  10 

Antifungal 

'Discovered  by  and  co-marketed  with 
Pharmacia  Corp. 
DATA:  PFIZER  REPORTS 


he  says.  "We  cut  to  the 
issues  pretty  quickly." 

For  at  least  a  few 
years,  success  should 
come  easily  for  McKin- 
nell. Pfizer  boasts  possi- 
bly the  best  marketing 
machine  in  the  indus- 
try. Despite  •  recent 
setbacks,  including 
the  decision  to  halt 
certain  testing  of  a 
promising  anticancer 
compound,  Pfizer  has 
a  blockbuster  drug  line- 
up. It  has  seven  drugs 
with  sales  of  $1  billion  or 
more,  including  Lipitor 


and  Viagra  (page  220).  Thanks  in 
to  these  products,  SG  Cowen  Securi  bi 
Corp.  analyst  Stephen  M.  Scala  exp  fal 
Pfizer's  sales  to  climb  10%,  to  $30.1 
lion,  in  2000,  with  average  sales  gro|r,: 


over  the  next  five  years  hitting  109 
well.  More  important  for  investors,  P 
has  promised  to  deliver  $1.6  billioi 
merger-related  cost  savings  by  2002.  T  i 
should  give  the  company  one  of  the  1 
earnings  growth  rates  in  the  indus 
second  only  to  the  much  smaller  Pi 
macia  Corp. 

How  strong?  Pfizer's  net  income 
year  will  soar  25% — to  $6.5  billio 
says  SG  Cowen's  Scala.  There  is,  tc 


<h 


costs 


,  the  danger  that  drug  prices  will 
-h  rough  the  floor  as  rising  pharma- 
:,  ical  costs  become  a  political  target, 
"ing  that  dire  scenario,  however, 
ings-per-share  growth  should  aver- 
B0%  straight  through  the  year  2004. 
ie  lofty  expectations  have  sent  Pfi- 
stock  up  more  than  21%  since  the 
Her  deal  was  announced  in  Febru- 
vs.  a  \W<  gain  \\,\-  the  Standard  & 
•'s  Drug  Index.  "Pfizer  will  be  the 
•nwiienl  drug  company  in  the  nexl 
years,"  says  Dr.  Faraz  Naqvi,  port- 

i>  manager  at  Pfizer  shareholder 
Bdner  rcm  Global  Investors  Ltd. 
i  are  getting  growth  thai  is  better 


*»- 


IN  TRANSITION 

McKinnell  will  take 
on  the  task  of  finding 
new  blockbusters 
when  CEO  Steere 
retires 


than  a  biotech  company  in  a  very  es- 
tablished pharmaceutical  company." 

The  question  is,  what  happens  when 
cost  savings  disappear?  Ultimately,  the 
productivity  of  Pfizer's  massive  $4.7  bil- 
lion research  machine  will  determine 
whether  the  company  sputters  or  hums. 
As  things  stand,  Pfizer  is  the  industry's 
biggest  spender.  Only  the  pending  Glaxo 
Wellcome/SmithKline  combination  would 
come  close,  with  expected  R&D  outlays 
of  about  $4  billion.  But  with  more  than 
$30  billion  in  revenue,  Pfizer  will  need  a 

steady  stream  of  new,  blockbuster  drugs 
to  maintain  growth— something  that  has 
evaded  many  other  giants.  That's  pro- 


ducing some  skepticism  aboul  Pfizer  on 
Wall  Street..  "They  have  a  much  bigger 
mouth  to  feed  and  I  don't  see  those  hit- 
coming  easily,"   warns   Credil    Su 
First   Boston  analyst  James  A.   Kelly. 
Pfizer  Vice-Chairman  John  F.  Xiblack, 
who  heads  the  R&D  effort,  acknowledges 
the  challenge.  "No  one  has  ever  operat- 
ed   at    this    scale    before,"    he    says. 
"There's  no  manual  on  how  to  do  this." 
Pfizer  execs  figure  they  will  have  to 
spend  heavily  on  new  technology  to 
prosper  in  the  coming  age  of  gene-based 
medicine.  They  see  the  company's  huge 
R&D  budget  as  an  asset.  But  historically, 
size  hasn't  proven  to  be  an  advantage. 
Boston  Consulting  Group  Inc.  studied 
about  40  large  and  midsize  pharmaceu- 
tical companies  between  1993  and  1998 
and  found  no  correlation  between  the 
size  of  the  r&d  budget  and  the  produc- 
tivity of  that  effort.  So  the  ratio  of 
drugs  generated  per  dollar  spent,  for 
example,  did  not  go  up  with  size. 
"OVERWHELMING?"    In    addition,    one 
study  by  Barrie  G.  James,  president 
of  Basel-based  Pharma  Strategy  Con- 
sulting, found  that  almost  all  compa- 
nies that  participated  in  large  merg- 
ers lost  market  share  in  the  ensuing 
years.  "Big  can  be  too  big,"  warns  Iain 
M.  Cockburn,  a  professor  in  the  School 
of  Management  at  Boston  University 
who  has  studied  the  drug  industry. 
"The  problems  of  coordination  might 
overwhelm  you." 

But  McKinnell  points  out  that  this 
deal  is  different.  "The  mergers  so  far 
have  been  done  because  of  patent  prob- 
lems, failing  [research]  pipelines,  or 
slowing  growth,"  he  says.  "This  is  the 
first  time  that  two  of  the  fastest-grow- 
ing companies  in  the  industry  have 
come  together." 

Clearly,  however,  the  Warner  deal 
poses  some  risks.  For  one  thing,  the 
new  Pfizer  is  seeing  significant  depar- 
tures by  Warner  executives  who  had 
rich  severance  packages.  While  many  of 
those  leaving  are  in  departments  like  fi- 
nance and  human  resources  where  Pfizer 
and  Warner  have  duplicate  operations, 
R&D  managers  are  leaving  as  well.  Some 
observers  say  that  a  culture  gap  may  be 
one  factor  in  the  departures.  Pfizer's  for- 
mal, team-driven  decision-making  process 
could  turn  off  Warner  veterans,  who  are 
used  to  their  company's  fleet  and  flexible 
business  process.  "Those  two  cultures 
may  be  difficult  to  blend,"  says  Kai 
Lindholst,  head  of  the  life-science  prac- 
tice at  executive  recruiting  firm  Egon 
Zehnder  International. 

To  minimize  the  toll  on  R&D,  Steele 
and  McKinnell  are  trying  to  avoid  tying 
the  new  operation  up  in  needless  red 
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tape.  They  hope  to  combine 
the  entrepreneurial  fervor  of 
a  biotech  company  with  the 
financial  benefits  of  a  pharma- 
ceutical giant.  Pfizer's  six  de- 
centralized research  sites, 
scattered  from  Ann  Arbor, 
Mich.,  to  Nagoya,  Japan,  will 
focus  on  certain  types  of  dis- 
eases— central  nervous  sys- 
tem disorders,  for  example, 
or  metabolic  conditions  such 
as  diabetes.  If  two  sites  come 
up  with  the  same  research 
idea,  senior  management  will 
decide  who  is  further  along 
and  let  them  run  with  it, 
functioning  almost  like  an  in- 
dependent company. 

This  concept  isn't  entirely 
new  for  Pfizer.  Three  years 
ago,  when  chemist  John  L. 
LaMattina  took  over  as  head 
of  worldwide  drug  discovery, 
the  major  research  site  at 
Groton,  Conn.,  had  one  large 
chemistry  department  and  one 
massive  biology  department. 
LaMattina  created  a  series  of  ' 
smaller  units  focused  around  disease 
categories,  which  would  each  have  their 
own  chemistry  and  biology  team.  In 
1997,  the  year  before  the  overhaul,  the 
U.S.  discovery  operation  came  up  with 
16  new  drug  candidates.  A  year  later, 
after  the  reorganization,  they  came  up 
with  19.  "The  beauty  was  that  [these 
units]  literally  operated  like  small  com- 
panies," LaMattina  says. 

Pfizer  also  wants  to  get  the  benefits 
of  scale.  So  the  next  step  will  be  to  in- 
tegrate these  units  into  a  web  of  al- 
liances with  cutting-edge  companies — 
deals  that  will  cost  Pfizer  about  $100 
million  over  the  next  few  years.  First 
among  equals  is  ArQule  Inc.,  in  Woburn, 
Mass.,  which  knows  how  to  rapidly  syn- 
thesize new  compounds  that  might  be 
effective  as  drugs.  Those  compounds 
are  then  tested  on  speedy  systems  from 
Evotec  BioSystems  and  Aurora  Bio- 
sciences  Corp.,  based  in  Hamburg,  Ger- 
many, and  San  Diego,  Calif.,  respective- 
ly. Their  systems  rapidly  screen  the 
drug  candidates  for  disease-fighting 
biological  activity.  When  an  ac- 
tive compound  is  found,  the 
information  is  fed  into  a 
computer    system    from 
Neurogen  Corp.,  which 
identifies    the    most 
promising  candidates 
according  to  various 
criteria  such  as  ease 
of  manufacture,  for 
example,  and  period  of 


activity  in  the  body.  Those  data  are 
then  fed  back  into  the  ArQule  system, 
which  creates  new  compounds  combin- 
ing the  most  desirable  qualities  of  the 
earlier  molecules. 

This  r&d  loop  is  a  stunning  example 
of  how  technology  might  accelerate  the 
long  and  painful  drug-research  process. 
Pfizer  has  tested  the  web-like  collabo- 
ration at  its  research  center  in  Cam- 
bridge, Mass.,  and  is  in  the  midst  of 
rolling  it  out  to  each  of  the  company's 
major  research  sites.  The  goal  is  to 
make  these  tools  as  easy  for  a  scien- 
tist to  access  as  a  beaker  in  the  lab. 
"If  you  can  integrate 
these  technologies 
and  run  them  fast 
enough,  you  can  out- 
learn  the  competi- 
tion," insists  George 
M.  Milne  Jr.,  execu- 
tive vice-president  of 
global  R&D. 

Such  rapid  screen- 
ing technologies  may 
help  the  company 
quickly  exploit  new 
disease  targets  found 
in  the  flood  of  infor- 
mation pouring  in 
from  the  sequencing 
of  the  human  gen- 
ome. Pfizer  has  also 
struck  deals  with 
genomics  leaders 
Celera  Genomics 


NIBLACK:  "No  one  has  ever 
operated  at  this  scale  before 


THE  WARNER  BOOST 

Pfizer's  bottom  line  is  pumped  up  by  the  deal. 
But  in  a  few  years,  growth  gets  tougher. 


Group  and  Incyte  Genomics 
to  access  their  databases 
tools,  such  as  computer  sysb 
to  identify  potential  disease-a 
ing  proteins.  "Pfizer  was  a  1: 
bit  late  to  genomics  in  genei 
says  J.  Craig  Venter,  presic 
of  Celera.  "But  they  are  mal 
up  for  lost  time." 
RISING  BILL.  Pfizer's  scale 
also  give  it  an  advantage  whc- 
comes  to  testing  new  drugs 
recent  years,  the  tab  for  de 
opment  trials — the  "d"  in  R& 
has  soared  to  nearly  $300  mi 
per  drug.  That's  because  con 
nies  must  study  ever-lai 
groups  of  patients  over  lor 
periods  of  time.  The  rising 
compels  drugmakers  to  stre 
line  the  trials  and  move  di 
into  global  markets  more  qui< 
In  the  past,  Pfizer  often  let  r 
agers  at  various  research  s 
run  clinical  trials  on  their 
drugs.  Now,  it  will  centra 
those  tests  at  an  office  in  New  Lorn 
Conn.  "You  can  save  money,  do  it  n 
efficiently,  and  do  it  more  rapidly,"  : 
Peter  B.  Corr,  president  of  Pfizer's  w( 
wide  development  and  former  presic 
of  Warner-Lambert's  drug  r&d  effor 
But  no  matter  how  efficient  the  c 
pany  becomes  at  those  costly  trials, 
ture  often  throws  a  curve  ball.  The 
eases  that  offer  the  greatest  opportu 
in  the  drug  business  are  often  the  n 
complex  and  difficult  to  tackle.  So  v 
looks  like  a  promising  research  the 
often  becomes  a  costly  failure. 
Aug.  4,  for  example,  Pfizer  announce 
was  halting  trial 
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ner  was  a  series  of  setbacks,  both  in  re- 
search and  in  marketed  products.  An 
antibiotic  called  Trovan,  for  example, 
was  expected  to  produce  over  $1  bil- 
lion in  annual  revenues.  Last  year,  sales 
were  restricted  after  some  patients  de- 
veloped liver  side-effects. 

Nature,  in  other  words,  is  unpre- 
dictable. What  is  predictable,  however,  is 
Pfizer's  prowess  in   marketing  those 
products  that  will  emerge  from  its  new 
research  machine.  Pfizer  has  been  among 
the  most  aggressive 
companies  when  it 
I    comes  to  marrying 
drug  development 
'    and     marketing. 
And  in  sales,  where 
size  truly  matters, 
it    has    a    talented 


army  of  highly  trained  professionals. 
Boston  Consulting  Group's  Istvan  says 
larger  sales  forces  tend  to  be  more  pro- 
ductive: With  a  smaller  geographic  ter- 
ritory, each  sales  representative  spends 
more  time  in  front  of  doctors  and  less 
time  driving  between  appointments. 


CLASS:  Sales  staff  get  heavy  trail 

Pfizer  now  boasts  the  largest 
sales  force,  with  about  8,000  repn 
tatives.  It  spent  more  than  39%  of 
enues  last  year  on  sales,  general, 
administrative  costs,  according  t| 
Cowen.  That's  more  than  the  32' 
dustry  average  and  more  than  d 
the  15%  of  sales  the  company  spen 
R&D.  "If  I  had  to  pick  a  company  tl 
most  visible,  whether  in  the  hospit; 
at  teaching  symposiums  and  othe: 
rums,"  says  Dr.  Stephen  Oesterle, 
diologist  at  Massachusetts  General 
pital,  "I'd  pick  Pfizer." 

Marketing  prowess  will  be  neei 
the  company  is  to  successfully  d 
some  crucial  ground.  Take  Lipitor, 
brought  in  $3.7  billion  in  sales  last 


HOW  VIAGRA  REVIVED  AFTER  A  COLD  SHOWER 


There  has  never 
been  a  drug 
like  Viagra. 
About  600,000  pre- 
scriptions were 
filled  within  a 
month  of  its 
launch,  in  April, 
1998.  Jay  Leno 
joked  about  it  on 
TV,  while  former 
Senator  Bob  Dole 
became  the  poster 
boy.  As  the  phrase 
"erectile  dysfunc- 
tion" (ED)  butted 
its  way  into  the 
popular  lexicon,  analysts  predicted 
that  Viagra  would  become  a  multi- 
billion-dollar  blockbuster. 

Within  six  months,  Viagra  landed 
in  a  cold  shower.  The  Food  &  Drug 
Administration  had  received  reports 
of  130  deaths  in  patients  taking  Viag- 
ra— more  than  half  of  them  cardiovas- 
cular-related. Prescriptions  had  plum- 
meted, and  analysts  had  slashed  their 
sales  estimates. 

SALES  BOOST.  Now  the  little  blue  pills 
are  back,  thanks  to  aggressive  market- 
ing by  Pfizer  Inc.  And  while  Viagra 
still  isn't  likely  to  meet  initial  expecta- 
tions, the  new  prescriptions  pouring  in 
could  drive  sales  this  year  as  high  as 
$1.3  billion. 

Here's  how  Pfizer  turned  Viagra 
around:  When  the  bad  news  about 
heart  attacks  hit  in  November,  1998, 
the  company  was  already  racing  to 


IN  RIO:  Pfizer  hired  bands  to  jazz  up  its  informational  booths 


complete  a  follow-up  safety  study  in 
Sweden.  In  tests  on  patients  with 
both  cardiovascular  disease  and  ED, 
Viagra  once  again  proved  effective. 
And  the  heart-attack  rate  turned  out 
to  be  no  greater  than  for  patients  re- 
ceiving a  placebo. 

Pfizer  also  mounted  an  ad  blitz.  It 
pumped  a  total  of  $53  million  into 
consumer  ads  for  Viagra  last  year.  It 
sponsored  a  Viagra  car  in  the  nascar 
circuit.  And  early  this  year,  Pfizer 
hired  bands  to  play  on  a  half-mile  of 
beachfront  in  Rio  de  Janeiro  while 
doctors  in  booths  interviewed 
prospective  patients  about  ED  and 
other  conditions. 

Now,  Pfizer's  goal  is  to  broaden 
the  medical  uses  of  Viagra.  The  com- 
pany has  spent  millions  testing  the 
drug  in  women.  Early  results  have 
been  disappointing,  but  Pfizer  still 


hopes  to  identify 
segment  of  womi 
who  do  respond 
What's  more,  in 
late  July,  re- 
searchers at  Joh 
Hopkins  Univers 
ty  School  of  Med 
cine  showed  that 
Viagra  might  be 
effective  against 
stomach  ailment 
that's  common 
among  diabetics. 
The  results  were 
demonstrated  in 
"  mice  and  could 
take  two  to  three  years  to  duplicat 
in  human  trials.  While  Pfizer  won't 
say  if  it  is  pursuing  the  lead,  the 
market  potential  is  enormous.  In  tl 
U.S.  alone,  there  are  about  16  mil 
lion  diabetes  sufferers. 

In  the  meantime,  Pfizer  wants  to 
solidify  its  grip  on  the  ED  market 
ahead  of  potential  competitors.  Earl 
tests  of  a  compound  from  ICOS  Corp 
in  Bothell,  Wash.,  and  Eli  Lilly  &  C 
for  example,  suggest  that  it  might 
have  fewer  side  effects  than  Pfizer's 
drug.  But  even  if  that's  true,  it  will 
be  hard  for  anyone  to  unseat  Viagr; 
"The  success  of  these  two  products 
will  depend  on  marketing,"  predicts 
Dr.  Ira  Sharlip,  assistant  clinical  pr> 
fessor  of  urology  at  the  University 
California  at  San  Francisco.  Nobod 
does  that  better  than  Pfizer. 

By  Amy  Barrett  in  Neiv  Yc 
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Currently  the  most  powerful  cholesterol- 
lowering  drug  on  the  market,  Lipitor's 
reign  is  threatened  by  a  powerful  new 
cholesterol  agent  from  AstraZeneca,  due 
out  in  2002.  "Our  product  is  better  than 
Lipitor,"  contends  AstraZeneca  PLC  CEO 
Tom  McKillop.  "And  the  market  has 
shown  that  the  best  product  wins." 

Pfizer's  defense?  A  growing  moun- 
tain of  data  around  its  flagship  prod- 
uct. Since  approval,  more  than  135,000 
patients  have  been  studied  or  are  under 
study  currently  in  some  200  separate 
Lipitor  trials.  These  studies,  which  will 
ultimately  run  up  a  tab  of  about  $400 
million,  are  looking  at  factors  such  as 
how  low  a  patient's  cholesterol  should 
be  dropped  and  whether  Lipitor  can 
help  patients  who  have  just  suffered  a 
heart  attack.  The  hope  is  that  such 
tests  will  so  firmly  establish  Lipitor  as 
the  best  all-around  cholesterol  drug  that 
physicians  will  be  less  inclined  to  try  a 
new  competitor.  "There  are  a  lot  of 
bricks  in  our  fortress,"  says  J.  Patrick 
Kelly,  Pfizer's  senior  vice-president  for 
worldwide  marketing. 
INHALABLE  INSULIN.  Pfizer's  sales  fire- 
power has  actually  helped  enrich  the 
company's  drug  lineup.  Apart  from  Lip- 
itor, it  has  snagged  a  series  of  lucra- 
tive marketing  deals  in  recent  years, 
including  the  arthritis  drug  Celebrex, 
which  Pfizer  co-markets  with  Pharmacia 
Corp.  Neither  was  discovered  in-house — 
nor  were  the  three  products  in  Pfizer's 
near-term  pipeline  that  have  generated 
the  most  excitement  on  Wall  Street. 
One  is  a  widely  anticipated  inhalable 
form  of  insulin,  now  under  development 
by  upstart  Inhale  Therapeutic  Systems 
Inc.  Competitors  also  look  outside  for 
compounds,  but  few  bring  the  same  in- 
tensity that  Pfizer  does.  "They  came 
out  to  visit  us  eight  times  before  we 
signed  the  deal,"  says  Inhale  Chairman 
Robert  B.  Chess.  Other  companies  av- 
eraged about  three  visits,  he  says: 
"When  Pfizer  goes  after  something,  they 
really  go  after  it." 

In  short,  Pfizer  has  thrived  by  mak- 
ing a  virtue  of  the  old  phrase  "Not  In- 
vented Here."  And  it  built  its  success 
upon  its  sales  and  marketing  clout.  But 
Steere  and  McKinnell  realize  that  the 
future  will  be  different.  "There  aren't  a 
lot  of  Lipitors  and  Celebrexes  hanging 
around,"  says  Alan  M.  Sebulsky,  man- 
aging director  at  Lincoln  Capital  Man- 
agement, a  large  Pfizer  shareholder. 
Pfizer  must  now  perfect  a  risky  man- 
agement scheme  to  stimulate  innova- 
tion. In  this  case,  history  has  shown 
bigger  is  not  necessarily  better;  Pfizer 
must  demonstrate  that  history  is 
wrong.  □ 


B-SCHOOLS 


STANFORD  HIGH-HATS 
ITS  WAY  ONTO  A  BLACKLIST 

Many  companies  halt  recruiting  of  its  MBAs  after  years  of  snt 


For  Melissa  Thompson,  it  was  anoth- 
er tough  year  of  recruiting  at  Stan- 
ford University's  Graduate  School 
of  Business.  As  head  of  MBA  recruiting 
for  Dell  Computer  Corp.,  she  was  frus- 
trated by  empty  interview  slots,  stu- 
dent no-shows,  and  a  growing  arrogance 
among  candidates  who  did  show  up. 
Thompson  decided  she  had  had  enough. 
"I  can  tell  you  it  doesn't  happen  like 
this  at  other  places,"  says  Thompson, 
whose  recruiting  team  snared  only  two 
Stanford  grads  out  of  a  total  of  160  MBA 
hires  this  year.  "It  says  something  about 
Stanford,  and  I'm  sure  it's  something 
they  don't  want  said." 

Thompson  is  among  a  growing  group 
of  disgruntled  recruiters  who  are  dump- 
ing the  top  business  school  from  their 
on-campus  recruiting  rosters.  Power- 
house tech  companies  such  as  Dell,  In- 
tel, and  Amgen  are  walking  away  from 
Stanford's  business  school,  along  with 
retail  giants  such  as  Toys  'R'  Us  and 
Circuit  City.  The  problem:  Stanford  stu- 
dents, among  the  best  and  the  brightest 
with  compensation  packages  topping 
$130,000  this  year,  seem  to  feel  they're 
too  good  for  jobs  at  these  companies. 

For  Stanford  grads,  the  lure  is  Silicon 
Valley.  So  many  grads  are  spurning  tra- 
ditional offers  in  favor  of  starting  their 
own  companies  or 
joining  Silicon  Val- 
ley outfits  that 
nearly  two-thirds 
of  its  mbas  now 
remain  in  Califor- 
nia. That's  nearly 
double  the  number 
who  stay  close  to 
campus  at  most 
other  top-tier  busi- 
ness schools.  The 
result:  One  of  the 
world's  most  high- 
ly regarded  grad- 
uate business 
schools  is  in  dan- 
ger of  becoming 
marginalized  as  a 
regional  player. 

That's-  no  small 
irony.     Herbert 


Hoover  founded  Stanford's  business 
gram  in  1925  to  curtail  the  brain  d 
to  East  Coast  schools.  And  for  decs 
countless  Stanford  grads  scattered 
prestigious  jobs  all  over  the  globe. 
TECH  OVEREXPOSURE.  How  times 
changed.  Now  top  companies,  sue! 
Goldman  Sachs  Group  Inc.  and  Mc 
sey  &  Co.,  often  resort  to  cold-ca 
students  just  to  fill  up  an  inten 
schedule.  For  such  high-powered 
porations,  the  students'  snub  amoun 
little  more  than  a  minor  irritation, 
likes  of  Dell  and  Intel  will  have 
trouble  filling  their  choice  openings 
mbas  from  other  elite  B-schools. 

But  the  students'  attitudes  pol 
real  dilemma  for  the  school  and  fop 
dean,  Robert  Joss,  57,  a  banker  | 
Stanford  alum,  who  took  over  the  jc 
months  ago.  The  school's,  presenc 
the  epicenter  of  the  New  Economy 
greatest  advantage.  But  Stanford's 
pendence  on  the  Valley  to  place  itsl 
dents  makes  the  school  vulnerablf 
the  event  of  a  tech  downturn.  Tl 
because  recruiters  leaving  now  ai or 
likely  to  be  back  soon.   Says   E  pis 

Thompson:  "It's  too  much  of  a  hi  P '  ;r 

when  there  are  other  schools  where  Nei 
can  get  some  really  great  candidal  Ns  scl 


Stanford's  Joss  isn't  concerned  ths 
few  of  the  sch 


VALLEY-CENTRIC? 

More  Stanford  B-school  grads  take 

jobs  in  and  around  Silicon  Valley  than 

anywhere  else 

□  southern  california    □  southwest 

□  midwest   □  southeast   □  other 
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graduates 
the  Valley.  Stil 
acknowledges 
school  has 
ous    issue    onpiiwy 
hands.  "It's  a  j 
lem  if  we  have  W 
dents    genera  M 
this    feeling 
their  selfishn*  ,; 
says  Joss.  "It 
pacts   ever 
else,  and  ever 
has  a  stake  in  ■'' 
uring  out  ho\ 
solve  that."  S 
professors,  m 
over,  point  out 
it's    not   just 
cruiters  who  1 
a   problem   \ 
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onl  students.  Students  are  show- 
p  for  class  less  and  ignoring  assign- 
s  more,  preferring  to  trade  on  Stan- 
name  rather  than  make  the  most  of 
broils  scholarly  program.  Says  Jef- 
Pfeffer,  a  highly  regarded  Stanford 
fcor  "As  long  as  our  students  feel 
can  show  up  at  a  venture  firm  with 
ile  and  a  half-assed  idea  and  get  $(5 
>n,  this  is  going  to  continue." 
'  STRAWS.  Students  report  going 
fcapany  presentations  where  only 
classmates  showed  up.  "I  went  to 
with  three  people,  and  one  left  in 
middle,"  said  Scott  Smith,  a  new 
ford  mi;  \.  After  a  turnout  of  four 
cuts  at  an  Intel  presentation  in 
the  company  Stopped  trying,  says 
■Veathersby,  head  of  mi:\  recruiting 
Be  company.  Intel  usually  draws 
mis  of  200  students  to  its  events-- 
hires  about  27f>  MBAS  earl,  year. 
,  after  years  of  recruiting  Stanford 
;  with  little  success,  the  company 
I  Grove  built  is  walking  awaj  Brom 
■npus  visits,  taking  with  it  jobs 
v  top  mis \s  would  die  for, 
Imost  as  infuriating  for  recruiters 


as  student  arrogance  has  been  the  non- 
chalant attitude  of  Stanford's  adminis- 
tration. Other  top  schools  are  quick  to 
ask  why  they've  been  dropped  from  a 
recruiter's  list.  Not  Stanford,  Intel's 
Weathersby  says.  "There  was  no  out- 
reach." Ditto  for  Circuit  City.  After  the 
company  informed  Stanford  it  would  no 
longer  recruit  for  its  selective,  fast-track 
executive  program,  no  one  from  Stan- 
ford bothered  to  ask  what  the  problem 
was.  That's  not  an  issue  for  Sherrie  G. 
Taguchi,  head  of  Stanford's  Career  Man- 
agement Center,  who  believes  it's  not 
her  place  to  second-guess  recruiters. 
Says  Taguchi:  "Do  you  really  want  to 
try  to  talk  someone  out  of  something?" 
Stanford  administrators  say  that  if 
companies  want  to  lure  the  school's 
mi;  \s,  they've  got  to  offer  the  jobs  and 
locations  that  students  really  want  most. 
General  Motors  Corp.'s  Maury  Dieterich, 
general  director  of  business  strategy 
for  international  products,  says  he  asked 
the  Bchool  to  help  him  figure  out  how  to 
market  jobs  in  the  auto  maker's  e-com- 
merce  and  international  offices  after  he 
realized  few  grads  would  be  willing  to 


DELL  says  student  snub- 
bing and  lack  of  interest 
are  too  much  of  a  hassle 
and  a  waste  of  resources 

INTEL  cites  failure  to 
ure  candidates  and  lack 
of  guidance  from  the 
school  as  reasons  it  will 
stop  visiting  the  Stanford 
campus  this  fall 

AMGEN  won't  go  back 
because  student  salary 
expectations  are  sky-high 
and  candidates  won't 
move  to  the  biotech 
company's  Southern 
California  headquarters 

TOYS  'R'  US  is  abandon- 
ing recruiting  at  Stanford 
because  students  repeat- 
edly turned  down  the 
retailer's  fast -track 
executive  program  in 
New  Jersey 
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move  to  Detroit.  Working  with  Taguchi's 
staff,  Dieterich  managed  to  hire  a  few 
Stanford  mbas  this  year.  Still,  the  lure  of 
getting  in  on  the  ground  floor  of  GM's 
big  e-commerce  push  didn't  make  hiring 
at  Stanford  any  easier.  Says  Dieterich: 
"Recruiting  there,  it's  a  tough  job." 

Truth  is,  the  West  Coast's  most  elite 
B-school  could  do  a  little  more  hand- 
holding  of  major  corporations.  Joss  in- 
sists he  doesn't  want  to  lose  the  Dells 
and  Intels  of  the  world,  but  he  argues 
there's  no  quick  fix  for  an  attitude 
tered  by  the  Valley's  boom.  Still,  he  has 
one  idea  to  help  address  the  problem. 
He  wants  to  make  the  most  selecl 
business  school  in  the  country  even 
more  cho  -y  by  admitting  more  "emo- 
tionally mature"  students  1 —  prone  to 
blowing  off  recruiters  from  top-notch 
companies.  "When  you  nave  something 
this  coveted."  says  Joss,  ";  I  have  an 
obligation  to  give  that  pri1  ge  only  to 
the  right  people."  But  >  has  another 
big  obligation  as  well:  mend  fences 
with  frustrated  corpora  recruit 
B  mt'rr  .1/ 
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The  best  way  to  manage  your  projects  is  to  have  the  information  you  need  right  in 
20005d  front  of  you.  Microsoft*  Project  2000  gives  you  that  information  by  providing 
fxible  tools  for  organizing,  viewing  and  analyzing  project  data  and  by  allowing  your  team  members  to 
•date  their  status  through  the  Web. 

Since  the  most  accurate  status  information  comes  from  those  doing  the  work,  Microsoft  Project  2000 

ludes  a  simple,  Windows^-based  interface  that  team  members  can  access  from  their  Web  browsers  to 

ovide  collaborative  input.  It's  called  Microsoft  Project  Central,  and  it  can  give  you  up-to-the-minute  data 

jat  will  help  you  make  the  best  decisions  for  your  business.  To  learn  more  or  to  order  a  trial  CD,  visit  our 

feb  site  at  www.microsoft.com/go/project. 

Microsoft 

Where  do  you  want  to  go  today? 
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THE  INTERNET 


NOT  JUST  CLICKS 
ANYMORE 


Will  brick-and-mortar 
offices  pump  up  profits  at 
online  broker  E*Trade? 

Silicon  Valley's  E*Trade  Group  Inc. 
is  acting  more  like  an  old-line  bro- 
ker than  an  online  rebel.  Execu- 
tives finally  acknowledge  that 
E*Trade's  online  brokerage  and  banking 
business  can  only  grow  with  the  support 
of  real-world  outlets.  By  the  end  of  Au- 
gust, E*Trade  will  open  its  first  brick- 
and-mortar  office  in  a  SuperTarget  dis- 
count store  outside  Atlanta.  The 
500-square-foot  "E*Trade  Zone"  pilot 
program  is  designed  to  draw  in  shop- 
pers to  talk  to  E*Trade  customer  ser- 
vice reps  and  open  a  brokerage  account, 
place  a  stock  trade,  or  make  deposits 
into  their  E*Trade  Bank  accounts. 

Likewise,  the  first  of  a  few  stand- 
alone E*Trade  offices  is  expected  to  be 
a  three-story,  30,000-square-foot  office 
in  midtown  New  York  by  yearend.  The 
Madison  Avenue  office  will  offer  a  staff 
of  customer-service  reps,  computer  ter- 
minals, and  a  cafe.  And  9,000  E*Trade 
automated-teller  machines  are  showing 
up  in  gas  stations,  drugstores,  and  su- 
permarkets. 

EXEC  DEPARTURES.  E*Trade  is  facing  a 
host  of  new  pressures  that  make  these 
latest  strategies  a  fight  for  long-term 
viability.  And  it  is  by 
no  means  clear  that 
these  initiatives  will 
give  the  company  the 
boost  that  it  needs. 
E*Trade  is  mum  on 
how  much  it's  spend- 
ing, but  the  mandate 
to  change  is  loud  and 
clear:  Investors  are 
curbing  online  trading, 
customers  are  com- 
plaining about  service, 
and  the  stock  is  down 
more  than  50%  from 


E*TRADE'S  STOCK 
GETS  BATTERED 
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its  52-week  high,  which  some  think 
makes  it  a  prime  target  for  acquisition. 
Adding  to  E*Trade's  woes  are  the 
departures  of  several  high-ranking  ex- 
ecs, including  Kathy  Levinson,  its  long- 
time president  and  chief  operating  offi- 
cer, who  left  to  pursue  "philanthropic 
interests"  in  May.  Jerry  A.  Dark,  who 
was  E*Trade's  head  of  human  resources, 
and  Debra  Chrapaty,  the  chief  media 
officer,  also  have  left  in  recent  months. 
There's  more.  In  recent  weeks,  an 
arbitration  panel  awarded  about  $61,000 
to  an  E*Trade  customer  who  complained 
that  the  company  ignored  his  cancella- 
tion of  a  limit  order.  And  there  are 
more  arbitration  cases  to  be  heard. 
E*Trade  "disagrees  with  the  judgment, 
but  intends  to  comply  with  the  ruling," 
says  E*Trade  spokesman  Patrick  Di 
Chiro. 

E*Trade  is  getting  squeezed  from 
both  ends,  facing  competition  not  only 
from  higher-end  outfits  that  offer  more 
services,  such  as  Merrill  Lynch  &  Co., 
but  also  cheaper  brokers  like  Ameri- 
trade  Inc.,  where  a  trade  costs  just  $8, 
compared  with  E*Trade's  $20  fee.  Hop- 
ing to  better  straddle  the  middle 
ground,  E*Trade  set  up  a  joint  venture 
with  Ernst  &  Young  in  May  to  offer  in- 
vestment advice. 

Analysts  are  mixed  about  E*Trade's 
brick-and-mortar  expansion.  A  flashy 
Manhattan  address  is  "just  a  showpiece 
thing"  that  isn't  guar- 
anteed to  bring  in  real 
business,  says  Tom 
Goggins,  a  manager  for 
the  $2.4  billion  John 
Hancock  Financial  In- 
dustries Fund.  More 
realistic  may  be  the 
Target  plan,  where 
shoppers  are  a  rela- 
tively young  and  at- 
tractive demographic 
group.  The  average  an- 
nual household  income 
is  $49,000,  higher  than 
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How  E*Trade  Is  (iona 


►  Piloting 
"E*Trade  Zones" 
in  Target  stores, 
starting  with 
Atlanta's 
SuperTarget 


►  Building  i  § 
network  of 
18,000  ATP 
in  drugstore  H 
supermarke 
gas  stations 


i  kg 


that  of  customers  of  other  major  n 
ers.  E*Trade  is  also  betting  that  Tz 
will  help  it  attract  more  female 
tomers,  who  today  make  up  about 
of  E*Trade's  customer  base  and  80  ad 
Target's.   E*Trade  plans  to  oper 
E*Trade  Zones  in  some  23  Super 
get  stores  in  the  next  year.  Minneaj 
Target  Corp.,  however,  is  much 
cautious  and  says  it  all  depends  on 
well  the  pilot  store  goes. 

Until  now,  E*Trade  has  conne  \ 
with  young,  tech-savvy  custor 
through  online  marketing,  its  Web 
electronic  mail,  and  the  phone,  but  t 
simply  not  enough.  Brokers  and  h  | 
must  provide  customers  with  "t] 
channels  to  reach  them:  online,  over 
telephone,  and  in  branch  offices,' 
cording  to  a  McKinsey  &  Co.  re\ 
DUdirect  and  Web  Street  Securitie; 
instance,  have  opened  branch  officf 
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►  Constructing 
walk'in  offices  in  major 
cities,  including  a 
30.000-sq.-ft.  spread 
on  New  York's 
Madison  Avenue 


"Trade,  though,  is  the  only  major 
t  that's  acquiring  ATMS  and  brand- 
hem.  In  addition  to  the  purchase  of 
aline  bank  in  January  (now  called 
fade  Bank).  E 'Trade  paid  $82.4  mil- 
in  stock  in  May  for  ATM  operator 

Capture  Services  Inc.  Since  then, 
s  plastered  its  name  on  the  existing 
lines  and  wants  to  expand  to  18,000 

i  hrough  acquisitions. 

lOVER  FEARS.  K 'Trade's  new  ATMS— 

h  the  company  plans  to  upgrade  to 
customers  access  to  their  brokerage 
ants  as  well  as  hank  accounts — of- 
tradition-minded  customers  a  phys- 
place  to  do  business.  Some  say  the 
ge  isn't  coming  a  moment  too  a , 

rade's  stock  is  trading  at  about  $14 

are,  down  from  a  52-week  high  of 
Its  depressed  stuck  price  makes  it 
erable  to  a  takeover,  analysts  say. 
he  -lock  goes  down  farther,  there 
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TARGET  MARKET 

E*Trade  is  betting  that  opening  locations  in  Tar 
get  stores  will  attract  more  female  customers 


are  lots  of  big  firms  who  would  love  to 
capture  E*Trade's  franchise,"  says 
Jerome  A.  Castellini,  president  of 
CastleArk  Management  in  Chicago.  Po- 
tential suitors,  he  says,  could  include 
European  financial  companies  or  Amer- 
ican Express  Co.,  with  whom  E*Trade 
was  rumored  to  be  discussing  a  merger 
early  this  year.  Both  American  Express 

and  K'Trade  declined  to  comment. 

The  poor  performance  of  the  Nasdaq 
Composite  Index  this  year  has  put  a 
damper  on  online  trading.  At  E*Trade, 
daily  average  transactions  during  the 


HANDS-ON  SERVICE 

In  May.  Iv  Trade  paid  $82.4  million 
in  stock  to  acquire  ATM  operator 
Card  Capture  Services 

June  quarter  fell  by  26%  from  the  pre- 
ceding quarter.  And  while  Wall  Street  in 
the  past  didn't  mind  the  huge  losses 
E*Trade  ran  up  with  big  spending  on 
advertising,  it's  now  demanding  profits. 
E*Trade  has  made  some  progress:  After 
posting  an  operating  loss  of  $132.4  mil- 
lion in  the  last  fiscal  year  ended  Sept. 
30,  the  company  broke  even  in  each  of 
the  two  most  recent  quarters,  though 
largely  because  of  ad-spending  cuts. 

Other  key  metrics  are  also  heading  in 
the  wrong  direction.  E*Trade's  average 
account  size,  an  important  measure,  is 
one  of  the  smallest  in  the  industry  at 
$21,000,  down  from  about  $26,000  in  the 
previous  quarter.  By  comparison, 
Schwab's  average  account  size  is  about 
$100,000,  while  DUdirect's  is  roughly 
$55,000.  Moreover,  it's  getting  more  ex- 
pensive for  E*Trade  to  acquire  new  cus- 
tomers: It  costs  E*Trade  an  average  of 
$286  for  each  new  customer,  up  from 
an  average  of  $246  in 
the  prior  four  quarters. 
While  E*Trade  is 
adding  to  its  customer 
base,  the  rate  of  in- 
crease has  slowed.  As  of 
June  30,  it  had  2.72  mil- 
lion active  accounts,  up 
119%  from  a  year  ago, 
and  up  10%  since 
March.  Schwab's  4.1  mil- 
lion accounts,  up  46% 
since  last  year,  are  up 
11%  since  March.  But 
while  the  cost  to  lure 
new  customers  has 
risen,  analysts  say  it 
isn't  too  high  for 
E*Trade,  where  each 
customer  generates 
about  $700  in  earnings 
over  an  eight-year  cus- 
tomer life  span,  before 
taxes  and  marketing  costs.  E*Trade's 
new  customers  could  be  more  lucrative, 
though  more  difficult  to  harvest.  "The 
next  group  to  invest  online  will  be  a 
tougher  transition,  because  it's  been 
wedded  to  a  physical,  place-based  expe- 
rience, whether  a  bank  branch  or  bro- 
kerage." says  Jerry  D.  Gramaglia. 
E*Trade's  president  and  COO. 

In  retrospect,   it   may  well  be  that 
E    Trade  should  have  shitted  faster  into 
bricks  and  mortar.  Still,  it's  far  too  sunn 
to  count  this  pioneer  out  of  the  game. 
By  Louist  Lei   i n  San  Mateo,  I 
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What  a  fine  feeling  it  is  to  be  on  top. 

To  have  more  leads,  more  information  about  prospects,  and  more 
knowledge  about  your  clients  than  ever  before. 

To  be  able  to  service  private  websites,  post  proposals,  and 
negotiate  contracts,  without  ever  worrying  about  how  it  will  get 
done.  Or  when.  That's  the  power  of  lnteract.com.  That,  and  more. 
Much  more. 


Interact.com  is  the  first  interactive  selling  network  to  synchronize 
the  power  of  the  Internet  with  your  current  contact  manager. 
It  integrates  seamlessly  with  leading  sales  tools  like  ACT!  , 
as  well  as  with  many  handheld  and  wireless  devices.  All  to  give 
you  24/7  sales  support.  The  depth  of  which  you've  never  seen. 
Because  it  didn't  exist. 


Find  out  what  lnteract.com  is  made  of. 

And  what  it  can  make  of  you. 
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The  best  connection  in  sales. 
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COMMENTARY 

By  Heather  Timmons 

THE  TROUBLE  WITH  ASSET-BASED  LOANS 


USHING 


GE- 


History  shows  that  in  good  times, 
banks,  eager  to  make  more  and 
more  loans,  extend  credit  to  in- 
creasingly risky  borrowers.  When 
the  economy  begins  to  go  south, 
these  loans  follow  and  the  banks  get 
hit  hard.  One  segment  that  often 
leads  that  cycle  is  so-called  asset- 
based  lending.  And  right  now,  early 
warning  signs  are  flashing  red. 

Typically,  asset-based  loans  are 
made  to  companies  with  off-putting 
financials,  such  as  high  leverage  or 
recent  losses,  but  yield  up  to  25% 
higher  than  traditional  commercial 
loans.  Traditional  loans  are  backed  by 
cash  flow  from  ongoing  operations. 
The  collateral  for  asset-based  loans, 
however,  is  the  assets  of  the  company 
if  it  were  liquidated — assets  such  as 
plants,  equipment,  or 
accounts  receivable. 
The  industry  is  boom- 
ing— last  year  asset- 
based  loans  outstanding 
grew  15%  to  $294  bil- 
lion, according  to  the 
Commercial  Finance 
Association.  And  1999 
was  the  eighth  consecu- 
tive record  year  for  as- 
set-based lending. 
'BIDDING  WAR.'  Al- 
though that  represents 
just  a  small  fraction  of 
all  commercial  loans 
outstanding,  competi- 
tion in  the  business 
may  have  reached  an 
unhealthy  level.  Some  players  are 
writing  foolhardy  loans  to  get  busi- 
ness, say  some  veteran  lenders. 
"There's  been  a  bidding  war  in  terms 
of  credit  and  pricing,"  says  Gerald 
Grossman,  president  of  Business 
Lenders  LLC,  a  subsidiary  of  New 
York-based  Medallion  Financial  Corp. 

The  pressure  has  already  edged 
out  players  as  falling  profits  and  loan 
losses  make  the  business  less  attrac- 
tive. Finova  Group,  Conseco,  and 
Dutch  insurer  Aegon  put  their  asset- 
based  lending  units  on  the  block  this 
year.  To  date,  no  one's  buying.  On 
July  24,  Aegon  took  its  unit  off  the 
market,  citing  "general  weakness"  in 
the  commercial  finance  business. 
Both  General  Electric  Capital  Corp. 


and  Bank  of  America  Corp.  quietly 
shut  down  small  asset-based  lending 
units  in  recent  months. 

The  Office  of  the  Comptroller  of 
the  Currency  says  it  isn't  worried — 
yet.  But  in  March,  the  federal 
agency,  which  watches  bank  lending 
standards,  put  out  guidelines  for 
banks  that  make  these  loans,  fearing 
that  inexperienced  newcomers  could 
run  into  problems  in  asset-based 
lending.  Says  David  D.  Gib- 
bons, the  occ's  deputy 
comptroller  for  cred- 
it risk:  "If  you 
do  it  well, 
loss- 


lending  activity  weighs  heavily  in  t'r  I 
Old  Economy,  where  warnings  of  a 
slowdown  are  strongest.  Housing  de 
mand  is  waning,  while  construction 
figures  are  off  and  are  not  expected 
to  improve 

BEEFING  UP.  Already,  some  industrk 
in  which  asset-based  lending  is  com- 
mon are  on  the  brink  of  hard  times. 
A  combination  of  rising  gas  prices 
and  a  shortage  of  truck  drivers,  for 
example,  is  pummeling  earnings  in 
the  trucking  industry,  putting  some 
loans  at  risk.  More  bad  news  is 
pending,  say  lenders,  because  of  a 
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glut  of  used  trucks  that  are  about  t<  »"■:.■'■ 
be  put  up  for  sale,  undermining  the 
value  of  the  assets. 

Still,  some  banks  aren't  letting 
up.  Citigroup  Inc.,  for  instance, 
beefed  up  its  commei 
cial  finance  unit  with 
the  acquisition  of 
Copelco  Capital  Inc. 
on  Apr.  18.  Since  thefadeboofc 
the  Mahwah(N.J.)- 
based  leasing  and  fi 
nancing  company  has 
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sco,  and  Aegon  put  their 
asset-based  lending  units  on  the  block, 
citing  falling  profits  and  loan  losses 
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been  actively  courtinj  bice  all  t 
business  in  the  truck 
ing  sector,  competitoi 
say.  "I'm  very  sur- 
prised that  they're  as 
aggressive  as  they 
are,"  says  John  Burr, 


FINOVA'S  SCOTTSDALE  (ARIZ.)  HEADQUARTERS 


es  are  low.  If  it's  not  done  well,  it 
gets  ugly." 

For  example,  Bank  of  America, 
First  Union  Corp.,  and  ge  Capital 
participated  in  a  $115  million  asset- 
based  loan  to  Crown  Simplimatic,  a 
Lynchburg  (Va.)  bottling  equipment 
manufacturer  in  April,  1997.  On  June 
9  of  this  year,  Crown  declared  bank- 
ruptcy. The  lenders  will  need  to  write 
off  a  total  of  $30  million  to  $50  "mil- 
lion, competitors  estimate.  Bank  of 
America,  ge  Capital,  and  First  Union 
declined  to  comment  on  the  loan.  So 
far,  bank  exposure  to  these  loans  isn't 
a  "glaring"  problem  that  the  OCC  is 
worried  about,  Gibbons  adds. 

But  these  signs  of  weakness  could 
be  just  the  beginning.  Asset-based 
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president  of  cit  Grou  lit  of 
Inc.'s  North  America 
trucking  and  constru 
tion  group.  "I'm  not  far 
sure  the  timing  is  right." 

Citigroup  says  that  the  acquisition  [ 
of  Copelco  is  part  of  an  expansion  t(  v 
serve  business  clients.  The  asset- 
based  business  is  nothing  new  for 
the  bank,  says  Sal  Maglietta,  head  o 
Citigroup  global  equipment  finance,   of  <\ 
In  fact,  the  bank  has  been  in  the       bher< 
equipment  and  truck  finance  busines  id 
for  30  years  and  has  had  "outstand 
ing"  portfolio  performance,  he  says. 

Perhaps.  But  if  the  economy 
should  slow  significantly,  banks  who   ; 
were  overeager  to  expand  then-  as- 
set-based portfolios  may  find  them 
selves  with  a  lot  of  bad  loans  on 
their  books. 
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Timmons  writes  about  banking. 
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GE-TURNERS 

R  THE  PORTFOLIO  SET 

narket  for  investment  books  continues  to  boom 


rT-re's  little  doubt  that 
neks  have  been  in  a 
l  of  a  funk  in  re- 
nt mni  lis.  But  anoth- 

■•arly  related  phe- 

•rr  wni  shows  no  signs 

■jwing    down:    the 

■  t    for  personal-in- 

J.ig  and   personal-fi- 
loks. 
k    publishers    say 
argely  as  a  result  of 
ull  market,  sales  of 
books  began  to  speed 
out  five  years  ago,  and 
me  to  accelerate.  De- 
an ever-growing  number  of 
ers — from  CNBC  to  maga- 
such  as  Smart  Money 
Web  sites  such  as  CBS 
etWatch — all  clamoring 
jblic  attention,  the  demand 
lidebooks  to  the  gold  fields  is  on 
se.  Observes  Suzanne  Oaks,  a  se- 
editor  at  Random  House  Inc.'s 
Iway  Books:  "Readers  are  looking 
ance  all  the  up-to-the-minute  data 
books  that  give  in-depth,  step-by- 
advice — not  the  least  of  which  is 
motivational  message:  You  need  to 
action!" 

URE  OF  INVESTING.  American  in- 
rs  are  not  easily  sated.  For  some, 
I  lit  of  investment  advice  has  be- 
both  a  hobby  and  something  akin 
itch  that  needs 
lar  scratching. 
re's  a  growing 

jJire  of  investing," 
•ves  .loan  O'Neil, 

sher  of  the   fi- 

e     program     at 

Wiley  &   Sons. 

of    the    biggest 

■hers  of  flnan- 
bdvice  volumes. 
v         published 

t  30  such  books 
■9,  will  have  III 
.  in  2000,  and  in- 
se  that  by  a1 
lie,  over  the 
two  years.  Me 
ft  Hill,  publisher 
ie  best-selling  .') 
Html  Lessons  for 

ttment    Success 
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by   Investor's 
Business  Daily  founder 
William  J.  O'Neil,  is  in  the  midst  of  a 
similar  expansion:  from  45  titles  in  1999 
to  60  in  2000.  (The  McGraw-Hill  Com- 
panies also  publishes  business  week.) 
But  an  impressive  increase  in  titles 
isn't  the  sole  barometer  of  publishers' 
ardor.   Warner   Books,   part   of  Time 
Warner  Inc.,  is  known  for  producing  a 
relatively  small  list  of  Big  Bang  books — 
it  recently  shelled  out  $7.1  million  to 
win  the  bidding  war 
for  General  Electric 
Co.  Chairman  John 
F.  Welch  Jr.'s  forth- 
coming opus.  Warn- 
er    currently     has 
three  white-hot  titles 
on  BUSINESS  week's 
Best-Seller         List: 
Rich  Dad,  Poor  Dad. 

by  Robert  T.  Kiyosa- 

by  Robert  J.  Shiller  (Princeton  University)         ^j       -^    Sn  L 

24  ESSENTIAL  LESSONS 
FOR  INVESTMENT  SUCCESS 

by  William  J  O'Neil  (McGraw-Hill) 


READS  TO  RICHES 

Some  of  the  more  successful 
investment-counseling  volumes 

RICH  DAD'S  GUIDE  TO  INVESTING 

by  Robert  T.  Kiyosaki 

with  Sharon  L.  Lechter.  CPA  (Warner  Books) 

IRRATIONAL  EXUBERANCE 


SMART  WOMEN  FINISH  RICH 

by  David  Bach  (Broadway  Books) 

THE  ROARING  2000S  INVESTOR 

by  Harry  S.  Dent  Jr.  (Simon  &  Schuster) 

DAIA  BUSINFS 


Lechter,  and  two  se- 
quels to  that  volume. 
Rich      Dad,      which 

promises   to   reveal 

the  lucre-generating 
secrets  of  the 

wealthy,  has  been  on 

the  list   for  a  year 

and     has     held     the 

No.  l  spot  on  tlie  pa- 


perback li  i   for  the  pasi   five  moi 
Says  Rick  Wolff,  a  senior  editor  al 

Warner:  "Their  message  is:  To  In-  rich, 
you  don't  have  to  be  brilliant  or  partic 
ularly  savvy  about    finance-.    You  just 
have  to  have  the  gutfl  to  go  after  it." 

With  the  Hood  of  market  informa- 
tion, investors  now  have  access  to  a 
lot  of  the  same  information  as  Wall 
Street  pros,  and  this  has  led  to  a 
greater  savvy  among  readers.  Simon 
&  Schuster,  a  division  of  Viacom  Inc.,  is 
betting  that  "the  next  wave  of 
books  that's  going  to  sell  big 
will  be  more  sophisticat- 
ed," according  to  Freder- 
ick W.  Hills,  a  vice-presi- 
dent and  senior  editor  there. 
As  an  example,  Hills  cites 
Mary  Far  cell's  Beyond  the 
Basics,  by  the  PaineWebber 
managing  director,  and  he 
notes  that  some  future  Simon 
&  Shuster  titles  will  be  linked 
to  Web  sites  that  will  amplify 
their  message. 
Some  very  advanced  invest- 
ment books  have 
proved  to  be  hot- 
sellers.  These  in- 
clude Yale  Uni- 
versity economist 
Robert  J.  Shiner's 
market  debunking 
best-seller,  Irra- 
tional Exuber- 
ance, and  the  long-running  Stocks  for 
tfw  Long  Run  by  Jeremy  J.  Siegel,  now^ 
in  its  ninth  printing.  Explains  Debra 
Englander,  editor  of  Wiley's  personal  fi- 
nance program:  "People  want  books  that 
will  help  them  use  the  other  tools  that 
are  out  there." 

NICHE  OPPORTUNITIES.  A  glance  at  the 
personal-finance  and  personal-investing 
shelves  at  the  bookstore  reveals  that,  as 
a  group,  publishers  have  segmented 
book-buyers  into  numerous  groupings. 
There  are  books  for  Wall  Street  pros. 
books  for  serious  personal  investors. 
books  targeting  women,  books  aimed  at 
African  Americans,  and,  needless  to  say, 
books  for  those  who  know  little  about 
investing.  And  fads  can  prompt  sub- 
genres,  such  as  last  year's  flurry  of  day- 
trading  titles.  Indeed,  observes  Lori 
Sayde-Mehrtens,  Wiley's  director  of  pub- 
licity: "One  reason  for  the  increase  in  ti- 
tles is  the  fact  that  there's  such  oppor- 
tunity for  niche  publishing."  readers 
being  interested  in  getting  exactly  what 
they  need  and  no  more. 

So  what  happens  if  the  Dow  takes  a 
dramatic  dip?  Adrian  Zackheim.  associ- 
ate publisher  at  HarperCollins'  general 
books  group  and  a  veteran  of  the  busi- 
ness-book scene,  has  an  interesting  the- 
ory: "There  was  a  period  within  the  last 
decade  when  books  about  management 


HOT  SELLERS 

Investors  are  getting  a 
motivational  message: 
"You  just  have  to  have 
the  guts  to  go  after  it" 
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were  dominant  and  personal-finance 
books  were  less  noticeable."  With  to- 
day's prosperity,  though,  managers  are 
under  less  pressure  to  squeeze  employ- 
ees, and  everyone  is  focused  on  making 
moola.  "So,"  he  observes,  "the  trend  is 
just  the  reverse." 

So  would  publishers  respond  to  a  mar- 
ket downturn  with  a  new  wave  of  man- 
agement books  on  downsizing — or  will 


they  be  there  with  investing  how-tos  for 
hard  times?  Despite  the  popularity  of 
Shiller's  Irrational  Exuberance,  which 
all  but  calls  the  current  market  valua- 
tions a  con  job,  many,  such  as  McGraw- 
Hill's  business  and  general  reference 
group  editor-in-chief,  Jeffrey  Krames, 
have  no  plans  for  bear-market  books. 
"The  Dow  and  s&p  have  been  flat  for 
months,  but  many  individual  stocks  are 


doing  well,"  he  offers,  adding  thatl 
Graw's  books  aim  at  helping  invej 
make  decisions  on  individual  stocks.  [ 
ers,  such  as  Broadway's  Oaks,  say| 
can  respond  to  any  development, 
present  all  sides,"  she  explains.  I 
in  the  type  of  market  Shiller  prej 
there  will  be  a  need  for  investing 
vice."  Brother,  can  you  spare  a  stocfl 
By  Hardy  Green  in  New 
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WHY  DEFENSE  STOCKS 
ARE  GOING  GREAT  GUNS 

Investors  figure  spending  will  rise  no  matter  who  is  elected 


Companies  in  the  aerospace  and  de- 
fense industry  may  have  trouble 
launching  rockets.  But  that  isn't 
stopping  their  stocks  from  heading  into 
the  stratosphere,  leaving  the  broader 
market  coughing  in  their  plumes.  The 
Standard  &  Poor's  500-stock  index  has 
edged  up  7.3%  since  Mar.  1,  but  since 
their  52-week  lows  that  month,  Litton 
Industries  has  rocketed  103%,  Lockheed 
Martin  has  soared  79%,  Northrop  Grum- 
man has  risen  84%,  and  General  Dy- 
namics is  up  73%. 

And  the  rebound  may  only  be  just 
beginning.  The  hawkish  tone  at  the  Re- 
publican convention  suggests  that  a 
Bush-Cheney  Administration  would  hike 
defense  spending.  And  the  Democrats 
won't  be  outdone.  Vice-President  Al 
Gore's  selection  of  Senator  Joseph  I. 
Lieberman  (D-Conn.)  as  his  running 
mate  puts  the  pro-defense  wing  of  the 
Democratic  Party  clearly  in  the  picture. 
Regardless  of  who  wins,  "you're  going 
to  get  an  increase  in  defense  spending 
on  procurement,"  says  Todd  B.  Ernst, 
an  aerospace  and  defense  analyst  at 
Prudential  Securities  Inc. 
SPINNING  AWAY.  Even  before  the  news 
about  Cheney  and  Lieberman,  defense 
stocks  had  been  getting  increased  at- 
tention on  Wall  Street.  Money  is  rushing 
back  into  defense  as  a  "defensive"  mar- 
ket play — in  every  sense  of  the  word. 
For  one  thing,  the  market  is  rotating 
away  from  dot-coms.  Interest-rate-sen- 
sitive companies  hammered  by  the  Fed- 
eral Reserve's  hikes  don't  look  attrac- 
tive. Investors  need  "more  secure  places 
to  park  cash,"  says  Jon  B.  Kutler,  pres- 
ident of  Quarterdeck  Investment  Part- 
ners Inc.,  an  investment  bank  that  spe- 


cializes in  aerospace  and  defense. 

But  snubs  of  other  investments  aren't 
the  whole  explanation.  The  fundamentals 
of  the  aerospace  and  defense  business 
are  looking  up.  After  focusing  on  deal- 
making  for  much  of  the  1990s,  compa- 
nies now  are  paying  attention  to  the 
shop  floor,  and  that's  paying  off  with 
fewer  of  the  unexpected  write-offs  and 
earnings  disappointments  that  prompted 
investors  to  avoid  the  sector  last  year. 
General  Dynamics,  Boeing,  and  Lock- 
heed Martin  all  beat  earnings  expecta- 
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WEAPONS  SHARES 
ARE  ROCKETING 
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tions   for  the  se| 
quarter.      Ana 
especially  like 
Industries 
Northrop  Grum 
both  trading  at 
than  11  times  esti 
2001  earnings. 
On  the  commercial 
orders  for  Boeing  Co.'s  airp 
and  General  Dynamics  Corp.'s 
streams  are  unexpectedly  strong. 
after  a  prolonged  decline  sparkel 
the  collapse  of  the  Soviet  Union) 
fense  spending  is  growing.  Expe: 
gear  such  as  Raytheon  Co.'s  e 
warning  radar  for  a  national  m 
defense  system  will  get  ample  fun) 
Congress  and  the  Clinton  Admin: 
tion  have  agreed  to  authorize  $6 
lion  of  weapons  procurements  in 
2001,  up  from  $45  billion  in  1998. 
lays  should  rise  5%  to  6%  in  ea 
the  next  two  years. 

That's  hardly  s 
RADAR  SITE:  growth  by  Internet 
A  missile  dards,    but    far   b 

defense  than  the  industry'! 

system  looks      cent    prospects. 
like  a  winner     market  moves  on 
tive     changes," 
Pierre  A.  Chao,  an  aerospace  an 
at  Credit  Suisse  First  Boston.  "C 
from  down  to  flat  to  growth — t 
enough  to  move  stocks." 

Smaller  trends  are  favorable, 
The  Defense  Dept.  has  decided  to  s 
up  payments  to  contractors  an 
mulling  increasing  the  rate  of  payrr 
on  work  in  progress.  Both  moves  w 
cut  borrowing  costs  for  arms  ma 
and  bolster  their  bottom  lines.  Pent 
officials  also  are  looking  at  ways  t 
companies  keep  more  of  the  sav 
when  they  close  plants.  Now  the 
tagon  pockets  most  of  it. 

Of  course,  not  everything  is  ros^ 
European  companies  consolidate,  th 
creating  formidable  competitors.  Bi 
long  as  the  political  winds  blow  in  it 
rection,  the  industry  is  likely  to  re 
in  orbit. 

By  Stan  Crock  in  Washiv 
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"Sure...  this  e-commerce 
application 

lets  us  sell  on 

our  website 
but  it  also j 


ell  on  any  website... 

make  money 

all  over  the  place..." 


e-commerce  just  got  bigger, 
do  you  know  how  big? 

If  you  think  e-commerce  is  just  about  your  website, 
think  again.  It's  much  bigger.  That's  why  you  should 
look  into  Intershop.  Our  application  software  supports 
the  widest  range  of  current  and  emerging  e-commerce 
solutions.  It  enables  you  to  sell  in  ways-and  places- 
like  never  before.  In  fact,  designed  with  XML,  Java, 
ICE  and  WAP,  the  same  application  you  use  for  your 
website    today,    can    help   you    sell    wherever   you    may 


need  to  in  the  future.  From  cell  phones  that  re-order 
stock  with  one  press  of  a  button,  to  online 
marketplaces  and  affiliate  sites,  to  production  line 
machines  that  automatically  buy  inventory  when 
needed.  Which  means  you  have  ways  to  expand 
e-commerce  revenue  opportunities  that  make  everyone 
happy.  Call  us  at  1-877-499-4393.  Next  time,  a  machine 
will  make  the  call  for  you. 


NTERSHOI? 
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CONSUMER  PRODUCTS 


BRANDS 
IN  A  BIND 


Many  household 
names  are  hurting 
-and  taking  a  cue 
from  high  techs 

In  the  1980s  and  early  '90s,  they 
were  the  masters  of  the  superbrand: 
Coca-Cola,  McDonald's,  Procter  & 
Gamble,  and  a  handful  of  others 
were  pushing  then-  American  icons 
into  every  corner  of  the  globe.  They 
were  centers  of  innovation,  hot  places  to 
work,  and  the  growth  stocks  that  in- 
vestors wanted.  The  envy  of  Corporate 
America,  they  got  all  the  buzz  that  today 
only  tech  companies  seem  to  enjoy. 

Those  days,  however,  are  long  gone. 
From  P&G  to  Gillette  to  H.J.  Heinz,  the 
companies  that  created  the  everyday 
products  that  consumers  now  take  for 
granted  have  been  drifting  for  years. 
In  a  world  where  a  new  snack  food 
looks  ho-hum  compared  with  a  neon-or- 
ange iMac,  consumer-products  compa- 
nies seem  to  have  less  to  say  to  people. 
"If  you  look  at  where  the  marketing  in- 
novations were  in  the  1970s  and  '80s,  it 
was  P&G  and  McDonald's,"  says  Mercer 
Management  Consulting  Inc.'s  John  Ka- 
ma. "Who's  innovative  today?  It's  finan- 
cial services,  computing,  retailing." 
TECH  SURGE.  That  innovation  is  showing 
up  in  the  way  brands  are  getting  valued. 
In  its  2000  analysis  of  the  biggest  global 
brands,  British  consultant  Interbrand 
found  that  four  of  the  top  five  are  tech- 
nology names:  Microsoft,  IBM,  Intel,  and 
Nokia.  Coca-Cola,  at  No.l,  saw  its  brand 
value  drop  $11  billion,  to  $72.5  billion. 
Some  of  the  fastest-growing  brands, 
meanwhile,  are  Internet  names.  Yahoo! 
Inc.,  with  an  estimated  $6.3  billion  in 
brand  value,  is  worth  258%  more  than  it 
was  last  year.  Amazon.com's  $4.5  billion 
in  brand  value  is  up  almost  as  much. 


That's  why  traditional  big-brand  com- 
panies are  striving  furiously  to  reinvent 
themselves  and  to  restore  value  to  their 
venerable  brands.  The  more  forward- 
looking  among  them  are  showing  signs 
of  success.  While  it's  still  early  in  the 
game,  these  companies  are  already 
showing  improving  margins  and  prof- 
its. And  investors  are  paying  attention. 
Since  a  spring  meltdown  among  con- 
sumer-product stocks  following  bad 
earnings  news  at  p&g,  such  companies 
as  Kimberly-Clark  and  Colgate  Palmo- 
live  have  recovered  much  of  their  losses. 

How  are  they  doing  it?  These  corpo- 
rations, along  with  others,  are  embrac- 
ing an  entirely  new  business  model:  one 
based  not  on  the  advertising  rules  of 
Madison  Avenue  but  on  the  kind  of  in- 
novation and  organizational  revolution 
more  commonly  found  in  Silicon  Valley. 
To  read  consumers  better — especially 
younger  ones — and  get  products  out 
faster,  they  are  emphasizing  teams, 
speed,  the  effective  use  of  data-mining, 
and  clever  online  marketing  strategies. 
"The  Silicon  Valley  model  is  the  road 
ahead,"  says  Jay  Conger,  a  senior  re- 
search scientist  at  the  University  of 
Southern  California's  Center  for  Effec- 
tive Organizations. 

The  old  road  was  for  sure  not  work- 
ing. Big-brand  companies  have  been  los- 
ing their  focus  for  years,  as  consumers 
have  started  spending  elsewhere.  Data 
compiled  by  economists  at  RFA/Dismal 
Sciences  Inc.  show  that  categories  such 
as  autos,  beverages,  food,  cosmetics,  and 
cleaning  supplies  represent  a  much 
smaller  portion  of  household  budgets 
today  than  they  did   10  and  20  years 

SHELF  LIFE    Shoppers 
can  pick  from  40,000 
different  items  in  the 
typical  supermarket 
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SWAMPED   Coke  is  decentralizing 
as  it  faces  a  sea  of  rivals:  flavored 
teas,  sports  drinks-and  water 


ago.  Instead,  Americans  are  spending 
a  bigger  share  of  their  money  on  com- 
puters, cable  TV,  stock-trade  fees,  and 
recreation  and  are  adding  entirely  new 
categories  such  as  cellular  phones. 
"There's  a  multiplication  of  consumer 
loyalties,"  says  Jonathan  Knowles,  di- 
rector of  consultant  Wolff  Olins. 

And  just  look  where  they  are  going. 
Snapple  Beverage  Corp.  and  breath 
mint  Altoids,  two  brands  that  were 
barely  on  the  radar  screen  a  few  years 
ago,  have  exploded  in  the  marketplace 
with  popular  offerings  that  appeal  large- 
ly to  teens  and  twenty-somethings.  Wal- 
Mart  Stores  Inc.,  meanwhile,  has  de- 
ployed the  power  of  its  brand  to  help 
popular  store-branding  re-emerge  with 
products  such  as  01'  Roy  dog  food. 
LOOSENING  BOND.  The  new  reality  is  a 
sobering  landscape  with  endless  choices 
for  consumers.  There  are  now,  according 
to  branding  expert  Jack  Trout,  about 
40,000  distinct  items  in  the  average 
American  supermarket,  of  which  the 
typical  family  needs  only  150  to  fill  80% 
of  its  needs.  "Customers  love  brands, 
but  the  bond  between  the  consumer  and 
the  brand  is  loosening,"  says  Douglas 
Toews,  executive  vice-president  for  ideas 
and  image  at  makeup  giant  Coty  Inc. 

No  company  embodies  the  current 
turmoil  and  how  to  deal  with  it  better 
than  Coca-Cola  Co.  After  years  of 
mediocre  performance,  Coke  under  ceo 
Douglas  N.  Daft,  who  took  over  last 
February,  is  starting  to  fight  back. 
Daft's  strategy:  to  do  as  the  techies  do 
and  abandon  the  highly  centralized 
structure  that  once  helped  make  Coke 
great.  Daft  is  rethinking  everything 
Coca-Cola  does — from  gauging  consumer 


tastes  to  dream- 
ing     up      new 
products  to  get- 
ting them  on  the 
shelf  faster. 

At  the  new 
C  o  k-e ,  local 
managers,  for 
the  first  time, 
are  encouraged  to 
develop  new  prod- 
ucts, including  bever- 
ages without  carbona- 
tion.  And  Coke  is 
launching  a  series 
of  local  "innovation 
centers"  around 
the  world,  where 
scientists  work  di- 
rectly with  mar- 
keting executives 
to  develop,  pack- 
age, and  sell  new 
drinks  for  local 
markets.  So  far,  these  efforts  have  yield- 
ed a  pear-flavored  drink  in  Turkey,  a 
berry-flavored  Fanta  for  Germany,  and  a 
sports  drink  called  Aquarius  sold  only 
in  Belgium  and  the  Netherlands.  While 
such  efforts  are  still  young,  investors 
like  the  company's  new  direction.  From  a 

WHY  BRANDS  ARE  HURTING 


LACK  OF  FOCUS 


An  explosion  of  choice  has  left 
consumers  confused — and  less 
loyal.  Frito-Lay,  for  example,  now 
sells  78  flavors  of  its  snack  chips, 
up  from  10  in  the  early  1970s. 


INNOVATION  RUT 


Lots  of  new  products,  but  not 
much  that's  revolutionary: 
Nothing,  for  instance,  that  makes 
the  impact  Pampers  did  when 
they  came  out. 


TOO  BIG,  TOO  SLOW 


It  took  brand  giant  Procter  & 
Gamble  30  years  to  get  fat 
substitute  Olestra  to  market. 
Even  hits  like  Swiffer  haven't 
been  able  to  make  up  for  other 
weaknesses. 


OUT  OF  VOGUE 


Many  of  the  best  and  brightest 
college  and  business-school 
graduates  are  choosing  other  paths, 
especially  Internet-related  jobs. 


52-week  low  of  $43  a  share  in  Mj 
Coke  is  up  42%,  to  61.  "Our  big  su< 
es  have  come  from  markets  wher 
read  the  consumer  psyche  every  da 
adjust  the  marketing  model  every 
says  marketing  chief  Stephen  C.  J< 
REAL  WORLD.  To  understand  consul 
better,  companies  are  deploying  the 
kinds  of  teams  that  Silicon  Vallejj 
used  for  years.  At  Kraft  Foods  Inc 
ecutives  are  tearing  down  the  olq 
reaucracy  and  insisting  that  staff  I 
get  out  into  the  real  world.  In  May, 
a  marketing  meeting  in  Los  Anj 
Bridgette  P.  Heller,  executive  vice 
ident  of  Kraft  and  manager  of  its 
billion  coffee  business,  sent  her 
out  to  the  city's  Spanish  and  Asian 
kets.  "We  took  the  most  Connec 
type  people  and  dumped  them 
middle  of  a  Spanish  bodega  and 
'See  what  you  can  find.'  They  carr 
with  great  ideas — ideas  that  will 
part  of  our  business  plan  next  y 
she  says.  "You're  not  allowed  to  ju: 
in  an  office  and  be  a  part  of  my  te 

All  the  great  products  in  the  v 
won't  matter,  though,  if  they  don' 
to  market  quickly.  Colgate-Palm 
Co.  has  leveraged  its  global  pre: 
to  tap  into  innovation  wherever  i 
curs.  Take  Frescura.  Colgate  devel 
the  breath-freshening  toothpaste 
year  in  Venezuela  in  only  six  mc 
and  then  tested  it  simultaneous 
markets  around  the  world.  Shortly 
its  October  launch  in  Venezuela,  it 
on  U.S.  shelves  as  Colgate  Fresh 
fidence  and  is  now  available  thrc 
out  Europe  too.  So  far,  it's  selling 
against  rival  Close-Up. 

How  do  companies  know  th< 
come  up  with  something  consumer 
ally  want?  Jack  Sansolo,  chief  of 
keting  at  Eddie  Bauer  Inc.,  remen 
not  so  long  ago  when  his  inform 
was  limited  to  general  tastes  base 
Zip  Code.  Now,  Sansolo  says,  o: 
strategies  allow  him  to  track  a  s 
customer's  interactions  with  the  rel 
at  stores,  through  catalogs,  and  or 
A  springtime  advance  test  of  E 
Bauer's  swimwear  online  resulted  i 
panded  orders  for  certain  styles 
Sansolo:  "I'm  able  to  understand  th 
dividual  customer." 

No  customers  are  more  importa 
the  consumer-brand  companies 
young  ones.  And  here,  too,  technc 
has  given  traditional  consumer  coi 
nies  a  powerful  tool.  Family-run 
Gallo  Winery  has  been  appealing 
younger  market  with  online  wine 
ings  in  which  people  all  over  the  £ 
sip  and  discuss.  The  company  print 
e-mail  address  on  every  bottle,  an< 
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year-old  Gina  Gallo  swears  she  person- 
ally answers  every  missive.  With  the 
data  they  glean  from  such  online  activi- 
ties, she  and  her  brother  Matt,  37,  have 
been  able  to  reestablish  their  brand 
identity  from  inexpensive  jug  wines  of 
the  1970s  to  that  of  a  hip  vineyard  pro- 
ducing some  of  the  best  new  wines  at 
decent  prices.  Says  Gina:  "The  Inter- 
net, the  speed  of  technology — that's  only 
going  to  speed  innovation  faster." 
FINE  LINE.  Today's  teens  are  tomorrow's 
adult  consumers.  So  nabbing  them  now 
is  critical.  The  problem  is,  they're  a  no- 
toriously fickle  bunch.  With  kids  acutely 
tuned  to  the  latest  trends,  it's  a  fine  line 
between  cool  marketing  and  marketing 
that  backfires.  A  few  smart  companies 
have  hit  it  right.  Skechers  usa  Inc.  puts 
out  a  catalog  that  features  not  just 
footwear  but  also  movie  and  music  re- 
views. And  American  Eagle  Outfitters 
Inc.,  a  chain  of  casual-clothing  stores, 
has  a  back-to-school  catalog  that  includes 
magazine-like  interviews  with  hot  teen 
celebrities  such  as  Freddie  Prinze  Jr. 
"The  defining  factor,"  says  Robin  Austin, 
a  principal  at  Fusion  5,  a  youth  mar- 
keting firm,  "is  whether  or  not  the  brand 
has  become  a  part  of  the  scene  as  op- 
posed to  marketing  to  the  scene." 

Whether  smartly  pitching  to  teens  or 
offering  up  better  products  to  their  par- 
ents, for  companies  that  get  it  right,  the 
payoff  can  be  huge  and  global.  After  ap- 
plying absorbency  improvements  to  Ko- 
tex  products  in  Korea,  Kimberly-Clark 
Corp.  saw  its  market  share  jump  from 
25%  in  1997  to  43%  last  year.  Similarly, 
the  company  used  proprietary  technolo- 
gy to  help  spur  its  Kleenex  Cottonelle 
toilet  paper  to  record  U.  S.  sales  in  1999. 
Now,  the  same  technology  is  also  being 
used  in  Huggies  baby  wipes  and  has  al- 
lowed Kimberly-Clark  to  price  many  of 
its  products  at  a  premium.  Says  ceo 
Wayne  R.  Sanders:  "We  have  found  that 


customers  are 
willing  to  pay 
up"   for   such 
advances. 

Of  course, 
turning  around 
a  ship  as  large 
as     p&g    is    a 
different  thing 
altogether.    A 
good  number  of 
successful     new- 
product    launches 
in    the    past    year 
haven't  made  a  dent. 
Despite  hits  such  as  the 
$400  million  Swif- 
fer,    a    dust    mop 
with  an  electrosta- 
tic paper  towel  at 
the   end,   P&G  re- 
mains firmly  in  the 
doghouse,    p&g's 
stock,  at  $56.50,  is 
trading     at     less 
than  half  its  January  high. 

P&g's  Global  Marketing  Officer  Robert 
L.  Wehling  insists  the  company  is  get- 
ting back  on  track.  "We  launched  more 
new  products  in  the  last  year  than  we 
have  in  ages.  And  the  pipeline  looks 
rich."  Still,  the  Swiffer  experience  shows 
that  even  the  biggest  of  hits  can't  make 
up  for  countless  products  with  mediocre 
sales.  Net  income  dropped  for  the  sec- 
ond year  in  a  row,  falling  6%,  to  $3.5  bil- 
lion in  the  year  ended  in  June,  2000. 

That's  also  the  rap  against  razor  mak- 
er Gillette  Co.  Its  Mach  3  razor  has 
been  a  huge  success,  with  U.S.  sales 
growing  9%  in  the  first  half  of  this  year. 
The  product  of  10  years'  research  and  a 
$750  million  investment,  the  Mach  3 
costs  35%  more  than  the  previous  top- 
of-the-line  razor,  Gillette's  Sensor.  Prob- 
lem is,  Gillette  has  been  unable  to  work 
similar  margin  magic  across  its  other 


HEATED  UP  Creative  product 
development  has  helped  Kraft  gel 
new  lines  of  food  on  shelves  swift 


lines,  and  its  stock  is  trading  67%  o 
52-week  high. 

No  one  thinks  that  the  current : 
tity  crisis  in  brands  will  be  the  ei 
such  corporate  behemoths  as  p&g 
Gillette.  But  to  restore  their  lush 
this  new  era  where  the  Net  rules, 
brand  companies  are  going  to  ha\ 
get  with  the  program.  For  those 
fail  to  do  so,  the  cost  will  be  great 
those  that  succeed,  though,  the  t 
of  the  past  few  years  could  prov 
healthy  catharsis.  That's  why  some 
panies,  such  as  Kraft  and  Kimb 
Clark,  are  likely  to  emerge  stro 
and  more  viable  than  they  have  be< 
years. 

By  Nanette  Byrnes  in  New  ] 
with  Dean  Foust  in  Atlanta,  Steph 
Anderson  Forest  in  Dallas,  Willia 
Symonds  in  Boston,  and  Josepli  V 
in  Chicago 


HOW  U.S.  SPENDING  HABITS  ARE  CHANGING 

Consumers  are  spending  less  on  categories  dominated  by  big  traditional 
brands  in  favor  of  those  with  exciting  new  brands  and  technologies 
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OPEN  SAN  SOFTWARE  SOLUTIONS  FROM  COMPAQ. 
BET  YOU  WEREN'T  EXPECTING  THAT,  HUH? 

Watch  out!   Here  comes  Compaq  SANworks"   When  the  number  one  storage  system 

provider  and  a  leader  in  SAN  solutions  applies  its  open-computing  expertise 

to  create  open  storage  solutions,  you  have  to  sit  up  and  take  notice. 

Ready  for  more?  See  www.compaq.com/sanworks 
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Norman  P.  Blake  Jr.'s  second-floor 
office  at  U.S.  Olympic  Commit- 
tee headquarters  in  Colorado 
Springs  has  the  almost  antiseptic 
feel  of  a  $100-a-night  suite  in  one  of 
those  extended-stay  hotels.  The  walls 
are  mostly  bare,  and  one  of  the  few  fur- 
nishings is  a  nameplate-size  sign  made  of 
flimsy  plastic  that  sits  prominently — 
some  might  say  ominously — on  Blake's 
desk.  Printed  in  white  letters  is  the  mes- 
sage: "Get  the  spectators  off  the  field." 
Blake  has  been  carrying  the  sign 
from  job  to  job  for  20  years.  "It's  a  phi- 
losophy I  have,"  says  the  controversial 
new  chief  executive  of  the  usoc.  "There 
are  givers  and  takers  in  life.  Givers  con- 
tribute as  much  as  they  can.  Takers  are 
always  trying  to  hang  on  to  someone 
else's  accomplishments." 


When  the  usoc  hired  this  corporate 
turnaround  artist  on  Feb.  5,  it  was  cry- 
ing out  for  a  leader.  It  got  one.  Blake  is 
a  head  coach  who  seldom  relies  on  as- 
sistants, and  he's  hardly  an  extended- 
stay  kind  of  guy.  While  one  of  the  key 
words  in  an  Olympic  lover's  vocabulary 
is  "quadrennium,"  four  years  is  a  cor- 
porate lifetime  for  Blake.  Still,  the  usoc 
is  betting  that  he  can  redirect  a  lum- 
bering organization  beset  with  money 
worries  and  power  struggles. 

So  far,  Blake  has  lived  up  to  his  rep- 
utation as  "Pink  Slip"  Norm.  After 
three  weeks  on  the  job,  he  stunned  hun- 
dreds of  the  usoc's  most  committed  vol- 
unteers, soldiers  in  the  quasi-religious 
Olympic  Movement,  when  he  stripped 
them  of  responsibilities.  (After  facing  a 
storm  of  criticism,  he  recently  unveiled 
plans  for  scaled-down  advisory  commit- 
tees.) Then  he  turned  on  longtime  usoc 
employees,  firing  senior  staff  and  40 
workers.  No  regrets,  he  says.  He  need- 
ed better  people. 

Wherever  Blake  has  gone,  there  has 
been  pain.  In  the  past,  though,  the 
tough  decisions  have  been  made  on  be- 


half of  shareholders  in  public  co 
nies — usf&g  Corp.  and  Promus 
Corp. — that  he  has  lifted  out  of 
agement  chaos.  The  question  now 
ing  in  the  thin  Rocky  Mountain  air: 
Blake's  scorched-earth  strategy  su( 
in   the   politically   charged,   nonf  | 
world  of  the  usoc? 
TAKING   CHARGE.    Some   who've 
plained  about  an  unresponsive  us<  t) 
the  past  say  they  welcome  the  newisi 
"One  thing  that's  evident  since 
has  been  around  is  less  of  a  nob\i. 
oblige  attitude,"  says  David  F. 
lessandro,  chief  executive  of  John 
cock  Financial  Services,  one  of  the 
longtime  corporate  sponsors.  "It  us 
be  you'd  be  made  to  feel,  'Consider 
honor  to  send  us  checks.'  Norm  has  ft 
ognized,  as  a  businessperson  does, 
people  who  send  money  actually  si 
have  a  say  in  what  they  get  in  ret  t 

Certainly,  the  USOC  needed  som 
to  take  charge.  It  was  bulging 
about  400  volunteers  intent  on  rur 
the  show,  it  has  the  Sydney  Sun 
Games  in  September,  it  must  pre 
for  the  Salt  Lake  City  Winter  Olyr 
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births  later,  and  it  is  still  swooning 
I  the  scandal  that  revealed  the  In- 
itional  Olympic  Committee  to  be 
fderably  less  pristine  than  the  lofty 
B  the  movement  espouses. 

J  addition,  after  the  Salt  Lake 
es  in  2002,  chances  are  slim  that 
Olympics  will  return  to  the  U.S. 
decade.  This  will  limit  the  USOC's 
I  :y  to  raise  funds  from  corporate 
BOrs  and  fans,  whose  affinity  for 
|  lames  seems  to  grow,  along  with  TV 
gs,  when  I  hey  are  on  home  soil. 
thai  won't  stop  77  different  sports 
ni/.ations,  from  gymnastics  to  the 
rf  Athletic  Association  of  America, 
pestering  the  USOC  for  attention 
tugging  at  its  purse  strings, 
nd  if  all  those  worries  weren't 
gh,  a  lawsuit  alleging  breach  ofcon- 

and  racial  discrimination  is  being 
ght  by  tlie  USOC's  former  drug-con- 
director,  Dr.  Wade  Exum,  who  was 
highest-ranking  African  American 

he   USOC   staff.    Exum   claims   that 

tnittee  officials,  though  not   Blake, 

V  of  positive  doping  tests  hut  ig- 
(I  them.  The   USOC  denies  the  alle- 


gations. "Quasi-manageable  chaos"  is 
how  U.S.  Weightlifting  President  Brian 

Derwin  describes  the  pro-Blake  i  sue. 

Just  what  is  this  behemoth  called  the 
USOC,  anyway?  An  organization  of  orga- 
nizations, it  raises  funds  from  corporate 
sponsors  and  the  public  and  gets  the 
lion's  share  of  its  money  from  the  IOC's 
television  rights  fees.  In  1999,  the  USOC 
had  a  budget  of  $124.1  million.  Of  that, 
$65.9  million  went  for  maintenance  of 
sports  venues,  directly  to  athletes,  and 
to  39  national  governing  bodies  (NGBs) 
that  groom  athletes  for  Olympic  glory 
and  an  additional  6  NCBs  that  compete 
only  in  the  Pan  American  Games,  a 
Western  Hemisphere  Olympics.  But  the 
system  has  broken  down,  say  critics. 
High-profile  sports  wield  too  much  in- 
fluence. Too  few  dollars  flow  to  athletes. 

Before  these  problems  could  be  fixed, 
a  bigger  one  had  to  be  addressed:  Who 
should  run  the  usoc?  Full-time  staff? 
Part-time  volunteers?  Or  a  quarreling 
combination  of  the  two?  "It  was  an  in- 
dulgent, big  organization,"  says  Olympic 
gold  medalist  Donna  De  Varona,  an  ear- 
ly supporter  of  Blake  and  recently  a 


DOLLARS  FOR  GOLD?  Maurice 
Greene  at  the  U.S.  Track  & 
Field  Trials.  Blake  wants  to 
steer  more  money  to  sports 
that  are  most  likely  to  bring 
home  medals 
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consultant    to    the    White    House    on 
Olympic  drug  issues. 

The  institutional  wrestling  match  for 
control  of  the  USOC  pitted  Blake's  pre- 
decessor, Executive  Director  Richard 
D.  Schultz,  against  William  J.  Hybl,  the 
USOC's  chairman  and  senior-ranking  vol- 
unteer. Finally,  Hybl  pushed  for  a  top- 
down  management  review,  and  the  USOC 
hired  consultant  McKinsey  &  Co. 

McKinsey's  findings  sent  rumbles 
across  the  sun-splashed  USOC  campus. 
Its  report  paints  a  picture  of  an  aimless 
organization,  immobilized  by  ineffectual 
staff  and  volunteer  leaders  who  dogged- 
ly defend  their  fiefdoms  at  a  high  cost  to 
the  Olympic  Movement.  Blake  adds  the 
most  scathing  critique  of  all:  "I've  never 
seen  an  organization  where  there  is 
more  mistrust.  The  level  of  mistrust  is 
almost  incomprehensible  to  me." 
GOLDEN  EXITS.  In  the  end,  McKinsey 
called  on  the  USOC  to  put  a  powerful 
chief  executive  in  command — in  short,  to 
organize  "the  way  a  typical  for-profit 
corporation  manages  its  affairs."  The 
search  began  for  a  General  Patton-like 
figure. 

In  late  1999,  Blake  wasn't  seeking 
the  USOC  post — or  any  job.  He  was  re- 
tired and  living  happily  with  his  wife, 
Karen,  in  Marco  Island,  Fla.  And  he 
was  rich.  A  one-time  General  Electric 
Co.  exec  and  Jack  Welch  protege,  Blake 
had  just  left  his  last  job  as  CEO  of  Pro- 
mus,  where  he  ran  1,300  hotels,  with  a 
$12.5  million  payout.  That  was  a  pit- 
tance compared  with  his  severance 
package  at  USF&G.  When  he  exited  the 
insurance  carrier  in  1998,  Blake  bagged 
$44  million,  prompting  corporate  gadfly 
and  current  Green  Party  Presidential 
nominee  Ralph  Nader  to  dub  him  a 
"looter  of  shareholder  assets." 

Yet  when  contacted  by  the  executive 
search  firm  Spencer  Stuart,  Blake  was 
intrigued  enough  to  go  to  Colorado 
Springs  for  an  interview  on  Jan.  17. 
The  search  narrowed  to  several  candi- 
dates, including  Pete  Dawkins,  a  for- 
mer Heisman  Trophy  winner  and  re- 
tired businessman,  and  Maria  Messing, 
CEO  of  last  year's  Women's  World  Cup. 
Unlike  the  others.  Blake  had  no  history 
in  sports  or  in  running  a  sports  enter- 
prise. He  did  have  a  record  of  success- 
fully managing  chaotic  situations. 

"It  was  essential  to  have  an  effec- 
tive leader  who  could  move  quickly," 
says  Hybl.  Ten  years  earlier,  when 
Blake  took  over  Baltimore-based  USF&G, 
the  once-prosperous  insurer  was  bleed- 
ing red  ink.  Its  stock  was  in  free  fall — 
tumbling  from  the  mid-30s  in  1989  to  a 
low  of .")  i  in  late  1991.  Blake  moved  de- 
cisively and.  some  say,  ruthlessly.    Il< 


BUSIN'  241 


■I^r^ 


Take  me 

to  the  network 
where  Speed  meej 

Performance. 


z&mv 


AT&T 


I 


J  i 


Jamie  Thingelstad  -  Chief  Technology  Officer,  MarketWatch.com 

"AT&T  provides  us  with  expert  solutions  to  meet  our  data,  web  hosting, 
transport  and  voice  needs  -  all  from  one  company.  We  no  longer  have  to 
juggle  multiple  vendors  to  get  our  services  to  customers." 


BypaSS  all  the  Net  Congestion,  CBSMarketWatch.com.  ranked 
the  #  I  online  financial  news  provider  by  Media  Metrix/  saw  its  bandwidth  consumption 
increasing  by  one  percent  per  day.  They  needed  a  single  provider  offering  faster,  larger  and 
more  reliable  IP,  data  and  web  hosting  capabilities  with  the  highest  level  of  security  for  users. 
AT&T  Data  &  IP  Services  provided  a  solution  of  high-speed  Internet  connectivity, 
dedicated  server  hosting,  ATM  and  private-line  frame  relay  services.  CBS 
MarketWatch.com  now  delivers  nearly  ten  million  pages  of  financial  data  and  news  each  day 
to  approximately  a  half  million  people  around  the  world.  If  your  company  needs  speed  and 
performance  without  the  Net  congestion,  let  AT&T  take  you  there  -  now. 


AT&T 


Data  &  IP  Services   |    I800ATT-3I99   |   www.att.com/business_sen 


I 


>rts  Business 


company's  quarterly  dividend 

|:>c  to  a  nickel.  About  5,000  era 
half  the  workforce,  lost  their 
I  one  execs  say  Blake  had  written 

Iff  before  laying  eyes  on  them. 
fcnpression  he  gave  was,  'Every- 

ho  was  here  before  me  was  slop- 
ami  not  a  competent  guy.  If  you 

[squared  away,  I  wouldn't  be 
says  Minor  Carter,  a  senior  vice- 

mt  who  lost  his  job. 

USF&G  returned  to  profitability, 

|ock  rebounded  to  15.  In  1998,  a 
USF&G  was  sold  to  St.  Paul  Cos. 

;.8  billion  and  Blake  was  left 
-and  unemployed.  Not  for  long. 


ing,  high-powered  CEO  and  you  tell  him 
you  expect  him  to  run  the  busi- 
ness ...  lie  thought  that  meant  he  was 
supposed  to  run  the  business.  It  was  a 
huge  departure  for  us." 

One  of  Blake's  first  moves,  completed 
before  his  appointment  became  official, 
was  to  get  the  115-member  USOC  board 
to  grant  him  expanded  powers.  That 
enabled  him  to  tell  hundreds  of  volun- 
teers to  butt  out.  Until  then,  about  40 
plodding  and  at  times,  overlapping,  vol- 
unteer committees  had  been  oversee- 
ing daily  operations. 

Then  came  a  sweeping  strategic  plan 
aimed  at  transforming  the  QSOC's  chum- 


It  was  not  the  last  time  Blake's 
cocksure  demeanor  obscured  a  real  i 

and  cost  him  precious  goodwill,  but    In- 
got the  contention.-,  plan  through 

way.  Its  chief  aim:  redefine  the  pater- 
nalistic relationship  between  the  I 
and  the  45  NGBS.  The  NGBS  run  the 
gamut  from  the  prosperous  basketball 
federation  to  the  feisty  table-tennis  or- 
ganization, which  scrambles  to  pay  the 
electric  bills.  But  there's  one  thing  they 
all  share:  a  reliance  on  USOC  dollar.-. 

It's  muscle  Blake  plans  to  flex.  In  the 
pre-Blake  days,  the  USOC  retained  little 
control  over  how  the  dollars  delivered  to 
the  NGBs  were  spent  and  the  NGBs  rel- 
ished the  no-strings-attached  arrange- 
ment. Under  Blake's  plan,  the  long  arm 
of  the  usor  theoretically  will  now  hold 
wasteful  spending  in  check.  The  USOC 
and  the  nobs  will  become  "business 
partners."  Each  nob  will  be  required 
to  submit  a  detailed  business  plan  ex- 
plaining where  money  will  be  spent  and 
outlining  future  medal  objectives.  "I 


MAKING  WAVES 

Ex-drug-control  czarExum's 
parting  shot  was  a  lawsuit. 
Gold  medalist  De  Varona 
bemoans  an  "indulgent  orga- 
nization" and  backs  Blake 


i.  Later  that  year,  he  was  tapped 
■m  the  waters  at  Promus  Hotel 

a  troubled  chain  formed  in  late 
iy  the  merger  of  Promus  and  Dou- 
e  Corp.  He  had  profits  on  the  rise 

Hilton  bought  Promus  last  No- 
•r  for  $3.1  billion.  "Norm  was  able 
ng  leadership  to  a  company  that 
een  void  of  leadership,"  says  Pro- 
lirector  Peter  V.  Ueberroth,  head 

1984  Olympic  Summer  Games  in 
oigeles  and  a  friend  of  Blake. 
OED  POWERS.  Blake's  USOC  deal 
i  comparatively  modest  base  salary 
|0,000  a  year  for  the  three  years 
ie  has  promised  to  stay.  Yet  at  the 
u's  torching  relationships,  some 
to  the  inner  workings  of  the  USOC 
t  if  he'll  last  even  that  long.  "High- 
months   to  three  years,   I'm   not 

says  Jim  Scherr,  executive  director 

\   Wrestling  and  a  member  of  the 

i  committee  that  hired  Blake.  "It 

e  until  hi'  has  taken  the  USOC  from 

A  to  point   B."  Says  Blake:  "My 

I  here  is  three  years.  I'm  willing  to 
he  abuse  along  the  way." 
thin   days  of  Blake's   arrival,   the 
I   of  change   began   to   howl.   "He 

imply  doing  the  job  we  hired  him 
,"  says  USOC  board  member  Sandy 
p.  "When  you  bring  in  a  high  rank 


my  culture  into  something  more  closely 
resembling  IBM.  With  typical  bravado, 
Blake  predicted  publicly  that  he'd  mow 
down  opponents  and  get  the  plan  ap- 
proved before  he  had  even  shared  the 

outlines  with  the  usoc  executive  com- 
mittee. Acknowledges  Michael  McManus 
Jr.,  a  Blake  ally  and  a  volunteer  who 

played  a  leading  role  on  the  search  com 
mittee   that    hired    him:   "Some   people 
were  pretty  upset.    But   you've  got   to 
know    this   about    Norm:    Most    of  the 
time,  what's  on  his  mind  is  on  his  lips  " 


agree  with  Norm,  this  shouldn't  be  a 
handout,"  said  Ben  Xisbet,  executive 
director  of  U.S.  Table  Tennis,  which 
faces  cuts  in  its  $1  million-a-year  budget 
if  its  world  rankings  don't  improve. 

Indeed,  that's  the  most  controver- 
sial— and  for  some,  even  blasphemous — 
part  of  Blake's  funding  plan:  linking  dol- 
lars to  Olympic  medals.  "There's  a  bias 
in  that  direction."  Blake  says,  Doting 
that  other  factors  will  be  weighed,  too. 

McKinsey  recommended  much  the  same. 
Among  its  findings:    H>',    of  the  i  S0<  '.- 
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II  it's  new  and  It's  gol  wheels,  i  ham  i 
it  came  from  Southern  California  People  here 

aren't  just  content  to  walk;  they'd  rather  pedal, 
skate  or  scoot. 

Maybe    it's   great   weather    that    inspires 
Southern  Californians  to  design  so  many  ways 
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to  get  out  and  about.  Or  maybe  it's  the  wide- 
open  spaces.  Whatever  it  is,  innovation  is  no 
stranger  to  the  roads  and  pathways  of  this 
beautiful  corner  of  the  world. 

It's  probably  no  coincidence,  then,  that  the 
design  for  the  world's  first  mass-produced  hybrid 
vehicle  was  developed  in  Southern  California. 
In  Newport  Beach,  to  be  precise,  at  Toyota's 
futuristic  North  American  design  center,  known 
as  Calty. 

Here,  a  team  of  designers  created  the  look 
that  is  turning  heads  in  the  U.S.  and  overseas, 
for  Toyota's  breakthrough  alternative  fuel 
vehicle,  the  Prius. 

Calty  is  part  of  Toyota's  global  network  of 
operations.  It's  a  network  that  includes  facilities 
in  26  countries  and  provides  jobs  and  growth 
in  communities  around  the  world. 

Here  in  the  U.S..  Toyota  directly  employs 
more  than  27,000  individuals.  In  fact,  more 
than  half  the  Toyotas  sold  in  America  are  built 
by  Americans,  using  many  U.S.  parts. 

Local  investment  helps  Toyota  develop 
vehicles  that  are  suited  to  the  special  needs  of 
the  communities  where  we  do  business.  It's  not 
such  a  radical  idea,  even  if  sometimes  the  results 
may  seem  that  way. 


TOYOTA  People  Drive  Us 


Sports  Business 


investment  in  ngbs  goes  to  sports  that 
rarely  if  ever  win  medals. 

For  Blake,  the  issue,  like  most  in  his 
new  job,  is  best  understood  as  a  matter 
of  dollars  and  common  sense.  Medal 
winners  drive  up  TV  ratings  and  attract 
corporations  willing  to  pay  pay  millions 
to  align  their  products  with  the 
Olympics  rings,  he  says.  Why  not  re- 
ward the  sports  that  make  the  usoc's 
cash  register  chime?  "From  a  practical 
business  standpoint,  one  of  my  respon- 
sibilities is  to  derive  as  much  revenue 

for  the  system  as  I  possibly  can The 

simple  fact  is  that  America  loves  win- 
ners," Blake  says. 

But  some  in  the  Olympic  family  are 
troubled  by  such  reasoning.  Another  ma- 
jor fear:  that  sports  with  multiple  events 
that   can   structurally   produce    many 


medals — track  and  field,  swimming  and 
wrestling,  for  instance — will  be  promoted 
by  Blake  even  more  heavily  than  before. 
And  Olympic  traditionalists  rail  at  the 
idea  of  not  fielding  a  full  complement  of 
competitors — of  excluding  athletes  in 
spoils  in  which  the  U.S.  has  little  chance 
of  excelling.  University  of  Chicago 
Olympics  historian  John  MacAloon  asks: 
"On  what  grounds  should  such  an  athlete 
not  be  supported?  So  the  United  States 
Olympic  Committee  can  pay  its  adminis- 
trators higher  salaries?  Business  mod- 
els, business  efficiencies,  and  treating  the 
American  Olympic  Movement  as  just  an- 
other capitalist  corporation  are  embar- 
rassing in  world  circles." 

That's  where  Blake's  bull-in-china- 
shop  style  and  the  Olympic  Movement's 
sensibilities  clash.  Olympic  activists  don't 


simply  view  their  institution  as  a 
ness.  It's  a  virtual  theology.  Shov 
the  U.S.  Olympic  Committee  b( 
steward  of  a  belief  system,  not  mer 
spreadsheet,  they  ask?  "It's  not 
widgets,  and  it's  not  even  about  w 
the  perfect  basketball  game,' 
Knapp,  who  is  also  president  o: 
Gymnastics.  "It's  world  peace,  it'^ 
ness,  it's  the  best  that  you  can  be 
can't  evaluate  all  of  our  success 
strategies  against  just  a  bottom  li 

The  complexities  and  nuances 
making  the  USOC  are  not  entirely  1 
Blake.  "This  is  a  three-dimensional 
game,"  he  says.  For  the  rest  o: 
usoc,  however,  it's  more  like  syi^ 
nized  wait-and-see. 

By  Mark  Hyman  in  Colorado 
and  Jay  Weiner  in  Minneapolis 


BLAKE:  I  WASN'T  RUNNING  FOR  ELECTION' 


Norman  P.  Blake,  the  controversial 
chief  executive  of  the  U.S.  Olympic 
Committee,  recently  sat  down  in  his 
Colorado  Springs  office  for  a  frank 
exchange  with  Sports  Business  Con- 
tributing Editor  Mark  Hyman. 

Q:  Your  reputation  was  that  of  someone 
who  fixes  ailing  companies.  No  non- 
profit experience.  No  sports  manage- 
ment experience.  WJiy  are  you  here? 
A:  Something  needed  to  be  fixed.  My 
reputation  is  as  something  of  a  turn- 
around person. 

Q:  Much  has  been  made  of  the  ten- 
sions between  the  usoc's  paid  staff 
and  volunteers.  What  needed  fixing? 
A:  There  was  excessive  involvement 
on  the  part  of  the  volunteer  leadership 
in  running  day-to-day  operations  of 
the  usoc.  The  volunteer  leadership 
should  not  be  in  a  situation  where  it 
usurps  the  responsibility  and  the  au- 
thority of  the  staff  that  runs  the  usoc. 

Q:  How  was  the  usoc  Jiarmed? 
A:  You  had  a  lot  of  frustrated  staff 
people  working  very  hard  and  prepar- 
ing a  lot  of  paper — and  very  few  deci- 
sions being  made.  It  just  became  a 
great  wheel-spinning  exercise.  The 
people  who  were  most  hurt  by  this 
were  our  athletes. 

Q:  Why  did  you  move  so  fast? 
A:  Time  is  my  most  precious  resource. 
I  recognized  I  could  not  labor  in  this 
bureaucratic  process  and  accomplish 


anything  in  a  timely 
fashion.  So  I  blew  away 
the  process.  Right  or 
wrong,  I  blew  away  the 
process.  I  wasn't  running 
for  election. 

Q:  You've  upset  some  ath- 
letes by  pushing  a  plan 
that  rewards  sports  that 
regularly  win  medals 
with  greater  funding. 
Wliy  is  that  a  good  idea? 
A:  We're  spending  a  lot  to 
improve  the  competitive 
performance  of  our  ath- 
letes, and  the  end  result 
is  to  win  medals.  It's  not 
exclusively  that.  But  it's 
certainly  a  consideration. 


Q:  If  you'll  be  more  generous  in  sup- 
porting medal-winning  sports  with 
usoc  money,  what  can  teams  that 
rarely — if  ever — produce  medal  win- 
ners expect  from  the  usoc? 
A:  A  nominal  level  of  financial  support 
that  essentially  assures  them  they  will 
stay  in  business  but  doesn't  necessari- 
ly mean  they'll  have  a  largesse  of 
funds  going  forward. 

Q:  You've  said  not  enough  of  the  mon- 
ey raised  to  support  Olympic  athletes 
is  being  spent  on  the  athletes.  Why? 
A:  If  you  saw  some  of  the  overhead 
costs  of  nobs  [national  governing  bod- 
ies] and  how  the  money  is  being  spent, 
and  you  saw  the  average  payment  an 


Q:  How  will  average  sports  fans  kn 
whether  you're  doing  your  job? 
looking  at  how  many  medals  the 
is  whining?  Or  something  else? 
A:  I  don't  think  you're  going  to  kn<  ^raitt 
whether  I've  done  a  good  job  unti'  '• 
leave  this  place.  I'll  take  all  the  fl  & 
while  I'm  here.  But  the  end  result 
it'll  take  five  years  to  assess —  T * 
day  I  leave  here,  everybody  will  si 
ask:  What  good  did  this  guy  do? 
U ni 
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For  an  extended  interview,  go  to 
www.businessweek.com. 
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n  the  effort 


breate  a 
•con  Valley 
Ir  in  the 
|l  World  failed 

tameveld  is  an  out-of-the-way 
stop,  a  Dutch  country  town  of 
48,000  known  for  its  chicken 
farms,  egg  auctions,  and  the 
brothers  Baan.  It's  here  that 
■  Ian  and  Paul  Baan  created 
fan  rare  bird:  software  maker  Basin 
ne  of  the  great  success  stories  of 
!K)s.  Baan,  a  maker  of  software  for 
g  corporations'  internal  operations, 
none,  the  tirst  European  tech  com- 

:  to  lie  hacked  by  U.S.  venture 
'  I.  It  offered  hope' that  Old  World 
nies  could  operate  as  nimbly— and 
is  high-  as  their  Silicon  Valley 
•en.  Sure  enough,  sales  sextupled 

lit'.M  to  1907.  And  the  Baan  broth- 
oth  members  of  the  conservative 

Reformed  Church,   Hew   in   their 
'tween  Barneveld,  Silicon  Valley, 


and  a  host  of  charities  they  sponsored 
around  the  world.  Jan  Baan  boasted  to 
reporters  that  it  was  easier  to  make 
money  than  to  give  it  away. 

That  wasn't  true  for  long.  Pummeled 
by  questions  about  its  finances,  blind- 
sided  by  an  industry  downturn,  and  un- 
dermined by  bumbling  management, 
Baan  saw  its  stock  collapse  in  1998,  and 
the  company  limped  along  without  much 
hope  of  recovery.  The  Baan  brothers  de- 
parted two  years  ago  and  pocketed  most 
of  their  profits  before  the  final  cave-in. 
Not  so  for  many  of  Baan's  investors: 
Those  who  bought  shares  at  the  peak  in 
early  1998  have  suffered  a  95%  tumble, 
representing  more  than  $10  billion  in  val- 
ue. In  class  actions,  thousands  of  share- 
holders in  the  U.S.  allege  the  Baan 
brothers  and  other  company  officials  ben- 
efited from  inside  information  to  dump 
shares  before  the  bad  news  spread. 
LESSONS.  The  end  of  this  saga  came  on 
Aug.  1,  when  Britain's  Invensys  I't.c  put 
Baan  out  of  its  misery.  A  -S14  billion  spe- 
cialist in  factory  automation,  Invensys 
scooped  up  Baan,  including  its  1,300  em- 
ployees, for  a  mere  $7(K)  million.  Among 
the  first  orders  of  business,  says  Inven- 

By  Stephen  Baker 


THE  VISIONARY 

Founder  Jan  Baan  sold  most  of  his 
shares  before  the  collapse.  Now, 
shareholders  are  suing  him 

sys'  American  chief  executive,  Allen 
Yurko,  is  quickly  shutting  down  regional 
offices  and  cutting  1,000  workers.  "When 
we  start  getting  orders,  maybe  we  can 
hire  some  of  them  back,"  he  says.  Nei- 
ther of  the  Baan  brothers  would  com- 
ment. 

How  did  it  come  to  this?  Baan  rose  on 
the  back  of  Jan  Baan's  \ision — then  col- 
lapsed when  it  was  unable  to  weather  a 
market  downturn.  The  company's  trou- 
bles offer  plenty  of  lessons.  For  investors, 
it's  a  reminder  to  focus  on  the  ownership 
of  a  company  and  be  on  alert  if  the 
founders  themselves  appeal-  to  be  hedg- 
ing their  investment  risk.  For  European 
entrepreneurs,  several  steps  behind  the 
Americans  in  developing  a  New  Econo- 
my, Baan's  crash  shows  that  homegrown 
companies  must  embrace  not  only  a  re- 
lentless quarter-to-quarter  focus,  hut  they 
must  be  prepared  to  follow  strict  ac- 
counting procedures — unlike  Baan,  which 
ran  afoul  of  T.S.  accounting  rules. 

At  the  heart  of  I'.aan  was  a  fatail  split. 
one  represented  by  the  brothers  and 
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their  dual  fascinations:  God  and  geld.  Jan, 
the  salesman,  focused  on  persuading  ex- 
ecutives to  hand  over  $10  million  to  $50 
million  on  a  promise  that  his  software 
could  make  their  companies  nimble  and 
efficient.  He  could  talk  circles  around  his 
biggest  competitors,  including  German 
powerhouse  sap.  "Baan  was  above  all  a 
PR  challenge,"  says  sap  Co-Chairman 
Hasso  Plattner.  Meanwhile,  younger 
brother  Paul,  the  chief  operating  officer, 
nudged  Baan  toward  a  more  religious 
path.  The  goal  was  to  take  the  company's 
financial  harvest  and,  using  a  complex 
ownership  structure,  plow  it  into  good 
works,  such  as  building  orphanages  in 
Indonesia.  In  the  end,  the  brothers  could- 
n't have  it  both  ways.  Their  enterprise 
could  not  be  both  commercial  and  reli- 
gious, public  and  secretive. 

The    story   begins   more   than   two 
decades  ago.  Jan  Baan,  a 
former  accountant,  spot- 
ted the  opportunity  for 
using  software  to  auto- 
mate the  planning 
processes  for  man- 
ufacturers, and 


JAN  2,  '98 
$32.68 


APR.  20.  '98 
$54.20 


started  Baan  as  a  consulting  firm  in  1978. 
Most  of  the  company's  engineers  back 
then  were  members  of  the  Dutch  Re- 
formed Church.  They  kept  their  labs  free 
of  swearing,  mandated  long  skirts  for 
women,  and  shut  down  on  Sundays — 
even  when  customers  were  clamoring  for 
help.  The  other  six  days  of  the  week, 
they  translated  Baan's  visions  into  ele- 
gant code. 

At  the  dawn  of  the  1990s,  Baan  saw  a 
big  wave  coming.  Companies  were  re- 
vamping all  of  their  internal  processes 
to  make  them  more  efficient.  The  logical 
step,  Baan  thought,  would  be  to  stitch  to- 
gether a  set  of  software  programs  to 
handle  all  of  a  company's  internal  data- 
processing  needs — from  inventory  man- 
agement to  accounting. 
STUDY  IN  CONTRASTS.  Unfortunately,  he 
wasn't  the  only  person  to  see  this  coming. 
In  Germany,  sap  was  quicker  to  reach 
this  budding  "enterprise  market."  SAP, 
which  went  public  in  1992,  already  had 
homegrown  companies,  from  Daimler  to 
Bayer  and  Hoechst,  in  its  back  pocket. 
sap  had  money  to  hire  an  army  of  engi- 
neers that  could  build  a  daunting 


;' 


ffliM  a 


f 
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lead.  Baan,  sitting  in  rural  Bani(t« 
lacked  the  funds  to  pursue  his 
In  1993,  the  money  arrived  in  the 
of  William  O.  Grabe,  a  partner 
ture-capital  firm  General  Atlantic 
ners,  which  bankrolled  Baan 
million.  It  was  a  golden  opportunity 
the  cash — a  tremendous  amount 
era — the  software  company  could 
expand  to  the  rest  of  Europe  and 
America. 

Still,  Baan  and  sap  were  a  sti 
contrasts.  While  the  German 
was  deliberate,  focused,  and  depenls< 
the  Baan  brothers  winged  it.  sai 
grammers  met  exacting  specs  and 
lines.  At  Baan,  say  former  empl 
the  voluble  Jan  simply  sketched  o  keii 
vision.  The  programmers  impro  ied  ckr 
sometimes  brilliantly,  adding  new  s, 
bilities  that  their  bosses  hadn't 
asked  for.  This  freedom  made  Baar  n 
ly  popular  among  programmers  irtuj 


len  they 


Investme! 

the  foi 


profile  and  prepares  it  [ 
IPO. 


1993  Seeing  a  bright  future 
for  enterprise  software, 
Connecticut's  General  Atlantic 
Partners  invests  $21  million  in 
Baan,  buying  one-third  of  the 
company. 

1994  Jan  Baan  sells  software 
system  to  Boeing.  The  break- 
through contract  raises  Baan's 


1995  Before  Baan  li 
shares  on  Nasdaq  and 
Amsterdam  exchange, 
brothers  put  control  of 
in  the  hands  of  their  c 
foundation.  In  the  next 
years,  the  stock  soars 
times  its  previous  valu 


1996  Buoyed  by  stroi 
Baan  goes  on  buying  s| 
snapping  up  ninedi 
ware  companies  over 
including  Aurum — a 
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a  i  im  ict   oq     onr\r\ 


Jnent  rarely  knew  what   it   was 

,nj  >r  when. 

fit  .he  market  booming,  the  oper- 

■  lit  dies  didn't  weigh  l'>aan  dnwn. 
ec  vvitli  a  1995  initial  public  offer- 
•01  rig  up,  the  brothers  focused  on 
tii  ig  their  coming  fortune.  They 

Ml  lace  a  dizzying  financial  struc- 
1  t  reflected  their  dual  goals  of 

■  r  both  God  and  profits.  They 
Jheir  39%  share  of  Baan  into  a 
I  company,  initially  called  Baan 
■ants  and,  later,  Vanenburg  Ven- 
Bhen  they  folded  that  company 

i  charitable    holding    company, 

■  ios  Foundation. 
■Permitted  the  Baan  brothers  to 
■heir  bets.  The  public  company 
■hed  clear  accounts  and  attracted 

I  s.  Meanwhile,  the  private  side, 
investments,  would  take  on 
the  form  of  investments  in 
•tups.  To  finance  these  deals, 


Baan  Investments,  headed  by  Paul, 
took  commercial  loans  from  Dutch 
banks,  using  Baan  Co.  stock  as  collat- 
eral. They  also  formed  a  private  com- 
pany, Baan  Business  Systems,  that  be- 
came the  leading  distributor  of  Baan 
software. 

This  unusual  arrangement  didn't  faze 
investors.  The  1995  IPO,  launched  on  the 
Amsterdam  stock  exchange  as  well  as 
the  Nasdacj,  arrived  as  the  enterprise 
market  was  exploding.  The  industry  was 
growing  40%  a  year.  There  was  plenty  of 
opportunity  for  Baan,  which  was  enjoying 
60%  to  90%  growth. 
BIG  VISION.  For  Baan,  the  key  was  gain- 
ing market  share.  Once  customers 
bought  the  first  round  of  Baan  software, 
Baan  was  betting  they  would  sign  up 
for  more  programs,  since  swapping  out 
computer  systems  could  be  costly  and 
complicated.  So  Baan  focused  almost  en- 
tirely on  landing  new  accounts — and 
skimped  on  customer 
service.  "I  don't 
think  we  were  ever 
told  directly  to  f- — 
the    customer,    but 


that  was  the  message,"  Bays  one  former 

account  manager  at  Baan. 

As  the  enterprise  market  boomed, 
Paul  Baan  left  the  company  to  focus 
on  charity  and  the  fast-growing  pri- 
vate businesses.  Jan,  meanwhile,  was 
looking  at  the  future  of  the  market. 
As  early  as  1995,  before  the  rest  of 
the  industry  caught  on,  he  was  pre- 
dicting that  companies  would  soon  ex- 
tend their  enterprise  systems  outside 
the  company  walls.  He  envisioned  vast 
networks  that  reached  out  to  customers 
and  suppliers  and  salesforces.  SAP  was 
likely  to  attack  the  same  market,  of 
course.  Baan  decided  to  outrace  the 
German  giant  by  gobbling  up  software 
companies.  To  carry  out  the  strategy, 
Baan  hired  as  its  president  an  18-year 
McKinsey  &  Co.  consulting  veteran, 
Tom  Tinsley.  Through  the  next  two 
years,  Baan  used  its  pricey  stock  to 
snatch  nine  companies,  including  Au- 
rum  Software,  a  San  Francisco  maker 
of  salesforce  automation  software. 

Trouble  was,  Baan  and  Tinsley  could- 
n't make  their  formula  work.  Costs 
skyrocketed,  since  each  unit  maintained 


&  Co.  consultant  who  joined 
Baan  in  1995,  takes  over  CEO 
position.  As  Baan  stock  falls, 
banks  that  were  holding  the 
Baan  brothers'  stock  as  loan 
collateral  unload  8%  of  the 
company. 

NOV.  '98  President  Mary 
Coleman,  formerly  of  Aurum, 
leads  move  to  cut  1,200  jobs. 


ims. 


h  demand  tor  back- 
/are  at  an  all-time 
revenue  soars  91%. 


April,  the  company's 
peaks  at  $54.  Then 
irst-quarter  1998 
>3  million,  explaining 
ot  the  sales  were 
t  ;  own  distribution 
nvestors  sell  down 
'i  in  two  days. 


B  Baan  brothers 
rom  the  company. 
1,  a  former  McKinsey 


MAY  19  '00 
$1.44 


AUG  1  '0' 
$2.63 
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MAY  '99  Tinsley  quits,  tak- 
ing a  job  at  General  Atlantic 
Partners,  the  same  VC  firm  that 
put  Baan  on  the  map.  He's 
replaced  by  Mary  Coleman. 

JUNE  '99  The  Baan  brothers' 
Vanenburg  Ventures  investment 
firm,  which  holds  20%  of 
Baan  stock,  quietly  sells  more 
than  half  of  it  by  the  end  of 
the  year. 

JAN.  'OO  With  finances 
plummeting,  Mary  Coleman 


quits.  New  CEO  Pierre  Everaert 
searches  for  a  buyer. 

MAY  'OO  Britain's  Invensys 
announces  $700  million  offer  for 
Baan,  pricing  shares  at  $2.85. 
Aug.  1:  Deal  goes  through. 

LATER  2000  Two  of  Van- 
enburg's  new  software  compa- 
nies are  scheduled  for  IPOs  on 
the  Nasdaq.  This  includes  Top- 
Tier,  a  key  software  supplier  to 
longtime  Baan  rival  SAP. 
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1.    AMD   (see  example) 


2.  Athlon 


3.  processor 


4.  now 


5.  with 


6.  full-speed 
?.  performance 
8.  enhancing 


9.  cache 


10.  memory 


AMDS 


•  speeds  of  up  to  1  GHz,  and  now  with  full-speed  performance-enhancing  cache  memory,  the 
\thlon "  Processor  helps  you  take  full  advantage  of  your  most  demanding  applications.  This  is  just 
f  the  many  reasons  AMD  Athlon  and  AMD  Athlon  processor-based  systems  have  already  won  more 
50  awards  worldwide.  Could  more  be  on  the  way?  Find  out  at  www.amd.com/productivity. 
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its  own  administration.  Salesforces 
bumped  into  each  other  as  they  visited 
the  same  customers.  "The  very  premise 
of  this  was  an  integrated  solution," 
says  analyst  David  Caruso  of  AMR  Re- 
search. "They  totally  missed  it." 

Worse,  they  often  failed  even  to  stitch 
the  software  together.  Take  Coda,  a  fi- 
nancial software  company  that  Baan 
bought  in  1998  for  $86.6  million.  Baan's 
software  engineers  in  Barneveld  were 
reluctant  to  part  with  the  finance  pro- 
gram they  had  devised.  And  when  man- 
agers told  them  to  integrate  Coda  into 
Baan's  programs,  the  engineers,  says  one 
ex-Baan  employee,  simply  found  other 
work  to  do.  Coda,  until  Baan  unloaded  it 
early  this  year  for  $50  million,  remained 
a  stand-alone  product. 

Baan's  numbers  couldn't  withstand  the 
internal  conflicts.  Under  extreme  pres- 
sure to  keep  revenues  growing  fast,  the 
company  transferred  $43  million  worth  of 
licenses  to  the  Baan  private-distribution 
company  and  booked  them  as  sales  to 
outside  companies.  In  April,  1998,  Baan 
had  to  reduce  its  earn- 
ings. That  grim  an- 
nouncement spelled  the 
end  of  Baan  as  an  inde- 
pendent company.  "It 
became  a  highflier 
when  U.  S.  investors 
took  over,"  says  analyst 
Jeroen  van  Harten  of 
Rabobank.  "And  when 
U.  S.  investors  saw 
something  fishy,  they 
dumped  it." 

Overnight,  Baan 
turned  from  Europe's 
success  story  into  a 
case  study  of  what 
ailed  the  Continent. 
U.  S.  analysts  criticized 
its  slow  management 
and  cozy  insider  deals. 
Customers,  including 
Siemens  and  Carrier 
Corp.,  removed  Baan 
programs  and  replaced 
them  with  sap. 
BELIEVERS.  At  first, 
Jan  Baan  tried  des- 
perately to  repair  the 
damage.  To  ease  the 
confusion  between  the 
private  and  public- 
companies,  he  re- 
named Baan  Invest- 
ments Vanenburg 
Ventures.  In  July, 
1998,  he  resigned — 
leaving  a  pair  of 
Americans,  Tinsley 
and     former     Aurum 
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ceo  Mary  Coleman, 
now  Baan's  chief  op- 
erating officer,  in 
charge.  The  American 
team,  later  joined  by 
Chief  Financial  Offi- 
cer James  Mooney,  a 
former  IBM  exec,  jet- 
ted between  the  of- 
fices in  the  Nether- 
lands and  a  new  U.S. 
headquarters  in  Vir- 
ginia, working  franti- 
cally to  cut  costs  and 
line  up  financing. 
"There  was  still  pas- 
sion in  people's  eyes," 
recalls  Rohit  Agarwal, 
a  former  vice-presi- 
dent who  left  Baan 
early  this  year.  "People  still  believed." 
Not  so  investors.  Even  before  the 
disastrous  earnings  restatement,  cagey 
investors  were  dumping  the  stock.  Put- 
nam Investments,  citing  the  complicated 
corporate  structure,  sold  its  9.3%  stake 
in  the  company  in  late 
'97.  Even  General  At- 
lantic started  selling 
its  holdings  in  1996 
and  continued  through 
the  summer  of  1998.  It 
was  later  that  year 
that  lawyers  in  the 
U.  S.  filed  shareholder 
suits,  asserting  that 
Baan  directors  had  un- 
loaded stock  while 
privy  to  upcoming  bad 
news.  Baan  officials 
deny  it.  Lawyers  say 
a  trial  is  likely  next 
year. 

The  Baan  brothers, 
too,  reduced  their  hold- 
ings. In  some  cases,  it 
wasn't  voluntary.  As 
the  Baan  stock  price 
fell  in  the  summer  of 
1998,  Dutch  banks  that 
were  holding  Vanen- 
burg shares  as  loan  col- 
lateral unloaded  them. 
This  contributed  to  the 
run  on  Baan,  which  fell 
from  $54  a  share  to  $11 
a  share  from  April  to 
October,  1998,  and  low- 
ered the  Baan  brothers' 
holdings  to  30%. 
Through  1999,  the 
Baans  sold  shares, 
dropping  the  Vanen- 
burg holdings  to  less 
than  10%  of  the  com- 
pany.  By  Dutch  law, 
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NEW  BOSS 
Invensys  CEO 
Yurko  picked  t 
the  Dutch  coir 
for  a  paltry  $7( 
million 


Vanenburg  was 
ed  to  report  whe 
threshold 
crossed — sonnet! 
failed  to  do 
Dutch  regulators 
pursue  the  comp, 
court,  they  have 
no  action  yet. 

It  wasn't  a 
time  to  sell.  In 
Baan  Co.  had  little  chance  to  mc 
comeback.  For  two  years,  custi 
had  bought  and  installed  new  < 
prise  systems  as  a  defense  again: 
dreaded  Year  2000  software  glitc 
the  millennium  approached,  a  li 
the  industry.  This  bruised  SAP 
laid  Baan  out  flat.  In  May,  ceo  "I 
left,  exhausted  and  demoralize! 
cording  to  people  who  were  the 
the  time.  The  company's  new 
Coleman,  flew  the  world,  sweet 
ing  customers  and  attempting  wi 
success  to  recast  Baan  as  an  Int 
company.  On  Jan.  5,  2000,  Co! 
quit,  on  the  eve  of  a  disastrous 
ings  announcement. 
LOOKING  AHEAD.  The  only  thing  1 
do  was  sell  the  company.  The  Ba 
rectors  appointed  a  caretaker 
Pierre  Everaert,  who  shopped 
buyer  and  found  Invensys.  Not  su 
ingly,  one  of  Yurko's  easiest  tra 
tions  was  with  Jan  Baan  himself, 
er  this  summer,  he  met  with  a  si 
Jan  Baan,  who  tendered  his  rem; 
shares.  Now,  Invensys  will  move  1 
uidate  Baan  as  a  public  compani 
operate  it,  under  the  Baan  nan 
part  of  its  software  division. 

And  Jan  Baan?  He's  looking  ahe; 
always.  Unlike  thousands  of  inve 
he  emerged  from  the  Baan  Co.  sags 
a  large  fortune — and,  with  his  br 
was  able  to  plow  more  than  $15( 
lion  of  his  winnings  into  a  portfo 
more  than  a  dozen  Net  companies 
of  them,  TopTier,  an  e-commerce 
ware  maker,  is  preparing  its  IPO  ji 
the  old  Baan  is  falling  off  the  Nasdai 
a  new  beginning  for  Jan  Baan,  wh 
learned  at  least  one  crucial  Silicon  "\ 
lesson  from  his  odyssey:  how  to 
from  failures. 

With  Menno  Spiro  in  Bamevelo 
Steve  Hamm  in  New  York 
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spacious  two- room  suite,  free  cooked-to-order  breakfast,  nightly  Manager's 
eception*  and  Hilton  1  I  I  1  <>  n  o  r  s  K  h  o  t  e  1  points  and  airline  miles. f  All  for  the  price 
I     in    ordinary    hotel    room.    Call     I -8oo- EMBASSY    or    visit    embassysuites.com 


a 


EMBASSY     SUITES 

II  O   I    E  I    S 


Information  Technology 


STRATEGIES 


LATE  TO 
THE  PARTY 

Kinko's  hopes  the  Net  will 
help  it  nab  bigger  clients 

It's  a  sweltering  day  in  late  July  at 
the  Kinko's  in  the  Sahara  Pavilion 
shopping  center  in  Las  Vegas,  just  a 
toss  of  the  dice  away  from  the  city's 
main  strip.  Inside,  Rick  Steele,  ceo  of 
Kinko's  new  Internet  site,  kinkos.com,  is 
supervising  employees  as  they  complete 
their  training  on  how  to  take  customer 
orders  over  the  Web.  This  is  where,  on 
Aug.  7,  Kinko's  Inc.  launched  the  final 
piece  of  its  $200  million,  three-year  In- 
ternet strategy — an  ideal  setting  for  the 
company's  big  bet  on  the  Net. 

Called  Print  to  Kinko's,  it's  an  Inter- 
net order-taking  system  that  will  let 
customers  upload  digital  versions  of 
their  documents  to  kinkos.com,  zap  them 
around  the  world — and  get  them  deliv- 
ered anywhere,  as  paper,  customized  to 
order,  and  within  hours.  This  clicks-to- 
bricks  service  will  roll  out  first  in  Las 
Vegas  and  19  other  cities,  and  be  avail- 
able in  most  of  Kinko's  1,000  stores  by 
the  end  of  the  year. 
TOO  LITTLE,  TOO  LATE?  Still,  Kinko's 
has  a  long  way  to  go  before  it  outruns 
its  Web-savvy  rivals.  For  starters,  such 
online  copy  shops  as  NowDocs,  iPrint, 
and  Mimeo.com  already  offer  similar 
services.  Even  some  of  Kinko's  offline 
competitors,  including  pip  Printing  and 
Sir  Speedy,  are  launching  Web  offer- 
ings. Kinko's  has  the  brand-name  ad- 
vantage, but  is  it  too  little,  too  late? 
"As  we've  learned  from  companies  like 
drkoop.com,  having  a  great  street  name 
doesn't  always  translate  online,"  says 
Robert  Foster,  executive  director  of 
ucla's  Center  for  Management  in  the 
Information  Economy.  "Kinko's  has  quite 
an  infrastructure  set  up.  Now  it  has  to 
figure  out  how  to  take  advantage  of  it." 

With  its  multimillion-dollar  investment 
last  March  in  liveprint.com,  an  online  copy 
shop  based  in  Alexandria,  Va.,  Kinko's 
hopes  to  kick  its  mom-and-pop  growth 
rates  out  of  paper-jam  mode.  CEO  Joseph 
Hardin  is  banking  that  Print  to  Kinko's 
will  enable  the  30-year-old  company  to 
capture  some  of  the  large  corporate  print- 
ing market  and  boost  revenues  by  up  to 
50% — which  is  central  to  his  dream  of 
taking  the  company  public.  With  estimat- 
ed sales  of  $2  billion  a  year — but  operat- 


HARDIN  (LEFT)  AND  STEELE:  A  ways  to  go  before  outrunning  Web-savvy  ri 


ing  margins  as  low  as  20% — Kinko's  will 
need  a  boost. 

How  does  the  Web  site  work?  Cus- 
tomers can  upload  digital  documents, 
specify  how  they  want  them  printed 
and  bound,  and  have  them  delivered  by 
courier  where  same-day  service  is  of- 
fered or  overnight  by  FedEx  Corp. 
Customers  also  can  design  their  own 
logos,  business  cards,  and  other  prod- 
ucts, and  save  them  in  an  online  "brief- 
case" so  they  can  reorder  instantly. 
They  can  see  color  proofs  of  their  docu- 
ments on  screen  before  they  buy. 

Another  payoff  is  speed.  Orders  placed 
online  take  about  two  minutes  to  process, 

KINKO'S  NET  GAINS 

MORE  PROFITABLE  CUSTOMERS 

Kinko's  deals  mostly  with  individ- 
uals and  small  business,  but  Net- 
enabled  services  for  larger  cus- 
tomers could  boost  revenues  by 
50%  over  the  next  few  years. 

BETTER  CUSTOMER  SERVICE 

Roughly  10%  of  orders  had  errors, 
but  as  customers  enter  their  own 
orders,  Kinko's  could  reduce  errors 
and  save  $1  million  a  year. 

STREAMLINED  OPERATIONS 

Kinko's  1,000  stores  operated  in- 
dependently, causing  patchwork 
service  and  other  problems.  Link- 
ing the  stores  standardizes  service 
and  shifts  tasks  to  less  busy 
stores.  Annual  savings:  $500,000. 


compared  with  up  to  five  minut 
orders  placed  in  the  store.  Overall 
Net  could  speed  Kinko's  ability  tc  | 
orders  by  as  much  as  70%.  And  | 
jobs  will  become  more  accurate.  \ 
says  the  error  rate  for  online  orde  \ 
1%,  compared  with  10%  rates  c  | 
coo  Scott  Seay  estimates  that  if  i 
orders  are  placed  online,  Kinko's  | 
save  more  than  $1  million  a  year.   1' 

Now  that  all  of  Kinko's  storc  ft 
wired  to  one  another,  they  can  p  B 
bigger  orders  faster.  Just  ask  sa  | 
business-software  giant,  sap,  befor<  ft 
cent  convention  in  Las  Vegas,  or  \. 
2.2  million  copies  from  Kinko's.  The  I 
had  to  be  finished  in  four  days,  wit! 
part  of  it  requiring  overnight  de  i 
Thanks  to  the  Wet» — which  was  a  \ 
pinpoint  and  distribute  the  work  q  ft 
to  idle  copy  machines  in  five  of  B  1 
neighboring  stores — the  compam  ft 
able  to  meet  the  deadlines  without  1 
ing  a  sweat.  And  the  Net  makes 
Kinko's  facilities  more  productive.  "J 
that  normally  does  200  print  runs 
might  now  be  able  to  do  210,"  predi< 
alyst  Tim   Minahan   of  the  Abe: 
Group.  To  be  sure  it  can  handle  the 
work,  Kinko's  is  building  a  network 
ant  printing  facilities  that  will  be  uj 
help  process  big  corporate  jobs. 

Will  all  the  digital  pyrotechni 
enough  to  accelerate  Kinko's  gr( 
Hardin  is  optimistic.  'We  may  be  I 
the  Net,"  he  says,  "but  at  the  end 
day,  he  who  executes,  wins."  Not 
lesson  to  duplicate,  and  Hardin  is 
getting  started. 

By  Arlene  Weintraub  in  Las 
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is  it: 


the  banner  ads? 


,\\\    your  online  store? 


to    or  not  really  knowing 
who  your  customers  are. 


With  software  from  Hyperion, 
people  throughout  a  company 
can  understand  any  part  of  a 
business.  They  can  find  out  what 
needs  to  be  done  and  do  it.  Like 
make  friends  of  your  customers, 
before  someone  else  does. 


o   • 
ooo 

o  o 

Hyperion 


what's  going  on 


The  agility  to  perform  in  synchrony. 
The  Stability  to  dominate  when  others  are  tossed  by  the  currents. 

1S*»  sof^re  can  no,  ne  ,n^  an,  u*n*  rtift  *.  ,a*<  *****  *  ***  h 


. 


www.agilera.com 


n  your  desktop,  tailored  to  job  responsibility.  Application  hosting  services  from 


Run  with  the  swift.  Stand  with  the  strong. 


SENDING 

FILM  TO 

INTERNET 

PHOTO  LABS 


To  Develop  Your  Vacation 


sni  Pictures,  Just  Click 


Now  photo-sharing  Web  sites  offer  processing,  too-oftenforj 


BY  LARRY  ARMSTRONG 

Every  year,  mv  fami- 
! 


ly  rents  a  cabin  or 

condo    in    a    prime 

vacation     spot     so 

that  we  can  all  get 

together  for  a  week 
lin  the  summer.  And 
every  year,  the  same 
post-vacation  snapshot 
madness  sets  in.  Once 
back  home,  my  three 
brothers  and  I  all  get  our 
film  developed  and  mail 
the  second  sets  of  prints 
from  brother  to  brother 
and  finally  to  my  mother, 
round-robin  style,  so  that 
everyone  can  put  their 
mark  on  the  back  of  the 
ones  they  want  copied.  If 
we're  lucky,  we've  gotten 
everything  shipped,  se- 
lected, sorted,  reprinted, 
and  re-mailed  by  Christ- 
mas. Then,  of  course, 
everyone  takes  a  lot  more 
pictures  at  Christmas. 

This  time  around,  I  de- 
cided to  take  the  high-tech 
approach  to  sharing  my 
snaps.    Within    the    past 
year,  dozens  of  companies 
have  set  up  photo-sharing 
Web  sites.  Originally,  they 
were  designed  to  let  you  post 
digital  photos,  either  snapped 
with  a  digital  camera  or  scanned 
into  your  computer  with  a  digital  scanner.  The 
idea  is  that  you  organize  your  best  ones  into  al- 
bums and  invite  friends  and  family  to  look  at 
them  on  the  Internet.  If  anyone  wants  hard 
copies,  they  click  on  their  favorites,  enter  a  cred- 
it card   number,  and  get  professional-quality 
prints  in  the  mail. 

PHOTO  PASTRY.  Now,  for  the  digitally-deprived 
shutterbugs  among  us,  many  Internet  startups 
have  started  adding  conventional  film-process- 
ing services  as  well.  I  tried  out  four  of  the  best- 
known  ones:  Club  Photo,  ememories,  Ofoto,  and 
Snapfish.  They  all  work  pretty  much  the  same 
way.  You  mail  them  your  film,  they  develop  it, 
scan  it,  and  post  it  online.  They  e-mail  instruc- 


tions on  how  to 
find  your  pic- 
tures.   Best    of 

all,  they  do  all  this  for  free,  or  almost  fre 
but  Club  Photo,  which  sells  you  the  mailer  i  jji 
pay  the  postage  to  get  your  film.  Only  Sm 
for  a  $1.69  shipping  fee,  sends  you  a  set  of  :i\m 
from  your  negatives.  The  companies  ho 
make  money  by  selling  you  and  your  ft 
prints,  picture  frames,  and  all  manner  of 
chandise  decorated  with  photos,  from  coffee 
to  cookies. 

At  the  end  of  my  vacation,  I  dropped  all 
film — one  roll  per  mailer — at  the  post  offj, 
Estes  Park,  Colo.  To  compare  the  results 


IPK 
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photoflniBhers,  which  have  also  gotten 

inline  photo-sharing  business,  I   mailed 

ier  roll  t<i  PhotoWorks.com,  the  new 
longtime  mail-order  processor  Seattle 

ks.  That  cost  me  $11  for  prints  by  mail 

d  tos  online.  Buck  home,  I  dropped  off 
I  roll  for  one-day  processing  at  a  Kite 
ir  store  in  Bur-bank,  Calif.  Retail  photofin- 
•;  \v  offer  the  upload  option,  most  of  them 
lg  Kodak's  PhotoNet  service,  also  avail- 
i?  You've  (lot  lectures"  for  America  Online 

tK  CHARGES.  When  I  logged  on  the  next 
A)  s  familial-  voice  chirruped  "you've  got 
1  "  But  what  price  instant  gratification? 
|    exacts  an  extra  $6.99  for  simply  scan- 
uploading  my  photos,  something  all 
her  companies  do  for  free.  And  that's 
beginning.  While  the  other  companies 
store  your  albums  on  their  sites  for 
charges  $1.4!)  a  month  for  each  50 
beyond  the  first  50.  Want  to  download 
|esolution  image  to  fid- 
at  home — to  crop  out 
ither's    former    girl- 
ay?  That'll  be  another 
lease. 

l're  the  type  who  likes  to  watch  your 
drop  out  of  the  end  of  the  one-hour 
(achine,  the  new  free  services  aren't  for 
fastest.  Club  Photo,  made  my  pictures 
[e  online  in  four  days,  as  promptly  as  for- 
|:oWorks.  But  it  took  Ofoto  and  ememories 
:e  a  week,  and  I  all  but  gave  up  on  the 
,t  widely  publicized  startups,  Snapfish  and 
ly.  Shutterfly  didn't  get  its  film-developing 
started  until  after  I  left  for  vacation,  so 
d  mailers,  shot  a  roll,  and  sent  it  in  after 
Ick.  So  far — 11  days  and  counting — I  don't 
bw  whether  the  company  has  even  re- 
ceived my  film.' 

Of  all  the  sites,  Snapfish  was  my 
least  favorite.  Though  it  alone  offers  a 
free  set  of  prints  with  each  roll  de- 
veloped (for  a  $1.69  shipping  fee),  it 
took  two  frustrating  weeks  to  get  my 
>t os  online.  By  then,  the  prints  had  ai- 
iriived  in  the 
I  nd  Snapfish  is 
in  the  way  only 
[ernet    startup 
You  have  to 
credit     card 
to     get     tree 
You're   billed 
I -a   .S::.!)i)   if  you 
et   to  its  Web 
view  your  pie- 
ivithin  :'.()  days. 
pU  have  to  an- 
short    market - 
ionnaire  be- 

1     will    even    let 
K  at  your  snap- 

n  it  comes  time 

organizing  and 
ling  your  online 

the  differences 


Photography 


between  the  sites  became  clearer. 
Here,  < flub  Photo  is  the  besl  of 
the  bunch.  But  ememories  comes 

close,  largely  because  you  could 
produce  the  best-looking  alliums  on 
its  site.  Ememories  lets  you  choose 
from  a  generous  array  of  back- 
grounds, and  each  page  can  be  cus- 
tomized with  its  own  title,  caption,  and  enough 
descriptive  text  to  write  a  book  if  you  want. 
You  can  also  add  live  links  to  other  Web  pages. 
Club  Photo  has  the  best  of  a  primitive  lot  of 
photo-editing  tools.  It's  the  only  site  that  lets 
you  lighten  or  darken  images  online,  a  feature 
that  can  dramatically  affect  the  look  of  your 
pictures.  Club  Photo  and  ememories  also  are 
the  only  free  sites  that  allowy  you  to  download 
high-resolution  pictures  so  you  can  improve 
them  by  cropping,  fiddling  with  colors,  and  ad- 
justing the  contrast  using  desktop  photo-editing 
software,  something  that  undoubtedly  will  be 
built  into  the  sites  in  the  future.  Club  Photo 
also  has  a  nifty  feature  that 
lets  you  download  your  fa- 
vorites to  your  Palm.  And 
don't  forget  those  photo-deco- 
rated cookies,  at  $26  a  dozen. 

In  the  end,  I  ordered  prints  from  every  site, 
going  so  far  as  to  post  a  couple  of  the  same  pic- 
tures on  each  so  that  I  could  compare  print  qual- 
ity. The  prints  are  expensive,  about  50tf  each 
for  the  4-inch-by-6-inch  size,  compared  with  about 
300  for  drugstore  reprints,  although  ememories 
discounts  to  that  price  when  you  order  24  or 
more.  The  Club  Photo  shipment  once  again  ar- 
rived first,  in  four  days.  Everyone  else  took  a 
wreek  or  more. 

But  by  then  I  wTasn't  very  interested  in  the 
prints,  or  even  anxious  about  the  wait  it  takes  to 
get  them.  I  already  had  the  best  of  them  edited 
into  albums  and  had  e-mailed  invitations  to  my 
friends  and  family  to  view  them.  I  w7as  more 
interested  in  their  plaudits  ("what  a  great  idea," 
"you're  a  genius"),  and  in  what  new  twists  the 
online  sharing  sites  will  come  up  with  next.  As  I 
see  it,  online  photo  sharing  can  only  get  better. 
And  in  time  for  Christmas,  I  hope. 


Sizing  Up  the  Photoflnishing  Sites 


The  sites 
hope  to  make 
money  by  selling 
you  and  your 
friends  prints, 
picture  frames, 
and  all  manner 
of  merchandise 
decorated  with 
photos 


COMPANY/ 

WEB  SITE  (WWW.) 

DAYS  TO 
POST  ONLINF 

PROCESSING 
PRICE 

APS  FILM 

4X6  PRICE/ 
8X10  PRICE 

COMMENTS 

CLUB  PHOTO 

clubphoto.com 

4 

$1 

Yes 

$0.45 
4.49 

Fastest  processing,  free  high-resolution 
downloads,  best  album  tools 

EMEMORIES 

ememories.com 

7 

Free 

No 

0.29-0.49 
2.99 

Sluggish  Web  site;  albums  can  have 
live  Web  links,  multiple  authors 

OFOTO 

ofoto.com 

PHOTOWORKS 

photoworks.com 


Free  Yes         0.49  Negatives  returned,  can  add  message  to  print 

2.99  shipments,  can't  rotate  pictures  in  albums 

$7-12.50     Yes        4x6  set  Traditional  photofinisher  early  to  Web, 

included  proprietary  tormat,  allows  downloads 


snapfish  14  $1.69  No        4x6  set        Price  good  for  24  rolls/year,  extras  are 

snaptish.com  included      $2.49  more;  intrusive  on-site  marketing 
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3  Putting  Stock 
§3  in  Rental  Properties 

With  rents  and  real  estate  prices  rising,  the  appeal  is  clear 


BY  KATE  MURPHY 

After  years  of  watching  clients  get  rich  in- 
vesting in  small,  single-,  and  multifamily 
rental  properties,  real  estate  attorney  Tim- 
othy Furey  decided  to  diversify  his  port- 
folio beyond  the  standard  mix  of  stocks 
and    bonds.    "With   three    kids    to    put 
through  college,  I  thought  I'd  better  ex- 
pand my  financial  horizons,"  he  says.  So  Furey 
bought  a  carriage  house  and 
fourplex  to  let  near  his  home  in 
Bristol,  Conn.  Three  years  later, 
he's  well  pleased  with  his  in- 
vestments. Furey  won't  disclose  his  returns,  but 
he  says  "they  were  better  than  my  401(k)  last 
quarter." 

While  there  are  no  nationwide  data  to  quanti- 
fy it,  regional  landlord  and  property-owner  as- 
sociations report  that  more  individuals  than  ever 
are  investing  in  rental  housing.  The  appeal  is 
clear  enough:  Nationwide,  such  properties  have 
been  appreciating  6%  to  10%  a  year  for  five 
years  running,  says  Mark  Datzour,  research  di- 


Real  Estate 


rector  at  Texas  A&M  University's  Real 
Center  in  College  Station,  Tex.  During  th| 
period,  rents  have  risen  an  average  of 
year.  In  some  high-growth  areas,  parti 
Northern  California,  Nevada,  Washingtor 
Texas,  North  Carolina,  New  York,  and 
rents  and  property  values  are  climbind 
faster — in  some  cases  15%  to  20%  annual! 
But  owning  rental  properties  isn't  like 
stocks    "that    you    canl 
away  and  forget  about,] 
zour  says.  Dealing  with 
pipe   or  a   tenant   who| 
town,  not  to  mention  all  the  bookkeeping, 
a  major  headache.  You  have  to  treat  a  res 
real  estate  investment  as  a  business 
and  actively  manage  all  facets  of  its  oper; 
LESS  IS  MORE.  On  the  bright  side,  comp 
among  mortgage  lenders  has  sharply  reduce 
much  of  your  own  money  you  have  to  put 
buy  small  residences.  "With  leverage,  y( 
make  a  lot  of  money  with  hardly  any  equity 
property,"  says  Larry  Lick,  president  of 
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Real  Estate 


BOOKS 


Getting  Started 


DESCRIPTION 


•  Landlording:  A  Handymanual     •  Answers  every  conceivable 
for  Scrupulous  Landlords  question,  from  garbage 

and  Landladies  Who  Do  It  services  to  tax  issues, 

Themselves,  by  Leigh  Robinson,    in  simple,  folksy  language 
Express  Publishing,  $24.95 


•  The  Landlord's  Troubleshooter, 
by  Robert  Irwin,  Dearborn, 
$17.95 

ORGANIZATIONS 


•  Addresses  common  landlord 
issues,  with  appendices  of 
standard  forms  and  notices 


•  National  Real  Estate 
Investors  Assn. 
800  922-2214 
www.nareia.com 

•  National  Assn.  of  Residential 
Property  Managers 

800  782-3452 
www.narpm.org 

•  National  Apartment  Assn. 
703  518-6141,  ext.  124 
www.naahq.org 


•  Its  regional  chapters  hold 
monthly  meetings  and 
distribute  newsletters 


•  Caters  mainly  to  professional 
property  managers  but  offers 
educational  seminars  that 
are  open  to  all 


Publishes  Units  magazine 
and  has  an  Independent 
Rental  Owners  Committee 


Lenders  will  now 
finance  as  much  as 
90%  if  your  credit 
is  good,  so  a  10% 
rise  in  the 
property's  value 
means  you've 
doubled  your 
downpayment 


i 


m 

ygj 

Housing  On-line  (www.rhol.com),  a  Web 
site  for  landlords.  As  recently  as  1998, 
lenders  required  at  least  30% 
downpayment.  But  Doug  Perry,  a 
first  vice-president  at  Countrywide 
Credit  Industries,  says  lenders  now 
will  finance  as  much  as  90%  if  your 
credit  is  good.  That  makes  your 
gains  and  rental  profits  consider- 
ably fatter.  When  the  property's 
value  rises  10%,  for  instance, 
you've  doubled  the  10%  you  put 
down.  And  you  can  get  back  that  initial  cash  in- 
vestment by  refinancing  the  mortgage  when  the 
property  appreciates.  If  you  live  in  one  of  the 
units,  you  can  sometimes  get  a  loan  for  100%  of 
the  price. 

Costs  and  rental  terms  vary  considerably,  even 
from  neighborhood  to  neighborhood.  But  here's 
how  a  deal  for  a  $300,000  property  might  work. 
If  you  get  90%  financing,  or  $270,000  at,  say, 
8.25%  interest,  your  monthly  mortgage  payments 
will  be  $2,028.  Figure  in  another  $117  a  month 
for  mortgage  insurance,  perhaps  $250  for  prop- 
erty taxes,  and  $75  for  homeowner's  insurance. 
Your  monthly  pretax  nut?  $2,470.  A  common  er- 
ror is  not  factoring  in  enough  money  for  main- 
tenance— for  example,  the  cost  of  removing  rac- 
coons from  the  attic.  Experts  advise  setting 
aside  up  to  15%  of  rental  income  for  upkeep. 

You  have  to  be  patient,  counsels  Bob  Bruss,  a 
real  estate  attorney  who  owns  rental  properties 
in  the  San  Francisco  Bay  area  and  also  writes  a 


syndicated  real  estate  column.  "Rental  h 
are  a  long-term  investment,"  he  says. 
should  be  prepared  to  stay  in  at  least  five  y 
Hold  on  even  longer  to  get  the  full  tax  bei 
You  can  deduct  depreciation  or  age-related 
and  tear  on  residential  sti-uctures  for  27.5 
And  when  you  sell,  you  won't  have  to  ] 
cent  in  capital  gains  tax  if  you  sign  a  coi 
within  40  days  to  buy  another  property  of 
or  greater  value — and  close  within  120  dai 
CLOSE  TO  HOME.  Finding  a  good  rental  pro 
requires  the  same  due  diligence  you'd  exei 
you  were  buying  your  own  home.  'You  have 
ally  study  the  surrounding  community,"  Lit 
This  includes  investigating  traffic  patterns 
crime  statistics,  zoning  ordinances,  and  the 
ty  of  nearby  schools.  Bruss  suggests  av 
"one-industry  towns"  where  a  shuttered  fai 
corporate  office  could  devastate  property  v] 
Also,  he  says,  "look  for  fixer-uppers"  so  yi 
raise  the  property's  value  by  making  a  few 
renovations.  Painting,  landscaping,  and  ne 
fixtures  will  increase  resale  value  more  per 
spent  than  stabilizing  the  foundation  or  ove: 
ing  the  plumbing.  Renovating  a  bathroi 
adding  a  pool  are  notorious  money-losers 
National  Association  of  Realtors  and  Remoi 
Magazine  publish  an  $11.15  annual  repair  o 
value  report  (call  312  329-8258,  or 
mmurton@realtors.org). 

Experts  also  suggest  b\ 
rental  property  near  your  \ 
Jeffrey  Taylor,  who  lectun 
landlording  and  hosts  the 
www.mrlandlord.com,  advises 
ing  within  30  minutes  of 
you  live  so  you  can  make  re| 
visits  and  quickly  attend  to 
requests. 

Or  you  can  hire  a  pro: 
manager.  But  his  salary  a 
not  exceed  10%  of  rent; 
enue,  and  it's  better 
certified.  "It  doesn't 
they  are  any  good,  b 
least  you  know  they  take  the  job  seriously  ei 
to  have  taken  some  courses  on  property  ma 
ment,"  says  Bruss.  Check  the  managers' 
ences,  inspect  properties  they  manage,  and] 
with  the  tenants.  Instead  of  hiring  a  mai 
many  landlords  say  it's  far  more  cost-effectr 
find  dependable  carpenters,  plumbers,  and  el 
cians  whom  you  can  call  when  you  have  a  proL 
"I  really  didn't  expect  to  have  to  speni'j 
much  time  attending  to  the  buildings," 
Furey  in  Bristol,  who  spends  a  morning  e 
weekend  on  maintenance.  He  gets  valuable 
though,  from  his  local  property-owners  ass 
tion,  which  holds  regular  educational  sem 
And  there  are  software  programs  such  as 
munity-LiNX  by  rc  Microsystems  and  Land! 
ing  by  Express  Publishing  that  track  rent 
ments  and  generate  standard  forms.  But  ev 
you  hire  a  property  manager,  landlording    , 
easy.  It  takes  a  lot  of  work  to  establish  a  fir 
nancial  foundation. 
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Truth  is,  it  can  be  a  lot  of  fun. 

Especially  when  you're  creating 
breakaway  opportunities.The  kinds 
that  transform  companies  and 
launch  careers.  At  Acxiom,  we  help 
you  invent  exciting  new  ways  to 
build  more  meaningful  customer 
relationships  every  day. 

We  do  it  through  innovative  data 
services  and  technologies  such  as 
Solvitur,  InfoBase,  the  Acxiom  Data 
Network  and  our  exciting,  new 
AbiliTec.  A  linking  technology  that 
gives  your  entire  organization  the 
most  accurate  picture  of  your 
customer  ever  assembled. 

Join  us  in  a  very  bright  future. 
One  where  we  reach  the  top 
together  and  just  keep  climbing. 

Acxiom.  Innovations  through 
Customer  Data  Integration. 
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High  Yields 
With  Little  Risk 

Target  trusts  can  offer  rich  short-term  returns 


BY  LEWIS  BRAHAM 


Looking  for  a  safe  place  to  park  some  short- 
term  cash?  Consider  a  target  term  trust. 
Some  of  these  trusts,  which  trade  on  the 
New  York  Stock  Exchange,  can  deliver  as 
much  as  10%  or  11%  with  little  more  risk 
than  Treasury  bills  or  money-market  funds,  which 
yield  in  the  6%  neighborhood. 

Term  trusts  are  actually  closed-end  funds  that 
invest  in  bonds  and  mortgage-backed  securities. 
While  most  bond  funds  operate  indefinitely,  term 
trusts  mimic  the  behavior  of  bonds.  Instead  of 
maturing,  they  plan  to  "terminate"  at  a  fixed 
date.  Instead  of  a  redemption  at  a  set  price,  the 
term  trusts  have  a  "target"  price,  say  $10  or 
$15  per  share. 

In  other  respects,  the  trusts  behave  like  closed- 


Right  On  Target 


TERM  TRUST 

SYMBOL 

EXPIRATION 

PRICE* 

DISCOUNT 
FROM  NAV 

YIELD  TO 
MATURITY** 

BLACKROCK 

BTT 

12/00 

$9.69 

1.7% 

11.4% 

TCW/DW  2000 

TDT 

12/00 

9.69 

2.5 

10.7 

BLACKROCK  2001 

BTM 

06/01 

9.06 

3.6 

12.1 

TCW/DW  2002 

TRM 

12/02 

9.25 

5.3 

9.3 

BLACKROCK  STRATEGIC 

BGT 

12/02 

8.81 

5.5 

10.4 

*As  of  Aug.  2  "Current  yield  plus  estimated  capital  appreciation 
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end  funds.  Their  prices  are  set  by  marke! 
not  the  underlying  value  of  the  portfolio 
asset  value.  That  means  they  usually  tr: 
premium  or  discount  to  NAV.  Many  invesi 
closed-ends  when  they  trade  at  a  disco 
are  often  frustrated  when  the  discount 
The  beauty  of  the  term  trust  is  that  the 
narrows  over  the  fund's  remaining  life  am 
pears  when  it  liquidates  at  NAV. 

Closing  that  discount  provides  the  e: 
that  makes  term  trusts  so  attractive.  For 
BlackRock  Target  Term  Trust  trades  at 
$9.69,  a  1.7%  discount  to  the  NAV  of  $9.86. 
is  no  change  in  NAV  by  expiration,  an, 
makes  a  1.7%  gain.  If  the  trust  hits  its 
when  it  ends  on  Dec.  31,  there'll  be  a  tot; 
ciation  of  310  a  share  (as  the  NAV  movi 
$9.69  to  $10),  a  3.2%  gain  on  the  original 
ment.  "That  fund  has  five  months  left,"  sa; 
rill  Lynch  analyst  Michael  Mazier.  Reachiri] 
"clearly  achievable,"  he  adds. 
BEST  BETS.  That's  not  all.  The  trust  pays 
ly  dividends  of  2.5(2  a  share  until  expiratio: 
works  out  to  a  1.3%  return  over  five 
Add  the  1.3%  yield  to  the  3.2%  gain  from 
the  target  price,  and  you  get  4.5%  for  five 
On  an  annualized  basis,  says  Mazier,  it's  1 
The  Big  Board  lists  15  term  trusts  wit 
rations  as  far  out  as  2009,  but  the  surest  h 
those  ending  this  year  or  next.  That's 
as  a  trust  gets  closer  to  liquidation,  ms 
shorten  the  maturities  and  raise  the 
quality  of  its  holdings,  which  'reduces 
rate  and  default  risk.  In  fact,  manage] 
turn  the  entire  trust  into  T-bills,  says 
because  "they  don't  want  to  be  stu 
ing  anything  illiquid  at  termination 
Buying  trusts  with  more  dist; 
mination  dates  is  tempting,  sin 
usually  trade  at  deeper  disco 
it's  riskier.  Longer-term  trust) 
longer  maturity  bonds,  which 
the  price  of  the  trust  shares  f: 
volatile.  With  longer  dated  trusts, 
also  a  greater  chance  of  dividend 
rates  fall  or  that  the  fund  misses  its 
price  if  interest  rates  jump  in  the 
Although  the  discount  will  ce: 
close  upon  liquidation,  there's  no 
that  the  trusts  will  hit  their  target 
That's  where  management  count! 
lyst  Michael  McGrath  of  Gruntal 
says  earlier  BlackRock  trusts  have  reache 
targets,  and  tcw  Group's  record  is  strong 
The  key  to  earning  high  returns  fro 
trusts  is  in  the  execution.  Share  prices 
trusts  are  as  easy  to  find  as  stock  quot 
but  you  may  have  to  hunt  for  the  NAVs  th; 
you  determine  if  the  fund  is  selling  at  a  di: 
That  info  is  updated  daily  at  the  Close! 
Fund  Center  (www.closed-endfunds.com)> 
it's  best  to  buy  these  shares  in  one  fell  swi 
the  cost  of  multiple  trades  can  eat  into  n 
The  term  trust  play  involves  only  one  tr 
tion — your  purchase.  When  the  trust  liq 
your  money  comes  back. 
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ree  24  hour  customer  service  by  phone! 
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Aore  high  speed  Internet  access! 
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So  easy  to  use, 
no  wonder  it's  #1 


M  The  Easiest  Just  Got  Easier! 


I  may  be  limited,  especially  during  peak  times. 

TRIAL  MUST  BE  USED  WITHIN  ONE  MONTH  OF  INITIAL  SIGN-ON.  TO  AVOID  BEING  CHARGED  A  MONTHLY  FEE.  SIMPLY  CANCEL  BEFORE  TRIAL  PERIOD  ENDS  Premium  services  carry  surcharges,  and 
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Socially-conscious 
investment  funds 
are  proving 
attractive  to 
women— and 
helping  them 
clean  up  in  the 
marketplace 


Want  to  use  your  pocketbook  to  push  for 
social  change?  A  strategy  that  involves 
aligning  investment  goals  with  social  val- 
ues is  proving  appealing  to  women.  And  it  works: 
U.S.  mutual  funds  that  invest  only  in  compa- 
nies deemed  socially  responsible  returned  an  av- 
erage of  14.47%  a  year  over  the  last  three  years 
(ending  July  31)  compared  with  13.51%  for  funds 
that  don't  make  such  distinctions.  Funds  that 
screen  out  makers  of  weapons,  al 
cohol,  and  tobacco,  among  oth 
ers,  have  fared  as  well  as 
their  non-screened  peers. 

Women    account    for 
just   48%    of   mutual- 
fund  shareholders,  but 
they  make  up  about 
60%-  of  all  socially  con- 
scious  investors,    re- 
ports the  Social   In- 
vestment     Forum  g 
(www.socialinvest.org),  I 
a  nonprofit  group  pro-  ■ 
moting    socially    re-   } 
sponsible       investing. 
While  men  make  up  an 
estimated  90%  of  the 
leadership     of  mutual 
funds,  it's  women  who 
dominate  the  top  posi- 
tions at  socially  respon 
sible  funds. 

Socially  responsible  in 
vesting      resonates      with 
women  for  a  variety  of  reasons 


Social  Investing  Makes  Sense 


TOTAL  RETURN* 
YEAR  TO  DATE  3-YR.  AVERAGE  ANNUAL 


TOP  SOCIALLY  RESPONSIBLE  FUNDS 

NEW  ALTERNATIVES 

32.58% 

9.76% 

GREEN  CENTURY  BALANCED 

20.11 

27.50 

PARNASSUS 

19.16 

19.24 

CITIZENS  EMERGING  GROWTH 

16.58 

40.76 

WOMEN-FRIENDLY  FUNDS 

DEM  INVESTOR 

-4.45 

90.06** 

WOMEN'S  EQUITY 

0.26 

13.81 

AVERAGES 

SOCIALLY  RESPONSIBLE  FUNDS 

1.02 

14.47 

NON-SOCIALLY  RESPONSIBLE  FUNDS 

2.52 

13.51 

"Appreciation  plus  reinvestment  of  dividends  and  capital  gains  through  July  31    **One-year     DATA.  MORNINGSTAR 


"Women  have  more  of  a  natural  concern  w 
health  and  well-being  of  the  community, 
Steve  Schueth,  president  of  First  Affiri 
Financial  Network,  a  financial  advisory  j 
Colorado  Springs,  Colo.,  that  focuses  on 
responsible  investing.  And  they  bring  a  d 
sensibility  to  investing  that  men  don't 
consider.  "Women  don't  separate  how  th< 
about  certain  issues  from  what  they  warn 
with  their  money,"  says  Barbara  Krumsie: 
executive  of  the  Calvert  Group,  a  soci: 
sponsible  fund  family. 
BETTER  INFORMED.  Women  also  do  muc 
research  than  men  before  they  make  an 
ment,  according  to  the  National  Cert 
Women    and    Retirement    Rq 
(ncwrr).  And,  says  Schuet 
better  informed  investo; 
come,  the  more  respj 
they       become." 
women   tend   to  be 
risk-averse  than  mi 
cording     to     NCW 
they  may  consider 
nies  prone  to  enviri 
tal  investigations  o\ 
business  practices  as 
less.  In  their  view,  s 
conscious     companies 
"fundamentally  more  sa 
without  the  problems  tl 
responsible     companies 
have,"  says  Sophia  Collie: 
of  Citizens  Funds,  a  fund 
Certainly,  investin 
your  conscience  can  be 
'  cessful  strategy.  Much 
do-good  funds'  returns 
from  heavy  investment  i 
nology  stocks.  Tech  com 
generally  pass  muster  on 
sues  that  matter  to  soci 
sponsible  investors.  A  pi 
lar     standout     is     DEM     E  0 
Investor,  which  returned  90.06%  for  t  _ 
months  through  July.  DEM,  which  stands  f 
mestic  emerging  market,  invests  in  com]  n 
that  are  controlled  by  women,  Asians,  A 
Americans,  and  Hispanics.  Its  top  holding 
Internet  companies  run  by  Asians,  su 
Broadvision  and  12  Technologies.  The  Wo 
Equity  Mutual  Fund  invests  in  companiei  "E I Ji if  i 
promote  women,  both  socially  and  econom 
in  the  workplace.  Its  top  holdings  are  Mici 
Lucent  Technologies,  and  Johnson  &  John  .,, 

What's  great  about  socially  responsib 
vesting  is  that  you  don't  have  to  sacrifice    ,n% 
values  in  order  to  get  good  returns. 

^ f"  ■'(*, 


BusinessWeek  online 


For  more  on  social  investing,  or  to  join 

a  discussion  in  our  forum,  see  hers. online  at 

www.businessweek.com/investor/ 


QUESTIONS?  COMMENTS?  E-mail  hers@businessweek.com  or  fax  (212)  512-2538 
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The  Barker  Portfolio 


BY  ROBERT 


iKER 


WHEN  ARE  BROKERS 
MORE  THAN  BROKERS? 

Which  precinct,  Wall  Street  or  Washington, 
puts  the  truth  in  greater  danger  is  be- 
yond me  to  say.  Both  agree  it's  fine  for 
stockbrokers  to  hold  themselves  out  as  "financial 
consultants"  (Merrill  Lynch,  Salomon  Smith  Bar- 
ney) or  "financial  advisers"  (Prudential, 
Paine  Webber).  The  Street  wants  its  brokers  to 
seem  more  professional.  Yet  Washington  isn't 
holding  them  to  the  higher  standards  for  invest- 
ment advisers.  Why?  It  doesn't  think  bro- 
kers give  much  advice. 

This  masquerade  will  be  legitimized  by 
a  proposed  rule  expected  to  be  adopted 
this  year  by  the  Securities  &  Exchange 
Commission.  The  rule  is  called  "Certain 
Broker-Dealers  Deemed  Not  To  Be  In- 
vestment Advisers."  I  couldn't  recommend 
worse  reading  for  the  beach.  But  if  you 
pay  anyone  to  help  you  invest,  you'll  want 
to  tune  in  to  what  it  tells  us  about  brokers 
who  call  themselves  advisers. 

Since  1940,  securities  law  has  viewed 
and  regulated  brokers  and  advisers  differ- 
ently. Brokers,  the  law  assumes,  aren't  re- 
ally in  the  business  of  giving  advice.  They 
exist  to  help  investors  make  trades,  and 
any  stock  tip  or  counsel  they  offer  is  sup- 
posed to  be  incidental — given  without  extra 
payment.  By  contrast,  the  law  views  advisers 
as  getting  paid  mostly  for  the  investment 
advice  they  give.  That's  why  they  have  to 
make  fuller  disclosures  of  their  conflicts  of 
interest,  such  as  how  they  might  profit 
when  you  take  their  advice  and  invest.  An 
adviser  also  owes  clients  a  higher  fiduciary 
duty:  to  put  clients'  interests  first. 
BETTER  AURA.  Fast-forward  to  the  present. 
Washington  is  finally  waking  up  to  Wall 
Street's  longtime  drive  to  deliver  not  just 
trades  but  truckloads  of  advice.  It's  the  big 
full-service  firms'  way  of  shoring  up  business  as 
discount  brokers  keep  cutting  trading  commis- 
sions. This  reached  a  crucial  point  last  year  when 
the  brokers  unveiled  new  account  options,  which 
let  clients  trade  alone  online  for  low,  flat  fees. 
For  higher  fees  collected  as  a  percentage  of  assets, 
clients  can  get  fuller  service,  including  help  with 
stocks,  bonds,  funds,  retirement  plans,  trusts,  in- 
surance, banking,  mortgages,  and  more. 

On  its  face,  that  sort  of  service  looks  like  a  lot- 
more  than  "incidental"  brokerage  advice.  And 
these  accounts  now  generate  much  bigger  fees 
than  the  nominal  $25  or  $30  for  an  online  trade. 
So  regulators  couldn't  ignore  the  implication  that 
brokers  offering  these  accounts  could  be  consid- 
ered advisers.  Yet  the  sec  also  likes  asset-based 
fee  plans.  Correctly,  it  thinks  that  they  better 


Wall  Street  likes 
to  call  them 
advisers  or 
consultants,  but 
those  are  just 
names.  You  may 
need  to  do  a  little 
research  to  get  at 
the  truth 


align  the  interests  of  brokers  and  clients.  \^ 
the  hunger  for  commissions,  no  broker 
chum  accounts  or  make  high-pressure  sale; 

That's  why  the  sec  is  bent  on  grantiii: 
kers  an  exemption  from  regulation  as  ad 
As  the  sec  sees  these  brokers,  their  advi 
mains  incidental.  "They  offer  the  same  pack 
services.  They're  just  priced  differently, 
sec  attorney  Cynthia  Fornelli.  The  new 
she  adds,  will  direct  marketers  to  distii 
clearly  between  brokerage  and  advisory  ace 

More  truth  in  advertising  can  only  help, 
doubt  Wall  Street  will  begin  portraying  its 
people  as  simple  brokers.  Titles  such  as  fir 
adviser  "create  an  aura  of  professionalism, 
Securities  Industry  Assn.  lawyer  Michae 


experti 


off.  "Brokers  aren't  just  stock  jockeys  any 
It's  a  more  sophisticated  process  of  taking 
account  all  of  the  client's  financial  needs." 
Somewhere  between  Washington  and 
Street,  truth  lies  bleeding.  If  you  prefer  to  b 
discount  firms  and  pay  extra  for  a  full-s« 
broker,  compare  the  cost  of  a  brokerage  ac 
with  an  advisory  account.  Ask  to  see  wha 
sec  calls  Form  adv.  It  will  detail  how  the 
er  makes  money  and  disclose  any 
flicts  of  interest.  The  truth  is,  a  broker  witho 
adv  is  just  a  broker — by  any  name. 
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The  ASP  business  is  a  hot  topic 


It  takes  clear  goals 


expertise  and  resources  that  allow  customers  to  focus 


i  ilug  and  play" 


a  complete  packaged  solution 


hosting  of  business-critical  applications 


support  in  managing  applications 


simple  to  access  and  simple  to  manage 


it-time-right  infrastructure 


First  things  first,  second  things  not  at  all 


And  we  are  prepared  to  deliver  on  the  promise  now! 


J 


at 


John  Charters.  CEO  of  QCS 


Is  Your  ASP  Plug  n'  Play  Ready? 


QCS     .1  compart)  created  bj  Qwest  solutions  designed  to  take  the  distractions  and 

Communications  and  KI'NKi     is  challenging  the 
notion  ol  what  an  ASP  is  all  about,  In  intro- 
ducing Plug 'n' Play™  solutions  Simple  D  you  do  best     your  business 


solutions  designed  to  take  the  distractions  and  ^*>-k 

obstacles  ol  ll  oH  youi  company's  agenda  Q^e%tJ 

Sd  now  you  can  be  free  to  concentrate  on  what         ~~^^*  ' 


Cyber. Solutions 

PLUG     '    N    '     PLAY 


Qwest  Cybor  Solutions  (QCS)  All  rights  reserved  Qwest  Cyber  Solutions 
I  Owes!  Communications  Inc  Plug  'n'  Play  is  a  trademark  of  QCS 


Call  1-877-CYBR-APP  (1-877-292-7277) 
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ULFORD  PERKS  UP 


e:  g.  MARCIAL 

>  tis  biotech 
i  blockbuster 
Ken's  drug? 
untie  Data 
;i  sing  is  one 
Tik  high  tech. 
it,1  software 
s;eep  track 
(workplace 


LOOKING 
A  TAD  SHARPER 


Not  many  biotech  names  have  come  up  of 
late  to  capture  the  Street's  fancy.  But  some 
pros  have  plucked  one  that  they  think  owns 
a  potential  blockbuster  drug:  Guilford  Pharma- 
ceuticals (GLFD),  whose  therapeutic  and  diagnos- 
tic agents  focus  on  a  range  of  neurological  dis- 
eases, including  Alzheimer's  and  Parkinson's.  Its 
stock,  which  had  been  languishing  at  around  13  a 
share  since  mid-April,  suddenly  perked  up  in 
mid-July,  to  16.  It  has  since  climbed  to  19. 

The  reason:  Its  new  drug  nil-a,  a  novel  nerve- 
regeneration  compound  that  may  be  useful  in 
treating  Parkinson's  disease,  showed  good  re- 
sults in  preliminary  clinical 
trials  and  was  all  set  for  a 
major  Phase  2  trial. 

True  enough,  on  Aug.  7, 
biotech  leader  Amgen, 
Guilford's  strategic  partner 
on  NIL-A,  announced  that 
it  had  begun  a  Phase  2 
clinical  trial  to  evaluate  the 
safety  and  effectiveness  of 
the  drug.  The  trial  may  en- 
roll some  400  patients. 

"nil-a  has  tremendous  potential  and  could  be 
a  blockbuster  if  the  human  results  are  anywhere 
near  the  animal  models  in  previous  trials,"  says 
Stefan  Loren  of  Legg  Mason  Wood  Walker,  an 
investment  bank  with  expertise  on  biotechs.  The 
analyst  figures  that  nil-a  has  the  potential  to 
produce  $1  billion  in  annual  sales.  He  says  Guil- 
ford's neuroscience  pipeline  remains  strong,  and 
that  Amgen  has  obtained  the  license  for  Guil- 
ford's 10  different  new  drugs,  including  one  for 
Alzheimer's.  He  expects  a  strong  flow  of  news 
about  NIL-A  and  Guilford's  other  new  drugs  this 
year  and  in  2001.  His  12-to- 18-month  target  for 
the  stock:  45. 

Analyst  Matt  Geller  of  CIBC  World  Markets  is 
impressed  by  Guilford's  neurological  compounds. 
"They  have  the  potential  to  revolutionize  the 
treatment  of  neurological  disorders,"  says  Geller, 
who  rates  the  stock  a  "strong  buy." 

ONE  TECH  STOCK 
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QUICK  REBOUND 
FROM  A  SPRING  DIP 


Wi 


AUTOMATIC  DATA 
PROCESSING 


A  DOLLARS 

DATA  BlOOMBtRUttUNCIAI  MAKMI'. 


rith  tech  stocks  coming  under 
pressure,  investors  are  scour- 
ing the  landscape  for  low-risk 
winners.  Enter  Automatic  Data  Pro- 
cessing (\rii),  the  No.  1  independent 
computing  service  company,  whose 
stock  has  recovered  from  the  spring 
decline.  Trading  at  56  in  mid-March, 
the  stock  dropped  to  40  in  early  April. 
It  has  rallied  since,  closing  ;it  54  on 
Aug.  9.  \rn  is  a  "safe-haven  tech  in- 
vestment," says  Jennifer  King  of  Mer- 


rill Lynch — "somewhat  contra-cyclical  to  higher- 
beta  (risk)  tech  stocks."  It  has,  she  adds,  a  "spec 
tacularly  consistent  record  of  over  35  year 
quarterly  double-digit  earnings  gains." 

A  leader  in  payroll  and  human-resource  trans- 
action processing,  AUD  has  a  "proven,  solid  re- 
curring-revenue business  model,"  says  King.  Also 
impressive,  she  adds,  are  Aim's  Internet  and  e- 
business  initiatives. 

AT  ID  has  formed  alliances  with  America  Online 
and  Microsoft — and  soon  with  EarthLink — to  en- 
able small-business  customers  to  use  AUD's  ser- 
vices on  the  Web.  Yahoo!  is  expected  to  sign 
up,  too.  Some  57%  of  aud's  $6  billion  in  sales  are 
to  employers,  including  payroll  processing.  The 
rest  comes  from  processing  trades  for  brokerages 
(24%)  and  providing  software  and  communica- 
tions to  18,000  car  dealers  (12%). 

aud  President  Gary  Butler  says  the  company's 
Internet  alliances  will  boost  the  company's  glob- 
al customer  base,  now  450,000.  Merrill's  King 
figures  AUD  earned  $1.31  a  share  in  the  year 
ended  June  30,  2000.  She  expects  $1.51  in  2001. 

CLOCKING  IN 

WITH  KRONOS 

Productivity — that's  the  appeal  of  Kronos 
(kron)  to  some  pros.  It  makes  data-collec- 
tion systems  using  PCs  and  client  servers 
that  enhance  productivity  in  the  workplace.  One 
of  its  products  helps  reduce  payroll-preparation 
time,  improve  labor  scheduling,  and  control  wage 
costs.  "Kronos  is  the  recognized  leader  in  time- 
and-attendance  and  labor-productivity  hardware 
and  software,  with  a  50%  market  share,"  says 
Jeff  Hershey  of  Awad  Asset  Management.  Part 
of  new  growth  will  come  from  Web-enabled  ver- 
sions of  its  products,  adds  Hershey. 

Joseph  Arsenio,  a  tech  analyst  at  Chase  H&Q, 
says  enterprise  and  Web  products  for  Kronos' 
markets  are  gaining  mo- 
mentum. And  he  likes  Kro- 
nos' "outstanding  balance 
sheet,"  with  $40.3  million 
in  cash  and  investments,  no 
long-term  debt,  and  posi- 
tive cash  flow.  In  the  year 
ending  Sept.  30,  2000,  he 
expects  earnings  of  $1.05  a 
share  on  revenues  of  $271 
million.  In  2001,  he  fore- 
sees $1.26  on  $312  million. 

The  stock  has  yet  to  recover  from  its  March 
tumble — from  65  to  33,  where  it  remains.  At 
this  price,  says  Arsenio,  "Kronos  is  a  logical 
takeover  candidate  for  larger  enterprise  soft- 
ware companies  seeking  to  dominate  the  time- 
and-attendance  market." 


BusinessWeek  <> 


Watch  for  Gene  Marcial's  Inside  Wall  Street  Online 
column  every  Tuesday  afternoon  at 
www.businessweek.com/today.htm 
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Figures  of  the  Week 


STOCKS 


U.S.  MARKETS 


Aug.  9 


%  change  

Year  to    Last  12 
Week      date    months 


GLOBAL  MARKETS 


Aug.  9     Week 


S&P  500 

Aug.    Feb.    Aug.  Aug.  3-9 


1570 


1485 


1400 


1315 


1230 


1510 


S&P  500 

Dow  Jones  Industrials 
Nasdaq  Composite 
S&P  MidCap  400 
S&P  SmallCap  600 
Wilshire  5000 


1472.9 

10,905.8 

3853.5 

507.9 

209.2 

13,710.3 


2.4 
2.0 
5.3 
2.4 
1.3 


0.2  13.5 

-5.1  1.9 

-5.3  53.0 

14.2  28.7 

5.8  18.4 


2.6       -0.7 


1410 


COMMENTARY 

Despite  good  news  on  inflation  and 
productivity,  the  market  wasn't  a  head- 
liner.  The  Dow,  up  2%  for  the  week,  hit 
its  highest  level  in  nearly  three  months 
on  Aug.  8.  But  retail  and  banking 
shares  sent  the  index  south  on  Aug.  9. 
Meanwhile,  the  Nasdaq  owed  much  of 
its  5.3%  gain  to  strong  earnings  results 
from  tech  leaders  Cisco  Systems  and 
Applied  Materials. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


SECTORS 

Business  Week  50*  1259.2 
Business  Week  Info  Tech  100**    927.9 

S&P/BARRA  Growth  886.0 

S&P/BARRA  Value  614.6 

S&P  Energy  877.3 

S&P  Financials  153.8 

S&P  REIT  86.7 

S&P  Transportation  636.8 

S&P  Utilities  298.9 

GSTI  Internet  416.9 

PSE  Technology  1053.4 
*Mar.  19,  1999=1000       "Feb.  7,2000  =  1000 


3.7 

5.3 
2.7 
2.2 
1.0 
6.2 
-2.0 
-0.3 
4.4 
5.2 
3.5 


-3.2 
NA 

-0.1 
0.7 
5.1 

15.6 

17.8 
6.7 

31.5 

-41.5 

8.4 


16.2 


32.6 

NA 

22.1 

3.9 

-1.9 

18.6 

8.5 

-5.8 

17.1 

15.8 

80.2 


ffiSSM 


S&P  Euro  Plus  (U.S.  Dollar)         1466.3      -0.1 
London  (FT-SE  100)  6414.0       0.4 

Paris  (CAC  40)  6570.2       0.6 

Frankfurt  (DAX)  7226.7        1.6 

Tokyo  (NIKKEI  225)  16,034.6      -1.1 

Hong  Kong  (Hang  Seng)  17,182.0      -0.6 

Toronto  (TSE  300)  10,863.0       4.9 

Mexico  City  (IPC)  6519.0      -0.4 

FUNDAMENTALS Aug.  8       W 

S&P  500  Dividend  Yield  1.05%      1 

S&P  500  P/E  Ratio  (Trailing  1 2  mos.)  30.2 
S&P  500  P/E  Ratio  (Next  1 2  mos.)*  NA 
First  Call  Earnings  Revision*  NA% 

•First  Call  Corp. 
TECHNICAL  INDICATORS         Aug  8 


Si. 

tsr 
sta  I 


S&P  500  200-day  average  1430.1  142 

Stocks  above  200-day  average  60.0%  5( 

Options:  Put/call  ratio  0.54  0 

Insiders:  Vickers  Sell/buy  ratio  1.59  i 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 

GROUPS  month  % 


Invest.  Banking/Brkrge.  20.4 

Homebuilding  20.4 

Aluminum  19.8 

Property-Casual.  Insurers  18.7 

Personal  Loans  17.2 


Defense  Electronics 
Invest.  Banking/Brkrge. 
Communications  Equip. 
Semiconductors 
Hospital  Management 


112.7 
82.5 
79.5 
62.8 
59.2 


Instrumentation  -40.0  Office  Equip.  I  i 

Toys  -27.9  Toys 

Long  Dist  Telecomms.  -17.9  Metal  &  Glass  C( 

Office  Equip.  &  Supplies  -14.8  Furnishings  &  A[ 

Regional  Telephone  Cos.  -13.4  Housewares 


ylsj  o 


I  MUTUAL  FUNDS 

Week  ending  Aug.  8 
■  S&P  500  ■  U.S.  Diversified  ■  All  Equity 
4-week  total  return 


52-week  total  return 


w 


%     -3       -2       -1        0         1 


Week  ending  Aug.  8 
■  S&P  500  ■  U.S.  Diversified  ■  All  Equity 
52-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return  % 

Leaders  Leaders 

Financial  7.8  Technology 

Real  Estate  3.4  Health 

Miscellaneous  1.3  Mid-cap  Growth 

Mid-cap  Value  1.1  Small-cap  Growth 

Laggards  Laggards 

Japan  -11.9  Precious  Metals 

Diversified  Pacific/Asia  -8.9  Miscellaneous 

Diversified  Emerging  Mkts.  -6.7  Large-cap  Value 

Communications  -5.9  Mid-cap  Value 


92.7 
79.1 
65.1 
63.0 

-12.9 

4.4 

6.3 

10.0 


EQUITY  FUNDS 

4-week  total  return 


%      52-week  total  return 


%       6         12       18       24       30       36 
Data:  Standard  &  Poor's 


Leaders 

Century  Shares 
Ameritor  Investment 
IAA  Growth 
Fidelity  Insurance 
Laggards 
Apex  Mid  Cap  Growth 
Matthews  Korea  I 
Ameritor  Industry 
Thurlow  Growth 


13.5 
12.2 
12.0 
11.8 

-19.5 
-18.7 
-18.5 
-16.8 


Leaders 

PBHG  Select  Equity  253.8 

Dresdner  RCM  Biotech.  N  245.6 

PBHG  New  Opportunities  2 14. 1 

Berkshire  Focus  198.3 
Laggards 

ProFunds  Ultrashort  Inv.  -80.9 

Potomac  OTC  Short  -51.1 

Midas  -32.8 

Midas  Investors  -30.1 


INTEREST  RATES 


KEY  RATES 


hntlogy 


Aug.  9    Week  ;  Mi 


MONEY  MARKET  FUNDS 
90-DAY  TREASURY  BILLS 
1-YEAR  TREASURY  BILLS 


6.15%       6.16' 


6.25 
■»--• 

6.15 


10-YEAR  TREASURY  NOTES  5.91 

30-YEAR  TREASURY  BONDS         5.72 


8.04 


6.27 

6.07 

6 

5.79 

8.15 


Itt 


30-YEAR  FIXED  MORTGAGE! 

IBanxQuote,  Inc. 

ills 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS  « 

Taxable  equivalent  yields  on  AAA-rated,  tax-exemf*ifc 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  bond 


GENERAL  OBLIGATIONS 
TAXABLE  EQUIVALENT 


4.82% 
6.99 


-I'CTIO 


INSURED  REVENUE  BONDS 
TAXABLE  EQUIVALENT 


4.96 
7.19 


I  THE  WEEK  AHEAD 

BUSINESS  INVENTORIES  Monday,  Aug.  14, 
8:30  a.m.  edt*  Inventories  held  by  man- 
ufacturers, wholesalers,  and  retailers 
probably  rose  0.4%  in  June,  says  the 
median  forecast  of  economists  surveyed 
by  Standard  &  Poor's  mms,  a  division  of 
The  McGraw-Hill  Companies.  Inventories 
jumped  0.8%  in  May. 

INDUSTRIAL  PRODUCTION  Tuesday,  Aug.  15, 
9:15  a.m.  edt>  Output  by  factories, 
mines,  and  utilities  likely  rose  0.4%  in 
July,  on  top  of  a  0.2%  gain  in  June.  Op- 


erating rates  probably  averaged  82.2% 
last  month,  up  from  June's  82.1%. 

HOUSING  STARTS  Wednesday,  Aug.  16, 
8:30  a.m.  edt>-  Housing  starts  probably 
rose  to  an  annual  rate  of  1.57  million  in 
July,  from  1.55  million  in  June. 

CONSUMER  PRICE  INDEX  Wednesday,  Aug. 
16,  8:30  a.m.  edt>  The  s&p  mms  survey 
forecasts  that  consumer  prices  for  all 
items  increased  0.2%  in  July,  after  a 
0.6%  surge  in  June  that  was  mostly  fuel- 


related.  Excluding  food  and  fue  ^ 
prices  in  July  probably  rose  0.2 
same  gain  posted  in  June. 

™  Win 

INTERNATIONAL  TRADE  Friday,  Aug. 
a.m.  edt>-  The  trade  deficit  likei: 
$31.5  billion  in  June,  from  $3] 
in  May,  says  the  s&p  mms  surveys 

*  «i  Sim 

FEDERAL  BUDGET  Friday,  Aug.  18, 
edt>-  The  U.S.  Treasury  will  li 
a  July  deficit  of  $5.5  billion,  c 
with  a  $25.2  billion  gap  in  Ju 


In  . 


: 
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JESS  WEEK  FIFTY 

Feb. 


3.7  for  the  week,  bested  both  the  Dow  and  the  S&P  500,  up  2%  and  2.4%  respectively.  Citnx  Sys- 
;atl  server  software  firm,  was  the  biggest  mover,  up  38.1%  after  it  announced  an  agreement  with 
orj  s  distributor  in  China.  Other  winners  were  Network  Appliance,  up  17.7%  on  bullish  analysts'  sen- 
Jatfitorage  arena  and  Gateway,  up  13.8%  amidst  reports  of  growing  PC  demand. 


COMPANY  PERFORMANCE 

%j:hange 

Since 
Week     3/1/00 


%  change 


a 

e. 

an '  Dean  Witter 

_   i 

:hi'Ogies 
Ti  mology 

sy  ms 

:h  b 
ul 
PI  mce 


Te 

r  als 

n  inal 
.  Aociates 


7.0 

1.4 

11.3 

11.3 

11.6 
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BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

SAP  PERSONAL  WEALTH  Real-time  mar- 
ket coverage,  industry  analysis,  and 
personalized  retirement  advice. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 
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Yahoo!  (YHOO)  76, ! 
195,234,271 
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For  Ad  Rates  and  Information 
Phone:  (312)  464-0500 
Fax:  (312)  464-0512 


Business  Services 


uw.giveyourwebsiteavoice.com 


H»e  operators  standing  by  24-hours  a  day,  7  days  a  week. 


800-532-S2S5  ■  www.allwestcalkenters.com 


lu  ition/lnstruction 


THffllWillWy 


Jistance  Lean 
College  Degrees.  Over  100  majors 

Credit  for  Work/Life  Experience 

it.   BLOTS     uv;i(<i  oxf'urdiH-t.t-tlii 


HUEl   1-877-7  BIU  USA 


rS*LUTELY  FREE 
!  [VALUATION 


hior's  -  Master's  -- 
i.D.  Degrees 

I  q  ife  and  work  experience. 
tfij  ntial  --  Fast  --  Student 
U  ins.  www.arrc.org 

813-951-1203 


ct  Your  NBA 
Distance  Learning 


University  of 

'M  Leicester 


a. 


■  cisR) 
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du<  jlioa  rtn«ncing  available 

"  it  ttir  limni  MlQfl  .»! 

r.*db>lhc  Association  QfJ  MBA-,      ' 
il  •,  hartei 

00-874-5844 
id  rdiusaderols.com 
'wtv.rdi.co.uk  yuj 


H;iness  Services 


da  Logo? 


^?<ifi 


Get  a  Professional 

Custom  Designed 

LOGO  TODAY! 

1-888-869-5646 


1  BOOmylogo.com 


■■■:,  i  ■■•  ii 

W  BUSINESSES  FOR  SALE  BY  OWNERS 
Si  IFAC  TURING  TO  SMALL  RETAIL  SHOPS 
*  :E  STORES  ■  RESTAURANTS  -  MOTELS 
,  I  No  Cost  To  Rcviow  BusmMsas 

(ft  -800-999-SALE  •  www.gwbs.com 

NATIONWIDE     To  Buy  or  Sail 
¥  JTERN  BUSINESS  SERVICES,  INC 


corporate. 


| 

c|  :ered  agent  services 
J^ank  accounts  opened 
ii  tee  director  services 
i  /  ^Incorporation  Handbook 
-    Business  Incorporators,  Inc. 

.423.2993 
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Career  Opportunities 


MANAGER— Must  have  BS  in  Business 
Administration,  Marketing  or  related  area 
Must  have  8  years  expenence  in  |ob  ottered. 
For  the  sale  of  school  buses,  responsible 
for  management  of  all  marketing  and  sale 
activities  for  the  company  Determine 
registration  requirements  in  compliance 
with  State  and  Federal  legislation  as 
required  and  ensure  the  continued 
compliance.  Negotiate  the  structure  of 
dealer  contracts  with  legal  counsel 
Establish  sales  territories  and  goals  for 
distribution.  Analyzes  sales  reports  and 
marketing  techniques  for  promotion  of 
product.  Supervise  staff  of  marketing  and 
sales.  40  hours  per  week,  8:00  a.m.  to 
5:00  p.m.  Salary  $64,000.00  per  year. 
Qualified  applicants  send  resumes  with 
social  security  numbers  to  the  Indiana 
Department  of  Workforce  Development, 
10  N.  Senate  Ave..  Indianapolis.  IN 
46204-2277.  Attention:  DPG.  ID#8084424. 


Business  Opportunities 


Worldbid.com  is  seeking 
business  partners  worldwide  to 
develop  Worldbid. corn's  vertical 
and  regional  trade  portals. 

View  details  at: 
www.worldbidpartners.com 

#Worldbid.com 


Men's  Footwear 


SS  TRAINERS 
E  THE  OFFICE. 

Men's  quality  footwear 

in  Sizes  6-20, 

AAA-EEEEE  widths, 

Call  1-800-240-7463 

for  a  free  catalog. 

Askfordept.E428M. 


Corporate  Gifts 


mwim\ 


Legal  Services 


Asset  Protection 


Corporations,  Ltd.  Partnerships,  LLCs 

Offshore  Trusts,  Corps.,  Private  Banking 

•  Best  Jurisdictions  •  Maximum  Privacy 

•  Tax  Savings   •  Estate  Planning 

Professional  -  Confidential 


Steven  Sears,  CPA  •Attorney  at  Law 
714-544-0622  •  www.searsatty.com 


Logo  Tatto 


»» 


2"x2" 

(Image  area 
1-3/4"  x  1-3/4") 


or  2000  tattoos,   only  $299 

CALICO 

800/225-4269   Fax:  707/446-8273 

E-Mail:  CalicoUSA@Yahoo.com  (PC) 

E-mail:  Calicotattoos@aol.com  (Mac) 

Website:  CalicoUSA.com 


Computer  Equipment 


Ted  Dasher  Inc. 

Hewlett-Packard 

Buy.SelUTrade  ^-^— 


LaserJet  •  ColorPro  •  DraftMaster  •  DeskJet 

DraftPro  •  DesignJet  •  Ruggedwriter 

Electrostatic  "\otten 

J?  HP  9000/3000  Workstations  &  Personal  Computers 

Demo  &  Refurbished  Equipment 

800-638-4833 

By»pcc2     •     Email  sales  ^dasher  com 


Aviation/Fractional  Ownership 


A  SMILE  AND  A  FROWN 


www,  flexjet.  com 


SOUND  EXACTLY  THE  SAME 
OVER  A  SPEAKERPHONE 

Some  things  just  can't  be  communicated  over 
fiber  optic  cable.  A  Learjet?    or  Challenger51 
business  jet  from  Flexjet  enables  the  moder 
CEO  to  capitalize  on  the  kind  of  face-to-face 
interaction  that  moves  business  forward.  We 
offer    the    most    complete    range    of    latest 
technology  aircraft  available  today.  So  while 
there  may  be  other  options  to  Flexjet,  there 
can   only   be   one   choice.    Flexjet.    For   more 
information  on  the  many  affordable  benefits  of 
fractional  ownership  and  our  unprecedented 
level   of   persorral   service   and   attention   to 
detail,  call  1-800-FLEXJET. 

BOMBARDIER 

AEROSPACE 


Flexjet  is  a  Bombardier  Aerospace  progra 


The  New  Economy  has  changed 
the  way  the  world  does  business. 
ExDlore  its  multi-faceted  opportunities. 

New  Economy  at  The  Waldorf -Astona  m  New  York  C ty  W^  ,jties  presented  by  the  New  Economy,  an, 

best-o.-breed  organization,  such  as  Richard IN  «-»^Sr*5  w.  Buckley  K  president  ■  CEO.  Interne 
S,oan  Schoo,  of  Management;  corrector.  ^^f^fZZy.  Candice  Carpenter  CEO.  M»age  >nc,  Jeffery , 

=;r^=^^ 

-nc.Dr.  David  Lawrence^e^^^ 


Oearcommerce  -.^  "•-■  "--     .  wienick        fdent « CEO.  CD,  Corp..  nop. , 

Roger  S.  Siboni  president  S  CEO,  t.pipnany. 

CEO,  Ask  Jeeves,  Inc. 
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THE  2000 
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CEO 

SUMMIT 


CEO  for  the  New  Economy 

October  5f  2000 

The  Waldorf-Astoria,  New  York  City 

Sponsored  by: 
Agilent  Technologies     Aventail  Corporation     Cyveillance    Dell  Computer  Corporation    EDS 

I         Hewitt  Associates/Sageo,  a  Hewitt  eBusiness    PeopleSoft    Vitria  Technology,  Inc. 
With  support  from: 
Diamond  Technology  Partners    Diners  Club  International 


BusinessWeek 


\  Dmsum  <>l  ~l  Ik  McGraw-Hill!  jini/wiici 


If  you  have  received  an  invitation,  we  urge  you  to  RSVP  today. 
If  you  have  not  received  one  but  believe  you  should  attend,  please  contact  us. 

Simply  call  1-800-682-6007. 


Editorials 


THE  21  ST  CENTURY  CORPORATION 


For  nearly  all  of  its  life,  the  modern  corporation  has 
made  money  by  making  things.  It  has  done  so  by  amass- 
ing fixed  assets,  organizing  large  workforces,  and  managing 
hierarchically.  The  21st  century  corporation  will  do  little 
of  that.  It  will  make  money  by  producing  knowledge  creat- 
ed by  talented  people  working  with  partners  all  over  the 
globe.  So  fundamental  will  the  changes  be  that  the  corpo- 
ration as  we  know  it  will  likely  exist  only  on  the  margins  of 
the  economy. 

Nothing  less  than  the  fundamental  nature  of  economic 
value  is  undergoing  change.  Some  200  years  ago,  Thomas  Jef- 
ferson captured  the  special  quality  of  information  as  an  eco- 
nomic good:  "He  who  receives  an  idea  from  me,  receives  in- 
struction himself  without  lessening  mine;  as  he  who  lights  his 
taper  at  mine,  receives  light  without  darkening  me."  And  the 
more  candles  lit,  the  brighter  the  light.  Jefferson,  of  course, 
didn't  know  about  network  effects — but  he  was  prescient 
nonetheless. 

business  week's  special  double  issue  examines  the  nature 
and  role  of  the  corporation  in  an  idea-driven  economy.  It 
begins  with  the  premise  that  the  Internet  doesn't  change 
just  some  things.  It  changes  everything — the  rules,  the  play- 
ers, the  organizations,  the  public  policy.  Only  the  corporate 
goal  remains  the  same:  profits. 

Capital  is  already  flowing  to  pioneering  knowledge-based 
companies.  Microsoft,  with  just  31,000  employees,  has  a  mar- 
ket capitalization  of  $600  billion.  McDonald's  with  10  times  as 
many  people  working  for  it,  has  one-tenth  the  market  cap. 
The  venture  capital  industry  itself  is  booming,  placing  bets  on 
new  Internet  business  models  that  may  or  may  not  turn  out 
to  be  wildly  successful  and  profitable.  At  this  early  point  in 
the  evolution  of  the  New  Economy,  no  one  really  knows 
what  will  work.  Last  year  U.  S.  companies  alone  received  $50 
billion  in  venture  capital,  25  times  a  much  as  in  1990. 

There  are  new  working  principles  for  the  21st  Century 
Corporation.  Here  are  the  key  ones: 

■  "Everything  gets  cheaper  forever,"  according  to  John 
Chambers,  ceo  of  Cisco  Systems.  The  Net  destroys  corporate 
pricing  power.  It  allows  customers,  suppliers,  and  partners  to 
compare  prices  from  100  or  1000  sources,  not  just  two  or 
three,  and  erases  market  inefficiencies.  It  rapidly  commodi- 
tizes  all  that  is  new,  reducing  prices  fast.  It  quickly  bids 
down  prices  toward  marginal  cost.  And  it  makes  it  easier  to 
copy  and  distribute  digitized  media,  from  music  to  books, 
video  to  data. 

■  Cutting  costs  is  the  answer.  In  an  economic  universe  of 
downward  pressures  on  margins,  one  path  to  profitability 
will  be  to  reduce  expenses.  Globalization  and  the  Internet  will 
pare  costs  on  an  unimaginable  scale  for  corporations  that 
learn  how  to  manage  them  effectively,  by  eliminating  inter- 
mediaries. Odds  are,  the  surprising  gains  in  productivity  in 
the  past  three  years  are  just  the  beginning  of  an  era  of 
high  efficiency. 


m  Innovation  builds  profits.  There  is  one  way  for  corp( 
to  circumvent  principle  No.  1  and  raise  prices.  In  ai 
mation  economy,  companies  can  gain  an  edge  thraij 
ideas  and  products  that  increase  in  value  as  more 
use  them.  There's  no  limit  to  how  many  people  can  u; 
based  assets,  such  as  the  Palm  Pilot  or  America  Onli 
stant-messaging  system.  Information-based  products 
ward  early  leaders  with  temporary  monopolie 
winner-take-all  profits.  But  the  emphasis  is  on  "terhf 
Knowledge-based  products  and  networks  can  quickh 
pear  in  a  burst  of  Schumpeterian  creative  destruction, 
porations  must  innovate  rapidly  and  continuously. 

■  Deflation  is  the  enemy — not  inflation.  Washington 
makers  face  a  new  economic  world  of  rising  produ 
falling  prices,  and  high-tech  business  cycles.  While 
Economy  paradigm  motivates  Federal  Reserve  Chairrm 
Greenspan,  most  Fed  members  and  economists  rema 
tentative  converts.  In  the  future,  maintaining  demand 
face  of  a  high-tech  slowdown  will  be  one  of  the  key  ec 
issues  confronting  policymakers.  They  aren't  intellectua 
pared  to  deal  with  the  downside  of  the  New  Economy. 

■  Human  capital  is  the  only  asset.  Globalization  and  t 
will  allow  corporations  to  seek  out  the  best  educati 
trained  around  the  world.  In  the  21st  century,  corpo 
know  that  creativity  is  the  sole  source  of  growth  and ' 
The  value  of  education  rises  exponentially  in  an  ec 
based  on  ideas  and  analytic  thinking.  Despite  all  the  1 
vice  to  education,  politicians  and  governments  do  r 
comprehend  the  need  for  massive  changes  in  schools. 

The  upheaval  wrought  by  the  New  Economy  is  drar 
ly  altering  the  power  and  status  of  corporations  arou 
world.  U.  S.-based  companies  have  clearly  dominated  tl 
tal  age,  thanks  to  America's  early  adoption  of  the  p 
computer.  The  Internet  and  other  new  technologies 
from  the  PC,  and  most  Americans  access  the  Net  tl 
their  office  or  home  computers.  But  the  stationary  PC  is 
way  to  hand-held  information  appliances,  and  the  mobile 
clearly  the  wave  of  the  future.  Today,  Europeans  and  Ja 
are  getting  the  latest  and  greatest  wireless  cell  phones  fir 
rope  has  a  single  wireless  standard,  the  gsm,  while  th 
continues  to  fumble  around  with  three.  Europeans  are  i 
replacing  their  desktop  telephones  completely  with  cells, 
while,  Japanese  kids  are  now  plugged  directly  into  the  I 
all  the  time,  without  having  to  dial  up.  And  which  con" 
are  in  the  forefront  of  the  wireless  revolution?  Japan's  D( 
Finland's  Nokia,  Korea's  Samsung,  and  dozens  of  othe 
panies  ready  with  consumer  products  based  on  thelttim^ 
Net.  The  competitive  playing  field  for  corporations 
decades  ahead  will  see  a  ferocity  unknown  to  ceos  tods 

We  are  just  in  the  beginning  of  the  beginning.  Th 
century  is  going  to  be  hard  on  corporations,  governmen 
all  the  rest  of  us.  But  the  changes  the  century  will  brii 
be  nothing  short  of  astonishing. 


278  BUSINESS  WEEK  /  AUGUST  28    2000 


AUCH  IN  THF  FACF 


OF    RISK    EVERY  WHERE 


FROM  THE  COMFORT 


OF      YOUR      OWN     COUNTRY. 


3WIDE     INSURANCE     COVERAGE 


uend  with.  That's  why  Fireman's  Fund,  a  member  of  the  Allianz 
ngle  progr.i' 
Fireman's  Fund.  License  to  get  on  with  it.- 
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Fireman's 
Fund 


A  company  of  the  Allianz  Group 
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HERE'S  NO  SUBSTITUTE  FOR  AN  EXPERIENCED  PARTNER. 
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